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To our stockholders, employees and customers:

2016 was the fourth straight year in which Navistar improved our net results. In the face
of a challenging market, we demonstrated our resilience and the long-term viability of
our enterprise. We pressed ahead with our rapid transformation, grew customer
consideration of our products, and forged an alliance with Volkswagen Truck & Bus that
will generate added opportunities and enable us to go even farther, even faster. Other
accomplishments during the year included:

e Launches of the International® HX™ Series and the International® LT™ Series, our
first major new products in five years.

e The third consecutive year of record profits in our Parts business, and of double-digit
growth for our Fleetrite® all-makes parts line.

e A new agreement with General Motors to manufacture their cutaway G van.

e Growth of OnCommand™ Connection’s vehicle population to more than 250,000
trucks.

e A successful transition of our Navistar Capital alliance from GE to BMO.

e Significantly improved financial results from our Global Operations segment.

e Our fourth consecutive year of adjusted EBITDA improvement.

Our game-changing strategic alliance with Volkswagen Truck & Bus, which we expect to
close in the first quarter of calendar 2017, includes an equity investment in Navistar,
strategic technology and supply collaboration and a procurement joint venture. Our
customers have reacted very favorably to our announcement of this planned alliance, and
we expect it to have a positive impact both operationally and in the marketplace.

The new alliance will in fact support all three pillars of our business strategy: Driving
Operational Excellence; Growing the Core Business; and Building New Sources of
Revenue. Following is a review of the past year’s progress in each of these strategic
areas, and of the alliance’s anticipated impact in each area.

Driving Operational Excellence

Driving Operational Excellence is about getting more done for less. Over the last three
years, our improvements in structural costs, material costs and manufacturing costs have
taken out more than $1.2 billion in total costs, and we have increased our consolidated
gross margin from 8.1% in 2013 to 14.6% today.

Our 2016 results show we have decisively transformed the company. Despite the
challenging Class 8 market, which deteriorated rapidly in the second half, we recorded
our fourth consecutive year of adjusted EBITDA improvement, significantly grew our
adjusted EBITDA margin year on year, and hit our year-end manufacturing cash target.
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We have identified more opportunities to lower costs and improve operations moving
forward. As we develop and launch our cadence of new trucks and buses, we are using
product design to further improve material costs. The procurement joint venture with
Volkswagen Truck & Bus, once operational, will allow us to obtain additional material
savings, based on economies of scale. In addition, technology collaboration with
Volkswagen Truck & Bus will allow us to invest more efficiently in emerging advanced
technologies, such as connected services, powertrains, emission technologies, and
automated driver assistance that includes platooning and autonomous technologies.

Over the first five years of our alliance with Volkswagen Truck & Bus, we forecast that
Navistar will benefit by at least $500 million of savings, with an annual run rate of $200
million by year five, and continued improvement after that.

Growing the Core Business

Building on our sustained investment during our turnaround, 2016 was a year when we
made major strides towards the future growth of our core North America truck, bus and
parts business, thanks to new driver-centric products and a dealer network that set the
industry pace for uptime.

We began a cadence of major new product introductions that will extend through 2018.
Our launches in 2016 included the International® LT™ Series of Class 8 on-highway
trucks, the International® HX™ Series of premium vocational vehicles, and expanded
powertrain options for the International® DuraStar®, the International® WorkStar® and 1C
Bus™ school buses.

We saw improved consideration for our new products, reflected in higher gross order
share across the board. In the fourth quarter, we posted our highest quarterly market share
for total Class 6-8 truck and bus since 2014, while our market share in the heavy over-
the-road segment improved by more than two percentage points compared to Q4 of 2015.

We will build on our new product momentum. In 2017, we will be launching an LT truck
model with a new, proprietary engine for the 13-liter segment, as well as a new regional-
haul truck product, a refreshed International® LoneStar® and a new medium vehicle.

The technology alliance with Volkswagen Truck & Bus will help us expand our future
offerings more rapidly, more cost-effectively and more profitably. With new, proprietary
powertrains, we’ll be able to offer customers greater choice on engines, and to generate
new revenue and profit streams for our Parts business farther down the road. Overall, the
alliance will permit us to bring more products to market, at a lower cost per product
platform.

Building New Sources of Revenue
The third pillar of our strategy, Building New Sources of Revenue, starts with leveraging
our manufacturing, development and validation assets, in order to drive incremental
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revenue. The new partnerships we announced this year will turbocharge our strategies
and leverage our assets in new ways. One good example is our new agreement with
General Motors, which builds on our previously announced collaboration on a new Class
4-5 truck product that we will be manufacturing and launching in 2018. Now, in the first
quarter of calendar 2017, we will also begin manufacturing GM’s cutaway G van at our
Springfield, Ohio, plant, generating incremental revenue while better utilizing our plant
capacity. We are pursuing additional opportunities of this nature.

Our Connected Vehicle business, which has grown to 250,000 trucks, is another major
opportunity, as we bring on line new tools and connected services that enhance
customers’ businesses. Because Volkswagen Truck & Bus looks at connected services
much the same way we do, we see many opportunities to collaborate in this area.

Creating a Champion

Looking ahead to 2017, the major steps we’ve taken this year position us well for
improved results. Our steady cadence of new product introductions, and our Volkswagen
Truck & Bus alliance, will drive increased reductions in our material costs. We intend to
further reduce our manufacturing costs through better utilization of our plant capacity.
And these ongoing operating improvements will yield major benefits as the industry
stabilizes.

We are well positioned to convert the improved order share we saw in 2016 into
improved retail share in the future. Our ongoing stream of new products, along with our
customers’ positive reactions to our alliance with Volkswagen Truck & Bus, all confirm
our confidence in our ability to grow our standing in the market.

So in 2017, despite the continued industry headwinds we anticipate in the first half, we
expect to improve our adjusted EBITDA for a fifth consecutive year, while our lower
break-even point positions us to return to profitability as industry conditions stabilize and
begin to recover. Moving forward, by executing on our strategy, we expect profitability at
all points of the cycle. Over the longer term, we are committed to creating an innovative
and profitable truck and bus company, that is the uptime champion of the industry.

Lyl O

Troy A. Clarke
President and CEO
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Financial Summary

(in millions, except per share data)

Sales and revVenues, NEt.........cccvvveeeuvieeiieeeeieeeeeeee e

Segment Results:

Global Operations............ccceveereereereene e
Financial Services.......ooovvvveiiiiiiiiciiiiiieeeeeeeeeeee e

Loss from continuing operations before income taxes .....
Loss from continuing operations, net of tax®™..................
NEt 10SS™) .o

Diluted loss per share from continuing operations®
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(A) Amounts attributable to Navistar International Corporation

Annual Meeting

The annual meeting of stockholders will be held at
9:00 a.m. Central time, Tuesday, February 14, 2017,
in Navistar’s main auditorium at 2701 Navistar
Drive, Lisle, IL 60532 USA

Investor Relations

For Information about stockholder matters, please
contact the investor relations team:

Website: http://www.navistar.com/navistar/investors
Telephone: (331) 332-2143

SEC Filings

Filings with the U.S. Securities and Exchange
Commission, including the latest 10-K and proxy
statement, are available online at
http://www.navistar.com/navistar/investors/financials
/sec

Registrar

For inquiries regarding name changes, changes of address

or missing certificates, please contact our stockholder
service provider: Transfer Agent and Registrar,
Computershare Investor Services, 211 Quality Circle,
Suite 210, College Station, TX 77845 USA

Website: www.computershare.com/investor
Telephone: (888) 849-9359

Stock Trading Information
Navistar International Corporation is listed on the New
York Stock Exchange. Ticker Symbol: NAV

Independent Auditor
KPMG LLP
200 East Randolph St., Chicago, IL 60601 USA

Corporate Headquarters

Navistar International Corporation

2701 Navistar Drive, Lisle, IL 60532 USA
Telephone: (331) 332-5000
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Disclosure Regarding Forward-Looking Statements

Information provided and statements contained in this report that are not purely historical are forward-looking statements
within the meaning of the federal securities laws. Such forward-looking statements only speak as of the date of this report and
Navistar International Corporation assumes no obligation to update the information included in this report.
Such forward-looking statements include, but are not limited to, statements concerning:

* estimates we have made in preparing our financial statements;

« the anticipated consummation and implementation of our recently announced strategic alliance with Volkswagen Truck &
Bus GmbH ("VW T&B");

* our development of new products and technologies;
* anticipated sales, volume, demand, markets for our products, and financial performance;
« anticipated performance and benefits of our products and technologies;

* our business strategies relating to, and our ability to meet, federal and state regulatory heavy-duty diesel emissions
standards applicable to certain of our engines, including the timing and costs of compliance and consequences of
noncompliance with such standards, as well as our ability to meet other federal, state and foreign regulatory requirements;

* our business strategies and long-term goals, and activities to accomplish such strategies and goals;

* our ability to implement our strategy focused on growing the Core business, seeking new sources of revenue, driving
operational excellence, leveraging the VW T&B alliance, investing in our people, and improving our financial
performance, as well as the results we expect to achieve from the implementation of our strategy;

* our expectations related to new product launches;
« anticipated results from the realignment of our leadership and management structure;
* anticipated benefits from acquisitions, strategic alliances, and joint ventures we complete;

* our expectations and estimates relating to restructuring activities, including restructuring charges and timing of cash
payments related thereto, and operational flexibility, savings, and efficiencies from such restructurings;

* our expectations relating to the potential effects of anticipated divestitures and closures of businesses;
* our expectations relating to our cost-reduction actions and actions to reduce discretionary spending;
* our expectations relating to our ability to service our long-term debt;

* our expectations relating to our wholesale and retail finance receivables and revenues;

* our expectations and estimates relating to our used truck inventory;

* liabilities resulting from environmental, health and safety laws and regulations;

* our anticipated capital expenditures;

* our expectations relating to payments of taxes;

* our expectations relating to warranty costs;

* our expectations relating to interest expense;

* our expectations relating to impairment of goodwill and other assets;

* costs relating to litigation and similar matters;

+ estimates relating to pension plan contributions and unfunded pension and postretirement benefits;
* trends relating to commodity prices; and

* anticipated trends, expectations, and outlook relating to matters affecting our financial condition or results of operations.

nn nn "o

These statements often include words such as "believe," "expect," "anticipate," "intend," "plan," "estimate," or similar
expressions. These statements are not guarantees of performance or results and they involve risks, uncertainties, and
assumptions. Although we believe that these forward-looking statements are based on reasonable assumptions, there are many
factors that could affect our results of operations and could cause actual results to differ materially from those in the forward-
looking statements. Factors that could cause or contribute to differences in our future financial results include those discussed in
Item 1A, Risk Factors, set forth in Part I, as well as those factors discussed elsewhere in this report. All future written and oral
forward-looking statements by us or persons acting on our behalf are expressly qualified in their entirety by the cautionary
statements contained herein or referred to above. Except for our ongoing obligations to disclose material information as
required by the federal securities laws, we do not have any obligations or intention to release publicly any revisions to any
forward-looking statements to reflect events or circumstances in the future or to reflect the occurrence of unanticipated events.
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Available Information

We are subject to the reporting and information requirements of the Securities Exchange Act of 1934, as amended (the
"Exchange Act") and as a result, are obligated to file annual, quarterly, and current reports, proxy statements, and other
information with the United States ("U.S.") Securities and Exchange Commission ("SEC"). We make these filings available free
of charge on our website (http://www.navistar.com) as soon as reasonably practicable after we electronically file them with, or
furnish them to, the SEC. Information on our website does not constitute part of this Annual Report on Form 10-K. In addition,
the SEC maintains a website (http://www.sec.gov) that contains our annual, quarterly, and current reports, proxy and information
statements, and other information we electronically file with, or furnish to, the SEC. Any materials we file with, or furnish to, the
SEC may also be read and/or copied at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549.
Information on the operation of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330.



PART I

Item 1. Business

Navistar International Corporation ("NIC"), incorporated under the laws of the State of Delaware in 1993, is a holding
company whose principal operating entities are Navistar, Inc. ("NI") and Navistar Financial Corporation ("NFC"). References
herein to the "Company," "we," "our," or "us" refer to NIC and its consolidated subsidiaries, including certain variable interest
entities ("VIEs") of which we are the primary beneficiary. We report our annual results for our fiscal year, which ends October
31. As such, all references to 2016, 2015, and 2014 contained within this Annual Report on Form 10-K relate to the applicable
fiscal year unless otherwise indicated.

Overview

We are an international manufacturer of International® brand commercial and military trucks, proprietary diesel engines, IC
Bus™ ("IC") brand school and commercial buses, as well as a provider of service parts for trucks and diesel engines. We also
provide retail, wholesale, and lease financing services for our trucks and parts.

Our Products and Services
Our principal products and services include:

¢ Trucks—We manufacture and distribute Class 4 through 8 trucks and buses in the common carrier, private carrier,
government, leasing, construction, energy/petroleum, military vehicle, and student and commercial transportation markets
under the International and IC brands. We design and manufacture proprietary diesel engines for our International
branded trucks and military vehicles and IC branded buses.

e Parts—We support our International brand commercial and military trucks, IC brand buses, our proprietary engines, as
well as our other product lines, by distributing proprietary products together with a wide selection of other standard truck,
trailer, and engine service parts.

* Financial Services—We provide retail, wholesale, and lease financing of products sold by the Truck and Parts segments,
as well as their dealers, within the U.S. and Mexico.

Our Strategy
Our Business

Our core business is the United States and Canada truck and parts markets, where we participate primarily in the Class 6
through 8 vehicle market segments (our “Core” markets). In the United States and Canada, nearly one in four Class 6 through
8 vehicles on the road today is an International truck, with over a million trucks on the road. We also produce over a third of all
school buses used in North America.

We also have one of the largest commercial vehicle parts distribution networks in the United States and a captive finance
company. Outside our Core markets in the United States and Canada, International is one of the leading truck brands in Mexico
and much of Latin America. We are also the largest diesel engine company in Brazil, with our wholly-owned subsidiary
International Industria Automotiva da América do Sul Ltda. ("I[TAA"), formerly MWM International Industria De Motores Da
America Do Sul Ltda. In addition, we export trucks, buses and engines to niche markets around the world.

We continue to take actions that we believe will improve our performance and continue to evaluate additional opportunities to
enhance value to our customers. Following is a summary of our 2016 accomplishments and our expectations going forward.

Our 2016 Accomplishments

I.  Announced Volkswagen Truck and Bus Alliance: On September 5, 2016, we announced an alliance with VW T&B to
pursue joint global sourcing opportunities and source technology for powertrains and other advanced technologies. As part
of this alliance, we announced a stock purchase agreement with VW T&B (the "Stock Purchase Agreement"), pursuant to
which we will issue and VW T&B will purchase an estimated 19.9% stake (16.6% on a proforma basis) in the Company by
way of a capital increase. The closing of the Stock Purchase Agreement is subject to certain regulatory approvals and the
finalization of the definitive agreements and contracts, among other customary closing conditions.

II. Launched products and product features - important to key markets: During the turnaround, we remained committed
to product investment to increase customer value. In 2016, we began to realize our plan to release a new or redesigned
product, on average, every six months through 2018.

* Inearly 2016, we launched the International® HX™ Series, the first in a series of new product launches. The HX is a
Class 8 premium truck for construction and vocational markets.



In mid-2016, we introduced our Cummins ISL engine offering in our Medium and Severe Service trucks.
In late 2016, we introduced the International® LT™ with Cummins X135 series to replace our ProStar line of trucks.
In late 2016, we introduced a propane engine in our school buses.

OnCommand Connection (“OnCommand”), our unique open architecture, all-makes remote diagnostics system, was
tailored for the applications of our bus and truck customers, and is now standard on our vehicles, to achieve more
efficient repairs and maintenance, better life-cycle value, and an overall lower cost of ownership. We now have more
than 250,000 vehicles subscribed to the OnCommand system.

III. Improved quality and uptime: We continued our relentless focus on improving quality and uptime in 2016.

We have reduced dealer dwell time through improvements in the diagnostics and repair procedures. An increasing
number of service locations have achieved Diamond Edge certification, which is a dealer service performance
program launched this year that includes rigorous requirements and measured results.

We have made great strides on improving the quality of components manufactured by our supply base. The quality
performance of our supply base has improved to the point that we have seen a reduction in excess of 70% in supplier
related defects in our manufacturing facility over the last four years. The reduction of internal defects will have a
positive impact on the uptime and performance of our vehicles.

IV. Delivered on our plan to reduce costs: Since 2012, we have reduced our Selling, general and administrative ("SG&A")
and Engineering and product development costs (together, "structural costs"). We continued to make progress in 2016,
which we expect will pave the way for us to be profitable and free-cash flow positive as the truck market recovers:

Procurement and engineering design processes remain focused on lowering material costs.

We continued to implement cost saving initiatives, including reductions in discretionary spending and employee
headcount reductions, resulting in the lowering of structural costs by $147 million in 2016 compared to 2015.

Our focused factory strategy has been implemented across our plants whereby each facility is primarily focused on a
specific platform, allowing for higher levels of manufacturing and logistic efficiency.

V. Built sales momentum: There are signs that sales momentum is building in 2016. We quoted more customers in 2016
than a year ago. Our share is increasing with lease/rental customers.

VI. Evaluation of non-Core activities: We also continue to evaluate our portfolio of assets to optimize our cost structure. In
February 2016, we sold Pure Power Technologies, a components business focused on air and fuel systems. Additionally, in
August 2016, we sold our engine and foundry facilities in Indianapolis, Indiana.

Our Expectations Going Forward

Going forward, we will focus on implementing our customer-centric strategy. We believe our strategy will enable us to improve
sales and market share by offering more value to our customers. Our strategy includes plans to:

Grow the Core Business;

Seek New Sources of Revenue;
Drive Operational Excellence;
Leverage the VW T&B alliance;
Invest in our People; and

Improve Financial Performance

I.  Grow the Core Business: We will continue to focus on leveraging our investments and assets to generate revenue growth.

New Product Launches - Many key product launches are planned through the next several years including a new line
of Class 4/5 commercial vehicles in the first half of 2018 that will be distributed separately through General Motors
Company ("GM") and our dealer networks. In 2017, we will also introduce our new MV and RH models with
superior fuel economy. To support Greenhouse Gas ("GHG") emissions requirements, we will continue to introduce
features that further improve fuel economy. We will also relaunch our proprietary 13L engine which is critical to our
success in the Heavy and Vocational markets.

Distribution Effectiveness - We will invest in the dealer organization to improve customer reach and sales
effectiveness. Core to this strategy is recruitment and training of salespeople, improved operating practices, and
comprehensive internal sales support.
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Building Customer Purchase Consideration - We will rebuild brand and customer loyalty across all of our Core
markets.

Seek New Sources of Revenue: We plan to leverage our assets and capabilities to pursue new sources of revenue.

Grow Core Services - In 2016, we extended our relationship with GM by signing a long-term agreement to
manufacture GM's G Van cutaway models at our Springfield, Ohio assembly plant. Production is to begin in the first
calendar quarter of 2017.

Parts - We will pursue continued growth of the successful Fleetrite all makes parts offering and reman businesses.
We will also leverage our connected vehicle platform and use of other technologies to accelerate parts and service
growth.

OnCommand Connection - We are planning to leverage the value of the data gathered through OnCommand to
generate new sources of revenue.

Drive Operational Excellence: We will drive improvement of key performance metrics such as product, manufacturing
structural costs, quality, and uptime. A relentless focus on operational excellence is essential to delivering on our
commitment to enhance customer value.

Leverage the Announced Volkswagen Truck and Bus Alliance: This alliance is valuable to us across many areas.

Products and Technology - VW T&B and Navistar have a similar vision for the role of technology, including the
importance of driver-focused open architecture solutions. The alliance will be a source of powertrain options and
other high-value technologies, including advanced driver assistance systems, connected vehicle solutions, platooning
and autonomous technologies, electric vehicles, and cab and chassis subsystems.

Market Confidence - Increase consideration as part of a leading global truck alliance.
Parts - Create new parts sales and growth opportunities afforded by vertically integrated systems.

Cost - Leverage global scale to achieve significant cost reduction synergies, and drive more efficient research and
development spend.

Invest in our People: We will align our people strategy with our capabilities to ensure we focus our people efforts where
it matters most. We will focus on recruiting the right people and making sure they are productive as quickly as possible.
Methods to retain, motivate, reward, and recognize will be customized to ensure we build the workforce we need to
achieve our goals.

Improve Financial Performance: Our financial performance continues to improve due to savings from cost reduction
actions and despite the impact of lower revenues from poor industry conditions. We will continue our efforts to lower our
breakeven point and are positioned to benefit when the North American truck industry recovers. Over time, we will reduce
the amount of leverage on our balance sheet.



Our Operating Segments

We operate in four industry segments: Truck, Parts, Global Operations (collectively referred to as "Manufacturing operations"),
and Financial Services, which consists of NFC and our foreign finance operations (collectively referred to as "Financial
Services operations"). Corporate contains those items that do not fit into our four segments. Selected financial data for each
segment can be found in Note 15, Segment Reporting, to the accompanying consolidated financial statements.

Truck Segment

Our Truck segment manufactures and distributes Class 4 through 8 trucks, buses, and military vehicles under the International
and IC brands, along with production of proprietary engines, primarily in the North America markets that include the U.S.,
Canada, and Mexico. Our Truck segment also includes our truck export business under the International and IC brands as well
as products that support the military truck product lines. The proprietary engines produced in North America are primarily used
in our trucks and buses. Our strategy is to deliver the highest quality commercial trucks, buses, and military vehicles. We
continue to develop our expansion markets, which includes the exportation of our truck and bus products. The Truck segment
is our largest operating segment based on total external sales and revenues.

We compete primarily in our Core markets. The Truck segment's manufacturing operations in the U.S. and Mexico consist
principally of assembling components manufactured by our suppliers, as well as designing, engineering, and producing certain
sheet metal components, including truck cabs, and proprietary engines. In 2013, we began offering the Cummins ISX15 engine,
as well as the Cummins Selective Catalytic Reduction ("SCR") after-treatment system on certain applications of our proprietary
engines. In 2014, we began offering the Cummins ISB engine in medium and severe duty truck and bus applications, and in
2016, we began offering the Cummins ISL engine in our medium and severe duty trucks. The products we sell to the U.S.
military are derivatives of our commercial vehicles and allow us to leverage our manufacturing and engineering expertise,
utilize existing plants, and seamlessly integrate our engines into military vehicles.

The Truck segment's manufacturing operations also include the production of diesel engines, which are primarily used in our
trucks. The operations at the engine manufacturing facilities consist principally of the assembly of components manufactured
by our suppliers, as well as machining operations relating to steel and grey-iron components. We market a portion of our
commercial products directly to large fleets and the remainder through our extensive independent dealer network in North
America, which offers a comprehensive range of services and other support functions to our end users. Our commercial trucks
are distributed in virtually all key markets through our distribution and service network retail outlets, which is comprised of
728 outlets in the U.S. and Canada and 94 outlets in Mexico, as of October 31, 2016, and our export truck operations, primarily
in Latin America. We occasionally acquire and operate dealer locations ("Dealcors") for the purpose of transitioning
ownership. As of October 31, 2016, we operated one Dealcor. In addition, our network of used truck centers and International
certified used truck dealers in the U.S. and Canada provides trade-in support to our dealers and national accounts group, and
markets all makes and models of reconditioned used trucks to owner-operators and fleet buyers.

The Truck business competes on many dimensions, including customer service, price, ease-of-doing-business, and parts
availability. The markets in which the Truck segment competes are subject to considerable volatility and fluctuation in
response to cycles in the overall business environment. These markets are particularly sensitive to the industrial sector, which
generates a significant portion of the freight tonnage hauled. Government regulation has also impacted, and will continue to
impact, trucking operations as well as the efficiency and specifications of trucking equipment.

The Class 4 through 8 truck and bus markets in North America are highly competitive. Major U.S.-controlled domestic
competitors include PACCAR Inc. ("PACCAR"), which sells vehicles under the Kenworth and Peterbilt nameplates in North
America, and Ford Motor Company ("Ford"). Competing foreign-controlled domestic manufacturers include Freightliner and
Western Star (both subsidiaries of Daimler-Benz AG ("Mercedes Benz")), Volvo and Mack (both subsidiaries of Volvo Global
Trucks), and Hino (a subsidiary of Toyota Motor Corporation ("Toyota")). Major U.S. military vehicle competitors include
BAE Systems, General Dynamics Land Systems, and Oshkosh Corporation. In addition, smaller, foreign-controlled market
participants such as Isuzu Motors America, Inc. ("Isuzu"), UD Trucks North America (a subsidiary of AB Volvo ("UD
Trucks")), and Mitsubishi Motors North America, Inc. ("Mitsubishi") are competing in the U.S. and Canadian truck markets
with primarily imported products. In Mexico, the major domestic competitors are Kenmex (a subsidiary of PACCAR) and
Mercedes Benz. In our primary truck export market of Latin America, we compete with many truck manufacturers, including
PACCAR, Freightliner, and Mack.

Parts Segment

Our Parts segment supports our brands of International commercial trucks, IC buses, and proprietary engines, as well as our
other product lines, by providing customers with proprietary products together with a wide selection of other standard truck,
trailer, and engine service parts. We distribute service parts through the dealer network that supports our trucks and engines.
The Parts segment is our second largest operating segment based on total external sales and revenues.



We believe our extensive dealer channel provides us with an advantage in serving our customers by having our parts available
when and where our customers require service. Goods are delivered to our customers either through one of our eleven regional
parts distribution centers operated out of North America, or through direct shipment from our suppliers. We have a dedicated
parts sales team within North America, as well as national account teams focused on large fleet customers. In conjunction with
the Truck sales and technical service group, we provide an integrated support team that works to find solutions to support our
customers.

The Parts business competes on many dimensions including customer service, price, ease-of-doing-business, and parts
availability. We sell a substantial amount of all-make parts for light-, medium- and heavy-duty trucks ("All-Make parts"), which
are common across OEM truck manufacturers. The dealers and fleets have multiple outlets to purchase All-Make parts
including other OEMs (including but not limited to Freightliner, PACCAR, Mack and Volvo), independent distributors, and
traditional retail outlets, including Fleetpride, TruckPro, National Auto Parts Association ("Napa'") Auto Parts, and Fleetrite, our
private-label brand name. We sell a wide-range of proprietary parts, and we are subject to varying degrees of competition for
many of our proprietary parts from alternative parts-providers and independent remanufacturers.

Also included in the Parts segment is our Blue Diamond Parts, LLC ("BDP") joint venture with Ford, which manages the
sourcing, merchandising and distribution of certain service parts for North America Ford vehicles. Major competitors for our
BDP joint venture include Alliant Power, Jasper Engine Transmissions, and Delphi Automotive.

Global Operations Segment

Our Global Operations segment includes business that derives revenue from outside our Truck and Parts segments and
primarily consists of the operations of our wholly-owned subsidiary, IIAA. ITAA is a leader in the South American mid-range
diesel engine market, manufacturing and distributing mid-range diesel engines and providing customers with additional engine
offerings in the agriculture, marine, and light truck markets. Additionally, we also sell our engines to global OEMs for various
on-and-off-road applications. We offer contract manufacturing services under [TAA's MWM brand to OEMs for the assembly
of their engines, particularly in South America. Additionally, as part of its [IAA operations, the Global Operations segment has
engine manufacturing operations in Argentina. The Global Operations segment is our third largest operating segment based on
total external sales and revenues.

Our commercial products are marketed through our independent dealer network, which offers a comprehensive range of
services and other support functions to our end users.

From time to time, we enter into collaborative strategic relationships that allow us to generate manufacturing efficiencies,
economies of scale, and market growth opportunities. The Global Operations segment has a joint venture in China with Anhui
Jianghuai Automobile Co ("JAC"), which allows us to further our reach to global markets. The joint venture focuses on
meeting the emerging needs of the Chinese commercial truck market by providing JAC with access to our Euro IV and Euro V
emission standard technologies.

In Brazil, [IAA's engines compete with Mitsubishi and Toyota in the Mercosul pickup and SUV markets; Cummins, Mercedes
Benz, and Fiat Powertrain ("FPT") in the light and medium markets; Mercedes Benz, Cummins, Scania, MAN, Volvo, and FPT
in the heavy market; Mercedes Benz in the bus market; New Holland (a subsidiary of CNH Industrial N.V.), Sisu Diesel (a
subsidiary of AGCO Corporation), and Deere & Company in the agricultural market; and Scania and Cummins in the stationary
market.

Financial Services Segment

Our Financial Services segment provides and manages retail, wholesale, and lease financing of products sold by the Truck and
Parts segments and their dealers. We also finance wholesale and retail accounts receivable. Substantially all revenues earned
by the Financial Services segment are derived from supporting the sales of our vehicles and products. The Financial Services
segment continues to meet the primary goal of providing and managing financing to our customers in U.S. and Mexico markets
by arranging cost-effective funding sources, while working to mitigate credit losses and impaired vehicle asset values. NFC
provides wholesale financing for 100% of new truck inventory sold to our dealers and distributors in the U.S. through the
customary free interest period offered by NI. At both October 31, 2016 and 2015, NFC retained floor plan financing for
approximately 80% of the dealers after any free interest period. This segment is also facilitating financing relationships in other
countries to support our Manufacturing Operations.



The Financial Services segment manages the relationship with Navistar Capital, an alliance with BMO Financial Group and its
wholly-owned subsidiary BMO Harris Bank N.A. (together, "BMO"), our third-party preferred source of retail customer
financing for equipment offered by us and our dealers in the U.S. In addition, BMO provides financing to support the sale of
our products in Canada ("Navistar Capital Canada"). General Electric Company ("GE") previously owned the GE Capital
Transportation Finance business in the U.S. and Canada, which included Navistar Capital and Navistar Capital Canada. GE
sold its interest on December 1, 2015 to BMO. The activities of Navistar Capital and Navistar Capital Canada have continued
without interruption since the closing of GE's sale to BMO.

Government Contracts

As a U.S. government contractor, we are subject to specific regulations and requirements as mandated by our contracts. These
regulations include Federal Acquisition Regulations, Defense Federal Acquisition Regulations, and the Code of Federal
Regulations. We are also subject to routine audits and investigations by U.S. government agencies such as the Defense Contract
Management Agency and Defense Contract Audit Agency. These agencies review and assess compliance with contractual
requirements, cost structure, cost accounting, and applicable laws, regulations, and standards.

A portion of our existing U.S. government contracts extend over multiple years and are conditioned upon the continuing
availability of congressional appropriations. In addition, our U.S. government contracts generally permit the contracting
government agency to terminate the contract, in whole or in part, either for the convenience of the government or for default
based on our failure to perform under the contract.

Engineering and Product Development

Our engineering and product development programs are focused on new product introductions, enhancements of current
products, quality improvements and continuous material cost-reductions across Navistar's truck and bus product lines. We have
shifted our investment focus from engine to truck by developing driver-centric designs with world class uptime and fuel
economy and which incorporate industry leading OnCommand and other connected technologies. In 2016, we announced new
product introductions - International® HX™ Series and International® LT™ Series - in the Severe Service and Class 8 on-
highway segments, respectively. These product introductions are the culmination of one of the Company's most significant
product investments the Company has made in the last ten years. More new products will be launched, on average, every six
months through 2018. We are also expanding our powertrain offerings with a mix of proprietary engines and Cummins engines
(ISX, ISL, ISB). Navistar is investing in Advanced Driver Assistance Systems and connected technologies, working with
strategic suppliers and partners. Pending regulatory approval, the alliance with VW T&B will further expand our capabilities in
these areas.

We participate in very competitive markets with more stringent regulatory requirements and faster technology adoptions, and
we continue to believe that a strong commitment to engineering and product development is required to drive long-term
growth. Our engineering and product development costs were $247 million in 2016, compared to $288 million in 2015 and
$331 million in 2014. We expect that recently announced GHG phase 2 regulations will drive significant investments in product
development by us and our competitors.

Backlog

We define order backlogs ("backlogs") as orders yet to be built as of the end of the period. Our backlogs do not represent
guarantees of purchases by customers or dealers and are subject to cancellation.

The following table provides our worldwide backlog of unfilled truck orders as of October 31, 2016 and 2015:

Units Value
As of October 31: (in billions)
14,000 $ 1.1
24,000 2.0

Production of our October 31, 2016 backlog is expected to be substantially completed during 2017. The backlog of unfilled
orders is one of many indicators of market demand; factors such as changes in production rates, internal and supplier available
capacity, new product introductions, and competitive pricing actions may affect point-in-time comparisons.
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Employees

As our business requirements change, fluctuations may occur within our workforce from year to year. In 2016, our employee
headcount was impacted by our actions taken in 2015 to control spending across the Company which included targeted
reductions of certain costs. In the U.S., these actions included attrition and an involuntary reduction-in-force to eliminate
additional positions to meet our targeted reductions goal. In addition, we offered the majority of our U.S.-based non-
represented salaried employees the opportunity to apply for a voluntary separation program ("VSP") in October 2015, which
impacted our employee headcount in 2016. For more information, see Note 2, Restructurings and Impairments, to the
accompanying consolidated financial statements.

In 2016, we sold Pure Power Technologies, LLC, a components business focused on air and fuel systems, and our engine and
foundry facilities in Indianapolis, Indiana. In 2015, we sold our foundry operations in Waukesha, Wisconsin and closed our
foundry in Indianapolis, Indiana. In 2014, we sold the E-Z Pack and Continental Mixer businesses, and consolidated our engine
manufacturing footprint, moving 9L and 10L engine production in Huntsville, Alabama to Melrose Park, Illinois. For more
information, see Note 2, Restructurings and Impairments, to the accompanying consolidated financial statements.

The following tables summarize the number of employees worldwide as of the dates indicated and an additional subset of
active union employees represented by the United Automobile, Aerospace and Agricultural Implement Workers of America
("UAW™"), and other unions, for the periods as indicated:

As of October 31,

2016 2015 2014
Employees worldwide:
Total aCtiVe EMPIOYEES......cccvireieiieieriieieeierte et ete et e ste et e steebeseaesreessesseessessaesseensas 11,300 13,200 14,600
Total inactive employees<A) ........................................................................................ 1,100 1,200 1,200
Total employees WOrldwide...........ccocieririeriirierieieieieeeee s 12,400 14,400 15,800
Total active union employees: -
TOtAl UAW ..ottt ettt et et et e e e sbe e b e ssaesbaessesseensesseeseensas 3,100 2,800 2,700
TOtal OtNET UNIOMS ...ecvvviiiiieiieiceeie ettt ettt et e e et e e e eaeeeesaseessnseesensaeeenns 2,300 2,800 3,500

(A) Employees are considered inactive in certain situations including disability leave, leave of absence, layoffs, and work stoppages. Included within inactive
employees are approximately 300 employees, 200 employees, and 300 employees as of October 31, 2016, 2015, and 2014, respectively, represented by
the National Automobile, Aerospace and Agricultural Implement Workers of Canada ("CAW") at our Chatham, Ontario heavy truck plant, which was
closed in 2011 due to an inability to reach a collective bargaining agreement with the CAW. For more information, see Note 2, Restructurings and
Impairments, to the accompanying consolidated financial statements.

In February 2015, our UAW represented employees ratified a new four year labor agreement that replaced the prior contract
that expired October 2014. See Item 1A, Risk Factors, for further discussion related to the risk associated with labor and work
stoppages.

Patents and Trademarks

We seek and obtain patents on our inventions and own a significant patent portfolio. Additionally, many of the components we
purchase for our products are protected by patents that are owned or controlled by the component manufacturer. We have
licenses under third-party patents relating to our products and their manufacture and grant licenses under our patents. The
monetary royalties paid or received under these licenses are not material.

Our primary trademarks are an important part of our worldwide sales and marketing efforts and provide clear identification of
our products and services in the marketplace. To support these efforts, we maintain, or have pending, registrations of our
primary trademarks in those countries in which we do business or expect to do business. We grant licenses under our
trademarks for consumer-oriented goods, such as toy trucks and apparel, outside the product lines that we manufacture. The
monetary royalties received under these licenses are not material.

Supply

We purchase raw materials, parts, and manufactured components from numerous third-party suppliers. To avoid duplicate
tooling expenses and to maximize volume benefits, single-source suppliers fill a majority of our requirements for parts and
manufactured components. Some parts and manufactured components are generic to the industry while others are of a
proprietary design requiring unique tooling, which require additional effort to relocate. However, we believe our exposure to a
disruption in production as a result of an interruption of raw materials and supplies is no greater than the industry as a whole.
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Our costs for trucks and parts sold consist primarily of material costs which are influenced by commodities prices such as steel,
precious metals, resins, and petroleum products. We continue to look for opportunities to mitigate the effects of market-based
commodity cost increases through a combination of design changes, material substitution, alternate supplier resourcing, global
sourcing efforts, and hedging activities. The objective of this strategy is to ensure cost stability and competitiveness in an often
volatile global marketplace. Generally, the impact of commodity cost fluctuations in the global market will be reflected in our
financial results on a delayed basis, depending on many factors including the terms of supplier contracts, special pricing
arrangements, and any commodity hedging strategies employed.

Impact of Government Regulation

Truck and engine manufacturers continue to face significant governmental regulation of their products, especially in the areas
of environmental and safety matters. New on-highway emissions standards commenced in the U.S. on January 1, 2007, which
reduced allowable particulate matter and oxides of nitrogen ("NOx") and have reached the last phase-in period effective with
engine model year 2010. Meeting these new emissions standards resulted in a significant increase in the cost of our products.

In 2010, the initial phase-in of onboard diagnostic ("OBD") requirements commenced for the initial family of truck engines and
those products have been certified. The phase-in for the remaining engine families occurred in 2013. Canadian heavy-duty
engine emissions regulations essentially mirror those of the U.S. Environmental Protection Agency (the "EPA"). In Mexico, we
offer EPA 2004 and Euro IV engines that comply with current standards in that country. Mexico is lowering NOx emission
standards in 2018 and 2020 to Euro V and VI levels, respectively. Navistar Heavy Duty Diesel ("HDD") engines meet the
EURO V and VI with current controls technology.

Truck manufacturers are also subject to various noise standards imposed by federal, state, and local regulations. As the engine
is one of a truck's primary sources of noise, we invest a great deal of effort to develop strategies to reduce engine noise. We are
also subject to the National Traffic and Motor Vehicle Safety Act ("Safety Act") and Federal Motor Vehicle Safety Standards
("Safety Standards") promulgated by the National Highway Traffic Safety Administration ("NHTSA").

Government regulation related to climate change is under consideration at the U.S. federal and state levels. Because our
products use fossil fuels, they may be impacted indirectly due to regulation, such as a cap and trade program, affecting the cost
of fuels. The EPA and the United States National Highway Traffic Safety Administration ("NHTSA") issued final rules for
GHG emissions and fuel economy on September 15, 2011. These began to apply in calendar year 2014 and will be fully
implemented in model year 2017. The agencies' stated goals for these rules were to increase the use of currently existing
technologies. We are complying with these rules through use of existing technologies and implementation of emerging
technologies as they become available. Several of our vehicles were certified early for the 2013 model year and the majority of
our remaining vehicles and all engines were certified in 2014. The EPA and NHTSA adopted a final rule on October 25, 2016
with the next phase of federal GHG emission and fuel economy regulations. This rule contains significantly more stringent
emissions levels for engines and vehicles, which will require substantial investments of capital. The rule will take effect in
model year 2021 and be implemented in three stages culminating in model year 2027. We continue to evaluate the final rule to
assess its impact on us and our stakeholders.

Canada adopted its version of fuel economy and/or GHG emission regulations in February 2013. These regulations are
substantially aligned with U.S. fuel economy and GHG emission regulations. Canada has announced it also is considering a
heavy duty phase 2 GHG rulemaking aligned with EPA and NHTSA phase 2 rules.

In December 2014, California adopted GHG emission rules for heavy duty vehicles equivalent to EPA rules and an optional
lower emission standard for NOx in California. California has stated its intention to lower NOx standards for California-
certified engines and has requested that the EPA lower its standards. In June 2016, several regional air quality management
districts in California and other states, as well as the environmental agencies for several states, petitioned the EPA to adopt
lower NOx emission standards for on-road heavy duty trucks and engines. We expect that heavy duty vehicle and engine fuel
economy and GHG emissions rules will be under consideration in other global jurisdictions in the future. These standards will
require significant investments of capital, will significantly increase costs of development for engines and vehicles, and will
require us to incur administrative costs arising from implementation of the standards.

The EPA also issued a final rule in October 2015 that lowered the National Ambient Air Quality Standard for ozone to 70 parts
per billion. This rule could lead to future lower emission standards for substances that contribute to ozone, including NOx from
vehicles, at the federal and state levels.

Our facilities may be subject to regulation related to climate change, and climate change itself may also have some impact on
our operations. However, these impacts are currently uncertain and we cannot predict the nature and scope of those impacts.

12



Executive Officers of the Registrant

The following selected information for each of our current executive officers (as defined by regulations of the SEC) was
prepared as of November 30, 2016.

Name Age Position with the Company

Troy A. Clarke................... 61  President and Chief Executive Officer and Director
Walter G. Borst.................. 54  Executive Vice President and Chief Financial Officer
William R. Kozek.............. 54 President, Truck and Parts

Persio V. Lisboa................ 51  President, Operations

William V. McMenamin... 57  President, Financial Services and Treasurer

Steven K. Covey ............... 65  Senior Vice President and General Counsel

Samara A. Strycker ........... 44  Senior Vice President and Corporate Controller

Curt A. Kramer.................. 48  Corporate Secretary

Troy A. Clarke has served as President and Chief Executive Officer of NIC and as a member of our Board of Directors since
April 2013. Mr. Clarke served as President and Chief Operating Officer of NIC from August 2012 to April 2013. Prior to this
position, Mr. Clarke served at NI as President of the Truck and Engine Group from June 2012 to August 2012, as President of
Asia-Pacific Operations of NI from 2011 to 2012, and as Senior Vice President of Strategic Initiatives of NI from 2010 to 2011.
Prior to joining NI, Mr. Clarke held various positions at General Motors Company ("GM"), including President of GM North
America from 2006 to 2009 and President of GM Asia Pacific from 2003 to 2006. On June 1, 2009, GM filed for voluntary
reorganization under Chapter 11 of the U.S. Bankruptcy Code.

Walter G. Borst has served as Executive Vice President and Chief Financial Officer of NIC since June 2013. Prior to joining
NIC, Mr. Borst served as Chairman, President and CEO of GM Asset Management and Vice President of GM since 2010. Prior
to that, Mr. Borst served as Vice President and Treasurer of GM from 2009 to 2010 and as Treasurer of GM from 2003 to 2009.
On June 1, 2009, GM filed for voluntary reorganization under Chapter 11 of the U.S. Bankruptcy Code.

William R. Kozek has served as President, Truck and Parts of NI since November 2014. Prior to holding this position, Mr.
Kozek served as President of North America Truck and Parts of NI from June 2013 to November 2014. Prior to joining NI, Mr.
Kozek held various positions at PACCAR, including as its Vice President and General Manager of its Peterbilt division from
January 2012 to June 2013, as Vice President, China from June 2011 to December 2011 and as Vice President and General
Manager of PACCAR's Kenworth division from October 2008 to May 2011. Mr. Kozek began his career as an accountant for
Peterbilt in 1987, and served in a number of finance roles before moving into operations as a Parts District Manager for the
Kenworth division in 1995. He spent the next 16 years at Kenworth moving through a number of key operational roles with
increasing responsibility.

Persio V. Lisboa has served as President, Operations of NI since November 2014. Prior to holding this position, Mr. Lisboa
served as the Senior Vice President, Chief Procurement Officer of NI from December 2012 to November 2014, as Vice
President, Purchasing and Logistics and Chief Procurement Officer of NI from October 2011 to November 2012 and Vice
President, Purchasing and Logistics of NI from August 2008 to October 2011. Prior to these positions, Mr. Lisboa held various
management positions within our North American and South American operations.

William V. McMenamin has served as President, Financial Services and Treasurer of NIC and NI since August 2015. He has
also served as President of NFC since January 2013. Mr. McMenamin served as Vice President, Chief Financial Officer and
Treasurer of NFC from October 2008 to January 2013. Prior to these positions, he served as Vice President of Strategy of NFC
from May 2007 to October 2008, Vice President of Credit of NFC from April 2005 to May 2007, and Director of Corporate
Finance of NI from 2001 to 2005. Prior to joining Navistar, Mr. McMenamin held various positions in finance and accounting
with a human resources services company, a national bank and a national accounting firm.

Steven K. Covey has served as Senior Vice President and General Counsel of NIC since September 2004 and Chief Ethics
Officer of NI from February 2008 to July 2014. Prior to holding these positions, Mr. Covey served as Deputy General Counsel
of NI from April 2004 to September 2004 and as Vice President and General Counsel of Navistar Financial Corporation from
2000 to 2004. Mr. Covey also served as Corporate Secretary of NI from 1990 to 2000 and Associate General Counsel of NI
from 1992 to 2000.
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Samara A. Strycker has served as Senior Vice President and Corporate Controller of NIC since August 2014. Prior to joining
NIC, Ms. Strycker served as Regional Controller, Americas, of General Electric Healthcare ("GE Healthcare") from July 2010
to July 2014 and prior to that position she served as Assistant Controller of GE Healthcare from September 2008 to July 2010.
Prior to joining GE Healthcare, Ms. Strycker was employed at PricewaterhouseCoopers LLP from 1993 to 2008. Ms. Strycker
is a Certified Public Accountant.

Curt A. Kramer has served as Corporate Secretary of NIC since December 2007. Mr. Kramer has also served as Associate
General Counsel and Corporate Secretary of NI since December 2007. Prior to holding these positions, Mr. Kramer served as
General Attorney of NI from April 2007 to December 2007, Senior Counsel of NI from 2004 to 2007, Senior Attorney of NI
from 2003 to 2004, and Attorney of NI from 2002 to 2003. Prior to joining NIC, Mr. Kramer was in private practice.
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Item 1A. Risk Factors

Our financial condition, results of operations, and cash flows are subject to various risks, many of which are not exclusively
within our control, which may cause actual performance to differ materially from historical or projected future performance.
We have in place an Enterprise Risk Management ("ERM") process that involves systematic risk identification and mitigation
covering the categories of Strategic, Financial, Operational, and Compliance risk. The goal of ERM is not to eliminate all risk,
but rather to identify, assess and rank risks; assign, mitigate and monitor risks; and report the status of our risks to the
Management Risk Committee and the Board of Directors and its committees. The risks described below could materially and
adversely affect our business, financial condition, results of operations, or cash flows.

We may not complete our recently announced sale of shares of our Common Stock to VW T&B or the related agreements to
cooperate in respect of engines, related components and technologies and to form a procurement joint venture, and if
completed, we may not realize all or any of the benefits from the contemplated strategic alliance.

On September 5, 2016, NIC and VW T&B entered into the Stock Purchase Agreement, pursuant to which NIC will issue and
VW T& B will purchase an estimated 19.9% stake (16.6% on a pro forma basis) in NIC (the "Share Issuance") and a related
Stockholder Agreement (the "Stockholder Agreement") which governs the rights and obligations of the parties in connection
with the Share Issuance.

In addition to the agreements governing the Share Issuance, we entered into the License and Supply Framework Agreement and
the Procurement JV Framework Agreement with VW T&B. Pursuant to the License and Supply Framework Agreement, the
parties intend to enter into individual contracts in respect of the licensing and supply of certain engines and technologies,
conduct feasibility studies in order to investigate the feasibility of sharing certain technologies and begin good faith discussions
on possible collaboration with respect to certain powertrain combinations and other strategic initiatives. We also intend to enter
into certain other commercial arrangements with VW T&B, including the formation of a joint venture focused on sourcing,
evaluating, negotiating and recommending joint procurement opportunities, the terms of which are set forth in the Procurement
JV Framework Agreement.

The consummation of the Share Issuance is subject to the entry into definitive documentation to form the joint venture
contemplated by the Procurement JV Framework Agreement, the finalization of the first definitive contract under the License
and Supply Framework Agreement, certain regulatory approvals and customary closing conditions, the satisfaction of some of
which is outside of our control. The individual contracts contemplated by the License and Supply Framework Agreement, and
the other commercial arrangements and the joint venture documentation under the Procurement JV Framework Agreement are
currently being negotiated by the parties and may not be entered into. Therefore, we cannot assure you that the Share Issuance,
or implementation of the related strategic alliance with VW T&B, will be consummated at all, or on the terms described in our
public filings.

Even if we consummate the Share Issuance, enter into the individual contracts contemplated by the License and Supply
Framework Agreement, and form the joint venture pursuant to the Procurement JV Framework Agreement, we may not achieve
the expected benefits and synergies associated with the collaboration with VW T&B, including realizing any anticipated cost
savings from the global scope and scale of the procurement joint venture, securing components and technology from VW T&B
or successfully developing future technologies and products and optimizing capital and engineering expenditures for
technology and future vehicle development.

We may not realize sufficient acceptance of our products in the marketplace in order to achieve our goal of regaining
market share.

A key element of our operating strategy is to renew our focus on our Core markets and regain market share following the
transition from our Advanced Exhaust Gas Recirculation ("EGR") only engine technology to an SCR engine technology. Our
success in regaining market share depends in part on our ability to achieve market acceptance of our existing and new products.
The extent to which, and the rate at which, we achieve market acceptance and penetration of our current and future products is
a function of many variables including, but not limited to: price, safety, efficacy, reliability, conversion costs, competitive
pressures, regulatory approvals, marketing and sales efforts, residual values, and general economic conditions affecting
purchasing patterns. Any failure to regain market share could have an adverse effect on our business, liquidity, results of
operations and financial condition.

We operate in the highly competitive North American truck market.

The North American truck market in which we operate is highly competitive. As a result, we and other manufacturers face
competitive pricing and margin pressures that could adversely affect our ability to increase or maintain vehicle prices. Many of
our competitors have greater financial resources, which may place us at a competitive disadvantage in responding to substantial
industry changes, such as changes in governmental regulations that require major additional capital expenditures. In addition,
certain of our competitors may have a lower overall cost structure.
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Our used truck inventory could adversely affect our financial condition, working capital and market share.

We face intense competition not only with our new and core products, but also with sales of our used truck inventory. During
2016, our gross used truck inventory increased to approximately $410 million from $390 million in 2015, offset by reserves of
$208 million and $110 million, respectively, due in part, to an increase in used truck receipts and a decrease in used truck sales.
We have incurred significant charges related to our used truck inventory in recent years. If the market value of our used trucks
decreases, we could incur additional write-downs beyond our existing reserves. If we are unable to sell our used truck
inventory in a timely manner and at a reasonable selling price, our working capital and our ability to gain and retain market
share may be adversely affected.

Our business has significant liquidity requirements, and our recent operating results have had an adverse impact on our
liquidity position.

Our business has significant liquidity requirements, and our operating results over the last several years have had an adverse
impact on our liquidity position. We believe that in the absence of significant extraordinary cash demands, our: (i) level of cash,
cash equivalents, and marketable securities, (ii) current and forecasted cash flow from our Manufacturing operations and
Financial Services operations, (iii) availability under various funding facilities, (iv) current and forecasted availability from
various funding alliances, and (v) access to capital in the capital markets will provide sufficient funds to meet operating
requirements, capital expenditures, investments, and financial obligations on both a short-term and long-term basis. The
expected equity proceeds from our recently announced alliance with VWT&B will be a future source of funds once
consummated. Significant assumptions underlie our beliefs with respect to our liquidity position, including, among other
things, assumptions relating to North American truck volumes for 2017, the continuing availability of trade credit from certain
key suppliers, the ability to regain market share and the absence of material adverse developments in our competitive market
position, business, access to the capital markets or capital requirements. As a result, we cannot assure you that we will continue
to have sufficient liquidity to meet our operating needs. In the event that we do not have sufficient liquidity, we may be
required to seek additional capital, sell assets, reduce or cut back our operating activities or otherwise alter our business
strategy.

Our substantial indebtedness could adversely affect our financial condition, cash flow, and operating flexibility.

Our significant amount of outstanding indebtedness and the covenants contained in our debt agreements could have important
consequences for our operations. The size and terms of certain of our agreements limits our ability to obtain additional debt
financing to fund future working capital, acquisitions, capital expenditures, engineering and product development costs, and
other general corporate requirements. Other consequences for our operations could include:

+ increasing our vulnerability to general adverse economic and industry conditions;

+ limiting our ability to use operating cash flow in other areas of our business because we must dedicate a portion of these
funds to make significant interest payments on our indebtedness;

+ limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;

+ limiting our ability to take advantage of business opportunities as a result of various restrictive covenants in our debt
agreements; and

» placing us at a competitive disadvantage compared to our competitors that have less debt.

Our ability to make required payments of principal and interest on our debt will depend on our future performance and the
other cash requirements of our business. Our performance, to a certain extent, is subject to general economic, political,
financial, competitive, and other factors that are beyond our control. We cannot provide any assurance that our business will
generate sufficient cash flow from operations or that future borrowings will be available under certain of our debt agreements
in an amount sufficient to enable us to service our indebtedness.

Our debt agreements contain certain restrictive covenants and customary events of default. These restrictive covenants limit our
ability to take certain actions, such as, among other things: make restricted payments; incur additional debt and issue preferred
or disqualified stock; create liens; create or permit to exist restrictions on our ability or the ability of our restricted subsidiaries
to make certain payments or distributions; engage in sale-leaseback transactions; engage in mergers or consolidations or
transfer all or substantially all of our assets; designate restricted and unrestricted subsidiaries; make certain dispositions and
transfers of assets; place limitations on the ability of our restricted subsidiaries to make distributions; enter into transactions
with affiliates; and guarantee indebtedness. One or more of these restrictive covenants may limit our ability to execute our
preferred business strategy, take advantage of business opportunities, or react to changing industry conditions.

Upon an event of default, if not waived by our lenders, our lenders may declare all amounts outstanding as due and payable,
which may cause cross-defaults under our other debt obligations. If our current lenders accelerate the maturity of our
indebtedness, we may not have sufficient capital available at that time to pay the amounts due to our lenders on a timely basis,
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and there is no guarantee that we would be able to repay, refinance, or restructure the payments on such debt. Further, under our
senior secured, term loan credit facility in an aggregate principal amount of $1.0 billion (the "Amended Term Loan Credit
Facility"), which was refinanced in August 2015 (the "Senior Secured Term Loan Credit Facility") and our amended and
restated asset-based credit agreement in an aggregate principal amount of $175 million (the "Amended and Restated Asset-
Based Credit Facility"), the lenders would have the right to foreclose on certain of our assets, which could have a material
adverse effect on our Company.

Upon the occurrence of a "change of control" as specified in each of the principal debt agreements of our Manufacturing
operations, we are required to offer to repurchase or repay such indebtedness. Under these agreements, a "change of control" is
generally defined to include, among other things: (a) the acquisition by a person or group of at least 35 percent of our common
stock, or, in the case of our 4.50% senior subordinated convertible notes due October 2018 (the "2018 Convertible Notes") and
4.75% senior subordinated convertible notes due March 2019 (the "2019 Convertible Notes"), 50 percent of our common stock,
(b) a merger or consolidation in which holders of our common stock own less than a majority of the equity in the resulting
entity, or (c) replacement of a majority of the members of our Board of Directors by persons who were not nominated by our
current directors. Under our Amended and Restated Asset-Based Credit Facility and our Amended Term Loan Credit Facility, a
change in control would result in an immediate event of default, which would allow our lenders to accelerate the debt owed to
them. Under the indentures or loan agreements for our debt securities, we may be required to offer to purchase the outstanding
notes under such indentures at a premium upon a change in control. In any such event, we may not have sufficient funds
available to repay amounts outstanding under these agreements, which may also cause cross-defaults under our other debt
obligations. Further, under our Amended and Restated Asset-Based Credit Facility and our Amended Term Loan Credit Facility,
the lenders could have the right to foreclose on certain of our assets, which could have a material adverse effect on our financial
position and results of operations.

Past and potential further downgrades in our debt ratings may adversely affect our liquidity, competitive position and access
to capital markets.

The major debt-rating agencies routinely evaluate and rate our debt according to a number of factors, among which are our
perceived financial strength and transparency with rating agencies and timeliness of financial reporting. In July 2015, Moody’s
Corporation downgraded three series of our outstanding debt issuances but left the corporate family credit rating unchanged. In
contrast, Standard & Poor's Ratings Services improved our rating outlook from developing to positive in March 2015 and in
September 2016, both S&P and Fitch Ratings placed NIC on rating watch positive. Any further downgrade in our credit ratings
and any resulting negative publicity could adversely affect our continued access to trade credit on customary terms as well as
our ability to access capital in the future under acceptable terms and conditions.

Our ability to execute our strategy is dependent upon our ability to attract, train and retain qualified personnel.

Our continued success depends, in part, on our ability to identify, attract, motivate, train and retain qualified personnel in key
functions and geographic areas. We have significant operations in foreign countries, including Canada, Mexico and Brazil, and,
to effectively manage our global operations, we will need to continue to be able to recruit, train, assimilate, motivate and retain
qualified experienced employees around the world.

As aresult of the loss of certain personnel in connection with our reductions-in-force and other personnel departures that
occurred throughout 2014, 2015 and 2016, we have delivered on our goal of achieving a lean and targeted workforce while
reducing and controlling costs. However, failure to retain the qualified personnel that remain, or inability to attract, train and
retain qualified additional personnel, could impair our ability to execute our business strategy and could have an adverse effect
on our business prospects.

Our parts business may be negatively impacted by our engine strategy.

As a result of our decision to use third party engines in some of our products, we expect to experience a decline over time in
our engine-related parts business revenue. In addition, our agreement to supply diesel engines to Ford in North America ended
in December 2009. A primary business purpose of BDP is to supply aftermarket parts supporting the diesel engines supplied to
Ford. We have experienced declines in BDP’s engine-related parts sales and profitability, and we expect to see further declines
as the diesel engines transition out of service in the future.

Increased warranty costs may negatively impact our operating results.

Emissions regulations in the U.S. and Canada have resulted in rapid product development cycles, driving significant changes
from previous engine models. In 2010, we introduced changes to our engine line-up in response to 2010 emissions standards.
Component complexity and other related factors associated with meeting emissions standards have contributed to higher repair
costs that exceeded those that we have historically experienced.
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We accrue warranty related costs under standard warranty terms and for certain claims outside the contractual obligation period
that we choose to pay as accommodations to our customers. We also offer optional extended warranty contracts. Warranty
estimates are established using historical information about the nature, frequency, timing, and average cost of warranty claims.
We recognize losses on defined pools of extended warranty contracts when the expected costs for a given pool of contracts
exceed related unearned revenues. However, warranty claims inherently have a high amount of variability in timing and
severity and can be influenced by many external factors.

Historically, warranty claims experience for launch-year engines has been higher compared to the prior model-year engines;
however, over time we have been able to refine both the design and manufacturing process to reduce both the volume and the
severity of warranty claims. While we continue to improve the design and manufacturing of our engines to reduce the volume
and severity of warranty claims and refine our process for determining our warranty cost accruals, we could experience an
increase in warranty spend compared to prior periods that could result in additional charges in future periods for adjustments to
pre-existing warranties. In addition, as we identify opportunities to improve the design and manufacturing of our engines, we
may incur additional charges for recalls and field campaigns to address identified issues. These charges could have an adverse
effect on our financial condition, results of operations and cash flows. Throughout 2014, 2015 and 2016, to meet new emissions
requirements, including but not limited to OBD, we launched several products that incorporate additional changes and added
component complexity. These changes may result in additional future warranty expense, including costs incurred for engine
control software and calibration updates, that may have an adverse effect on our financial condition, results of operations and
cash flows.

We may discover defects or other issues in vehicles potentially resulting in delays in new model launches, recall campaigns,
or increased warranty costs.

Meeting or exceeding many government-mandated safety standards is costly and often technologically challenging, especially
where two or more government-mandated standards may conflict. Government safety standards require manufacturers to
remedy defects related to motor vehicle safety through safety recall campaigns, and a manufacturer is obligated to recall
vehicles if it determines that they do not comply with a safety standard. In addition, we may decide to take action with respect
to a product issue not related to safety. Should we or government safety regulators determine that a safety standard
noncompliance, safety-related defect or other product issue exists with respect to certain of our vehicles, there could be a delay
in the launch of a new model, a significant increase in warranty claims or a recall, the costs of which could be substantial.

Additionally, if we experience failure in some of our emissions components and the emission component defect rates of our
engines exceed a certain level set by the California Air Resources Board ("CARB") and the EPA, those engines may be subject
to corrective actions by these agencies, which may include extending the warranties of those engines. This could increase
exposure beyond the stated warranty period to the relevant regulatory useful life of the engine, and these actions could have an
adverse effect on our financial condition, results of operations and cash flows.

We could incur restructuring and impairment charges as we continue to evaluate our portfolio of assets and identify
opportunities to restructure our business and rationalize our Manufacturing operations in an effort to optimize our cost
structure.

We continue to evaluate our portfolio of assets in order to validate their strategic and financial fit. To allow us to increase our
focus on our North American core business, we are evaluating product lines, businesses, and engineering programs that fall
outside of our core business. We are assessing the strategic fit to our core business, to identify areas that are under-performing
and/or non-strategic. For under-performing and non-strategic areas, we are evaluating whether to fix, divest, or close those
areas. In addition, we are evaluating opportunities to restructure our business and rationalize our Manufacturing operations in
an effort to optimize our cost structure. These actions could result in restructuring and related charges, including but not limited
to asset impairments, employee termination costs, charges for pension and other postretirement contractual benefits, potential
additional pension funding obligations, and pension curtailments, any of which could be significant, and could adversely affect
our financial condition and results of operations.

We have substantial amounts of long-lived assets, including goodwill and intangible assets, which are subject to periodic
impairment analysis and review. Identifying and assessing whether impairment indicators exist, or if events or changes in
circumstances have occurred, including market conditions, operating results, competition, and general economic conditions,
requires significant judgment. Declines in profitability due to changes in volume, market pricing, cost, or the business
environment could result in charges that could have an adverse effect on our financial condition and results of operations.

Our Manufacturing operations are dependent upon third-party suppliers, including, in certain cases, single-source
suppliers, making us vulnerable to supply shortages.

We obtain raw materials, parts and manufactured components from third-party suppliers. Any delay in receiving supplies could
impair our ability to deliver products to our customers and, accordingly, could have an adverse effect on our business, financial
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condition, results of operations, and cash flows. The volatility in the financial markets and uncertainty in the automotive sector
could result in exposure related to the financial viability of certain of our key third-party suppliers. Suppliers may also exit
certain business lines, causing us to find other suppliers for materials or components and potentially delaying our ability to
deliver products to customers, or our suppliers may change the terms on which they are willing to provide products to us, any
of which could adversely affect our financial condition and results of operations. In addition, many of our suppliers have
unionized workforces that could be subject to work stoppages as a result of labor relations issues. Some of our suppliers are the
sole source for a particular supply item (e.g., the majority of engines, parts and manufactured components) and cannot be
quickly or inexpensively re-sourced to another supplier due to long lead times and contractual commitments that might be
required by another supplier in order to provide the component or materials. In addition to the risks described above regarding
interruption of supplies, which are exacerbated in the case of single-source suppliers, the exclusive supplier of a key component
potentially could exert significant bargaining power over price, quality, warranty claims or other terms relating to a component.

We are exposed to, and may be adversely affected by, interruptions to our computer and information technology systems and
sophisticated cyber-attacks.

We rely on our information technology systems and networks in connection with many of our business activities. Some of these
networks and systems are managed by third-party service providers and are not under our direct control. Our operations
routinely involve receiving, storing, processing and transmitting sensitive information pertaining to our business, customers,
dealers, suppliers, employees and other sensitive matters. As with most companies, we have experienced cyber-attacks,
attempts to breach our systems and other similar incidents, none of which have been material. Any future cyber incidents could,
however, materially disrupt operational systems; result in loss of trade secrets or other proprietary or competitively sensitive
information; compromise personally identifiable information regarding customers or employees; and jeopardize the security of
our facilities. A cyber incident could be caused by malicious outsiders using sophisticated methods to circumvent firewalls,
encryption and other security defenses. Because techniques used to obtain unauthorized access or to sabotage systems change
frequently and generally are not recognized until they are launched against a target, we may be unable to anticipate these
techniques or to implement adequate preventative measures. Information technology security threats, including security
breaches, computer malware and other cyber-attacks are increasing in both frequency and sophistication and could create
financial liability, subject us to legal or regulatory sanctions or damage our reputation with customers, dealers, suppliers and
other stakeholders. We continuously seek to maintain a robust program of information security and controls, but the impact of a
material information technology event could have a material adverse effect on our competitive position, reputation, results of
operations, financial condition and cash flows.

We have significant under-funded postretirement obligations.

On a U.S. generally accepted accounting principles ("GAAP") basis, the under-funded portion of our projected benefit
obligation was $1.7 billion and $1.6 billion for pension benefits at October 31, 2016 and 2015, respectively, and $1.4 billion
and $1.5 billion for postretirement healthcare benefits at October 31, 2016 and 2015, respectively. In calculating these amounts,
we have assumed certain mortality rates, interest rates and growth rates of retiree medical costs. The fair value of invested
assets held in our postretirement benefit plans are measured at October 31 each year and are used to compute funded status.
Future mortality assumption changes and growth rates of retiree medical costs actually experienced by the postretirement
benefit plans, as well as reductions in interest rates and the investment performance of the assets, could have an adverse impact
on our under-funded postretirement obligations, financial condition, results of operations and cash flows.

The continued restructuring and rationalization of our business could also accelerate our pension funding obligations under the
Employee Retirement Income Security Act of 1974, as amended ("ERISA"). The volatility in the financial markets affects the
valuation of our pension assets and liabilities, resulting in potentially higher pension costs and higher levels of under-funding in
future periods. The requirements set forth in ERISA and the Internal Revenue Code of 1986, as amended (the "IRC"), as
applicable to our U.S. pension plans (including timing requirements) mandated by the Pension Protection Act of 2006 (the
"PPA") to fully fund our U.S. pension plans, net of any current or possible future legislative or governmental agency relief,
could also have an adverse impact on our business, financial condition, results of operations and cash flows even though the
recently-enacted pension funding relief legislation, Preservation of Access to Care for Medicare Beneficiaries and Pension
Relief Act of 2010, the Moving Ahead for Progress in the 21st Century Act ("MAP-21 Act") and the Highway and
Transportation Funding Act of 2014 ("HATFA") and the Bi-Partisan Budget Act of 2015, will reduce our funding requirements
over the next five years.

Implementation of our emissions strategy, federal regulations and fuel economy rules may increase costs.

Recent and future changes to on-highway emissions or performance standards (including fuel efficiency, noise, and safety), as
well as compliance with additional environmental requirements, are expected to continue to add to the cost of our products and
increase the engineering and product development programs of our business. Implementation of our emissions strategy is
ongoing and we may experience increased costs or compliance or timing risks as we continue implementation of OBD systems
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requirements as they phase in and manage GHG emission credit balances. The EPA, the U.S. Department of Transportation and
the government of Canada have issued final rules on GHG emissions and fuel economy for medium and heavy duty vehicles
and engines. The emission standards establish required minimum fuel economy and GHG emissions levels for both engines and
vehicles primarily through the increased use of existing technology. The rules, which apply to our engines and vehicles,
initially required EPA certification for vehicles and engines to GHG emissions standards in calendar year 2014 and will be fully
implemented in model year 2017. EPA and NHTSA adopted a second phase of GHG emissions reductions that are anticipated
to apply in three emission standards beginning in model year 2021 and culminating in model year 2027. These reduce emission
levels for engines and vehicles. In addition, California has adopted GHG emissions standards for heavy duty vehicles and
engines, stated its intention to lower NOx standards for California certified engines and requested EPA to lower NOx emission
standards as well. These standards will require significant investments of capital, will significantly increase costs of
development for engines and vehicles, and will require us to incur administrative costs arising from implementation of the
standards. These regulatory proposals under consideration or those that are proposed in the future may set standards that are
difficult to achieve or adversely affect our results of operations due to increased research, development, and warranty costs.

Our business may be adversely impacted by work stoppages and other labor relations matters.

We are subject to risk of work stoppages and other labor relations matters because a significant portion of our workforce is
unionized. As of October 31, 2016, approximately 5,400 of our hourly workers and approximately 300 of our salaried workers
were represented by labor unions and were covered by collective bargaining agreements. Many of these agreements include
provisions that limit our ability to realize cost savings from restructuring initiatives such as plant closings and reductions in
workforce. In February 2015, our UAW represented employees ratified a new four year labor agreement that replaced the prior
contract that expired in October 2014. Any strikes, threats of strikes, arbitration or other resistance in connection with the
negotiation of new labor agreements, or increases in costs under a newly negotiated labor agreement, could adversely affect our
business as well as impair our ability to implement further measures to reduce structural costs and improve production
efficiencies. A lengthy strike that involves a significant portion of our manufacturing facilities could have an adverse effect on
our financial condition, results of operations, and cash flows.

We are involved in pending litigation, and an adverse resolution of such litigation may adversely affect our business,
financial condition, and results of operations and cash flows.

Litigation can be expensive, lengthy, and disruptive to normal business operations. The results of complex legal proceedings
are often uncertain and difficult to predict. An unfavorable outcome of a particular matter described in our periodic filings or
any future legal proceedings could have an adverse effect on our business, financial condition, and results of operations or cash
flows.

We are currently involved in a number of pending litigation matters. For additional information regarding certain lawsuits in
which we are involved, see Note 14, Commitments and Contingencies, to our consolidated financial statements.

A small number of our stockholders have significant influence over our business.

In October 2012, we entered into settlement agreements with two of our significant stockholders, Carl C. Icahn and several
entities controlled by him (collectively, the "Icahn Group") and Mark H. Rachesky, MD, and several entities controlled by him
(collectively, the "MHR Group") pursuant to which the Icahn Group and the MHR Group each had one representative
appointed to our Board of Directors, and together the Icahn Group and the MHR Group mutually agreed upon a third
representative appointed to our Board of Directors. In July 2013, we entered into amended settlement agreements with the
Icahn Group and the MHR Group pursuant to which the Icahn Group and the MHR group each had two representatives
nominated for election at our 2014 annual meeting. As of October 31, 2016, based on filings made with the SEC and other
information made available to us as of that date, we believe that: (i) the Icahn Group held approximately 16.3 million shares, or
19.9% of our outstanding common stock, (ii) the MHR Group held approximately 16.3 million shares, or 19.9% of our
outstanding common stock, and (iii) the Icahn Group, the MHR Group, and three other stockholders, collectively held nearly
80% of our outstanding common stock.

As a result of the foregoing, these stockholders are able to exercise significant influence over the election of our Board of
Directors as well as matters requiring stockholder approval. Further, this concentration of ownership may adversely affect the
market price of our common stock.

If the Share Issuance with VW T&B is consummated, two VW T&B representatives will be appointed to our Board of
Directors pursuant to the Stockholder Agreement and, assuming no other stock ownership changes, the Icahn Group, the MHR
Group, VW T&B and three other stockholders will hold over 80% of our outstanding common stock.
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Provisions in our charter and by-laws, and Delaware law could delay and discourage takeover attempts that stockholders
may consider favorable.

Certain provisions of our certificate of incorporation and by-laws, and applicable provisions of Delaware corporate law, may
make it more difficult for a third party to acquire control of us or change our Board of Directors and management, or may
prevent such acquisition or change. These provisions include:

 the ability of our Board of Directors to issue so-called "flexible" preferred stock;

+ aprovision for any vacancies on our Board of Directors to be filled only by the remaining directors;

+ the inability of stockholders to act by written consent or call special meetings;

+ advance notice procedures for stockholder proposals to be brought before an annual meeting of our stockholders; and

» Section 203 of the Delaware General Corporation Law, which generally restricts us from engaging in certain business
combinations with a person who acquires 15% or more of our common stock for a period of three years from the date
such person acquired such common stock, unless stockholder or Board approval is obtained prior to the acquisition

The foregoing provisions may adversely affect the marketability of our common stock by discouraging potential investors from
acquiring our stock. In addition, these provisions could delay or frustrate the removal of incumbent directors and could make
more difficult a merger, tender offer or proxy contest involving us, or impede an attempt to acquire a significant or controlling
interest in us, even if such events might be beneficial to us and our stockholders.

We must comply with numerous miscellaneous federal national security laws, procurement regulations, and procedures, as
well as the rules and regulations of foreign jurisdictions, and our failure to comply could adversely affect our business.

We must observe laws and regulations relating to the formation, administration and performance of federal government
contracts that affect how we do business with our clients and impose added costs on our business. For example, the Federal
Acquisition Regulations, Defense Federal Acquisition Regulation Supplement, foreign government procurement regulations
and the industrial security regulations of the Department of Defense and related laws include provisions that:

+ allow our government clients to terminate or not renew our contracts if we come under foreign ownership, control or
influence;

» allow our government clients to terminate existing contracts for the convenience of the government;
* require us to prevent unauthorized access to classified information; and
+ require us to comply with laws and regulations intended to promote various social or economic goals.

We are subject to industrial security regulations of the U.S. Departments of State, Commerce and Defense and other federal
agencies that are designed to safeguard against foreigners' access to classified or restricted information. Similarly, our
international operations are subject to the rules and regulations of foreign jurisdictions. If we were to come under foreign
ownership, control or influence, we could lose our facility security clearances, which could result in our federal government
clients terminating or deciding not to renew our contracts and could impair our ability to obtain new contracts.

A failure to comply with applicable laws, regulations, policies or procedures, including federal regulations regarding the
procurement of goods and services and protection of classified information, could result in contract termination, loss of security
clearances, suspension or debarment from contracting with the federal government, civil fines and damages and criminal
prosecution and penalties, any of which could adversely affect our business.

Our products are subject to export limitations and we may be prevented from shipping our products to certain nations or
buyers.

We are subject to federal licensing requirements with respect to the sale and support in foreign countries of certain of our
products and the exporting of components for our products in foreign countries. In addition, we are obligated to comply with a
variety of federal, state and local regulations and procurement policies, both domestically and abroad, governing certain aspects
of our international sales and support, including regulations promulgated by, among others, the U.S. Departments of
Commerce, Defense, State and Justice.

Such licenses may be denied for reasons of U.S. national security or foreign policy. In the case of certain large orders for
exports of defense equipment, the Department of State must notify Congress at least 15 to 30 days, depending on the size and
location of the sale, prior to authorizing certain sales of defense equipment and services to foreign governments. During that
time, Congress may take action to block the proposed sale. We can give no assurances that we will continue to be successful in
obtaining the necessary licenses or authorizations or that Congress will not prevent or delay certain sales. Any significant
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impairment of our ability to sell products outside of the U.S. could negatively impact our financial condition, results of
operations and cash flows.

For products and technology exported from the U.S. or otherwise subject to U.S. jurisdiction, we are subject to U.S. laws and
regulations governing international trade and exports, including, but not limited to, International Traffic in Arms Regulations,
Export Administration Regulations, the Foreign Military Sales program and trade sanctions against embargoed countries, and
destinations administered by the Office of Foreign Assets Control, U.S. Department of the Treasury. A determination by the
U.S. government that we have failed to comply with one or more of these export controls or trade sanctions could result in civil
or criminal penalties, including the imposition of significant fines, denial of export privileges, loss of revenues from certain
customers, and debarment from participation in U.S. government contracts.

We are subject to the Foreign Corrupt Practices Act (the "FCPA") and other laws which prohibit improper payments to foreign
governments and their officials by U.S. and other business entities. We operate in countries known to experience corruption.
Our operations in such countries create the risk of an unauthorized payment by one of our employees or agents that could be in
violation of various laws including the FCPA.

Additionally, the failure to obtain applicable governmental licenses, clearances, or approvals could adversely affect our ability
to continue to service the government contracts we maintain. Exports of some of our products to certain international
destinations may require shipment authorization from U.S. export control authorities, including the U.S. Departments of
Commerce and State, and authorizations may be conditioned on end-use restrictions.

Our international business is also highly sensitive to changes in foreign national priorities and government budgets. Sales of
military products are affected by defense budgets (both in the U.S. and abroad) and U.S. foreign policy.

Our operations are subject to environmental, health and safety laws and regulations that could result in liabilities to us.

Our operations are subject to environmental, health and safety laws and regulations, including those governing discharges to air
and water; the management and disposal of hazardous substances; the cleanup of contaminated sites; and health and safety
matters. We could incur material costs, including cleanup costs, civil and criminal fines, penalties and third-party claims for
property damage or personal injury as a result of violations of or liabilities under such laws and regulations. Contamination has
been identified at and in the vicinity of some of our current and former properties and at properties which received wastes from
current or former Company locations for which we have established financial reserves. The ultimate cost of remediating
contaminated sites is difficult to accurately predict and could exceed our current estimates. In addition, as environmental,
health, and safety laws and regulations have tended to become stricter, we could incur additional costs complying with
requirements that are promulgated in the future. These include climate change regulation, such as the EPA’s Clean Power Plan,
which could lead to additional state regulations that increase the cost of operations through increased energy costs.

We may not achieve all of the expected benefits from our cost saving initiatives.

We have implemented a number of cost saving initiatives, including the consolidation of our North American truck and engine
engineering operations, continued reductions in discretionary spending, and employee headcount reductions. As a result, our
structural costs decreased by $147 million in 2016, compared to the prior year. In addition, we continue to evaluate additional
options to improve the efficiency and performance of our operations. This includes evaluating our portfolio of assets, which
could include closing or divesting non-core/non-strategic businesses, and identifying opportunities to restructure our business
and rationalize our Manufacturing operations in an effort to optimize our cost structure. We have made certain assumptions in
estimating the anticipated impact of our cost saving initiatives, which include the estimated savings from the elimination of
certain open positions. These assumptions may turn out to be incorrect due to a variety of factors. In addition, our ability to
realize the expected benefits from these initiatives is subject to significant business, economic and competitive uncertainties
and contingencies, many of which are beyond our control. Some of our cost saving measures may not have the impact on our
profitability that we currently project or we may not be able to sustain the savings. If we are unsuccessful in implementing
these initiatives or if we do not achieve our expected results, our results of operations and cash flows could be adversely
affected.

The markets in which we compete are subject to considerable cyclicality.

Our ability to be profitable depends in part on the varying conditions in the truck, bus, mid-range diesel engine, and service
parts markets, which are subject to cycles in the overall business environment and are particularly sensitive to the industrial
sector, which generates a significant portion of the freight tonnage hauled. Truck and engine demand is also dependent on
general economic conditions, interest rate levels and fuel costs, among other external factors.

We may not achieve all of the expected benefits from our acquisitions, joint ventures, or strategic alliances.

We cannot provide any assurances that our acquisitions, joint ventures, or strategic alliances will generate all of the expected
benefits. In addition, we cannot assure you that disputes will not arise with our joint venture partners and that such disputes will
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not lead to litigation or otherwise have an adverse effect on the joint ventures or our relationships with our joint venture
partners. Failure to successfully manage and integrate these acquisitions, joint ventures, and strategic alliances could adversely
impact our financial condition, results of operations and cash flows. We continue to evaluate opportunities to further restructure
our business in an effort to optimize our cost structure, which could include, among other actions, additional rationalization of
certain of our acquisitions, joint ventures, or strategic alliances.

We are exposed to political, economic, and other risks that arise from operating a multinational business.

We have significant operations in foreign countries, primarily in Canada, Mexico and Brazil. Accordingly, our business is
subject to the political, economic, and other risks that are inherent in operating a multinational company. These risks include,
among others:

+ trade protection measures and import or export licensing requirements;

+ the imposition of foreign withholding taxes on the remittance of foreign earnings to the U.S.;

+ difficulty in staffing and managing international operations and the application of foreign labor regulations;

« multiple and potentially conflicting laws, regulations, and policies that are subject to change;

+ currency exchange rate risk; and

* changes in general economic and political conditions in countries where we operate, particularly in emerging markets.

Our ability to use net operating loss (""NOL") carryovers to reduce future tax payments could be negatively impacted if there
is a change in our ownership or a failure to generate sufficient taxable income.

As of October 31, 2016, we had $2.9 billion of NOL carryforwards with which to offset our future taxable income for U.S.
federal income tax reporting purposes. Presently, there is no annual limitation on our ability to use U.S. federal NOLs to
reduce future income taxes. However, we may be subject to substantial annual limitations provided by the IRC if an "ownership
change," as defined in Section 382 of the IRC, occurs with respect to our capital stock. Generally, an ownership change occurs
if certain persons or groups increase their aggregate ownership by more than 50 percentage points of our total capital stock in a
three-year period. If an ownership change occurs, our ability to use domestic NOLs to reduce taxable income is generally
limited to an annual amount based on (i) the fair market value of our stock immediately prior to the ownership change
multiplied by the long-term tax-exempt interest rate plus (ii) built-in gains on certain assets held prior to the ownership change.
Although NOLs that exceed the Section 382 limitation in any year continue to be allowed as carryforwards for the remainder of
the 20-year carryforward period and can be used to offset taxable income for years within the carryover period subject to the
limitation in each year, the use of the remaining NOLSs for the loss year will be prohibited if the carryover period for any loss
year expires. If we should fail to generate a sufficient level of taxable income prior to the expiration of the NOL carryforward
periods, then we will lose the ability to apply the NOLSs as offsets to future taxable income. Similar limitations also apply to
certain U.S. federal tax credits. As of October 31, 2016, we had $244 million of U.S. federal tax credits that would be subject
to a limitation upon a change in ownership with carryforward periods of 10-20 years.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties

Our Truck segment operates eight manufacturing and assembly facilities, which contain in the aggregate approximately nine
million square-feet of floor space. Of these eight facilities, seven are located in the U.S. and one is located in Mexico. Five
facilities are owned and three facilities are subject to leases. Five plants manufacture and assemble trucks, buses, and chassis,
two plants are used to build engines, and one plant is involved with rail car manufacturing. A portion of the rail car
manufacturing plant is subleased to a third-party, pursuant to a sublease agreement entered into in February 2013. Of the two
plants that build engines, both manufacture diesel engines.

Our Parts segment leases six distribution centers in the U.S., two in Canada, and one in Mexico.

Our Global Operations segment owns and operates manufacturing plants in both Brazil and Argentina, which contain a total of
1 million square-feet of floor space for use by our South American engine subsidiaries.

Our Financial Services segment, the majority of whose activities are conducted at our headquarters in Lisle, Illinois, also leases
an office in Mexico.

Our principal product development and engineering facilities are currently located in Lisle, Illinois; Melrose Park, Illinois;
Madison Heights, Michigan; and New Carlisle, Indiana. Additionally, we own or lease other significant properties in the
U.S. and Canada including vehicle and parts distribution centers, sales offices, and our headquarters in Lisle, Illinois.
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Not included above is one of the Huntsville, Alabama engine plants, which has ceased production activities, as well as the
Waukesha, Wisconsin foundry which was leased to a third party in April 2015.

We believe that all of our facilities have been adequately maintained, are in good operating condition, and are suitable for our
current needs. These facilities, together with planned capital expenditures, are expected to meet our needs in the foreseeable
future. Our Lisle, Illinois and Brookfield, Wisconsin, properties are subject to mortgages in favor of the lenders under our
Senior Secured Term Loan Credit Facility.

Item 3. Legal Proceedings

The information required to be set forth under this heading is incorporated by reference from Note 14, Commitments and
Contingencies, to the Consolidated Financial Statements included in Part II, Item 8.

Item 4. Mine Safety Disclosures
Not applicable.
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PART 11

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Securities

Market Information

Our common stock is listed on the New York Stock Exchange ("NYSE"), under the stock symbol "NAV." The following is the
high and low market price per share of our common stock from NYSE for each quarter of 2016 and 2015:

Year Ended October 31, 2016 High Low Year Ended October 31, 2015 High Low
Ist Quarter..........ccoovevveveeveeveenennne. $ 1521 $ 5.78 Ist Quarter ..........ccoovevveeeeveveeennnns $ 3805 $ 2899
2nd Quarter...........ocoeeeeveeeeeenennen. 16.39 6.24 2nd Quarter...........ocoeeeeveeeeeenene.. 31.28 27.50
3rd Quarter ........coeeeveeveeieereenans 15.77 10.30  3rd Quarter.........ccccoeveeveereeeneennnnne. 30.41 16.32
4th Quarter........cccevvevvereerieneennenn 24.04 11.59  4th Quarter........ccecevvereeecveneeenenne. 19.91 11.21
Number of Holders

As of November 30, 2016, there were approximately 7,131 holders of record of our common stock.

Dividend Policy

Holders of our common stock are entitled to receive dividends when and as declared by the Board of Directors out of funds
legally available therefore, provided that, so long as any shares of our preference stock are outstanding, no dividends (other
than dividends payable in common stock) or other distributions (including purchases) may be made with respect to the common
stock unless full cumulative dividends, if any, on our shares of preference stock have been paid. Under the General Corporation
Law of the State of Delaware, dividends may only be paid out of surplus or out of net profits for the year in which the dividend
is declared or the preceding year, and no dividend may be paid on common stock at any time during which the capital of
outstanding preference stock exceeds our net assets.

Payments of cash dividends and the repurchase of common stock are currently limited due to restrictions contained in our debt
agreements. We have not paid dividends on our common stock since 1980 and do not expect to pay cash dividends on our
common stock in the foreseeable future.

Recent Sales of Unregistered Securities

There were no sales of unregistered securities by us or affiliates during the three months ended October 31, 2016.

Purchases of Equity Securities

There were no purchases of equity securities by us or affiliates during the three months ended October 31, 2016.
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Stock Performance

The following graph compares the five-year cumulative total returns of Navistar International Corporation common stock, the
S&P 500 Index, and the S&P Construction, Farm Machinery and Heavy Truck Index.

The comparison graph assumes $100 was invested on October 31, 2011 in our common stock and in each of the indices shown
and assumes reinvestment of all dividends. Data is complete through October 31, 2016. Shareholder returns over the indicated
period are based on historical data and should not be considered indicative of future shareholder returns.
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As of October 31,
2011 2012 2013 2014 2015 2016
Navistar International Corporation ...........c.ceceeeeeeeneeineeennenne. $ 100 $ 45 $ T T T
S&P 500 Index - Total Returns.........ccccecevvevrerveeneenceneennne, 100 115 147 172 181 189
S&P Construction, Farm Machinery, and Heavy Truck Index... 100 97 106 125 92 109

The above graph uses peer group only performance (excludes us from the peer group). Peer group indices use beginning of periods' market capitalization
weighting. Prepared by Zacks Investment Research, Inc. Used with permission. All rights reserved. Copyright 1980-2016. Index Data: Copyright Standard and
Poor’s, Inc. Used with permission. All rights reserved.
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Item 6. Selected Financial Data

Refer to Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operations, and the notes to the
accompanying consolidated financial statements for additional information regarding the financial data presented below,
including matters that might cause this data not to be indicative of our future financial condition or results of operations.

Five-Year Summary of Selected Financial and Statistical Data

As of and for the Years Ended October 31,

(in millions, except per share data) 2016 2015 2014 2013 2012W
RESULTS OF OPERATIONS DATA

Sales and revenues, NEt..........ccveeevieeeierieeieeeee e eee e $ 8111 §$ 10,140 $ 10,806 $ 10,775 $ 12,695
Loss from continuing operations before taxes...........cccceveeeruennee. 32) (103) (556) 974) (1,111)
Income tax benefit (EXPENSe)......ccereerverieniireeriierieeieieseenieenie 33) (2] (26) 171 (1,780)
Loss from continuing Operations .............ceceeevereerreeeerueseeneeenes (65) (154) (582) (803) (2,891)
Income (loss) from discontinued operations, net of tax ............. — 3 3 41 (71)
INEE LOSS vttt ettt (65) (151) (579) (844) (2,962)
Less: Net income attributable to non-controlling interests......... 32 33 40 54 48

Net loss attributable to Navistar International Corporation........ $ O $ (184) $ (6190 $ (898) $ (3,010)

Amounts attributable to Navistar International Corporation
common shareholders:

Loss from continuing operations, net of tax ............cccoeevreeeennnn. $ (97) $ (87) $ (622) $ (857) $§ (2,939)
Income (loss) from discontinued operations, net of tax ............. 3 3 41 (71)
INEELOSS wvviereeiieiiieiieteeiet ettt ettt b ss s sesenna $ (97) (184) $ (6199 $ (898 § g3 010)
Basic earnings (loss) per share: -
Continuing OPErations .........c.coeeeruererererrereeerieereeseneeennes $ @119 $ (229 $ (7.64) $ (10.66) $ (42.53)
Discontinued Operations ............cceveeeerieeriereenieneeneeseeneeenne — 0.04 0.04 (0.51) (1.03)
NEE LOSS 1ottt $ (119 8§ (225 8 (760) § (11.17) § 143 56)
Diluted earnings (loss) per share: -
Continuing OPETAtioNS ..........cceeeevevereeeeerererreeerereresesereseens $ (119 $ (229 $ (7.64) $ (10.66) $ (42.53)
Discontinued Operations ..........c.ceeeceeereeerenerenenenenenes — 0.04 0.04 (0.51) (1.03)
NEE LOSS vttt $ a199 8§ (2258 (7.60) $ (11.17) $ g43 56)
Weighted average number of shares outstanding: - -
BASIC ..ttt 81.7 81.6 81.4 80.4 69.1
DiIULEd ..o 81.7 81.6 81.4 80.4 69.1
BALANCE SHEET DATA
TOtAl BSSELS'™) ....vovoveeeerreeeeeisee s $ 5653 $ 6649 $ 7392 $ 8260 $ 9,040
Long-term debt:®©
Manufacturing Operations.............cocveveeveerveeireeireeereeenennas $ 3,025 § 3059 $ 2814 $ 2516 $ 2,680
Financial services Operations..........ceccevververeenieeveneeesueneeenn. 972 1,088 1,065 1,351 825
Total long-term debt.........cocooeieievereiicieceeeeee e, $ 3997 $§ 4147 $§ 3879 $ 3867 $ 3,505
Redeemable equity SECUTItIES .oovcovvvvvvervcercerceecercieesn. . — 8 — $ 2§ 4§ 5

(A) In 2012, we recognized net income tax expense of $1.8 billion, which includes an increase in our deferred tax valuation allowance on our U.S. deferred
tax assets, partially offset by the release of our deferred tax valuation allowance on our Canadian deferred tax assets.

(B) Exclusive of current portion of long-term debt.

(C) During 2016, we adopted ASU 2015-03 "Interest - Imputation of Interest (Subtopic 835-30): Simplifying the Presentation of Debt Issuance Costs" which
requires a retrospective method of adoption. See FN1 Summary of Significant Accounting Policies for more information.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations ("MD&A") is designed to provide
information that is supplemental to, and should be read together with, our consolidated financial statements and the
accompanying notes. Information in MD&A is intended to assist the reader in obtaining an understanding of (i) our
consolidated financial statements, (ii) the changes in certain key items within those financial statements from year-to-year,

(iii) the primary factors that contributed to those changes, (iv) any changes in known trends or uncertainties that we are aware
of and that may have a material effect on our future performance, and (v) how certain accounting principles affect our
consolidated financial statements. In addition, MD&A provides information about our business segments and how the results of
those segments impact our results of operations and financial condition as a whole.

Executive Overview

Navistar is an international manufacturer of International® brand commercial and military trucks, proprietary brand diesel
engines, and IC brand school and commercial buses, as well as a provider of service parts for trucks and diesel engines. Our
core business is conducted in the North American truck and parts markets, where we principally participate in the U.S. and
Canada school bus and Class 6 through 8§ medium and heavy truck markets (our "Core" markets). We also provide retail,
wholesale, and lease financing services for our trucks and parts.

Executive Summary

During 2016, we continued to take actions that we believe will improve our performance. Going forward, we will focus on our
strategy which includes: growing the Core business, seeking new sources of revenue, driving operational excellence, leveraging
the VW T&B alliance, investing in our people, and improving our financial performance. We believe our strategy will enable us
to improve sales and market share by offering more value to our customers.

We continue to focus on our Core markets. In February 2016, we launched the International® HX™ Series, our first in a series
of new product launches. The HX™ is a Class 8 premium vocational truck designed to deliver the strength and durability
required for the severe service industry. In September 2016, we launched the International® LT™ Series, our new flagship line
of Class 8 over-the-road trucks. The LT™ was developed through driver-centric design, featuring advanced technologies that
deliver greater fuel efficiency, best-in-class uptime and significant driver appeal. During 2016, we also introduced the Cummins
ISL engine in our medium and severe service trucks and a propane engine in our school buses.

In May 2016, we expanded our relationship with General Motors Company ("GM") when we signed a long-term agreement to
manufacture GM's G Van cutaway models at our Springfield, Ohio assembly plant. We expect production to begin in the first
calendar quarter of 2017. As previously announced, in August 2015, we signed a co-development agreement with GM to
design, build, and sell a new line of Class 4/5 commercial vehicles. These new trucks will also be built in Springfield, Ohio
starting in the first half of 2018 and will be distributed separately through GM and Navistar dealer networks.

We also continue to evaluate our portfolio of assets, with the intention of identifying opportunities to restructure our business
and rationalize our Manufacturing operations to optimize our cost structure. In February 2016, we sold Pure Power
Technologies, LLC, a components business focused on air and fuel systems. Additionally, in August 2016, we sold our engine
and foundry facilities in Indianapolis, Indiana.

In September 2016, we announced a strategic alliance with VW T&B, which includes an equity investment in the Company by
VW T&B pursuant to the Stock Purchase Agreement, the License and Supply Framework Agreement and the Procurement JV
Framework Agreement. Pursuant to the Stock Purchase Agreement, we will issue and VW T&B will purchase 16.2 million of
our newly issued shares for an aggregate purchase price of $256 million at $15.76 per share (an estimated 19.9% stake (16.6%
on a pro forma basis)) in the Company. We also announced the Stockholder Agreement with VW T&B which governs the rights
and obligations of the parties in connection with the Share Issuance.

Pursuant to the License and Supply Framework Agreement, the parties have agreed to use commercially reasonable efforts to
enter into certain individual contracts in respect of the licensing and supply of certain engines and technologies, conduct
feasibility studies in order to investigate the feasibility of sharing certain technologies and begin good faith discussions on
possible collaboration with respect to certain powertrain combinations and other strategic initiatives. Under the Procurement JV
Framework Agreement, the parties intend to form a joint venture to make recommendations for sourcing, evaluating and
negotiating joint procurement opportunities. Each party will make final sourcing decisions considering recommendations made
by the Procurement JV.

The closing of the Stock Purchase Agreement is subject to certain regulatory approvals, the finalization of the definitive
agreements governing the procurement joint venture and the finalization of the first definitive contract under the License and
Supply Framework Agreement, among other customary closing conditions. All appropriate regulatory filings have been made
and early clearance under the Hart-Scott-Rodino Act was granted on October 17, 2016. In addition, antitrust approvals in Brazil
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and Mexico, and filings required by the Committee on Foreign Investment in the United States, are pending. Other agreements
between the parties that constitute closing conditions remain on track. We expect the transaction to close in the first calendar
quarter of 2017.

2016 Financial Summary
Continuing Operations Results

Continuing Operations Results — Consolidated net sales and revenues were $8.1 billion in 2016, down 20% compared to 2015.
The decrease primarily reflects lower volumes from our Truck segment.

In 2016, we incurred a loss from continuing operations before income taxes of $32 million, compared to a loss from continuing
operations of $103 million in 2015. Our gross margin declined $171 million primarily due to increased used truck losses, lower
Mexico margins due to the strengthening of the U.S. dollar, and lower export volumes, partially offset by improved product
margins in our Core markets. Additions to our used truck reserves increased by $70 million compared to the prior year,
primarily due to declining industry prices coupled with additional reserves taken on existing inventory. We continue to seek
alternative channels to sell our used trucks, including certain export markets which include a lower price point as compared to
sales through our domestic channels. We also experienced increased adjustments to pre-existing warranties of $74 million
compared to the prior year. The gross margin decline was offset by other improvements, including lower structural costs of
$147 million, lower restructuring charges, and increased Other income.

In 2016, consolidated net income from continuing operations attributable to NIC, before manufacturing interest, taxes,
depreciation and amortization expenses (“EBITDA”) was $408 million, compared to EBITDA of $378 million in 2015.
Excluding certain net charges of $100 million and $116 million in 2016 and 2015, respectively, Adjusted EBITDA was $508
million in 2016 compared to $494 million in 2015. EBITDA and Adjusted EBITDA are not determined in accordance with U.S.
GAAP, nor are they presented as alternatives to U.S. GAAP measures. For more information regarding this non-GAAP
financial information, see Consolidated EBITDA and Adjusted EBITDA.

In 2016, we recognized income tax expense from continuing operations of $33 million, compared to income tax expense of $51
million in the prior year. The decrease in the income tax expense was primarily due to the $13 million income tax benefit from
the release of the valuation allowance on U.S. AMT credits in the first quarter of 2016.

In 2016, after income taxes, the loss from continuing operations attributable to NIC was $97 million, or $1.19 per diluted share,
compared to a loss of $187 million, or $2.29 per diluted share, in 2015.

Business Outlook and Key Trends

We continually look for ways to improve the efficiency and performance of our operations, and our focus is on improving our
core Truck and Parts businesses. Certain trends have affected our results of operations for 2016 as compared to 2015 and 2014.
These trends, as well as the key trends that we expect will impact our future results of operations, are as follows:

e Engine Strategy and Emissions Standards Compliance—We are focused on new product introductions, enhancements of
current products, quality improvements and continuous material cost-reductions across Navistar's truck and bus product
lines. We have shifted our investment focus from engine to truck including developing driver-centric designs. We are also
expanding our powertrain offerings with a mix of proprietary engines and Cummins engines (ISX, ISL, ISB). We have
incurred significant research and development and tooling costs to design and produce our product lines to meet the EPA
and CARB on-highway heavy-duty diesel ("HDD") emissions standards, including OBD requirements. Recently
announced GHG phase 2 regulations will further drive up significant investments in product development by us and our
competitors. These emissions standards have and will continue to result in significant increases in costs of our products.

VW T&B Alliance—We believe that the anticipated alliance with VW T&B will be a source of powertrain options and other
high-value technologies, including advanced driver assistance systems, connected vehicle solutions, platooning and
autonomous technologies, electric vehicles, and cab and chassis subsystems. If the alliance is consummated, we believe
there will be new parts sales and growth opportunities created by vertically integrated systems and that we will be able to
leverage global scale, achieve significant cost reduction synergies, and drive more efficient research and development
spend.

e Core Truck Market—The Core truck markets in which we compete are cyclical in nature and are strongly influenced by
macroeconomic factors such as industrial production, demand for durable goods, construction spending, business
investment, oil prices, and consumer confidence and spending, among others. Industry volume declined in 2016 and we
anticipate industry volumes to slightly decline in 2017. However, as general economic and industry-specific indicators are
positive, we anticipate a relatively smaller decline in 2017 compared to the larger volume declines experienced after prior
cycle peaks. In addition, better new truck fuel economy along with rising freight rates and improved trucker profits show
the trucking industry remains healthy. We anticipate that Core markets retail industry deliveries will range between
305,000 units to 335,000 units for 2017.
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Used Truck inventory - Our gross used truck inventory increased to approximately $410 million at October 31, 2016 from
$390 million at October 31, 2015, offset by reserves of $208 million and $110 million, respectively. During 2016, additions
to our used truck reserves were $187 million, compared to $117 million and $52 million in 2015 and 2014, respectively.
The increase was primarily due to lower industry prices coupled with additional reserves taken on existing inventory.
Throughout 2016, we continued to seek alternative channels to sell our used trucks, including certain export markets which
result in a lower price point as compared to our domestic channels.

Military Sales—Our U.S. military sales were $198 million in 2016, compared to $203 million in 2015 and $149 million in
2014. The 2016 military sales primarily consisted of deliveries of MILCOT variants to foreign militaries, refurbishment
and upgrades of government owned MaxxPro vehicles to “like new” condition, upgrade kits, spare parts, and technical
support service. The 2015 military sales primarily consisted of refurbishment and upgrades of government owned MaxxPro
vehicles to “like new” condition, upgrade kits, spare parts, and technical support services. The 2014 military sales primarily
consisted of upgrade kits, spare parts and technical support services. In 2017, we expect our U.S. military sales to be
consistent with 2016 as our contract backlog consists of a similar mix of products as that of 2016.

Warranty Costs—Emissions regulations in the U.S. and Canada have resulted in rapid product development cycles, driving
significant changes from previous engine models. In 2010, we introduced changes to our engine line-up in response to
2010 emissions regulations. Component complexity and other related costs associated with meeting emissions standards
have contributed to higher repair costs that exceeded those that we have historically experienced. Historically, warranty
claims experience for launch-year engines has been higher compared to the prior model-year engines; however, over time
we have been able to refine both the design and manufacturing process to reduce both the volume and the severity of
warranty claims. We recognized adjustments to pre-existing warranties of $77 million in 2016 compared to adjustments of
$1 million in 2015 and $55 million in 2014. In future periods, we could experience an increase in warranty spend
compared to prior periods that could result in additional charges for adjustments to pre-existing warranties. In addition, as
we identify opportunities to improve the design and manufacturing of our engines, we may incur additional charges for
product recalls and field campaigns to address identified issues. These charges may have an adverse effect on our financial
condition, results of operations and cash flows. For more information, see Note 1, Summary of Significant Accounting
Policies, to the accompanying consolidated financial statements.

Structural Cost Saving Initiatives—Our structural costs decreased by $147 million in 2016, compared to 2015, and by $114
million in 2015, compared to 2014. We continue to evaluate opportunities to restructure our business and rationalize our
Manufacturing operations in an effort to optimize our cost structure. We have implemented a number of cost saving
initiatives, continued reductions in discretionary spending and employee headcount reductions to improve our SG&A costs.
The Engineering and product development costs decrease was primarily driven by our continued efforts to focus spending
on our Core markets by launching new and redesigned products while placing less emphasis on engine development.
Engineering spend is targeted at programs that will reduce cost, improve uptime for our customers, grow market share and
allow us to meet new emissions standards in 2017. Over the next two years, we expect to introduce new vehicles across our
entire product line.

Income Taxes—At October 31, 2016, we had $2.9 billion of U.S. federal net operating loss carryforwards and $250 million
of federal tax credit carryforwards. We expect our cash payments of U.S. taxes will be minimal for as long as we are able
to offset our U.S. taxable income by these U.S. net operating losses and tax credits, which have carryforward periods of up
to 20 years. We also have U.S., state and foreign net operating losses that are available to reduce cash payments of U.S.,
state and foreign taxes in future periods. We maintain valuation allowances on our U.S. and certain foreign deferred tax
assets because it is more likely than not that those deferred tax assets will not be realized. It is reasonably possible within
the next twelve months that an additional valuation allowance may be required on certain foreign deferred tax assets. For
more information, see Note 11, Income Taxes, to the accompanying consolidated financial statements.

Core-Business Evaluation—We are focused on improving our Truck and Parts businesses in our Core markets. We are
working to fix, divest or close under-performing and non-strategic areas and expect to realize incremental benefits from
these actions in the near future. In addition, we are restructuring our business and rationalizing our Manufacturing
operations in an effort to optimize our cost structure. This effort is ongoing, and may lead to additional divestitures of
businesses or discontinuing engineering programs that are outside of our core operations or are not performing to our
expectations.

As a result of these evaluations, we sold Pure Power Technologies, LLC, a components business focused on air and fuel
systems, and our engine and foundry facilities in Indianapolis, Indiana in 2016. We sold our Waukesha, Wisconsin foundry
operations and closed our Indianapolis, Indiana foundry facility in 2015. We divested our interests in the E-Z Pack business
and the Continental Mixer business in 2014. Additionally, in 2014, we announced plans to consolidate our mid-range
engine footprint and moved our engine production facility from Huntsville, Alabama to Melrose Park, Illinois.
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Global Economy—The global economy is expected to continue to improve slowly driven by a stronger U.S. economy and
greater fiscal stimulus worldwide. The outlook for the economies in both the U.S. and Canada remain cautiously optimistic
with moderate growth expectations. A projected stabilization in energy and commodity prices should provide a benefit
which may contribute to growth for Latin American countries in 2017, though the growth trend continues to be challenged
by weak economic indicators. Mexico’s economy moderated in 2016, but is expected to underperform in 2017 as the strong
peso devaluation creates economic uncertainty. The economic recession in Brazil has been prolonged, but the volatility
appears to be reaching its limit and the Brazilian economy may begin to show signs of recovery next year. Low oil prices
continue to provide a powerful stimulus to the global economy by lowering energy costs, boosting consumer income and
spending, and improving external accounts of oil importers. However, inactive business investment and global trade as well
as weak industrial production still exert a modest limitation on growth and may also have a negative effect on the demand
in the truck industry.

Impact of Government Regulation—As a manufacturer of trucks and engines, we continue to face significant governmental
regulation of our products, especially in the areas of environmental and safety matters. We are also subject to various noise
standards imposed by federal, state, and local regulations. Our facilities may be subject to regulation related to climate
change, and climate change itself may also have some impact on our operations. However, these impacts are currently
uncertain and we cannot predict the nature and scope of those impacts. For more information, see Impact of Government
Regulation in Part 1, Item 1, Business.
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Results of Continuing Operations

The following information summarizes our Consolidated Statements of Operations and illustrates the key financial indicators
used to assess our consolidated financial results.

Results of Operations for the year ended October 31, 2016 as compared to the year ended October 31, 2015

(in millions, except per share data and % change) 2016 2015 Change % Change
Sales and TEVENUES, NEL......c.cceeiririririrentinenestententest ettt aennennes $ 8111 $10,140 $(2,029) (20)%
Costs Of Products SOIA .........ccueviiriririiiinir e 6,812 8,670 (1,858) 2%
ReStructuring Charges ..........coeoveeeieiriiieieeeeeeee e 10 76 (66) &%
Asset impairment ChAarges .......c.oevveerveerieinieinieieeeieeeeeeesteeereeereeenens 27 30 3) (10)%
Selling, general and administrative @Xpenses.........c..coveeverveverrenverenrennenennen 802 908 (106) 12)%
Engineering and product development COStS..........coevirererenenenenennennenes 247 288 41 14)%
INEEIESt EXPEISE ...ttt 327 307 20 7%
Other INCOME, NEL ....c.cevirieuirieiirieiirieertet ettt ettt (76) (30) (46) N.M.
Total COStS ANd EXPEINSES....c.eeuveuremieiieiieiieiieienienienterteetc ettt aeeenees 8,149 10,249 (2,100) (20)%
Equity in income of non-consolidated affiliates............cc.cccoveeirenininiinennencnn 6 6 — — %
Loss from continuing operations before inCome taxes...........coververeereereeneeneeeene 32) (103) 71 (69)%
INCOME tAX EXPEISE ...cvviiiiniiiiiiiieiecec e 33) (51) 18 (35)%
Loss from continuing OPErations ..............ceceeereerieerieeressenressessessessessessessessessenes (65) (154) 89 (58)%
Less: Net income attributable to non-controlling interests............ccecverveerereeennene 32 33 ) 3)%
Loss from continuing operations™ ............c..coovuererinririineieeieeiesesesse s 97 (187) 90 (48)%
Income from discontinued operations, net of taX .........cccoecerererereneneinecnenenn — 3 3) (100)%
NEEIOSS™ i eeeeeesses s $ (97 S (184 s 87 (47)%
Diluted earnings (loss) per share:®
CoONtiNUING OPETATIONS ....evuvevviuiieetiiierieteeeeesee st seee s nenes $ 1.19) $ (229 §$ 1.10 (48)%
Discontinued OPerations............ccceceeeeereriererenenerenienenenteseenteeeseenneeenees — 0.04 (0.04) (100)%
$ 1.19) § (225 § 1.06 47)%
Diluted weighted average shares outstanding ...........c.ccccoeceveeirenencneenecnencnn T 817 816 01 — %

N.M. Not meaningful.
(A) Amounts attributable to NIC.

Sales and revenues, net

Our sales and revenues, net, are principally generated via sales of products and services. Sales and revenues, net in our
Consolidated Statements of Operations, by reporting segment were as follows:

(in millions, except % change) 2016 2015 Change % Change
TTUCK. ...ttt ettt ae st et besbessesaesbe s e sensenseneen $ 5403 $§ 7213 $ (1,810) 25)%
PATES . et sttt et e e 2,427 2,513 (86) 3)%
G1ODAl OPETALIONS......cvieeieiieiieiiieieeterte et eteetesteete st ebessaesteesesseessesssesseensenes 341 506 (165) (33)%
FINANCIal SEIVICES........oouiiieieeieeeee e 235 241 (6) 2)%
Corporate and ElIMINAtiONS.........cccocvveerievieiienrieieiteeieereereeeee e v e esveeaneereene e (295) (333) 38 (11)%
TOtAL .ottt ettt b bbb b e neas $ 8111 $ 10,140 $ (2,029) (20)%
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In 2016, the Truck segment net sales decreased $1.8 billion, or 25%, primarily due to lower Core truck volumes, the cessation
of our Blue Diamond Truck, LLC ("BDT") joint venture sales, a decline in sales of CAT-branded units sold to Caterpillar Inc.
("Caterpillar"), a decline in our export truck volumes, and lower used truck revenue. Chargeouts from our Core markets were
down 19%, which is reflective of lower market share and Class 8 industry volumes.

In 2016, the Parts segment net sales decreased $86 million, or 3%, primarily due to lower U.S. volumes, market pressures,
primarily in Canada and Mexico, unfavorable movements in foreign currency exchange rates, and an expected decline in BDP
net sales driven by a decrease of units in operation as units age, partially offset by enhanced retail programs in our U.S. market.

The Global Operations segment net sales decrease of $165 million, or 33% in 2016 was due to lower volumes primarily
attributed to the economic downturn in Brazil as well as unfavorable movements in foreign currency exchange rates.

In 2016, the Financial Services segment net revenues decreased by $6 million, or 2%, primarily due to lower finance receivable
balances and unfavorable movements in foreign currency exchange rates impacting our Mexican portfolio, partially offset by
higher revenues from operating leases.

Costs of products sold

In 2016, Costs of products sold decreased by $1.9 billion, reflecting the impact of lower volumes, improved purchasing costs in
our Core markets, and the cessation of BDT sales, partially offset by higher adjustments to pre-existing warranties and an
increase in our used truck reserves. In 2016, we recognized charges for adjustments to pre-existing warranties of $78 million
compared to $4 million in 2015. The charges in 2016 primarily relate to increases in both claim frequency and cost of repair
across both the Medium Duty and Big Bore engine families. These charges increase the reserve for Navistar’s standard
warranty obligations as well as the loss positions related to our Big Bore extended service contracts. In 2016, charges to our
used truck reserves were $187 million, compared to $117 million in the prior year. The increase was primarily due to declining
industry pricing coupled with additional reserves taken on existing inventory. We continue to seek alternative channels to sell
our used trucks, including certain export markets which include a lower price point as compared to sales through our domestic
channels. For more information on our estimated warranty obligations and our used truck reserves, see Note 1, Summary of
Significant Accounting Policies, to the accompanying consolidated financial statements.

Restructuring Charges

We recognized restructuring charges of $10 million in 2016, compared to $76 million in the prior year. The charges in 2016
were primarily related to the 2011 closure of our Chatham, Ontario plant, resulting from a ruling received from the Financial
Services Tribunal in Ontario, Canada. The charges in 2015 were primarily related to cost reduction actions, including our
offering of a VSP to the majority of our U.S.-based non-represented salaried employees and the impacts of an involuntary
reduction-in-force in the U.S. and Brazil. For more information, see Note 2, Restructurings and Impairments, to the
accompanying consolidated financial statements.

Selling, general and administrative expenses

The SG&A expenses decrease of $106 million in 2016 is primarily due to the impact of our cost-reduction initiatives. For more
information on our cost-reduction initiatives, see Note 2, Restructurings and Impairments, to the accompanying consolidated
financial statements.

Engineering and product development costs

The Engineering and product development costs decrease of $41 million in 2016 is primarily driven by our continued efforts to
focus spending on our Core markets including launching new and redesigned products while placing less emphasis on engine
development. Engineering spend is targeted at programs that will reduce cost, improve uptime for our customers, grow market
share and allow us to meet new emissions standards in 2017. In 2016, we began to realize our plan to release a new or
redesigned product every six months through 2018.

Interest expense

In 2016, interest expense increased $20 million, compared to the prior year, primarily driven by the August 2015 refinancing of
our Amended Term Loan Credit Facility which was replaced by the Senior Secured Term Loan Credit Facility. the refinancing
increased the amount of our borrowing and the interest rate.

Other income, net

We recognized Other income of $76 million in 2016, compared to $30 million in the prior year. The increase in Other income
in 2016 is primarily driven by the increase of income recognized related to certain IP licenses of $30 million and a $15 million
one-time fee received from a third party, partially offset by the non-recurring gain of $14 million related to the settlement of a
customer dispute recorded in the prior year.
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Income tax expense

In 2016, we recognized income tax expense from continuing operations of $33 million, compared to $51 million in the prior
year. The difference between the income tax expense in 2016 and 2015 is due to geographical mix and certain discrete items.
The income tax expense in 2016 also included a benefit of $13 million from the release of the valuation allowance on the U.S.
AMT credit. The income tax expense in 2015 included charges of $7 million related to foreign exchange gains. In both periods,
other than the valuation allowance release mentioned above, the impact of income taxes on U.S. operations was limited to
current state income taxes, and other discrete items, due in part to the deferred tax valuation allowances on our U.S. deferred
tax assets.

Net income attributable to non-controlling interests

Net income attributable to non-controlling interests is the result of our consolidation of subsidiaries that we do not wholly own.
Substantially all of our net income attributable to non-controlling interests in 2016 and 2015 relates to Ford's non-controlling
interest in BDP.

Segment Results of Continuing Operations for 2016 as Compared to 2015
We operate in four reporting segments: Truck, Parts, Global Operations, and Financial Services.

We define segment profit (loss) as net income (loss) from continuing operations attributable to NIC excluding income tax
benefit (expense). The following sections analyze operating results as they relate to our four segments and do not include
intersegment eliminations. For additional information concerning our segments, see Note 15, Segment Reporting, to the
accompanying consolidated financial statements.

Truck Segment

(in millions, except % change) 2016 2015 Change % Change
Truck segment sales, net .. $ 5403 § 7213 § (1,810) (25)%
TTUCK SEZMENTE 10SS ...ovviiiiiieiiiiiieieeeete ettt ettt ettt beeeeesbeesaesreeane e (189) (141) (48) 34 %

Segment sales

In 2016, the Truck segment net sales decreased by $1.8 billion, or 25%, primarily due to lower Core truck volumes, the
cessation of BDT sales, a decline in sales of CAT-branded units sold to Caterpillar, a decline in our export truck volumes, and
lower used truck revenue. Truck chargeouts from our Core markets were down 19%, which is reflective of lower market share
and Class 8 industry volumes. The decline represents a 5% decrease in Class 6 and 7 medium trucks, a 35% decrease in Class 8
heavy trucks, an 18% decrease in Class 8 severe service trucks and a 6% decrease in buses.

Segment loss

In 2016, the Truck segment loss increased by $48 million, or 34%. The increase in segment loss was primarily driven by higher
adjustments to pre-existing warranties of $70 million, increased used truck losses, lower Mexico margins due to the
strengthening of the U.S. dollar, and lower export volumes. These impacts were partially offset by improved purchasing and
structural costs.

Our used truck losses increased primarily due to declining industry pricing and increased export sales in 2016, which have a
lower price point as compared to our domestic channels. Charges to our used truck reserves in our Truck segment were $181
million in 2016, compared to $115 million in 2015.

In 2016, the Truck segment recorded charges for adjustments to pre-existing warranties of $78 million compared to $8 million
in the prior year. These charges in 2016 primarily relate to increases in both claim frequency and cost of repair across both the
Medium Duty and Big Bore engine families. These charges increase the reserve for our standard warranty obligations as well as
the loss positions related to our Big Bore extended service contracts.

SG&A expenses and Engineering and product development costs continued to decline in 2016. The lower SG&A expenses
reflect the impact of our cost-reduction initiatives. The lower Engineering and product development costs were primarily due to
our efforts to focus spending on our Core markets while placing less emphasis on engine development. Engineering spend is
targeted at programs that will reduce cost, improve uptime for our customers, grow market share and allow us to meet new
emissions standards in 2017. In 2016, we began to realize our plan to release a new or redesigned product, on average, every
six months through 2018.

34



Parts Segment

(in millions, except % change) 2016 2015 Change % Change

Parts segment Sales, NEt.........cc.ivieviieieiieie ettt $ 2427 $§ 2513 $ (86) 3)%

Parts SegMENt Profit.........cccccvevieieiiieieiiiee ettt ens 640 592 48 8 %
Segment sales

In 2016, the Parts segment net sales decreased by $86 million, or 3%, primarily due to lower U.S. volumes, market pressures
primarily in Canada and Mexico, unfavorable movements in foreign currency exchange rates, and an expected decline in BDP
net sales driven by a decrease of units in operation as units age, partially offset by enhanced retail programs in our U.S. market.

Segment profit

In 2016, the Parts segment increased its segment profit by $48 million, or 8%, primarily due to margin improvements in our
U.S. market, cost-reduction initiatives, and lower intercompany access fees, partially offset by unfavorable movements in
foreign currency exchange rates. Access fees are allocated to the Parts segment from the Truck segment, primarily for
development of new products, and consist of certain engineering and product development costs, depreciation expense, and
SG&A costs. The lower fees in 2016 are due to cost-reduction initiatives in the Truck segment, including significant decreases
in engineering and product development costs in recent years.

Global Operations Segment

(in millions, except % change) 2016 2015 Change % Change

Global Operations segment Sales, NEt............ccceeevereireeereeerieeereeeeeereeeereeerenenes $ 341 § 506 $ (165) (33)%

Global Operations SEZMENt 10SS .......c.ccueevuerrieriieieriieieeterie e sreesteeeesaeesesseesees 21) (67) 46 (69)%
Segment sales

In 2016, the Global Operations segment net sales decrease of $165 million, or 33% was primarily driven by a decrease in our
South America engine operations, reflecting lower volumes and unfavorable movements in foreign currency exchange rates, as
the average conversion rate of the Brazilian real to the U.S. dollar has weakened by 12%. In 2016, engine volumes declined
41% compared to the prior year, primarily due to the continued economic downturn in the Brazil economy.

Segment loss

In 2016, the Global Operations segment results improved by $46 million, or 69%, primarily due to lower manufacturing and
structural costs as a result of our prior year restructuring and cost reduction efforts and impact of foreign currency exchange
rates, partially offset by the non-recurring net gain of $10 million related to the settlement of a customer dispute recorded in the
prior year.

Financial Services Segment

(in millions, except % change) 2016 2015 Change % Change
Financial Services segment reVenues, NEt ...........ceeeeereeieereerieieenreeeenreeseereeneas $ 235 § 241 $ (6) 2)%
Financial Services segment Profit ..........c.ccecveverieirierieinenieneseseseeseeseeseeseeseenas 100 98 2 2%

Segment revenues

In 2016, the Financial Services segment net revenues decreased by $6 million, or 2%. The decrease is primarily driven by
lower overall finance receivable balances and unfavorable movements in foreign currency exchange rates impacting our
Mexican portfolio, partially offset by higher revenues from operating leases.

Segment profit

In 2016, the Financial Services segment profit increased by $2 million, or 2%. The increase is primarily driven by an increase
in gains resulting from operating lease early terminations, decreases in the provision for loan losses in Mexico and cost
reduction initiatives. These increases were partially offset by a decrease in revenue and an increase in interest expense due to
rate increases.
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Results of Operations for the year ended October 31, 2015 as compared to the year ended October 31, 2014

(in millions, except per share data and % change) 2015 2014 Change % Change
Sales and TeVeNUES, NEL........ccccouecuirierieiiieieieeceee e $ 10,140 $ 10,806 $ (666) (6)%
Costs of Products SOId .........ccoecveveiiiiiiiiiniinineecereeseee e 8,670 9,534 (864) 9)%
Restructuring Charges .........ccoueveeeieieininineiiecceseee e 76 42 34 81 %
Asset Impairment Charges .........cccceveeeeieiririeeniee e 30 183 (153) (84)%
Selling, general and administrative eXpenses...........cocoeeeveuereueereenene. 908 979 (71) (1%
Engineering and product development COStS..........ccceevererenercnenennns 288 331 (43) (13)%
INEEIESt EXPEISE ..ottt 307 314 @) 2)%
Other INCOME, NEL ....c.coviveeriieuirieiinieirreteteeetee ettt (30) (12) (18) N.M
Total costs and EXPENSES..........ccueuiiuiiiiiiiiiiiiiiiiiieee e 10,249 11,371 (1,122) (10)%
Equity in income of non-consolidated affiliates..........c..cccocevcerenincrcnncnne. 6 9 3) 33)%
Loss from continuing operations before income taxes..........c.oceeecvevveuennes (103) (556) 453 81)%
INCOME taX EXPEISE ...t (51) (26) (25) 96 %
Loss from continuing OPerations..............c.eeeevveereerreeeesreesseeeesreeeesreesesneas (154) (582) 428 (74)%
Less: Net income attributable to non-controlling interests.......................... 33 40 @) (18)%
Loss from continuing operations™ ............c..coeueveervrieerinssrsisssssesss s sennes (187) (622) 435 (70)%
Income from discontinued operations, net of taX ..........cccceeervererrienenennnns 3 3 — — %
NEEI0SS™) ..o $ (184 S (619 $ 435 (70)%

Diluted earnings (loss) per share:

Continuing OPETAtIONS ........coveueuiiiiiieiiieeieice e $ (229 §$§ (764 $ 535 (70)%
Discontinued OPErationsS ..........c.ecveveeeeieieieieieeeeereee e stesee e seeseeneens 0.04 0.04 — — 9%

$ (225 § (760) § 535 (70)%

Diluted weighted average shares outstanding ..........c..coccocevvevinenencncnenne. T 81,6 814 02 — %

N.M. Not meaningful.
(A) Amounts attributable to Navistar International Corporation.

Sales and revenues, net

Our sales and revenues, net, are principally generated via sales of products and services. Sales and revenues, net, by reporting
segment were as follows:

(in millions, except % change) 2015 2014 Change % Change
TTUCK .ottt ettt et et este e beesbesreesbeesaenbeesnenseens $ 7213 § 7473 $ (260) 3)%
PAIS oottt et e b e ra e b e eraeaeenaesrean 2,513 2,551 (38) ()%
G1ObAl OPETALIONS. .. .eueeueiieeeieieieie et et eeeie ettt eee et seeseesteseeseens 506 940 (434) (46)%
FINANCIAl SEIVICES...c.viiviitietieiieieeieeteete ettt te et et sre b e reeseeseesaeensesaeas 241 232 9 4%
Corporate and ElMINations .........c.ecuerveierierieieieieieieeeeieesesreseeseessessesnens 333) (390) 57 (15)%
TOtAL ettt $ 10,140 $ 10,806 $ 666 (6)%

In 2015, Truck segment net sales decreased $260 million, or 3%, as improved Core truck volumes and increased military sales
were more than offset by a decline in our export truck and used truck operations, and a decline in BDT sales. Chargeouts from
our Core markets were up 6%, reflecting improvements in our Class 6 and 7 medium trucks, school buses and Class 8 severe
service trucks, partially offset by a decrease in our Class 8§ heavy trucks.

In 2015, Parts segment net sales decreased $38 million, or 1%, as improvements in our North America markets were more than
offset by a decline in BDP due to a decrease of units in operation, decreased export parts sales due to economic conditions in
our export markets, and unfavorable movements in foreign currency exchange rates, primarily in Canada. During 2015, sales
in the North America commercial parts channel increased by $58 million, or 3%, compared to 2014.
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The Global Operations segment net sales decrease of $434 million, or 46%, in 2015, was primarily due to lower volumes and
unfavorable movements in foreign currency exchange rates in our South American engine operations due to the economic
downturn in Brazil, and decreased revenue of $68 million in our Brazil truck operations, as the prior year included a large
government order.

The Financial Services segment net revenues increased $9 million, or 4%, in 2015, primarily due to an increase in the average
wholesale notes receivable balances, partially offset by a decline in the average retail notes receivable balances and unfavorable
movements in foreign currency exchange rates.

Costs of products sold

In 2015, Costs of products sold decreased by $864 million, reflecting the impact of lower sales in our Global Operations
segment and lower Ford sales through our BDT joint venture, partially offset by higher sales in our Core markets and an
increase of $45 million in our used truck reserves compared to 2014. In addition, Costs of products sold during 2015 was
favorably impacted by a shift in product mix in our Core markets. In 2015, we recorded a charge for adjustments to pre-
existing warranties of $4 million compared to charges for adjustments to pre-existing warranties of $55 million in 2014. The
improvement in adjustments to pre-existing warranties for 2015 reflects quality improvements in recent model years and
continued efforts to reduce overall cost per repair. For more information on warranty, see Note 1, Summary of Significant
Accounting Policies, to the accompanying consolidated financial statements.

Restructuring Charges

We recognized restructuring charges of $76 million in 2015 compared to charges of $42 million in the prior year. The charges
in 2015 were primarily related to cost reduction actions, including our offering of a VSP to the majority of our U.S.-based non-
represented salaried employees and the impacts of an involuntary reduction-in-force in the U.S. and Brazil. The charges in 2014
were primarily related to our Indianapolis, Indiana foundry facility and Waukesha, Wisconsin foundry operations, as well as a
reduction-in-force in the U.S. Additionally, in the third quarter of 2014, we recognized charges of $14 million related to the
2011 closure of our Chatham, Ontario plant, based on a ruling received from the Financial Services Tribunal in Ontario,
Canada. For more information, see Note 2, Restructurings and Impairments, to the accompanying consolidated financial
statements.

Asset impairment charges

We recognized asset impairment charges of $30 million in 2015, primarily related to certain operating leases, intangible assets
and long-lived assets. In the fourth quarter of 2015, we recognized a total non-cash charge of $7 million for the impairment of
certain intangible and long-lived assets in the Brazil truck asset group. As a result of the continued operating losses and idled
production in the asset group, we tested the indefinite-lived intangible and long-lived assets for potential impairment. As a
result, we determined that $4 million of intangible assets and $3 million of certain long-lived assets were impaired. During the
third and fourth quarters of 2015, we concluded that we had a triggering event related to certain long-lived assets in the Truck
segment. As a result, certain long-lived assets were determined to be impaired, resulting in a charge of $3 million and $4
million, respectively. In addition, in the third quarter of 2015, we recognized impairment charges of $3 million for certain
intangible assets of our Brazilian engine reporting unit. As a result of the economic downturn in Brazil causing declines in
actual and forecasted results, we tested the indefinite-lived intangible asset of our Brazilian engine reporting unit for potential
impairment. As a result, we determined that $3 million of trademark asset carrying value was impaired. In the first quarter of
2015, we concluded we had a triggering event related to certain operating leases. As a result, the Truck segment recorded $7
million of asset impairment charges. For more information, see Note 2, Restructurings and Impairments, to the accompanying
consolidated financial statements.

We recognized asset impairment charges of $183 million in 2014. In the second quarter of 2014, we recognized a non-cash
charge of $149 million for the impairment of certain intangible assets of our Brazilian engine reporting unit. As a result of the
economic downturn in Brazil causing declines in actual and forecasted results, we tested the goodwill of our Brazilian engine
reporting unit and trademark for potential impairment. As a result, we determined that the entire $142 million balance of
goodwill and $7 million of trademark asset carrying value was impaired. For more information, see Note 1, Summary of
Significant Accounting Policies, to the accompanying consolidated financial statements.

In addition, in 2014, the Truck segment recorded asset impairment charges of $33 million, which were primarily related to
potential sales of assets requiring assessment of impairment for certain intangible and long-lived assets, reflecting our ongoing
evaluation of our portfolio of assets to validate their strategic and financial fit. For more information, see Note 2,
Restructurings and Impairments, to the accompanying consolidated financial statements.
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Selling, general and administrative expenses

The SG&A expenses decrease of $71 million in 2015 reflects the impact of our cost-reduction initiatives, partially offset by an
increase in compensation expense and post-retirement related costs. In 2015, we leveraged efficiencies identified through
redesigning our organizational structure, including a reduction-in-force in the U.S. and Brazil in 2014.

In the fourth quarter of 2015, we offered the majority of our U.S.-based non-represented salaried employees the opportunity to
apply for a VSP. Along with the VSP, we used attrition and an involuntary reduction in force to eliminate additional positions
in order to meet our targeted reductions goal. In addition to these actions in the U.S., our Brazilian operations utilized an
involuntary reduction in force to eliminate positions. As a result of these actions, we expect to realize year-over-year savings.
For more information, see Note 2, Restructurings and Impairments, to the accompanying consolidated financial statements.

Engineering and product development costs

The Engineering and product development costs decrease of $43 million in 2015 is primarily due to decreased spend on our
SCR-related projects, partially offset by new investments in our Truck segment, particularly Class 8 trucks, vocational trucks
and buses, and increased spend on projects focused on 2017 GHG emission regulation integration.

Interest expense

In 2015, interest expense decreased $7 million compared to the prior year, primarily driven by the repurchase of a majority of
our 3.00% senior subordinated convertible notes ("2014 Convertible Notes") in April 2014, the repayment of the remainder of
our 2014 Convertible Notes in October 2014, and a decrease in debt issuance cost amortization, partially offset by the
refinancing of our Amended Term Loan Credit Facility with a new Senior Secured Term Loan Credit Facility in August 2015
and the interest expense incurred in connection with our 4.75% senior subordinated convertible notes due April 2019 ("2019
Convertible Notes"), which were issued in April 2014. Interest expense in 2014 was favorably impacted by the purchase of
certain manufacturing equipment that was previously accounted for as a financing arrangement, related to a sale and leaseback
transaction.

Other income, net

We recognized Other income of $30 million in 2015 compared to income of $12 million in the prior year. The income in 2015
primarily consists of: $14 million gain related to the settlement of a customer dispute, a $5 million tax credit, gains related to
foreign exchange hedges, and gains on asset sales, partially offset by unfavorable movements in foreign currency exchange
rates and $14 million of third party fees and unamortized debt issuance costs associated with the refinancing of our Amended
Term Loan Credit Facility with a new Senior Secured Term Loan Credit Facility. The income in 2014 is due to the release of
an asset retirement obligation associated with the purchase of certain leased manufacturing assets and gains on asset sales,
partially offset by $12 million of unamortized debt issuance costs and other charges associated with the repurchase of our 2014
Convertible Notes in April 2014.

Income tax expense

In 2015, we recognized income tax expense from continuing operations of $51 million, compared to income tax expense of $26
million in the prior year. The difference between the income tax expense in 2015 and 2014 is due to geographical mix and
certain discrete items. The income tax expense in 2015 also included charges of $7 million related to foreign exchange gains.
The income tax expense in 2014 includes charges of $29 million for the establishment of a valuation allowance on our deferred
tax assets related to our Brazilian operations, partially offset by an income tax benefit of $16 million resulting from a tax law
change in Brazil. In addition, the application of the intraperiod tax allocation rules in 2014 resulted in the recognition of an
income tax benefit from continuing operations of $13 million. In both periods the impact of income taxes on U.S. operations
was limited to current state income taxes, and other discrete items, due in part to the deferred tax valuation allowances on our
U.S. deferred tax assets.

At October 31, 2015, we had $2.6 billion of U.S. federal net operating losses and $252 million of federal tax credit
carryforwards. We expect our cash payments of U.S. taxes will be minimal for as long as we are able to offset our U.S. taxable
income by these U.S. net operating losses and tax credits, which have carryforward periods of up to 20 years. We also have
U.S., state and foreign net operating losses that are available to reduce cash payments of U.S., state and foreign taxes in future
periods. We maintain valuation allowances on our U.S. and certain foreign deferred tax assets because it is more likely than not
that those deferred tax assets will not be realized. For more information, see Note 11, Income Taxes, to the accompanying
consolidated financial statements.

Net income attributable to non-controlling interests

Net income attributable to non-controlling interests is the result of our consolidation of subsidiaries that we do not wholly own.
Substantially all of our net income attributable to non-controlling interests in 2015 and 2014 relates to Ford's non-controlling
interest in BDP.
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Segment Results of Continuing Operations for 2015 as Compared to 2014

Truck Segment
(in millions, except % change) 2015 2014 Change % Change
Truck segment Sales, NEt.......ccuerieeeierieieieieieeeeeee et $ 7213 § 7473 § (260) 3)%
TTUCK SEZMENT LOSS ...veneneeieiieieieeeeece ettt seens (141) (380) 239 (63)%
Segment sales

In 2015, the Truck segment net sales decreased $260 million, or 3%, as improved Core truck volumes and increased military
sales were more than offset by a decline in our export truck and used truck operations, and a decline in Ford sales through our
BDT joint venture, as production of Ford vehicles ceased in 2015. Truck chargeouts from our Core markets were up 6%,
reflecting an 18% increase in Class 6 and 7 medium trucks, a 10% increase in school buses, and a 7% increase in Class 8 severe
service trucks, partially offset by a 4% decrease in Class 8 heavy trucks.

Segment loss

In 2015, the Truck segment reduced its segment loss by $239 million, primarily driven by a favorable shift in product mix in
our Core markets, partially offset by an increase in our used truck reserves of $45 million, and higher accelerated depreciation
charges of $22 million. In 2015, the Truck segment recorded charges for adjustments to pre-existing warranties of $8 million
compared to charges for adjustments to pre-existing warranties of $51 million in 2014. The change in adjustments to pre-
existing warranties reflects quality improvements in recent model years and continued efforts to reduce overall cost per repair.
During 20135, the segment recorded accelerated depreciation charges of $31 million, primarily for certain assets related to the
foundry facilities, compared to accelerated depreciation charges of $9 million in 2014. For more information, see Note 2,
Restructurings and Impairments, to the accompanying consolidated financial statements.

SG&A expenses and Engineering and product development costs continued to decline in 2015. The lower SG&A expenses
reflect the impact of our cost-reduction initiatives. Engineering and product development costs decreased by $39 million,
primarily due to decreased spending on our SCR-related projects, partially offset by new investments in our Truck segment,
particularly Class 8 trucks, vocational trucks and buses, and increased spend on projects focused on 2017 GHG emission
regulation integration.

Additionally, in 2015, the segment recorded asset impairment charges of $20 million, compared to $33 million in 2014. The
charges in 2015 were for certain long-lived assets and operating leases, while the charges in 2014 were primarily for certain
intangible and long-lived assets and reflect our ongoing evaluation of our portfolio of assets to validate their strategic and
financial fit. For more information on the other asset impairment charges, see Note 2, Restructurings and Impairments, to the
accompanying consolidated financial statements.

Parts Segment
(in millions, except % change) 2015 2014 Change % Change
Parts segment Sales, NEt........occueveeiierieriiiierieie ettt $ 2513 § 2551 § (38) ()%
Parts segment Profit.........cccceecierieiierieiicieseee e 592 528 64 12 %
Segment sales

In 2015, the Parts segment net sales decreased $38 million, or 1%, as improvements in our North America markets were more
than offset by a decline in BDP due to a decrease of units in operation, decreased export parts sales due to economic conditions
in our export markets, and unfavorable movements in foreign currency, primarily in Canada. During 2015, sales in the North
America commercial parts channel increased by $58 million, or 3%, compared to the prior year.

Segment profit

In 2015, the Parts segment increased its segment profit by $64 million, or 12%, primarily due to margin improvements in our
commercial markets, the impact of our cost-reduction initiatives taken in 2014, and lower intercompany access fees, partially
offset by the decline in BDP. Access fees are allocated to the Parts segment from the Truck segment, primarily for development
of new products, and consist of certain engineering and product development costs, depreciation expense, and SG&A costs.

The lower fees in 2015 are due to cost-reduction initiatives in the Truck segment.
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Global Operations Segment

(in millions, except % change) 2015 2014 Change % Change

Global Operations segment Sales, NEt...........ccooveirverireeirereerererieeereesnnes $ 506 $ 940 $ (434) (46)%

Global Operations SEZMENt 10SS ......c.eecverereriierierierieeienieeteseerieeeesreenenieens 67) (274) 207 (76)%
Segment sales

In 2015, the Global Operations segment net sales decrease of $434 million was driven by a decrease of $366 million in our
South America engine operations, reflecting lower volumes and unfavorable movements in foreign currency exchange rates, as
the average conversion rate of the Brazilian Real to the U.S. dollar has weakened by 25% for 2015 compared to 2014. The
continued economic downturn in the Brazil economy has contributed to lower engine volumes of 37% in 2015 compared to the
prior year. The decrease in 2015 was also attributable to a decrease in revenue of $68 million from our Brazil truck operations,
as the prior year included a large government order.

Segment loss

In 2015, the Global Operations segment results improved by $207 million over the comparable prior year period primarily due
to the non-recurrence of non-cash charges of $149 million for the impairment of the goodwill of our Brazilian engine reporting
unit and the related trademark during the second quarter of 2014. As a result of the economic downturn in Brazil causing
declines in actual and forecasted results in 2014, we tested the goodwill of our Brazilian engine reporting unit and trademark
for potential impairment. As a result, we determined that the entire $142 million balance of goodwill and $7 million of
trademark asset carrying value was impaired. These non-recurring charges in 2014 were offset by an increase in restructuring
costs of $16 million in 2015 compared to 2014.

Excluding the impact of the prior year impairment and current year restructuring costs increase, the Global Operations segment
results improved by $74 million in 2015 over the prior year. The remaining improvements in the segment are primarily due to
lower manufacturing and structural costs as a result of our prior year restructuring and cost-reduction efforts, and a $10 million
net gain in 2015 related to a settlement of a customer dispute. These improvements are partially offset by the decreased results
of our Brazil truck operations, including a $6 million inventory charge related to our efforts to right-size the truck business due
to the current economic conditions in Brazil, and unfavorable movements in foreign currency exchange rates.

Financial Services Segment
(in millions, except % change) 2015 2014 Change % Change

Financial Services segment revenues, Net ..........cccceceeeverenreeerenenerennenne $ 241 § 232§ 9 4%
Financial Services segment profit 98 97 1 1%

Segment revenues

In 2015, net revenues in the Financial Services segment increased by $9 million, or 4%, primarily driven by an increase in the
average wholesale notes receivable balances and higher revenues from operating leases, partially offset by a decline in the
average retail notes receivable balance. The decline in the average retail notes receivable balance is primarily due to the
continued liquidation of our U.S. retail portfolio and unfavorable movements in foreign currency in our Mexican retail
portfolio.

Segment profit

In 2015, the Financial Services segment profit was comparable to the prior year as an increase in revenue and a decrease in the
provision for loan losses were offset by lower interest income from intercompany loans.
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Supplemental Information

The following tables provide additional information on truck industry retail units, market share data, order units, backlog units,
and chargeout units. These tables present key metrics and trends that provide quantitative measures of our performance.

Truck Industry Retail Deliveries

The following table summarizes approximate industry retail deliveries for our Core markets, categorized by relevant class,
according to Wards Communications and R.L. Polk & Co. ("Polk") and our Core retail deliveries:

For the Years Ended October 31, 2016 vs 2015 2015 vs 2014
(in units) 2016 2015 2014 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ ..........ccooovvmriieriinnns 32,800 29,600 28,200 3,200 11 % 1,400 5%
Class 6 and 7 medium trucks............. 86,800 80,000 71,000 6,800 9% 9,000 13%
Class 8 heavy trucks.........ccccvvvvennnene. 165,700 218,200 186,700 (52,500) (24)% 31,500 17%
Class 8 severe service trucks™.......... 61,100 60,800 56,200 300 — % 4,600 8%
Total Core Markets................cccuveurnennn. 346,400 388,600 342,100 (42,200) (11)% 46,500 14%
Combined class 8 trucks ..........ccceveeuvenneene. T,SOO T,OOO T,%O m (19)% W 15%
Navistar Core retail deliveries................... 54,700 62,600 59,800 (7,900) (13)% 2,800 5%

(A) The School bus retail market deliveries include buses classified as B, C, and D and are being reported on a one-month lag.
(B) Core retail deliveries include CAT-branded units sold to Caterpillar under our North America supply agreement.

Truck Retail Delivery Market Share

The following table summarizes our approximate retail delivery market share percentages for the Class 6 through 8 U.S. and
Canada truck markets, based on market-wide information from Wards Communications and Polk:

For the Years Ended October 31,

2016 2015 2014
Core Markets (U.S. and Canada)

SChOOL BUSES™ ......oooooooeee e 34% 38% 35%
Class 6 and 7 medium trucks...........cceveeviieierieeienieie e 21% 23% 21%
Class 8 heavy trucks ........ccveirieiiieicicceee e 10% 11% 14%
Class 8 severe service trucks™............coovveiveeeeeeeeeeeeeeeeeeeeeeeeseenon. 13% 15% 16%

Total Core MarKkets............cccoeeverienieeienieienieie e 16% 16% 17%
Combined class 8 trUCKS .......cceeveriieieriieiieieeeiesie et 11% 12% 14%

(A) The School bus retail delivery market share includes buses classified as B, C, and D and are being reported on a one-month lag.
(B) Retail delivery market share includes CAT-branded units sold to Caterpillar under our North America supply agreement.
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Truck Orders, net

We define orders as written commitments received from customers and dealers during the year to purchase trucks. Net orders
represent new orders received during the year less cancellations of orders made during the same year. Orders do not represent
guarantees of purchases by customers or dealers and are subject to cancellation. Orders may be either sold orders, which will be
built for specific customers, or stock orders, which will generally be built for dealer inventory for eventual sale to customers.
These orders may be placed at our assembly plants in the U.S. and Mexico for destinations anywhere in the world and include
trucks and buses. Historically, we have had an increase in net orders for stock inventory from our dealers at the end of the year
due to a combination of demand and, from time to time, incentives to the dealers. Increases in stock orders typically translate to
higher future chargeouts. The following table summarizes our approximate net orders for Core units:

For the Years Ended October 31, 2016 vs 2015 2015 vs 2014
(in units) 2016 2015 2014 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ .........c.o.ccoorvveerrrrennnee. 11,900 11,400 10,300 500 4% 1,100 11 %
Class 6 and 7 medium trucks............. 16,900 16,700 18,300 200 1% (1,600) (9%
Class 8 heavy trucks........cccceevvenneeen. 6,300 26,700 28,900 (20,400) (76)% (2,200) (8)%
Class 8 severe service trucks™.......... 7,700 9,100 9,300 (1,400) (15)% (200) 2)%
Total Core Markets.............ccoruveerennenne. 42,800 63,900 66,800 (21,100) (33)% (2,900) @)%
Combined class 8 trucks.................... W W W (21—,800) (61)% TOO) (6)%

(A) The School bus orders include buses classified as B, C, and D and are being reported on a one-month lag.
(B) Orders include CAT-branded units sold to Caterpillar under our North America supply agreement.

Truck Backlogs

We define order backlogs ("backlogs") as orders yet to be built as of the end of the period. Our backlogs do not represent
guarantees of purchases by customers or dealers and are subject to cancellation. Although backlogs are one of many indicators
of market demand, other factors such as changes in production rates, internal and supplier available capacity, new product
introductions, and competitive pricing actions may affect point-in-time comparisons. Backlogs exclude units in inventory
awaiting additional modifications or delivery to the end customer. The following table summarizes our approximate backlog for
Core units:

For the Years Ended October 31, 2016 vs 2015 2015 vs 2014
(in units) 2016 2015 2014 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ ........oooveveeeeereeeres 2,100 1,400 2,400 700 50 %  (1,000) (42)%
Class 6 and 7 medium trucks............. 4,100 4,800 7,100 (700) (15)% (2,300) (32)%
Class 8 heavy trucks.........ccccvvrenennene. 4,700 13,900 12,100 (9,200) (66)% 1,800 15 %
Class 8 severe service trucks®.......... 2,100 2,100 2,300 — — % (200) 9)%
Total Core Markets.................ccoeuenee. 13,000 22,200 23,900 (9,200) 41)% (1,700) (M%
Combined class 8 trucks.................... W W W W (58)% W 11 %

(A) The School bus backlogs include buses classified as B, C, and D and are being reported on a one-month lag.
(B) Backlogs include CAT-branded units sold to Caterpillar under our North America supply agreement.
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Truck Chargeouts

We define chargeouts as trucks that have been invoiced to customers. The units held in dealer inventory represent the principal
difference between retail deliveries and chargeouts. The following table summarizes our approximate worldwide chargeouts
from our continuing operations:

For the Years Ended October 31, 2016 vs 2015 2015 vs 2014
(in units) 2016 2015 2014 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ .........cccoveeveun. 11,200 11,900 10,800 (700) (6)% 1,100 10 %
Class 6 and 7 medium trucks....... 17,800 18,800 16,000 (1,000) (5)% 2,800 18 %
Class 8 heavy trucks..........coc.... 16,300 25,000 26,000 (8,700) (35)% (1,000) %
Class 8 severe service trucks®.... 7,600 9,300 8,700 (1,700) (18)% 600 7 %
Total Core Markets........................... 52,900 65,000 61,500 (12,100) (19)% 3,500 6 %
Non "Core" military........c.cccceueee. 500 100 100 400 N.M. — — %
Other markets @ .............cccovvu.. 9,900 19,400 28,400 (9,500) (49)% (9,000) (32)%
Total worldwide units....................... 63,300 84,500 90,000 (21,200) (25)% (5,500) (6)%
Combined class 8 trucks.............. 723900 34300 34,700 W (30)% w (1%

N.M. Not meaningful.

(A) The School bus chargeouts include buses classified as B, C, and D and are being reported on a one-month lag.

(B) Chargeouts include CAT-branded units sold to Caterpillar under our North America supply agreement.

©) Other markets primarily consist of Export Truck and Mexico and also include chargeouts related to BDT of 6,000 units and 11,000 units during 2015
and 2014, respectively. There were no third party chargeouts related to BDT during 2016 as Ford no longer purchases from BDT.

Liquidity and Capital Resources

Consolidated cash, cash equivalents, and marketable securities

As of October 31,

(in millions) 2016 2015 2014

Consolidated cash and cash equIValents .............coevririiiriienereee e $ 804 $ 912 $ 497

Consolidated marketable SECUTTHIES . ......ccuieuerieriieieriieie sttt 46 159 605
Consolidated cash, cash equivalents, and marketable securities ...........c.ccceeverveennenne. $ 850 § 1,071 $ 1,102

As of October 31,

(in millions) 2016 2015 2014

Manufacturing OPETALIONS .......cc.ceverueriiririertirerientententetet ettt ettt ettt ebeebe e b saeee $ 800 $ 1,013 § 1,018

Financial Services OPerations...........coevirertirierierienienienienteietetenteteseeeeeeeeee et eae e 50 58 84
Consolidated cash, cash equivalents, and marketable securities ............cccoeeverueennenne. $ 850 $ 1,071 $ 1,102

Manufacturing cash, cash equivalents, and marketable securities

Manufacturing cash, cash equivalents, and marketable securities, and Financial Services cash, cash equivalents and marketable
securities are not presented in accordance with, and should not be viewed as an alternative to, GAAP. This non-GAAP financial
information should be considered supplemental to, and not as a substitute for, or superior to, financial measures calculated in
accordance with GAAP. However, we believe that non-GAAP reporting provides meaningful information and therefore we use
it to supplement our GAAP reporting by identifying items that may not be related to the core manufacturing business. We
provide this information for an additional analysis of our ability to meet our operating requirements, capital expenditures,
equity investments, and financial obligations. Manufacturing cash, cash equivalents, and marketable securities represents our
consolidated cash, cash equivalents, and marketable securities, which excludes cash, cash equivalents, and marketable securities
of our Financial Services operations. We include marketable securities with our cash and cash equivalents when assessing our
liquidity position as our investments are highly liquid in nature.

Consolidated cash, cash equivalents, and marketable securities totaled $850 million at October 31, 2016, which includes an
immaterial amount of cash and cash equivalents primarily attributable to BDP that is generally not available to satisfy our
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obligations. For additional information on the consolidation of BDP, see Note 1, Summary of Significant Accounting Policies, to
the accompanying consolidated financial statements.

Cash Requirements

Our primary sources of liquidity are cash provided by operating activities, including cash flow from the sale of trucks, buses,
diesel engines, and parts, as well as from product financing provided to our dealers and retail customers by our Financial
Services operations. It is our opinion that, in the absence of significant extraordinary cash demands, our: (i) level of cash, cash
equivalents, and marketable securities, (ii) current and forecasted cash flow from our Manufacturing operations and Financial
Services operations, (iii) availability under various funding facilities, (iv) current and forecasted availability from various
funding alliances, and (v) access to capital in the capital markets will provide sufficient funds to meet operating requirements,
capital expenditures, investments, and financial obligations on both a short-term and long-term basis. The expected equity
proceeds from our recently announced alliance with VWT&B will also be a future source of funds once consummated. Future
Manufacturing operations debt obligations are expected to be met through a combination of cash generation from operations
and refinancing activities. We also believe the quality of our underlying portfolio of receivables will ensure the ongoing funding
from various sources and alliance partners and will permit our Financial Services operations to meet the financing requirements
of Navistar, our dealers, and retail customers.

We have generally financed our Manufacturing operations with cash, funding from our Financial Services operations, equity,
and access to the capital markets. We also have a $175 million Amended and Restated Asset-Based Credit Facility. Our
borrowing capacity under this facility is subject to a $35 million liquidity block, less outstanding standby letters of credit issued
under this facility, and is impacted by inventory levels at certain aftermarket parts inventory locations. As of October 31, 2016,
we had no borrowings, and we have limited availability to borrow under the Amended and Restated Asset-Based Credit
Facility. However, we maintain capacity under our various debt arrangements to incur incremental debt. In addition, the
covenants in all of our debt agreements permit us to refinance existing debt instruments as they mature.

Our Manufacturing operations sold $7.2 billion, $8.6 billion, and $8.5 billion of wholesale notes and accounts receivable to our
Financial Services operations in 2016, 2015, and 2014, respectively. The total outstanding balance of wholesale notes and
accounts receivable purchased was $1.4 billion as of October 31, 2016. Our Financial Services operations also make loans and
provide dividends and return of capital to the Manufacturing operations. Total loans outstanding from our Financial Services
operations to our Manufacturing operations at October 31, 2016 and 2015 were $203 million and $308 million respectively.
During 2016, our Manufacturing operations received $220 million in dividends and return of capital from NFC, of which $190
million was funded by the remaining repayment of the $270 million loan made by NFC to our Manufacturing operations in
October 2013 (the “Intercompany Loan”). During 2015, our Manufacturing operations received $125 million in dividends from
NFC, of which $80 million was funded by the partial repayment of the Intercompany Loan by our Manufacturing operations to
NFC.

Included in loans made from Financial Services to Manufacturing operations is an intercompany financing from NFC that is
secured by a first priority lien on used truck inventory (and certain related assets) (the "Intercompany Used Truck Loan").
During the year ended October 31, 2016 we increased our borrowings under the Intercompany Used Truck Loan by $17 million
to $135 million. Also, during the year ended October 31, 2016, our captive insurance company under our Financial Services
segment entered into an intercompany revolving loan agreement (the "Intercompany Revolving Loan") with our Manufacturing
operations. As of October 31, 2016, our borrowings under the Intercompany Revolving Loan agreement totaled $18 million.
Also during 2016, our Financial Services operations in Mexico extended working capital loans to our Manufacturing operations
in Mexico for orders received. As of October 31, 2016, the borrowings of our Manufacturing operations in Mexico under these
loan agreements totaled $50 million.

Our Financial Services operations have traditionally relied upon secured borrowings on finance receivables, short and long-
term bank borrowings, medium and long-term debt, and commercial paper in Mexico to fund products sold or leased by
Navistar, our dealers, and retail customers. We use a number of special purpose entities ("SPEs") to securitize receivables.
Navistar Financial Securities Corporation ("NFSC") finances wholesale notes, Navistar Financial Retail Receivables
Corporation ("NFRRC") finances retail notes and finance leases, International Truck Leasing Corporation ("ITLC") finances
operating leases and some finance leases, and Truck Retail Accounts Corporation ("TRAC") finances retail accounts. Our
Financial Services operations in Mexico provide vehicle financing, leasing and insurance brokerage services to our dealers and
retail customers in Mexico.

As of October 31, 2016, the aggregate amount available to fund finance receivables under our Financial Services facilities was
$703 million.

In October 2016, NFC issued a series of notes designated as the Floating Rate Dealer Note Asset Backed Notes, Series 2016-1
(the “Series 2016-1 Notes™). The Series 2016-1 Notes include four classes of notes totaling $300 million that matures in
September 2018. This transaction is a two-year, securitized dealer floor plan transaction to support International Truck and IC
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Bus dealer inventory funding. The transaction replaced a $250 million deal from November 2014 that matured in October 2016,
after which NFC had approximately $1.05 billion in total wholesale funding capacity.

In May 2016, NFC amended and extended its 2011 bank credit facility which was originally due in December 2016. The 2016
amendment extends the maturity date to June 2018 and initially reduced the revolving portion of the facility from $500 million
to $400 million. The borrowings on the revolving portion of the facility totaled $239 million as of October 31, 2016. The gross
balance of the term loan facility was $213 million as of October 31, 2016. In December 2016, and in accordance with the
amendment, the revolving portion of the facility was reduced to a maximum of $275 million, and the term loan portion of the
facility was paid down to $82 million. The amendment allows NFC to increase revolving or term loan commitments, subject to
obtaining commitments from existing or new lenders to provide additional or increased revolving commitments and/or
additional term loans, to permit a maximum total facility size of $700 million after giving effect to any such increase and
without taking into account the non-extended loans and commitments. The December 2016 reduction of the bank facility was
funded by a seasonal contraction in NFC's assets and a partial pay down of the Intercompany Used Truck Loan. We will
consider a subsequent increase in NFC’s bank facility, asset sales or securitizations, other secured borrowings or developing,
expanding and executing additional alliances to finance an increasing share of Navistar, dealer or retail customer assets to
enhance our liquidity position and broaden our financial flexibility to support the sale of International trucks.

In February 2016, NFSC also increased its variable funding notes facility ("VFN") from $375 million to $500 million and in
May 2016, the facility's maturity date was extended from October 2016 to May 2017. In November 2016, the maturity date of
the VEN facility was extended from May 2017 to November 2017, and the maximum capacity was reduced from $500 million
to $450 million. In April 2016, NFC extended its $100 million TRAC facility until April 2017. In December 2016, the maturity
date of the TRAC facility was extended from April 2017 to October 2017.

Cash Flow Overview

Year Ended October 31, 2016

Financial
Services Consolidated
Manufacturing  Operations and Statement of
(in millions) Operations™” Adjustments® Cash Flows
Net cash provided by operating activities™ ............ccccoooovvoriieeeeesceeeeen $ 56 $ 211§ 267
Net cash provided by (used in) investing aCtiVities.........cereerrereerueereerenrrerieens 3 (70) 67)
Net cash used in financing activities™ ..............ccooooovviirriioriiineese e, (203) (150) (353)
Effect of exchange rate changes on cash and cash equivalents......................... 28 17 45
Increase (decrease) in cash and cash equivalents.............coccceiniincinnne. (116) 8 (108)
Cash and cash equivalents at beginning of the year.............ccoecvevveveeceneennnnnn. 877 35 912
Cash and cash equivalents at end of the year...........ccccvevverveviencienieceinns $ 761 $ 43 $ 804

Year Ended October 31, 2015

Financial
Services Consolidated
Manufacturing Operations and Statement of
(in millions) Operations™ Adjustments™ Cash Flows
Net cash provided by (used in) operating activities™ .............ccccooovvverrrrren. $ 98 §$ (52) $ 46
Net cash provided by (used in) investing aCtiVities........ceevvverererveerieerecnnene. 346 30) 316
Net cash provided by financing activities™ ............ccccooovvvrvrrierereerecean, 63 35 98
Effect of exchange rate changes on cash and cash equivalents..............c......... (70) 25 (45)
Increase (decrease) in cash and cash equivalents.........c.cccceeceveevrcrenennen. 437 (22) 415
Cash and cash equivalents at beginning of the year..............cccceveueicnrcnene. 440 57 497
Cash and cash equivalents at end of the year...........ccoceeveviereneninccnens $ 877 §$ 35 $ 912
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Year Ended October 31, 2014

Financial
Services Consolidated
Manufacturing  Operations and Statement of
(in millions) Operations™ Adjustments™ Cash Flows
Net cash used in operating activities™ ..............ccocoooeorvirrirreeeeeeeee e $ (319) $ a7 $ (336)
Net cash provided by (used in) investing acCtivities.........ccccecevererercrenenennenn 112 (187) (75)
Net cash provided by (used in) financing activities™ ...............cccooovvvrrrerrnnnne. (59) 238 179
Effect of exchange rate changes on cash and cash equivalents...........c.c.cc.c...... (21 5) (26)
Increase (decrease) in cash and cash equivalents.........c..coccecevenincnencnnens (287) 29 (258)
Cash and cash equivalents at beginning of the year.........c..ccccecvvervenincnincnnens 727 28 755
Cash and cash equivalents at end of the year...........ccoccveveerievencieneecennns $ 440 $ 57 $ 497

(A) Manufacturing operations cash flows and Financial Services operations cash flows are not presented in accordance with, and should not be viewed as an
alternative to, GAAP. This non-GAAP financial information should be considered supplemental to, and not as a substitute for, or superior to, financial
measures calculated in accordance with GAAP. However, we believe that non-GAAP reporting provides meaningful information and therefore we use it
to supplement our GAAP reporting by identifying items that may not be related to the core manufacturing business. Management often uses this
information to assess and measure the performance and liquidity of our operating segments. Our Manufacturing operations, for this purpose, include our
Truck segment, Global Operations segment, Parts segment, and Corporate items which include certain eliminations. The reconciling differences between
these non-GA AP financial measures and our GAAP consolidated financial statements in Item 1, Financial Statements and Supplementary Data, are our
Financial Services operations and adjustments required to eliminate certain intercompany transactions between Manufacturing operations and Financial
Services operations. Our Financial Services operations cash flows are presented consistent with their treatment in our Condensed Consolidated Statements
of Cash Flows and may not be consistent with how they would be treated on a stand-alone basis. We have chosen to provide this supplemental
information to allow additional analysis, to illustrate the respective cash flows giving effect to the equity basis cash flow shown above, and to provide an
additional measure of performance and liquidity.

(B) Adjustments have been made within Net cash provided by (used in) operating activities and Net cash provided by (used in) financing activities sections to
conform to the year ended 2016 presentation. The reclassification did not impact our Consolidated Statements of Cash Flows.

Manufacturing Operations
Manufacturing Operations Cash Flow from Operating Activities

Cash provided by operating activities was $56 million and $98 million in 2016 and 2015, respectively, compared to cash used
in operating activities of $319 million in 2014. The net decrease in cash flow from operating activities in 2016 compared to
2015 was primarily attributable to an increase in repayments to our Financial Services operations, decreases in other current
liabilities, an increase in noncurrent assets, and a decrease in depreciation and amortization, partially offset by a lower net loss,
higher dividends and a returned capital payment received from our Financial Services operations, a larger reduction in
inventories, an increase in the collection of accounts receivable, and lower accounts payable payments. The improvement in
cash flow from operating activities in 2015 compared to 2014 was primarily attributable to a lower net loss, dividends received
from our Financial Services operations, net reductions of accounts receivable, a decrease in inventories and an increase in other
current liabilities, partially offset by higher accounts payable payments, changes in other current assets, changes in other
noncurrent liabilities and changes from intercompany transactions with our Financial Services operations.

Cash paid for interest, net of amounts capitalized, was $227 million, $180 million, and $203 million in 2016, 2015, and 2014,
respectively.

We paid $199 million, $204 million, and $244 million for 2016, 2015, and 2014 respectively, for costs associated with
postretirement benefits including pension and postretirement health care expenses for employees and surviving spouses and
dependents, the funding of trust assets, and other postretirement payments. These postretirement benefits did not include any
cash payments made from trust assets to beneficiaries.

Manufacturing Operations Cash Flow from Investing Activities

Cash provided by investing activities was $3 million, $346 million, and $112 million in 2016, 2015, and 2014, respectively. The
net decrease in cash flow from investing activities in 2016 compared to 2015 was primarily attributable to lower sales and
maturities of marketable securities, higher purchases of equipment leased to others and lower proceeds from sales of property
and equipment, partially offset by lower purchases of marketable securities and higher proceeds from sales of affiliates. The net
increase in cash flow from investing activities in 2015 compared to 2014 was primarily attributable to lower purchases of
equipment leased to others and lower purchases of marketable securities, partially offset by higher capital expenditures, lower
proceeds from the sale of property and equipment, and lower sales and less maturities of marketable securities.
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During 2016, sales of marketable securities totaled $539 million and maturities of marketable securities totaled $43 million,
compared with $1.2 billion of sales and $86 million of maturities of marketable securities and $1.6 billion of sales and $461
million of maturities of marketable securities during 2015 and 2014, respectively.

Manufacturing Operations Cash Flow from Financing Activities

Cash used in financing activities was $203 million and $59 million in 2016 and 2014, respectively, compared to cash provided
by financing activities of $63 million in 2015. The net change in cash flow from financing activities in 2016 compared to 2015
was primarily attributable to less third party debt issued and higher principal repayments of the Intercompany Loan due to our
Financial Services operations, partially offset by lower principal repayments of third party debt and an increase in funding from
our Financial Services operations including funding under the Intercompany Used Truck Loan and other financing programs.
The net change in cash flow from financing activities in 2015 compared to 2014 was primarily attributable to net proceeds from
the refinancing and increase of long-term debt, lower principal payments under capital lease obligations and lower dividends
paid to non-controlling interests, partially offset by lower proceeds from finance lease obligations and a partial repayment of the
Intercompany Loan due to our Financial Services operations and lower proceeds from the exercise of employee stock options.

Financial Services Operations
Financial Services Operations and Adjustments to Cash Flow from Operating Activities

Cash provided by operating activities was $211 million in 2016, compared to cash used in operating activities of $52 million
and $17 million in 2015 and 2014, respectively. The net increase in cash provided by operating activities in 2016 was primarily
due to a greater decline in the level of finance receivables funded. The increase was partially offset by the amount of dividends
and returned capital paid to our Manufacturing operations as compared to the prior year period. The increase in cash used by
operating activities in 2015 was primarily due to the increase in dividends paid to the Manufacturing operations, partially offset
by the decline in the level of finance receivables funded.

Cash paid for interest, net of amounts capitalized, was $64 million, $59 million, and $55 million in 2016, 2015, and 2014,
respectively.

Financial Services Operations and Adjustments to Cash Flow from Investing Activities

Cash used in investing activities was $70 million, $30 million and $187 million, in 2016, 2015, and 2014, respectively. Changes
in restricted cash levels required under our secured borrowings, along with purchases of equipment leased to others, were the
primary sources and uses of cash from investing activities in 2016, 2015, and 2014. In 2016, the increase in cash used in
investing activities was primarily due to the increase in purchases of equipment leased to others and a lesser decline in the
restricted cash levels relating to our secured borrowings. In 2015, the investment in restricted cash accumulated for the payoff
of maturing wholesale investor notes and the retail securitization was eliminated. In addition, purchases of equipment leased to
others declined. In 2014, restricted cash was invested to secure new borrowings relating to our Mexican financial services
operation and our retail accounts funding facility, as well as the accumulation of principal for the repayment of wholesale
investor notes maturing in January 2015.

Financial Services Operations and Adjustments to Cash Flow from Financing Activities

Cash used in financing activities was $150 million in 2016, compared to cash provided by financing activities of $35 million
and $238 million in 2015 and 2014, respectively. The net increase in cash used in financing activities in 2016 was primarily due
to the repayment of debt associated with the greater decline in the level of finance receivables funded and a decline in
repayments from the Manufacturing operations for intercompany financing programs. The decrease in cash provided for 2015
was primarily due to the repayment of debt associated with the decline in the level of finance receivables funded, partially
offset by repayments from the Manufacturing operations for intercompany financing programs.

Debt

See Note 9, Debt, to the accompanying consolidated financial statements for a description of our credit facilities and long-term
debt obligations.

Funding of Financial Services

The Financial Services segment has traditionally relied upon secured borrowings on finance receivables, short and long-term
bank borrowings, medium and long-term debt, and commercial paper in Mexico to fund its provision of financing to our dealers
and retail customers. As of October 31, 2016, our funding consisted of asset-backed securitization debt of $753 million, bank
borrowings and revolving credit facilities of $861 million, commercial paper of $96 million, and borrowings of $98 million
secured by operating and finance leases.
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We use a number of SPEs to securitize and sell receivables. NFSC finances wholesale notes, NFRRC finances retail notes and
finance leases, ITLC finances operating leases and some finance leases, and TRAC finances retail accounts.

Our Mexican financial services operations include Navistar Financial, S.A. de C.V., Sociedad Financiera de Objeto Multiple,
Entidad Regulada ("NFM"), which issues debt to provide vehicle financing to our dealers and retail customers in Mexico.

The following table sets forth the utilization under our bank credit and revolving funding facilities in place as of October 31,
2016:

Total Amount Matures or
Company Instrument Type Amount Purpose of Funding Utilized Expires
(in millions)
NFSC ....... Revolving wholesale note trust......... $ 1,050 Eligible wholesale notes.................. $ 635 2017-2018
Finance receivables and general
NFC.......... Credit agreement™ ...........c..ccccooo..... 613 corporate purpoSes.........ceeceerueeevennenn 452 2018
Finance receivables and general
NFM......... Bank lines......ccccoeceeveeeienienienieieenns 477  corporate PurpoSeS........cceeverveenvennns 411 2017-2021
TRAC....... Revolving retail accounts.................. 100 Eligible retail accounts..................... 39 2017

(A) NFM can borrow up to $100 million, if not used by NFC.

We are obligated under certain agreements with public and private lenders of NFC to maintain the subsidiary's income before
interest expense, capital contributions from NI, and income taxes at not less than 125% of its total interest expense. Under these
agreements, if NFC's consolidated income before interest expense, capital contributions from NI, and income taxes is less than
125% of its interest expense, NI must make a capital contribution to NFC to achieve the required ratio. No such payments were
required for the years ended October 31, 2016, 2015, and 2014.

Derivative Instruments

We use derivative financial instruments as part of our overall interest rate, foreign currency, and commodity risk management
strategies to reduce our interest rate exposure, to potentially increase the return on invested funds, to reduce exchange rate risk
for transactional exposures denominated in currencies other than the functional currency, and to minimize commodity price
volatility. The fair values of these derivatives are recorded as assets or liabilities on a gross basis in our Consolidated Balance
Sheets. For more information on derivatives and related market risks, see Item 7A, Quantitative and Qualitative Disclosures
about Market Risk, and Note 13, Financial Instruments and Commodity Contracts, to the accompanying consolidated financial
statements.

Capital Resources

We expend capital to support our operating and strategic plans. Such expenditures include investments to meet regulatory and
emissions requirements, maintain capital assets, develop new products or improve existing products, and to enhance capacity or
productivity. Many of the associated projects have long lead-times and require commitments in advance of actual spending.

Business units provide their estimates of costs of capital projects, expected returns, and benefits to senior management. Those
projects are evaluated from the perspective of expected return and strategic importance, with a capital expenditure goal of
approximately $150 million in 2017, exclusive of capital expenditures for equipment leased to others. See Note 9, Debt, to the
accompanying consolidated financial statements.

Consolidated EBITDA and Adjusted EBITDA

EBITDA and Adjusted EBITDA, which excludes certain identified items that we do not consider to be part of our ongoing
business, are not in accordance with, and should not be viewed as an alternative to, U.S. GAAP. This non-GAAP financial
information should be considered supplemental to, and not as a substitute for, or superior to, financial measures calculated in
accordance with U.S. GAAP.

We believe EBITDA provides meaningful information about the performance of our business and therefore we use it to
supplement our U.S. GAAP reporting. We believe that Adjusted EBITDA improves the comparability of year-to-year results,
and is representative of our underlying performance. Management uses this information to assess and measure the performance
of our operating segments. We have chosen to provide this supplemental information for an additional analyses of our operating
results, to illustrate the results of operations giving effect to the non-GAAP adjustments shown in the below reconciliations,
and to provide an additional measure of performance.
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EBITDA reconciliation:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Loss from continuing operations attributable to NIC, net of taX..........ccceeeveerierierenieieieieene. $ ) $ (187) $ (622)
Plus:

Depreciation and amortiZation EXPENSE. ........cccverveerverreerrereerieeieseereseessessesseessesseessesseenses 225 281 332

Manufacturing interest XPense™ .............ooowoveeeeeeeeeeeeeeeeeeeeeeeeee e e s e seeeen 247 233 243
Less:

INCOME TAX EXPEIISE ..eevveevrivieieeieniieteetieteetesteetesteetesetesseessesssesesssesseensesseeseensansesnsesseenses 33 (€2Y)] (26)
EBITDA ..ottt ettt ettt ettt a e et b e et et et et et et et e et e e e n e et e e eneens $ 408 $§ 378 § (21

(A) Manufacturing interest expense is the net interest expense primarily generated for borrowings that support the manufacturing and corporate operations,
adjusted to eliminate intercompany interest expense with our Financial Services segment. The following table reconciles Manufacturing interest expense
to the consolidated interest expense.

For the Years Ended October 31,

(in millions) 2016 2015 2014

INLETESE EXPEIISE. ......cueeeeeeeeeeveteeeteteeeeeeceeeeeees et sesesesesesesesesesessesasasssas s st et et eseses et et esesesessssssassssssasesesesesesesesesssesenssnasanasanas $ 327 $ 307 $ 314
Less: Financial SErvices INEIESt EXPEISE. ..........c.cveveveverereerereaeetesesseseseesesesesesessesessesessesesessesessssesessssesessssesssesessesesessess 80 74 71
Manufacturing INTEIESt EXPEIISE ............c.evievereriererieeereseteseseeteseseeseseesesessesesessesessesesessesesssesessesesessesesssesessesesesseseasesesersesn $ 247 $ 233 $ 243

Adjusted EBITDA Reconciliation:

For the Years Ended October 31,

(in millions) 2016 2015 2014
EBITDA (reconciled above) ...........................cccooeceeeeeeeeeeieeeeeieeeeeeeeeeeeeeee e $ 408 $ 378 $ 2D
Less significant items of:
Adjustments to pre-existing Warranties ™ ..............oo.oououeeeeeeeeeeeeeeeeeeeeeseeeeeeeeeeeeeeeeeeesesnees 78 4 55
North America asset impairment charges™..............ccoooivoiviieeeeeeeeeeeeeeeeee e 26 20 24
Global asset impairment Charges'...............oooovuiioieeeeeeeeeeee oo 1 10 149
Restructuring of North American manufacturing operations™ ..............coccoovoeveeeevererernann. 7 — 41
Cost reduction and other strategic initiatives™ .............cc.ccoooivoeiereeeeeeeeeceeeeeeeee e 3 72 17
Gain 0N SEHIEIMEII™ ...ttt re e e — (10) —
Brazil truck business actions' ................co.coooviiviioeioeceeee e — 6 29
Debt refinancing charges™ ... ..o — 14 12
ONE-tME 66 TECETVEAY ...t eeeenene as) — —
TOtal AdJUSTMENLS........cuieeieiieeieieieieteeee ettt ettt sttt sb e b e b e besbesse b essensensessensessenseneas 100 116 327
Adjusted EBITDA .............co.oooioiiiioeeeeeeeeeeeeeeee e $ 508 S 494 $ 306

(A) Adjustments to pre-existing warranties reflect changes in our estimate of warranty costs for products sold in prior periods. Such adjustments typically
occur when claims experience deviates from historic and expected trends. Our warranty liability is generally affected by component failure rates, repair
costs, and the timing of failures. Future events and circumstances related to these factors could materially change our estimates and require adjustments to
our liability. In addition, new product launches require a greater use of judgment in developing estimates until historical experience becomes available.

(B) The 2016 charges primarily included $17 million related to certain long-lived assets and $8 million related to certain operating leases. During 2015, we
recorded $11 million of asset impairment charges related to certain long-lived assets and $9 million related to certain operating leases. In 2014, the
impairment charges primarily related to certain amortizing intangible assets and long-lived assets which were determined to be fully impaired.

(C) During 2016, we determined that $1 million of trademark asset carrying value was impaired. During 2015, we recognized a total non-cash charge of $7
million for the impairment of certain intangible and long-lived assets in the Global Operations segment, and $3 million for the impairment of the carrying
value of a trademark asset. In 2014, we recognized a non-cash charge of $149 million for the impairment of certain intangible assets of our Brazilian
engine reporting unit, including the entire $142 million balance of goodwill and $7 million of trademark.

(D) During 2016 and 2014, we recorded $7 million and $14 million of charges related to the 2011 closure of our Chatham, Ontario plant, respectively. During
2014, we also recorded $27 million of charges related to our anticipated exit from our Indianapolis, Indiana foundry facility and certain assets in our
Waukesha, Wisconsin foundry operations. The charges included $13 million of restructuring charges, $7 million of fixed asset impairment charges, and
$7 million of charges for inventory reserves.

(E) Cost reduction and other strategic initiatives relates to costs associated with the divestiture of non-strategic facilities and efforts to optimize our cost
structure. In 2015, we had $72 million of cost reduction and other strategic initiatives primarily consisting of restructuring charges. In 2015, we offered
the majority of our U.S.-based non-represented salaried employees the opportunity to apply for a VSP, which resulted in $37 million of restructuring
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charges. In addition, we incurred restructuring charges of $23 million related to cost reduction actions, including a reduction-in-force in the U.S. and
Brazil. In 2014, we also recorded restructuring charges related to cost reduction actions that included a reduction-in-force in the U.S and Brazil.

During 2015, we recognized a $10 million net gain related to the settlement of a customer dispute in our Global Operations segment. The $10 million net
gain for the settlement included restructuring charges of $4 million.

During 2015, we recorded $6 million in inventory charges to right size the Brazil Truck business. During 2014, we recorded approximately $29 million in
charges, primarily related to inventory, to right size the Brazil Truck business in our Global Operations segment.

During 2015, we recorded $14 million of third party fees and unamortized debt issuance costs associated with the refinancing of our Amended Term Loan
Credit Facility with a new Senior Secured Term Loan Credit Facility. During 2014, we recorded $12 million of unamortized debt issuance costs and other
charges associated with the repurchase of our 2014 Convertible Notes.

During 2016, we received a $15 million one-time fee from a third party.
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Pension and Other Postretirement Benefits

Our pension plans are funded by contributions made from Company assets in accordance with applicable U.S. and Canadian
government regulations. The regulatory funding requirements are computed using an actuarially determined funded status,
which is determined using assumptions that often differ from assumptions used to measure the funded status for U.S.

GAAP. U.S. funding targets are determined by rules promulgated under the Pension Protection Act of 2006 (the "PPA"). The
PPA additionally requires underfunded plans to achieve 100% funding over a period of time. From time to time, we have
discussions with and receive requests for certain information from the Pension Benefit Guaranty Corporation ("PBGC"). The
PBGC was created by ERISA to encourage the continuation and maintenance of private-sector defined benefit pension plans,
provide timely and uninterrupted payment of pension benefits, and keep pension insurance premiums at a minimum. In July
2012, the Moving Ahead for Progress in the 21* Century Act was signed into law, impacting the minimum funding
requirements for pension plans, but not otherwise impacting our accounting for pension benefits. In August 2014, the Highway
and Transportation Funding Act of 2014, which included an extension of pension funding interest rate relief, was signed into
law. The Bi-Partisan Budget Act of 2015 was signed into law in November of 2015 and provided for further extension of
interest rate relief. These legislative measures will reduce our funding requirements over the next five years.

In 2016 and 2015, we contributed $100 million and $113 million, respectively, to our U.S. and Canadian pension plans (the
"Plans") to meet regulatory minimum funding requirements. In 2017 we expect to contribute approximately $110 million to
meet the minimum required contributions for all plans. Future contributions are dependent upon a number of factors,
principally the changes in values of plan assets, changes in interest rates, the impact of any future funding relief, and the impact
of funding resulting from the closure of our Chatham, Ontario plant. We currently expect that from 2018 through 2020, we will
be required to contribute $135 million to $220 million per year to the Plans, depending on asset performance and discount
rates.

Our contributions to other post-employment benefit ("OPEB") plans totaled $2 million in both 2016 and 2015. Other
postretirement benefit obligations, such as retiree medical, are primarily funded in accordance with a 1993 settlement
agreement (the "1993 Settlement Agreement") between us, our employees, retirees, and collective bargaining organizations,
which eliminated certain benefits provided prior to that date and provided for cost sharing between us and participants in the
form of premiums, co-payments, and deductibles. We expect to contribute $2 million to our OPEB plans during 2017.

As part of the 1993 Settlement Agreement, a Base Program Trust was established in June 1993 to provide a vehicle for funding
the health care liability through our contributions and retiree premiums. A separate independent Retiree Supplemental Benefit
Program was also established, which included our contribution of Class B Common Stock, originally valued at $513 million, to
potentially reduce retiree premiums, co-payments, and deductibles and provide additional benefits in subsequent periods. In
addition to the Base Program Trust, we are contingently obligated to make profit sharing contributions to the Retiree
Supplemental Benefit Trust to potentially improve upon the basic benefits provided through the Base Program Trust. These
profit sharing contributions are determined by means of a calculation as established through the 1993 Settlement Agreement.
There were no profit sharing contributions to the Retiree Supplemental Benefit Trust during the years ended October 31, 2016,
2015 and 2014.

The funded status of our plans is derived by subtracting the actuarially-determined present value of the projected benefit
obligations from the fair value of plan assets at year end.

The under-funded status of our pension plans on a GAAP basis increased $160 million during 2016. The increase was primarily
due to the decrease in the discount rate used to determine the present value of the projected benefit obligation and lower than
expected asset returns. Our actual return on assets during 2016 was approximately 3.0% for the U.S. pension plans. The
weighted average discount rate used to measure the postretirement benefit obligation ("PBO") was 3.5% at October 31, 2016,
compared to 4.0% at October 31, 2015.

The under-funded status of our health and life insurance benefits decreased by $143 million. This was primarily driven by
favorable claims experience and updated morbidity trend assumptions, partially offset by a decrease in the discount rate used to
determine the present value of the projected obligation.

We continue to seek opportunities to control our pension and other postretirement benefits expenses.

For more information, see Note 10, Postretirement Benefits, to the accompanying consolidated financial statements.
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Off-Balance Sheet Arrangements

We enter into various arrangements not recognized in our Consolidated Balance Sheets that have or could have an effect on our
financial condition, results of operations, liquidity, capital expenditures, or capital resources. The principal off-balance sheet
arrangements that we enter into are guarantees that could obligate us to make future payments if the primary entity fails to
perform under its contractual obligations. These include residual value guarantees, for which our losses are generally capped,
stand-by letters of credit and surety bonds, credit and purchase commitments and indemnifications. We have recognized
liabilities for some of these guarantees in our Consolidated Balance Sheets as they meet recognition and measurement
provisions. In addition to the liabilities that have been recognized, we are contingently liable for other potential losses under
various guarantees that are not recognized in our Consolidated Balance Sheets. We do not believe claims that may be made
under such guarantees would have a material effect on our financial condition, results of operations, or cash flows. For more
information, see Note 14, Commitments and Contingencies, to the accompanying consolidated financial statements.

Contractual Obligations

The following table provides aggregated information on our outstanding contractual obligations as of October 31, 2016:

Payments Due by Year Ending October 31,

(in millions) Total 2017 2018-2019 2020-2021 2022+
Type of contractual obligation:
Long-term debt obligations'™..............cccoooveirreurerrreerens $ 4963 $ 899 $ 1,604 $ 1,034 $ 1426
Interest on long-term debt™ .............ocoooviviiiirireeeeen 1,308 256 431 294 327
Financing arrangements and capital lease obligations® ... 49 10 19 18 2
Operating lease obligations™..............ccoocoevvierieerrreres 216 52 81 62 21
Purchase obligations™..............co.cooiioimeeeeeeeeeeeeeeees 78 4 47 24 3
TOtAL..oeiiecc e $§ 6614 § 1221 § 2,182 § 1432 § 1,779

(A) Excludes offsetting discounts and issuance costs of $101 million. For more information, see Note 9, Debt, to the accompanying consolidated financial
statements.

(B) Amounts represent estimated contractual interest payments on outstanding debt. Rates in effect as of October 31, 2016 are used for variable rate debt. For
more information, see Note 9, Debt, to the accompanying consolidated financial statements.

(C) We lease many of our facilities as well as other property and equipment under financing arrangements and capital leases in the normal course of business,
including $7 million of interest obligations. For more information, see Note 6, Property and Equipment, Net, to the accompanying consolidated financial
statements.

(D) Lease obligations for facility closures are included in operating leases. Future operating lease obligations are not recognized in our Consolidated Balance
Sheets. For more information, see Note 6, Property and Equipment, Net, to the accompanying consolidated financial statements.

(E) Purchase obligations include various commitments in the ordinary course of business that would include the purchase of goods or services and they are
not recognized in our Consolidated Balance Sheets.

Due to the uncertainty with respect to the timing of cash payments associated with the settlement of audits with taxing
authorities and because of existing net operating loss carryforwards, the preceding table excludes uncertain tax positions of $50
million. We do not expect to make significant payments of these liabilities within the next year. For additional information, see
Note 11, Income Taxes, to the accompanying consolidated financial statements.

In addition to the above contractual obligations, we are also required to fund our Plans in accordance with the requirements of
the PPA. As such, we expect to contribute approximately $110 million in 2017 to meet the minimum required contributions for
all Plans. We currently expect that from 2018 through 2020, we will be required to contribute $135 million to $220 million per
year to the Plans, depending on asset performance and discount rates in the next several years. For additional information, see
Note 10, Postretirement Benefits, to the accompanying consolidated financial statements.
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Other Information

Income Taxes

We file a consolidated U.S. federal income tax return for NIC and its eligible domestic subsidiaries. Our non-U.S. subsidiaries
file income tax returns in their respective local jurisdictions. We account for income taxes under the asset and liability method.
Deferred tax assets and liabilities are recognized for tax benefit carryforwards and the future tax consequences attributable to
temporary differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax liabilities and assets at the end of each period are determined using enacted tax rates.

As of October 31, 2016 and 2015, we had deferred tax asset valuation allowances of $3.4 billion and $3.3 billion, respectively.
A valuation allowance is required to be established or maintained when, based on currently available information, it is more
likely than not that all or a portion of a deferred tax asset will not be realized. The guidance on accounting for income taxes
provides that important factors in determining whether a deferred tax asset will be realized are whether there has been sufficient
taxable income in recent years and whether sufficient taxable income is expected in future years in order to utilize the deferred
tax asset.

We believe that our evaluation of deferred tax assets and the need for a valuation allowance against such assets involve critical
accounting estimates because they are subject to, among other things, estimates of future taxable income in the U.S. and in non-
U.S. tax jurisdictions. These estimates are susceptible to change and dependent upon events that may or may not occur. Our
assessment of the need for a valuation allowance is material to the assets reported on our Consolidated Balance Sheets and
changes in the valuation allowance may be material to our results of operations. We intend to continue to assess our valuation
allowance in accordance with the guidance on accounting for income taxes.

We may recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be
sustained on examination by taxing authorities, based on the technical merits of the position. The tax benefits recognized in the
financial statements from such a position are measured based on the largest benefit that has a greater than fifty percent
likelihood of being realized upon ultimate settlement.

We recognize interest and penalties related to uncertain tax positions as part of /ncome tax expense. Total interest and penalties
related to our uncertain tax positions resulted in an income tax expense of less than $1 million and $1 million for the years
ended October 31, 2016 and 2015, respectively, and income tax benefit of $4 million for the year ended October 31, 2014.

As of October 31, 2016 and 2015, the amount of liability for uncertain tax positions was $50 million and $41 million,
respectively. If these unrecognized tax benefits are recognized, all would impact our effective tax rate. However, to the extent
we continue to maintain a full valuation allowance against certain deferred tax assets, the effect may be in the form of an
increase in the deferred tax asset related to our net operating loss carryforwards, which would be offset by a full valuation
allowance. While it is probable that the liability for unrecognized tax benefits may increase or decrease during the next twelve
months, we do not expect any such change would have a material effect on our financial condition, results of operations, or
cash flows.

We apply the intraperiod tax allocation rules to allocate income taxes among continuing operations, discontinued operations,
other comprehensive income (loss), and additional paid-in capital when we meet the criteria as prescribed in the guidance.

Environmental Matters

We have been named a potentially responsible party ("PRP"), in conjunction with other parties, in a number of cases arising
under an environmental protection law, the Comprehensive Environmental Response, Compensation, and Liability Act,
popularly known as the "Superfund" law. These cases involve sites that allegedly received wastes from current or former
Company locations. Based on information available to us which, in most cases, consists of data related to quantities and
characteristics of material generated at current or former Company locations, material allegedly shipped by us to these disposal
sites, as well as cost estimates from PRPs and/or federal or state regulatory agencies for the cleanup of these sites, a reasonable
estimate is calculated of our share, if any, of the probable costs and accruals are recorded in our consolidated financial
statements. These accruals are generally recognized no later than completion of the remedial feasibility study and are not
discounted to their present value. We review all accruals on a regular basis and believe that, based on these calculations, our
share of the potential additional costs for the cleanup of each site will not have a material effect on our financial condition,
results of operations, or cash flows.

In addition, other sites formerly owned by us or where we are currently operating have been identified as having soil and
groundwater contamination. While investigations and cleanup activities continue at these and other sites, we believe that we
have appropriate accruals to cover costs to complete the cleanup of all sites.
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Impact of Environmental Regulation

Government regulation related to climate change is under consideration at the U.S. federal and state levels. Because our
products use fossil fuels, they may be impacted indirectly due to regulation, such as a cap and trade program, affecting the cost
of fuels. The EPA and NHTSA issued final rules for GHG emissions and fuel economy on September 15, 2011. These began to
apply in calendar year 2014 and will be fully implemented in model year 2017. The agencies' stated goals for these rules were
to increase the use of currently existing technologies. We are complying with these rules through use of existing technologies
and implementation of emerging technologies as they become available. Several of our vehicles were certified early for the
2013 model year and the majority of our remaining vehicles and all engines were certified in 2014. The EPA and NHTSA
adopted a final rule on October 25, 2016 with the next phase of federal GHG emission and fuel economy regulations. This rule
contains more stringent emissions levels for engines and vehicles and will take effect in model year 2021 and be implemented
in three stages culminating in model year 2027. Canada has announced it also is considering a heavy duty phase 2 GHG
rulemaking aligned with EPA and NHTSA phase 2 rules. In December 2014, California adopted GHG emission rules for heavy
duty vehicles equivalent to EPA rules and an optional lower emission standard for NOx in California. California has stated its
intention to lower NOx standards for California-certified engines and has requested that the EPA lower its standards. In June
2016, several regional air quality management districts in California and other states, as well as the environmental agencies for
several states, petitioned the EPA to adopt lower NOx emission standards for on-road heavy duty trucks and engines. We expect
that heavy duty vehicle and engine fuel economy and GHG emissions rules will be under consideration in other global
jurisdictions in the future. These standards will require significant investments of capital and will significantly increase costs of
development for engines and vehicles, and will require us to incur administrative costs arising from implementation of the
standard. EPA also issued a final rule in October 2015 that lowered the National Ambient Air Quality Standard for ozone to 70
parts per billion. This rule could lead to future lower emission standards for substances that contribute to ozone, including NOx
from vehicles, at the federal and state levels. Our facilities may be subject to regulation related to climate change and climate
change itself may also have some impact on our operations. However, these impacts are currently uncertain and we cannot
predict the nature and scope of those impacts.

Securitization Transactions

None of our securitization or trust arrangements qualify for sales accounting treatment or as an off-balance sheet arrangement.
As a result, the transferred receivables and the associated secured borrowings are included in our Consolidated Balance Sheets
and no gain or loss is recorded for these transactions.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with U.S. GAAP. In connection with the preparation of our
consolidated financial statements, we use estimates and make judgments and assumptions about future events that affect the
reported amounts of assets, liabilities, revenue, expenses, and the related disclosures. Our assumptions, estimates, and
judgments are based on historical experience, current trends, and other factors we believe are relevant at the time we prepare
our consolidated financial statements.

Our significant accounting policies are discussed in Note 1, Summary of Significant Accounting Policies, to the accompanying
consolidated financial statements and should be reviewed in connection with the following discussion. We believe that the
following policies are the most critical to aid in fully understanding and evaluating our reported results as they require us to
make difficult, subjective, and complex judgments. In determining whether an estimate is critical, we consider if:

. the nature of the estimate or assumption is material due to the levels of subjectivity and judgment necessary to account
for highly uncertain matters or the susceptibility of such matters to change, or

. the impact of the estimate or assumption on financial condition or operating performance is material.

Pension and Other Postretirement Benefits

We provide pension and other postretirement benefits to a substantial portion of our employees, former employees, and their
beneficiaries. The assets, liabilities, and expenses we recognize and disclosures we make about plan actuarial and financial
information are dependent on the assumptions used in calculating such amounts. The primary assumptions include factors such
as discount rates, health care cost trend rates, inflation, expected return on plan assets, retirement rates, mortality rates, rate of
compensation increases, and other factors including management's plans regarding plant rationalization activities. Changes to
our business environment could result in changes to the assumptions, the effects of which could be material.

*  Plant rationalization activities impact the determination of whether a plan curtailment or settlement has occurred. Key
considerations include, but are not limited to, expected future service credit, the remaining years of recall rights of the
workforce, and the extent to which minimum service requirements (in the case of healthcare benefits) have been met.
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»  The discount rates are obtained by matching the anticipated future benefit payments for the plans to a high quality
corporate bond yield curve to establish a weighted average discount rate for each plan.

*  Health care cost trend rates are developed based upon historical retiree cost trend data, short term health care outlook, and
industry benchmarks and surveys. The inflation assumptions used are based upon both our specific trends and nationally
expected trends.

*  The expected return on plan assets is derived from historical plan returns, expected long-term performance of asset classes,
asset allocations, input from an external pension investment advisor, and risks and other factors adjusted for our specific
investment strategy. The focus is on long-term trends and provides for the consideration of recent plan performance.

*  Retirement rates are based upon actual and projected plan experience.

*  Mortality rates are developed from actual and projected plan experience for the U.S. postretirement benefit plans. Our
actuaries conduct an experience study every five years as part of the process to select a best estimate of mortality. We
consider both standard mortality tables and improvement factors as well as the plans’ actual experience when selecting a
best estimate. During 2015, we conducted a new experience study as scheduled and, as a result, updated our mortality
assumptions.

»  The rate of compensation increase reflects our long-term actual experience and our projected future increases.

The sensitivities stated below are based upon changing one assumption at a time, but often economic factors impact multiple
assumptions simultaneously.

October 31, 2016 2017 Expense
Obligations

(in millions) Pension OPEB Pension OPEB
Discount rate:

INCIEASE OF 1.0%0u . uvieueieveeiiceiecteete ettt ettt $ ((BG46) $ (170) $ 3 9 —

Decrease OF 1.0%0 c...oouviiieeieeieeeee et 407 202 o) —
Expected return on assets:

INCIEASE OF 1,00 cuueeuiieieeiieeieite ettt ettt et eee NA NA (22) A3)

DECrase O 1.0%0 ...veuveieeieieieieeeieit ettt ere st sae s NA NA 22 3

As modeled above, net periodic postretirement benefits expense is not highly sensitive to changes in discount rates in the
current interest rate environment due to the relatively short duration of the closed plans.

In 2016, we changed the approach utilized to estimate the service cost and interest cost components of net periodic benefit cost
for our major defined benefit postretirement plans. Historically, we estimated the service cost and interest cost components
using a single weighted average discount rate derived from the yield curve used to measure the benefit obligation at the
beginning of the period. In 2016, we began using a spot rate approach for the estimation of service and interest cost for our
major plans by applying specific spot rates along the yield curve to the relevant projected cash flows, to provide a better
estimate of service and interest costs. We consider this a change in estimate and, accordingly, have accounted for it
prospectively starting in 2016. This change does not affect the measurement of our total benefit obligation. This change has
resulted in a reduction of service cost of $1 million and a reduction in interest cost of $52 million compared to the prior
approach. Total postretirement benefit expense for 2016 was comparable to 2015 after implementing this change in estimate.

Allowance for Doubtful Accounts

The allowance for doubtful accounts for finance receivables is established through a charge to Selling, general and
administrative expenses. The allowance is an estimate of the amount required to absorb losses on the existing portfolio of
finance receivables that may become uncollectible. We have two portfolio segments of finance receivables based on the type of
financing inherent to each portfolio. The retail portfolio segment represents loans or leases to end-users for the purchase or
lease of vehicles. The wholesale portfolio segment represents loans to dealers to finance their inventory. As the initial
measurement attributes and the monitoring and assessment of credit risk or the performance of the receivables are consistent
within each of our receivable portfolios, we determined that each portfolio consists of one class of receivable. Finance
receivables are charged off to the Allowance for doubtful accounts when amounts due from the customers are determined to be
uncollectible. The estimate of the required allowance for both the retail portfolio segment and the wholesale portfolio segment
is based upon three factors: (i) a historical component based on actual loss experience and customer payment history, (ii) a
qualitative component based upon current economic and portfolio quality trends, and (iii) a specific reserve component. The
qualitative component is the result of analysis of asset quality trend statistics from the most recent four quarters. To the extent
that our judgments about these risk factors and conditions are not accurate, an adjustment to our allowance for losses may
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materially impact our results of operations or financial condition. If we were to apply a hypothetical increase and decrease of
10% to the historical loss rate used in calculating the allowance for losses, the required allowance, as of October 31, 2016,
would increase or decrease by $2 million.

Income Taxes

We account for income taxes using the asset and liability method. Under this method, deferred tax assets and liabilities are
recognized for the estimated future tax consequences attributable to differences between the financial statement carrying values
of existing assets and liabilities and their respective tax bases. Deferred tax assets are also recorded with respect to net
operating losses and other tax attribute carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates in
effect for the years in which temporary differences are expected to be recovered or settled. Valuation allowances are established
when, based on currently available information, it is more likely than not that all or a portion of a deferred tax asset will not be
realized. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in the income of the period that
includes the enactment date.

The ultimate recovery of deferred tax assets is dependent upon the amount and timing of future taxable income and other
factors such as the taxing jurisdiction in which the asset is to be recovered. A high degree of judgment is required to determine
if, and the extent to which, valuation allowances should be recorded against deferred tax assets. We have provided valuation
allowances at October 31, 2016 and 2015 aggregating $3.4 billion and $3.3 billion, respectively, against such assets based on
our assessment of past operating results, estimates of future taxable income, and the feasibility of tax planning strategies.
Although we believe that our approach to estimates and judgments as described herein is reasonable, actual results could differ
and we may be exposed to increases or decreases in income taxes that could be material.

We recognize the tax benefit from an uncertain tax position claimed or expected to be claimed on a tax return only if it is more
likely than not that the tax position will be sustained on examination by taxing authorities, based on the technical merits of the
position. The tax benefits recognized in the financial statements from such a position are measured based on the largest benefit
that has a greater than fifty percent likelihood of being realized upon ultimate settlement. We recognize interest and penalties
related to uncertain tax positions as part of Income tax expense.

We apply the intraperiod tax allocation rules to allocate income taxes among continuing operations, discontinued operations,
other comprehensive income (loss), and additional paid-in capital when we meet the criteria as prescribed in the guidance.

Impairment of Long-Lived and Indefinite-Lived Assets

We test long-lived assets (other than goodwill and intangible assets with indefinite lives as discussed below) or asset groups for
recoverability when events and circumstances indicate that the carrying value of an asset or asset group may not be
recoverable. Estimates of undiscounted future cash flows used to test the recoverability of a long-lived asset or asset group
include only the future cash flows that are directly associated with and that are expected to arise as a direct result of the use and
eventual disposition of the asset or asset group. If the asset or asset group is determined to not be recoverable, an impairment
loss is measured as the amount by which the carrying amount of the long-lived asset or asset group exceeds its fair value.

Our impairment loss calculations require us to apply judgments in estimating future cash flows and asset fair values. This
judgment includes developing cash flow projections and, at times, assessing probability weightings to certain business
scenarios. Other long-lived assets could become impaired in the future or require additional charges as a result of declines in
profitability due to changes in volume, market pricing, cost, manner in which an asset is used, expectation of sale or disposal of
an asset, physical condition of an asset, laws and regulations, or the business environment. Significant adverse changes to our
business environment and future cash flows could cause us to record additional impairment charges in future periods, which
could be material.

Contingency Accruals

Product liability lawsuits and claims

We are subject to product liability lawsuits and claims in the normal course of business. We record product liability accruals for
the self-insured portion of any pending or threatened product liability actions.

We estimate the expected ultimate losses for claims and, consequently, the related reserve in our Consolidated Balance Sheets.
The actual settlement values of outstanding claims in the aggregate may differ from these estimates due to many circumstances,
including but not limited to: (i) the discovery and evolution of information related to individual claims, (ii) changes in the legal
and regulatory environment, (iii) product development trends, and (iv) changes in the frequency and/or severity of claims
relative to historical experience.

The reserve for product liability was $49 million as of October 31, 2016 and a hypothetical 10% change in claim amount would
increase or decrease this accrual by $5 million.
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FEnvironmental remediation matters

We are subject to claims by various governmental authorities related to environmental remediation matters.

With regard to environmental remediation, many factors are involved including interpretations of local, state, and federal laws
and regulations, and whether wastes or other hazardous material are contaminating the surrounding land or water or have the
potential to cause such contamination.

As of October 31, 2016, we have accrued $20 million for environmental remediation. Although we believe that the estimates
and judgments discussed herein are reasonable, actual results could differ and we may be exposed to increases or decreases in
our accrual that could be material.

Asbestos claims

We are subject to claims related to illnesses alleged to have resulted from asbestos exposure from component parts found in
older vehicles, although some claims relate to the alleged presence of asbestos in our facilities. Numerous factors including tort
reform, jury awards, and the number of other solvent companies identified as co-defendants will impact the number of claims
filed against us.

We estimate the expected ultimate losses for claims and, consequently, the related reserve in our Consolidated Balance Sheets.
The estimates related to asbestos claims are subject to uncertainty. Such uncertainty includes some reliance on industry data to
project the future frequency of claims received by us, the long latency period associated with asbestos exposures and the types
of diseases that will ultimately manifest, and unexpected future inflationary trends. Historically, actual damages paid out to
individual claimants have not been material. Although we believe that our estimates and judgments related to asbestos related
claims are reasonable, actual results could differ and we may be exposed to increases or decreases in our accrual that could be
material.

Product Warranty

We generally offer one to five-year warranty coverage for our truck, bus, and engine products, as well as our service parts.
Terms and conditions vary by product, customer, and country. We accrue warranty related costs under standard warranty terms
and for certain claims outside the contractual obligation period that we choose to pay as accommodations to our customers.

Our warranty estimates are established using historical information about the nature, frequency, timing, and average cost of
warranty claims. Warranty claims are influenced by numerous factors, including new product introductions, technological
developments, the competitive environment, the design and manufacturing process, and the complexity and related costs of
component parts. We estimate our warranty accrual for our engines and trucks based on engine types and model years. Our
warranty accruals take into account the projected ultimate cost-per-unit ("CPU") utilizing historical claims information. The
CPU represents the total cash projected to be spent for warranty claims for a particular model year during the warranty period,
divided by the number of units sold. The projection of the ultimate CPU is affected by component failure rates, repair costs, and
the timing of failures in the product life cycle. Warranty claims inherently have a high amount of variability in timing and
severity and can be influenced by external factors. Our warranty estimation process takes into consideration numerous variables
that contribute to the precision of the estimate, but also add to the complexity of the model. Including numerous variables also
reduces the sensitivity of the model to any one variable. We perform periodic reviews of warranty spend data to allow for
timely consideration of the effects on warranty accruals.

Initial warranty estimates for new model year products are based on the previous model year product's warranty experience
until the new product progresses sufficiently through its life cycle and related claims data becomes mature. Historically,
warranty claims experience for launch-year products has been higher compared to the prior model-year engines; however, over
time we have been able to refine both the design and manufacturing process to reduce both the volume and the severity of
warranty claims. New product launches require a greater use of judgment in developing estimates until historical experience
becomes available.

We record adjustments to pre-existing warranties for changes in our estimate of warranty costs for products sold in prior fiscal
years. Such adjustments typically occur when claims experience deviates from historic and expected trends. During 2016, we
recognized charges for adjustments to pre-existing warranties of $77 million compared to $1 million and $55 million in 2015
and 2014, respectively.

When we identify cost effective opportunities to address issues in products sold or corrective actions for safety issues, we
initiate product recalls or field campaigns. As a result of the uncertainty surrounding the nature and frequency of product recalls
and field campaigns, the liability for such actions are generally recorded when we commit to a product recall or field campaign.
Each subsequent quarter after a recall or campaign is initiated the recorded liability balance is analyzed, reviewed, and adjusted
if necessary to reflect any changes in the anticipated average cost of repair or number of repairs to be completed prospectively.
Included in 2016 warranty expense was $17 million of charges related to new campaign issuances as well as change in
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estimates of previously issued campaigns, as compared to $12 million and $13 million in 2015 and 2014, respectively. The
charges were primarily recognized as adjustments to pre-existing warranties. As we continue to identify opportunities to
improve the design and manufacturing of our engines we may incur additional charges for product recalls and field campaigns
to address identified issues.

Optional extended warranty contracts can be purchased for periods ranging from one to ten years. Warranty revenues related to
extended warranty contracts are amortized to income, over the life of the contract using the straight-line method. Costs under
extended warranty contracts are expensed as incurred. We recognize losses on defined pools of extended warranty contracts
when the expected costs for a given pool of contracts exceed related unearned revenue. In 2016, we recognized net charges

of $34 million related to extended warranty contracts on our proprietary Big-Bore engines, which includes charges of $26
million related to pre-existing warranties. In 2015, we recognized a net benefit of $56 million related to extended warranty
contracts on our proprietary Big-Bore engines, which includes a benefit of $54 million related to pre-existing warranties. The
amounts recognized in 2014 on extended warranty contracts were not material to our Consolidated Statements of Operations.
Future warranty experience, pricing of extended warranty contracts, and external market factors may cause us to recognize
additional charges as losses on extended service contracts in future periods.

When collection is reasonably assured, we also estimate the amount of warranty claim recoveries to be received from our
suppliers and record them in Other current assets and Other noncurrent assets. Recoveries related to specific product recalls, in
which a supplier confirms its liability under the recall, are recorded in Trade and other receivables, net. Warranty costs and
recoveries are included in Costs of products sold.

Although we believe that the estimates and judgments discussed herein are reasonable, actual results could differ and we may
be exposed to increases or decreases in our warranty accrual that could be material.

Inventories

Inventories are valued at the lower of cost or market. Our gross used truck inventory increased to approximately $410 million
at October 31, 2016 from $390 million at October 31, 2015, offset by reserves of $208 million and $110 million, respectively.
The increase in used truck inventory is due, in part, to used truck receipts as a result of trades, repossessions, and end of
operating lease cycles exceeding used truck sales. As a result of these market dynamics, we expect it may take several years
before our used truck inventory returns to the lower targeted levels. We continue to seek alternative channels to sell our used
trucks, including certain export markets, which have a lower price point as compared to our domestic channels.

In valuing our used truck inventory, we are required to make assumptions regarding the level of reserves required to value
inventories at their net realizable value ("NRV"). Our judgments and estimates for used truck inventory are based on an
analysis of current and forecasted sales prices, aging of and demand for used trucks, and the mix of sales through various
market channels. The estimated NRV is subject to change based on numerous conditions taking into account age,
specifications, mileage, timing of sales, market mix, and current and forecasted pricing. While calculations are made involving
these factors, significant management judgment regarding expectations for future events is involved. Future events that could
significantly influence our judgment and related estimates include general economic conditions in markets where our products
are sold, actions of our competitors, and the ability to sell used trucks in a timely manner.

Recently Issued Accounting Standards

In October 2016, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU") No.
2016-16, "Income Taxes” (Topic 740). This ASU update requires entities to recognize the income tax consequences of many
intercompany asset transfers at the transaction date. The seller and buyer will immediately recognize the current and deferred
income tax consequences of an intercompany transfer of an asset other than inventory. The tax consequences were previously
deferred. The ASU is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2017, with early adoption permitted. Our effective date for this ASU is November 1, 2018. Adoption will require a modified
retrospective transition. We are currently evaluating the impact of this ASU on our consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments - Credit Losses” (Topic 326). The ASU sets forth an
expected credit loss model which requires the measurement of expected credit losses for financial instruments based on
historical experience, current conditions and reasonable and supportable forecasts. This replaces the existing incurred loss
model and is applicable to the measurement of credit losses on financial assets measured at amortized cost, and certain off-
balance sheet credit exposures. This ASU is effective for fiscal years, and interim periods within those fiscal years, beginning
after December 15, 2019, with early adoption permitted. Our effective date is November 1, 2020. Adoption will require a
modified retrospective transition. We are currently evaluating the impact of this ASU on our consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, "Leases" (Topic 842). This ASU requires lessees to recognize, on the
balance sheet, assets and liabilities for the rights and obligations created by leases of greater than twelve months. The
accounting by lessors will remain largely unchanged. The ASU is effective for fiscal years, and interim periods within those
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fiscal years, beginning after December 15, 2018, with early adoption permitted. Our effective date for this ASU is November 1,
2019. Adoption will require a modified retrospective transition. We are currently evaluating the impact of this ASU on our
consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, "Revenue from Contracts with Customers" (Topic 606), which supersedes
the revenue recognition requirements in ASC 605, "Revenue Recognition." This ASU is based on the principle that revenue is
recognized to depict the transfer of goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods or services. The ASU also requires additional disclosure about the
nature, amount, timing and uncertainty of revenue and cash flows arising from customer contracts, including significant
judgments and changes in judgments and assets recognized from costs incurred to obtain or fulfill a contract. In August 2015,
the FASB issued ASU No. 2015-14, which postponed the effective date of ASU No. 2014-09 to fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2017, with early adoption permitted on the original effective
date of fiscal years beginning after December 15, 2016. Our effective date for this ASU is November 1, 2018. We are in the
process of completing our initial assessment of the potential impact on our consolidated financial statements and have not
concluded on our adoption methodology.

59



Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Our primary market risks include fluctuations in interest rates and currency exchange rates. We are also exposed to changes in
the prices of commodities used in our Manufacturing operations. Commodity price risk related to our current commodity
financial instruments are not material. We do not hold a material portfolio of market risk sensitive instruments for trading
purposes.

We have established policies and procedures to manage sensitivity to interest rate and foreign currency exchange rate market
risk. These procedures include the monitoring of our level of exposure to each market risk, the funding of variable rate
receivables primarily with variable rate debt, and limiting the amount of fixed rate receivables that may be funded with floating
rate debt. These procedures also include the use of derivative financial instruments to mitigate the effects of interest rate
fluctuations and to reduce our exposure to exchange rate risk.

Interest rate risk

Interest rate risk is the risk that we will incur economic losses due to adverse changes in interest rates. We measure our interest
rate risk by estimating the net amount by which the fair value of all of our interest rate sensitive assets and liabilities would be
impacted by selected hypothetical changes in market interest rates. Fair value is estimated using a discounted cash flow
analysis. At both October 31, 2016 and 2015, the net fair value of our liabilities with exposure to interest rate risk was $5.0
billion. Assuming a hypothetical instantaneous 10% adverse change in interest rates as of October 31, 2016 and 2015, the fair
value of these liabilities would increase by $107 million and $140 million, respectively. At both October 31, 2016 and 2015, the
net fair value of our assets with exposure to interest rate risk was $2.0 billion. Assuming a hypothetical instantaneous 10%
adverse change in interest rates as of October 31, 2016 and 2015, the fair value of these assets would decrease by $3 million
and $2 million, respectively. Our interest rate sensitivity analysis assumes a parallel shift in interest rate yield curves. The
analysis, therefore, does not reflect the potential impact of changes in the relationship between short-term and long-term
Interest rates.

Commodity price risk

We are exposed to changes in the prices of commodities, particularly for aluminum, copper, precious metals, resins, diesel fuel,
and steel and their impact on the acquisition cost of various parts used in our Manufacturing operations. We have been able to
mitigate the effects of price increases via a combination of design changes, material substitution, global sourcing, and price
performance. In certain cases, we use derivative instruments to reduce exposure to price changes. During 2016 and 2015, we
purchased approximately $302 million and $412 million, respectively, of commodities subject to market risk. Assuming a
hypothetical instantaneous 10% adverse change in commodity pricing, we would have incurred an additional $30 million and
$41 million in 2016 and 2015, respectively, of costs. Commodity price risk associated with our derivative position at October
31,2016 and 2015 is not material to our operating results or financial position.

Foreign currency risk

Foreign currency risk is the risk that we will incur economic losses due to adverse changes in foreign currency exchange rates.
Our primary exposures to foreign currency exchange rate fluctuations are the Canadian dollar/U.S. dollar, Mexican peso/

U.S. dollar, euro/U.S. dollar, and Brazilian real/U.S. dollar. At October 31, 2016 and 2015, the net fair value of our liabilities
with exposure to foreign currency risk was $283 million and $446 million, respectively. Assuming that no offsetting derivative
financial instruments exist, the reduction in earnings from a hypothetical instantaneous 10% adverse change in quoted foreign
currency spot rates applied to foreign currency sensitive instruments would be $28 million and $45 million at October 31, 2016
and 2015, respectively. At October 31, 2016 and 2015, the net fair value of our assets with exposure to foreign currency risk
was $206 million and $351 million, respectively. Assuming that no offsetting derivative financial instruments exist, the
reduction in earnings from a hypothetical instantaneous 10% adverse change in quoted foreign currency spot rates applied to
foreign currency sensitive instruments would be $21 million and $35 million at October 31, 2016 and 2015, respectively.

For further information regarding models, assumptions and parameters related to market risk, please see Note 12, Fair Value
Measurements, and Note 13, Financial Instruments and Commodity Contracts, to the accompanying consolidated financial
statements.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Navistar International Corporation:

We have audited the accompanying Consolidated Balance Sheets of Navistar International Corporation and subsidiaries (the
Company) as of October 31, 2016 and 2015, and the related Consolidated Statements of Operations, Consolidated Statements of
Comprehensive Loss, Consolidated Statements of Stockholders’ Deficit, and Consolidated Statements of Cash Flows for each of
the years in the three - year period ended October 31, 2016. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position
of Navistar International Corporation and subsidiaries as of October 31, 2016 and 2015, and the results of their operations and
their cash flows for each of the years in the three - yearperiod ended October 31, 2016, in conformity with U.S. generally accepted
accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Navistar International Corporation’s internal control over financial reporting as of October 31, 2016, based on criteria established
in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO), and our report dated December 20, 2016 expressed an unqualified opinion on the effectiveness of the
Company’s internal control over financial reporting.

/s/ KPMG LLP
Chicago, Illinois

December 20, 2016
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Navistar International Corporation:

We have audited Navistar International Corporation’s internal control over financial reporting as of October 31, 2016, based on
criteria established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). Navistar International Corporation’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in the accompanying Management’s Report on Internal Control over Financial Reporting appearing under Item 9A(c)
of the Company’s October 31, 2016 annual report on Form 10-K. Our responsibility is to express an opinion on the Company’s
internal control over financial reporting based on our audit.

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

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

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

In our opinion, Navistar International Corporation maintained, in all material respects, effective internal control over financial
reporting as of October 31, 2016, based on criteria established in Internal Control - Integrated Framework (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
Consolidated Balance Sheets of Navistar International Corporation and subsidiaries as of October, 31, 2016 and 2015, and the
related Consolidated Statements of Operations, Consolidated Statements of Comprehensive Loss, Consolidated Statements of
Stockholders’ Deficit, and Consolidated Statements of Cash Flows for each of the years in the three-year period ended October
31, 2016, and our report dated December 20, 2016 expressed an unqualified opinion on those consolidated financial statements.

/s/ KPMG LLP
Chicago, Illinois

December 20, 2016
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Operations

For the Years Ended October 31,

(in millions, except per share data) 2016 2015 2014
Sales and revenues
Sales of manufactured products, NEt .........ceccveruerieriieiiiiieieeeeee e $ 7976 $ 9,995 $ 10,653
FINANCE TEVEIUES .....couiiiiiiieiieiiei ettt ettt sttt e e e aeeeens 135 145 153
Sales AN TEVEIUES, NEL.......cocuviiiieiieiieiieeeeteeeeeeee et ee et e e et e et e e estaeesenaeeeesaaeesseseesas 8,111 10,140 10,806
Costs and expenses
Costs Of PrOAUCES SOIA ......cuvivieiiiiiciieieieiee ettt a e ens 6,812 8,670 9,534
RESIIUCTUTING CHATEES ... ecuvetieeieitieiieieeieet ettt ettt e e et esteebesebesteesbesseesaessessaensenns 10 76 42
ASSet IMPAITMENE CHATZES .....ecveevieiieiiciieieeeete ettt ettt et be et e s e ebeereessaessesseenseees 27 30 183
Selling, general and adminiStrative EXPENSES.........ecvevrierreriererierrenreeressessessessessessensenees 802 908 979
Engineering and product development COSS.........c.cvrviririririeinieiiieieseesresresae e seenes 247 288 331
B 11S) (o T 401 1 K] USSP 327 307 314
Other INCOME, NET.......eciiieierieeieeiieti ettt et et e steeb e et esteessesreebeessesreessesssaseessesseenseaes (76) 30) (12)
Total COStS ANA EXPENSES.....veevirierierieirieteeteete et ettt e eteereeteeeseetsesreesseerseseerseeseenseeris 8,149 10,249 11,371
Equity in income of non-consolidated affiliates.........cccceevirieriecienieniicieceeeeeee e 6 6 9
Loss from continuing operations before iNCOME taXes..........cevveeiereeriereenieesieneenieeeesieeneenes 32) (103) (556)
TNCOME TAX EXPEIISE ..vvviivieiiieiieieeieeteete et e vt et e eteebe et e teeabeseeesbeessesseesseessesseessasssensesssenseessenss 33) 51 (26)
Loss from continuing OPEIatiONS ...........c.ecveeereerieereeieeseereeesseesessessessessessessessessessessessessensens (65) (154) (582)
Income from discontinued operations, Net OF taX ......ccecvervirieriierienieie e — 3 3
INEE LOSS 1vvieiteieeiieettete ettt et e et e bt et e e bt e bt et esbeesbeesteaeessesseesbeesbesseessasssenseessesseenseesaeseessenseenseaes (65) (151) (579)
Less: Net income attributable to non-controlling interests...........c.cocveveeeenreerieneenieeeenreennene 32 33 40
Net loss attributable to Navistar International Corporation..................cccooceevievvenennnnnne. $ O7) $ (184) $ (619

Amounts attributable to Navistar International Corporation common shareholders:

Loss from continuing operations, Net 0f tAX ............cceiiriereriieiereeieeeeereeeee et $ 97 $ UA87) $ (622)
Income from discontinued operations, Net Of taX ......cc.evvevvirierierienieie e — 3 3
INEELOSS ..ttt ettt ettt ettt ettt eete et ae et e e et e e et esseae e eteenete et essetene et eeeerennens $ O $ (184 $ (619
Earnings (loss) per share:
Basic:
CONtINUING OPETALIONS ... ee e ees e eeeseeseene $ (119 § (229 § (7.64)
Discontinued OPEIatiONS........c.ccvivveeiiiirieiiieieeteere et ete et et ere e e sreeseeeeeseeenereas — 0.04 0.04
$ @19 $§ (225 $ (7.60)
Diluted:
CONtINUING OPEIALIONS ......eovveererreereeieeieiiereeseeteeseeseeseesessesseesessessessessessessessensessessensenses $ (119 $ (229 $ (7.64)
Discontinued OPETAtIONS.......ccueevereerieeierieeiesteeteeteeteetesteesaesseesessresseessesseensesseessens — 0.04 0.04

$ @119 $§ (225 § (7.60)
Weighted average shares outstanding:

BaSIC ..ttt ettt 81.7 81.6 81.4
DIIULE ...ttt sttt sttt et et 81.7 81.6 81.4
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Comprehensive Loss

For the Years Ended October 31,

(in millions) 2016 2015 2014
INCE LOSS 1.ttt ettt et ettt ettt et ettt eaeeteeteeteereeteeteeteeteeteeteeseeteeseeseeteeseeteteseesesesennens $ 65 $ (151) $ (579
Other comprehensive income (loss):

Foreign currency translation adjustment...........ccceevuerierieiieniecieneeie e eee e eae e e 7 (160) (52)

Unrealized gain on marketable SECUIILIES.........ccuevuiecierrieiiiieseeieee et — — 1

Defined benefit plans, Net Of taX .......ccooviiviieieiiieiiciec e (46) (178) (388)
Total other COMPIENENSIVE LOSS ......c.eciiiieiiiiieiieiceee ettt s aens 39 (33%8) (439)
COMPTENENSIVE LOSS....uvivieiiiiieiieieeteeie ettt et et et e et e st e et e s e e besseesseessesseessesssessaessesseensesssensens (104) (489) (1,018)
Less: Net income attributable to non-controlling interests...........cccevveveeceenrievieneenieeeenreennene 32 33 40
Total comprehensive loss attributable to Navistar International Corporation............... $ (@136) $§ (522) § (1,058)
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Navistar International Corporation and Subsidiaries
Consolidated Balance Sheets

(in millions, except per share data)
ASSETS
Current assets
Cash and cash @QUIVAIENLS .......c.ecieviieieitieieceeteeeee ettt ste et e e ebe b e sbeebeeseesseessesseensesens
Restricted cash and cash eqUIVAIENLS........cc.occuiiieriieciiricieceee e
MaArKetable SECUITHIES ......c.veeiueeeieeeeeeee ettt ettt e et et eae et e eeteeeeeeereeeteeeneeeeneeenreens
Trade and other reCEIVADIES, NEL .......cc.ueiiieiiiiiiieeciiee ettt ettt e et e et eeeaa e e e saeessneeeeas
FINANCE FECEIVADIES, NEL.....ccoviiiieiieieiiie ettt et e et e et e e ettt e e e aeessenaeesenaaeessnaeessnseeeas
TIIVENLOTIES, TIET ..veiivieiiieiie et ettt ettt e et e et e e tee et e esabe e teeesseessseessaaesseessseesseaasseessseesseessseene
DEfErTed tAXES, TET....vviiiirieeiiiie ettt ettt ee e et e e eae e e eeaaeeeeteeeeeaseeeetseeeeaneeeeareeens
OtNET CUITENE @SSELS.....viieuviiiiietieeitieetieeteeetteeeteeebeeetseesteeeaseessseesseesaseessseeseessseesseenseessseeseeenses
TOtAl CUITENT ASSELS .....ecuviiiieeiieeeie ettt ettt ettt e et eeteeeab e e aaeeveeeaseeteseaseesaseeseeennas
RESHICTEA CASN ...ttt ettt et e et e et e eateeeaseetaeeeseeaeeeans
Trade and other reCEIVADIES, NEL .........cocuviiiiiiiiiiiie ettt et e e eeaae e e enaeeeenaneas
FINanCe reCeIVADIES, NMEL........cocoviiiiieiiiiiieie ettt et e ettt e e e e e enteeeeeaaeeeenaeeeenneeas
Investments in non-consolidated affiliates. ............ccoooiriiieeiiicieee e
Property and eqUIPMENt, Nt ..........ccevieiiirieriieieeeeste ettt ettt e steeaesreesbeebesbeesbeesaesseessesseessenens
GOOAWILL ..t et e e e e et e e et e e eetae e e etaeeeeaaeeeeaseeeeateeeentaeeeenneeeennneas
INtANGIDIE ASSELS, TIEL ..c.ueeutiriiiitieiieiteteet ettt ettt ettt et e bt et s bt e st e et e s bt e b e satenbeennesbean
DEfErTed TAXES, NET ..eeiviiiieiiie ettt ettt eete e e et e e et e e e ete e e eetaeeeeaaeeesareeeeeareeeenseeeeetseeeenseeeennnens
Other NONCUITENT ASSELS......uviiviierieiieeitieetiesteeteeeteestteeseesteeeseeeeseessseeseessssesseesseessssesaessseesesenses
TOEAL ASSELS.......ooiiiiiiiiiieee ettt ettt et s
LIABILITIES and STOCKHOLDERS’ DEFICIT
Liabilities
Current liabilities
Notes payable and current maturities of long-term debt ...........cccecevviriiiniiieninineee e,
ACCOUNES PAYADIC .....ceiiiiieii ettt s st e st es e e st e st eseesesaesseenesaessensennen
Other CUITENt HADIIITIES .. ..couvviiieiiie ettt ettt e e et e e eeatee e eeareeeeteeeeetveeeeraeeenns
Total CUITENt HADIIIEIES ... .ccviiiiieiiecii ettt ettt e b e saae b e e sabeesaeesbeessaeeabaessseensneennas
LONG-ETTI AEDL....c.eiiuiiiieiieiecite ettt ettt et e bt et s bt et eabe s bt e b e sateseenbenbeen
Postretirement benefits 1Habilities. ........cc.eeeviiiiiiiiieiicieeecee et
DEfEITEA TAXES, TNET ..eiiuviiieiiie ettt ete et eete e e ettt e et e e ete e e eeaaeeeeteeeeeaaeeeeaeeeeenteeeentneeeenteeeenaneas
Other NONCUITENT HHADIIITIES .....vviiuviiieiieiiecie ettt ettt ettt eae e et e eveeeaeeeveeeeveeaeeeanas
Total HaDIIItIes..............ccoooiiiii et ettt
Stockholders’ deficit
Series D convertible junior preference StOCK .........civvieriieieriecieiieie ettt

Common stock, $0.10 par value per share (86.8 shares issued and 220 shares authorized at both
ALES) vnveeeteeiieii ettt ettt ettt et este et e e bt et e e ta e teesbeeta et e esa e beenbeera e ba e st e bt enbeestebeenbeetaenseeneenseenrenrean

Additional paid-1n CAPILAL .........eiuireiiiitiee ettt eas
AcCUMUIAEA AETICIE...viviiiieiiitieie ettt ettt e be e te et e e b e beesbesssesseeasesseenseeens
Accumulated other comprehensive 10SS.........coueviiiieiiiiiiiiiiiiiie e
Common stock held in treasury, at cost (5.2 and 5.3 shares, respectively) ......cceveveererieeneneennenn

Total stockholders’ deficit attributable to Navistar International Corporation.........................
Stockholders’ equity attributable to non-controlling iNtErestS..........eecverveereerierieriereerieneeieeeeniens

Total stockholders’ deficit.................c.oooiiiiiiiniii e

See Notes to Consolidated Financial Statements
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As of October 31,

2016 2015
804 $ 912
64 —
46 159
276 429

1,457 1,779
944 1,135
— 36
168 170

3,759 4,620
48 121
16 13
220 216
53 66

1,241 1,345
38 38
53 57
161 128
64 45

5653 $ 6,649
907 $ 1,108

1,113 1,301

1,183 1,377

3,203 3,786

3,997 4,147

3,023 2,995
— 14
723 867

10,946 11,809
2 2
9 9

2,499 2,499

(4,963) (4,866)

(2,640) (2,601)
(205) (210)

(5,298) (5,167)
5 7

(5,293) (5,160)

5653 S 6,649



Navistar International Corporation and Subsidiaries
Consolidated Statements of Cash Flows

For the Years Ended October 31,

(in millions) 2016 2015 2014
Cash flows from operating activities
INEE LOSS 1.ttt bbbk b e h st a ettt bbbk b b h ettt ettt ettt $ 65) $ (151) $ (579)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amOTtiZALION ............c.coerieueririeiriieinee ettt ettt ettt ettt ettt b et ae et 146 205 227
Depreciation of equipment 18ased t0 OThETS ...........eeoiriiiiiriiiniiiirctcece e 79 76 105
Deferred taxes, including change in valuation alloWance ...........c.coeervveirieiiinieiininieeneeieieee e eesneenene (&) (18) (15)
Asset impairment charges 27 30 183
Loss on sales of investments and DUSINESSES, NEL.........cc.icieruieiiirieieiieeie ettt et e ete et sre e e sreessesaeeneas 2 —
Amortization of debt issuance costs and diSCOUNL..............cciiiiiiiiiriiiiiiiiii s 37 37 49
StoCk-based COMPENSALION .......eovviuirieiiietiiitet ettt ettt sttt sttt b et et eb ettt e b eaeeeenn 16 10 16
Provision for doubtful accounts, net of recoveries 13 (O] 20
Equity in income of non-consolidated affiliates, net of dividends..........c.coceeeerveinniiiniennicnceeceecne 6 6 3
Write-off of debt issuance cost and diSCOUNL..............cociviiiiiiiiiiiiiiiiii s — 4 1
Other non-cash OPErating ACIVIIES .......cevveuerirueuirieieirieiei ettt ettt ettt ettt bbbt beaeene 12) 35) 41)
Changes in other assets and liabilities, exclusive of the effects of businesses disposed:
Trade and other receivables............coviiiiiiiiiiiiiiii 134 103 55
FINANCE TECEIVADIES ....uveuietieiiitiiesieieet ettt ettt sttt s et sa et st neeseebesaenben 251 (58) (33)
TIIVEIEOTICS ..ttt ettt ettt ettt ettt et e st e be s e sb et e s e st eseeaeebeesenseneeneeseesesaensens 205 131 (129)
Accounts payable ... (193) (208) 84
Other assets and liabilities.... (370) a7 (282)
Net cash provided by (used in) operating activities......................coooiiiiiiiieiiiiiccee e 267 46 (336)
Cash flows from investing activities
Purchases 0f Marketable SECUTTHIES ......eueieiiietieierieieietcett ettt ettt sttt ettt eaesbe st e s eseesesseesessessenseseeseesessensenee (485) (887) (1,812)
Sales of marketable securities .... 555 1,247 1,576
Maturities of marketable securities 43 86 461
Net change in restricted cash and cash eqUIVAIENLS..........cc.oueiriiiriiieiriece s 5 42 (80)
CaAPItA]l EXPEIAITUIES ...ttt ettt sttt s et s et b et et b et e s et ebes et eb et et es et eb et eneseeane (116) (115) (88)
Purchases of equipment leased to others (132) (83) (189)
Proceeds from sales of property and €qUIPIMENL ...........cceeiriruiirieiiinieeeieet ettt 24 22 43
Investments in NoN-consolidated affilIAteS ..........eeirierieieieieirieteeee ettt se e be s een ?) 1 —
Proceeds from Sales Of @ffIlIAES. ... c.eirieiririeieie ettt 41 7 14
Acquisition of intangibles — 4) —
Net cash provided by (used in) investing activities.....................ococoiieiiiiiiiicccec e 67) 316 (75)
Cash flows from financing activities
Proceeds from issuance of SECUTtIZEA AEDL..........c.eirieiiiiiiiiiee e 413 549 82
Principal payments on SECUITtIZEA DL ...........ccirviuiirieiiiieiee ettt (346) (501) (126)
Net change in secured revolving credit fACIIItIES ..........ooveveirieiiirieiceie et (148) (22) 173
Proceeds from issuance of NON-SECUITtIZEd AEDE .........c..coovviiiiiiiiiiceieeeeeece ettt ens 222 1,212 663
Principal payments on non-seCuritized debL.............ooeuiirieirieiiireieieee ettt 315) (990) (862)
Net change in notes and debt outstanding under revolving credit facilities..........ocevvueveririeerireirrereeeeceeee (149) (106) 255
Principal payments under financing arrangements and capital lease obligations .............coceceveerveereenirerenneeene A3 2) (20)
DIEDE ISSUANCE COSES...veuvererirteuenirietetetestrtetetetese et et ese et et et etes et et esteseseseesesens et es e s ebeneebeseaseben et esensesen et eseneaseseneesenenseneneas (16) (25) (15)
Proceeds from financed 1ease ODIIZAtIONS ............eueirieiiirieirieieieie ettt ettt neeaene s 22 33 60
Proceeds from eXercise 0f SLOCK OPLIONS .......oueuiiriiuirieiiieteiiietei ettt ettt ettt s et b et ssese e e s neeneneas — 1 19
Dividends paid by subsidiaries t0 non-controlling iNEIESt ...........evveueueriereiriereieterereeteeeteteeseee st 34) (36) (50)
Other fINANCING ACHIVILIES ......cveviuueiiiiieiiiiiieie ettt ettt ettt eaea e se s nenene 1 (15) —
Net cash provided by (used in) financing activities ....................cocooeviiiiiiiiiicc s (353) 98 179
Effect of exchange rate changes on cash and cash equivalents ..................c..cocooiiiiiiiiiiii e 45 (45) (26)
Increase (decrease) in cash and cash eqUIVAIENTES ......................occooviiiiiiiiiie e (108) 415 (258)
Cash and cash equivalents at beginning of the year......................c.oc.oooiiiiiiiiiiceee e 912 497 755
Cash and cash equivalents at end of the YEar .....................ccocoiiiiiiiiiiiicccee et $ 804 $ 912 § 497

See Notes to Consolidated Financial Statements
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Stockholders’ Deficit

Stockholders'
Series D Common Equity
Convertible Accumulated Stock Attributable
Junior Additional Other Held in to Non-
Preference  Common Paid-in Accumulated  Comprehensive  Treasury, controlling
(in millions) Stock Stock Capital Deficit Loss at cost Interests Total
Balance as of October 31,2013 ................... $ 38 9 $ 2477 $ (4,063) $ (1,824) $ (251) $ 44 $ (3,605)
Net income (10SS) .......ccovvevereereereereeeneennne — — — (619) — — 40 (579)
Total other comprehensive loss................ — — — — (439) — — (439)
Transfer from redeemable equity
securities upon exercise or expiration of
StOCk OPHiONS .......cocveevveiereieeeeeeree — — 2 — — — — 2
Stock-based compensation....................... — — 10 — — — — 10
Stock ownership programs....................... — — (12) — — 30 — 18
Equity component of convertible debt
instruments, net of tax expense of $16..... — — 27 — — — — 27
Equity component of repurchased
convertible debt instruments, net of tax
benefit 0f $3 ......ovvveieceieeeeee e — — (%) — — — — (5)
Cash dividends paid to non-controlling
INEETESE ...t — — — — — — (50) (50)
Other ..o — — 1 — — — — 1
Balance as of October 31,2014 .................. $ 38 9 $§ 2500 $ (4,682) $ (2,263) $ (221) $ 34§ (4,620)
Net income (10SS) .......coeveveiereerecieienrnns — — — (184) — — 33 (151)
Total other comprehensive loss................ — — — — (338) — — (338)
Transfer from redeemable equity
securities upon exercise or expiration of
StOck OPHiONS .......cocveeevereiieeeeeeeee — — 2 — — — — 2
Stock-based compensation....................... — — 11 — — — — 11
Stock ownership programs....................... — — (11) — — 11 — —
Cash dividends paid to non-controlling
FU TS (X SO — — — — — — (36) (36)
Series D convertible junior preference
stock converted to common stock............ (1) — 1 — — — — —
Acquisition of remaining ownership
interest from non-controlling interest
hOlder ..o — — “) — — — (23) 27
Other ..o — — — — — — ) 1)
Balance as of October 31,2015 ................... $ 2 S 9 § 249 § (4,866) $ (2,601) $ (210) $ 7 $ (5,160)
Net income (10SS) ........ccoeerrriieeeinenenenn — — — 7 — — 32 (65)
Total other comprehensive loss................ — — — — (39) — — 39)
Stock-based compensation... — — 4 — — — — 4

Stock ownership programs — — %) — — 5 — _

Cash dividends paid to non-controlling
interest — — — — — — (34) (34)

Acquisition of remaining ownership
interest from non-controlling interest
holder ... — — 1 — — — — 1

Balance as of October 31,2016............... $ 2 $ 9§ 2499 $  (4,963) $ (2,640) $ (205 $ 5§ (5293)

See Notes to Consolidated Financial Statements
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Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies
Organization and Description of the Business

NIC, incorporated under the laws of the State of Delaware in 1993, is a holding company whose principal operating entities are
NI and NFC. References herein to the "Company," "we," "our," or "us" refer collectively to NIC and its consolidated
subsidiaries, including certain variable interest entities ("VIEs") of which we are the primary beneficiary. We operate in four
principal industry segments: Truck, Parts, Global Operations (collectively called "Manufacturing operations"), and Financial
Services, which consists of NFC and our foreign finance operations (collectively called "Financial Services operations"). These
segments are discussed in Note 15, Segment Reporting.

Our fiscal year ends on October 31. As such, all references to 2016, 2015, and 2014 contained within this Annual Report on
Form 10-K relate to the fiscal year, unless otherwise indicated.

Basis of Presentation and Consolidation

The accompanying audited consolidated financial statements include the assets, liabilities, and results of operations of our
Manufacturing operations, which include majority-owned dealers ("Dealcors"), and our Financial Services operations,
including VIEs of which we are the primary beneficiary. The effects of transactions among consolidated entities have been
eliminated to arrive at the consolidated amounts.

2014 Out-Of-Period Adjustments

Included in the results of operations for the year ended October 31, 2014, are out-of-period adjustments, which represent
corrections of prior-period errors. The correction of prior-period errors for the year ended October 31, 2014 was not material to
the year ended October 31, 2014 and any of the prior periods. Included in the corrections were significant prior-period errors
related to product warranties which resulted in a $36 million increase, primarily to the warranty liability and a corresponding
increase primarily in Costs of products sold.

Variable Interest Entities

We have an interest in several VIEs, primarily joint ventures, established to manufacture or distribute products and enhance our
operational capabilities. We have determined for certain of our VIEs that we are the primary beneficiary because we have the
power to direct the activities of the VIE that most significantly impact its economic performance and we have the obligation to
absorb losses of, or the right to receive benefits from, the VIE that could potentially be significant to the VIE. Accordingly, we
include in our consolidated financial statements the assets and liabilities and results of operations of those entities, even though
we may not own a majority voting interest. The liabilities recognized as a result of consolidating these VIEs do not represent
additional claims on our general assets; rather they represent claims against the specific assets of these VIEs. Assets of these
entities are not readily available to satisfy claims against our general assets.

We are the primary beneficiary of our Blue Diamond Parts, LLC ("BDP") joint venture with Ford Motor Company ("Ford"). As
a result, our Consolidated Balance Sheets include assets of $51 million and $50 million and liabilities of $16 million and $7
million as of October 31, 2016 and 20135, respectively, including $6 million and $7 million of cash and cash equivalents, at the
respective dates, which are not readily available to satisfy claims against our general assets. The creditors of BDP do not have
recourse to our general credit.

On May 29, 2015, we acquired Ford's remaining 25% ownership in our Blue Diamond Truck, LLC ("BDT") joint venture for
$27 million. The acquisition of Ford's remaining ownership of the BDT joint venture did not have a material impact on our
consolidated net loss for the year ended October 31, 2015.

Our Financial Services segment consolidates several VIEs. As a result, our Consolidated Balance Sheets include secured assets
of $865 million and $1.1 billion as of October 31, 2016 and 2015, respectively, and liabilities of $722 million and $844 million
as of October 31, 2016 and 2015, respectively, all of which are involved in securitizations that are treated as asset-backed debt.
In addition, our Consolidated Balance Sheets include secured assets of $249 million and $235 million as of October 31, 2016
and 2015, respectively, and corresponding liabilities of $136 million and $107 million, at the respective dates, which are related
to other secured transactions that do not qualify for sale accounting treatment, and therefore, are treated as borrowings secured
by operating and finance leases. Investors that hold securitization debt have a priority claim on the cash flows generated by
their respective securitized assets to the extent that the related VIEs are required to make principal and interest payments.
Investors in securitizations of these entities have no recourse to our general credit.
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Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

We also have an interest in other VIEs, which we do not consolidate because we are not the primary beneficiary. Our financial
support and maximum loss exposure relating to these non-consolidated VIEs are not material to our financial condition, results
of operations, or cash flows.

We use the equity method to account for our investments in entities that we do not control under the voting interest or variable
interest models, but where we have the ability to exercise significant influence over operating and financial policies. Equity in
income of non-consolidated affiliates includes our share of the net income of these entities.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires us to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and expenses for the periods presented. Significant estimates and
assumptions are used for, but are not limited to, pension and other postretirement benefits, allowance for doubtful accounts,
income tax contingency accruals and valuation allowances, product warranty accruals, used truck inventory valuations, asbestos
and other product liability accruals, asset impairment charges, restructuring charges and litigation-related accruals. Actual
results could differ from our estimates.

Concentration Risks

Our financial condition, results of operations, and cash flows are subject to concentration risks related to our significant
unionized workforce. As of October 31, 2016, approximately 5,400, or 82%, of our hourly workers and approximately 300, or
6%, of our salaried workers, are represented by labor unions and are covered by collective bargaining agreements. Our future
operations may be affected by changes in governmental procurement policies, budget considerations, changing national defense
requirements, and political, regulatory and economic developments in the U.S. and certain foreign countries (primarily Canada,
Mexico, and Brazil).

Revenue Recognition

Our Manufacturing operations recognize revenue when we meet four basic criteria: (i) persuasive evidence that a customer
arrangement exists, (ii) the price is fixed or determinable, (iii) collectability is reasonably assured, and (iv) delivery of product
has occurred or services have been rendered. Sales are generally recognized when risk of ownership passes.

Sales to fleet customers and governmental entities are recognized in accordance with the terms of each contract. Revenue on
certain customer requested bill and hold arrangements is not recognized until after the customer is notified that the product

(1) has been completed according to customer specifications, (ii) has passed our quality control inspections, and (iii) is ready for
delivery based upon the established delivery terms and risk of loss has transferred.

An allowance for sales returns is recorded as a reduction to revenue based upon estimates using historical information about
returns. For the sale of service parts that include a core component, we record revenue on a gross basis including the fair market
value of the core. A core component is the basic forging or casting, such as an engine block, that can be remanufactured by a
certified remanufacturing supplier. When a dealer returns a core within the specified eligibility period, we provide a core return
credit, which is applied to the customer's account balance. At times, we may mark up the core charge beyond the amount we are
charged by the supplier. This mark-up is recorded as a liability, as it represents the amount that will be paid to the dealer upon
return of the core component and is in excess of the fair value to be received from the supplier.

Concurrent with our recognition of revenue, we recognize price allowances and the cost of incentive programs in the normal
course of business based on programs offered to dealers or fleet customers. Estimates are made for sales incentives on certain
vehicles in dealer stock inventory based on historical experience and announced special programs. Historically, we have had an
increase in net orders for stock inventory from our dealers at the end of the year due to a combination of demand and, from time
to time, incentives to dealers.

Truck sales to the U.S. and foreign governments, of non-commercial products manufactured to government specifications, are
recognized using the units-of-delivery measure under the percentage-of-completion accounting method as units are delivered
and accepted by the government.

Certain terms or modifications to U.S. and foreign government contracts may be unpriced; that is, the work to be performed is
defined, but the related contract price is to be negotiated at a later date. In situations where we can reliably estimate a profit
margin in excess of costs incurred, revenue and gross margin are recorded for delivered contract items. Otherwise, revenue is
recognized when the price has been agreed with the government and costs are deferred when it is probable that the costs will be
recovered.
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Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

Shipping and handling amounts billed to our customers are included in Sales of manufactured products, net and the related
shipping and handling costs incurred are included in Costs of products sold.

Financial Services operations recognize revenue from retail notes, finance leases, wholesale notes, retail accounts, and
wholesale accounts as Finance revenues over the term of the receivables utilizing the effective interest method. Certain direct
origination costs and fees are deferred and recognized as adjustments to yield and are reported as part of interest income over
the life of the receivable. Loans are considered to be impaired when we conclude it is probable the customer will not be able to
make full payment after reviewing the customer's financial performance, payment ability, capital-raising potential, management
style, economic situation, and other factors. The accrual of interest on such loans is discontinued when the loan becomes 90
days or more past due. Finance revenues on these loans are recognized only to the extent cash payments are received. We
resume accruing interest on these accounts when payments are current according to the terms of the loans and future payments
are reasonably assured.

Operating lease revenues are recognized on a straight-line basis over the life of the lease. Recognition of revenue is suspended
when management determines the collection of future revenue is not probable. Recognition of revenue is resumed if collection
again becomes probable.

Selected receivables are securitized and sold to public and private investors with limited recourse. Our Financial Services
operations continue to service the sold receivables.

Cash and Cash Equivalents

All highly liquid financial instruments with original maturities of 90 days or less, consisting primarily of U.S. Treasury bills,
federal agency securities, and commercial paper, are classified as cash equivalents.

Restricted cash is related to our securitization facilities, senior and subordinated floating rate asset-backed notes, wholesale
trust agreements, indentured trust agreements, letters of credit, Environmental Protection Agency ("EPA") requirements, and
workers compensation requirements. The restricted cash and cash equivalents for our securitized facilities is restricted to pay
interest expense, principal, or other amounts associated with our securitization agreements.

Marketable Securities

Marketable securities consist of available-for-sale securities and are measured and reported at fair value. The difference
between amortized cost and fair value is recorded as a component of Accumulated other comprehensive loss ("TAOCL") in
Stockholders' Deficit, net of taxes. Most securities with remaining maturities of less than twelve months and other investments
needed for current cash requirements are classified as current in our Consolidated Balance Sheets. Gains and losses on the sale
of marketable securities are determined using the specific identification method and are recorded in Other income, net.

We evaluate our investments in marketable securities at the end of each reporting period to determine if a decline in fair value is
other than temporary. When a decline in fair value is determined to be other than temporary, an impairment charge is recorded
and a new cost basis in the investment is established. Our marketable securities are classified as Level 1 in the fair value
hierarchy.

Derivative Instruments

We utilize derivative instruments to manage certain exposure to changes in foreign currency exchange rates, interest rates, and
commodity prices. The fair values of all derivative instruments are recognized as assets or liabilities at the balance sheet date.
Changes in the fair value of these derivative instruments are recognized in our operating results or included in AOCL,
depending on whether the derivative instrument is a fair value or cash flow hedge and whether it qualifies for hedge accounting
treatment. We elected to apply the normal purchase and normal sale exclusion to certain commodity contracts that are entered
into to be used in production within a reasonable time during the normal course of business. For the years ended October 31,
2016, 2015, and 2014, none of our derivatives qualified for hedge accounting and all changes in the fair value of our
derivatives, except for those qualifying under the normal purchases and normal sales exception, were recognized in our
operating results.

Gains and losses on derivative instruments are recognized in Costs of products sold, Interest expense, or Other income, net
depending on the underlying exposure. The exchange of cash associated with derivative transactions is classified in the
Consolidated Statements of Cash Flows in the same category as the cash flows from the items subject to the economic hedging
relationships.
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Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

Trade and Finance Receivables

Trade Receivables

Trade accounts receivable and trade notes receivable primarily arise from sales of goods to independently owned and operated
dealers, original equipment manufacturers ("OEMs"), and commercial customers in the normal course of business.

Finance Receivables
Finance receivables consist of the following:

* Retail notes—Retail notes primarily consist of fixed rate loans to commercial customers to facilitate their purchase of new
and used trucks, trailers, and related equipment.

» Finance leases—Finance leases consist of direct financing leases to commercial customers for acquisition of new and
used trucks, trailers, and related equipment.

*  Wholesale notes—Wholesale notes primarily consist of variable rate loans to our dealers for the purchase of new and used
trucks, trailers, and related equipment.

* Retail accounts—Retail accounts consist of short-term accounts receivable that finance the sale of products to commercial
customers.

*  Wholesale accounts—Wholesale accounts consist of short-term accounts receivable primarily related to the sales of items
other than trucks, trailers, and related equipment (e.g. service parts) to dealers.

Finance receivables are classified as held-to-maturity and are recorded at gross value less unearned income and are reported net
of allowances for doubtful accounts. Unearned revenue is amortized to revenue over the life of the receivable using the
effective interest method. Our Financial Services operations purchase the majority of the wholesale notes receivable and some
retail notes and accounts receivable arising from our Manufacturing operations. The Financial Services operations retain as
collateral a security interest in the equipment associated with retail notes, wholesale notes, and finance leases.

Sales of Trade and Finance Receivables

We sell finance receivables using a process commonly known as securitization, whereby asset-backed securities are sold via
public offering or private placement. None of our securitizations qualify for sales accounting treatment or as an off-balance
sheet arrangement. As a result, the transferred receivables and the associated secured borrowings are included in our
Consolidated Balance Sheets and no gain or loss is recorded on the sale.

We also act as servicer of transferred receivables. The servicing duties include collecting payments on receivables and
preparing monthly investor reports on the performance of the receivables that are used by the trustee to distribute monthly
interest and principal payments to investors. While servicing the receivables, we apply the same servicing policies and
procedures that are applied to our owned receivables.

On a limited basis, we have sold certain receivables to third party lenders, without recourse or future obligations, and generally
with no gain or loss.

Allowance for Doubtful Accounts

An allowance for doubtful accounts is established through a charge to Selling, general and administrative ("SG&A") expenses.
The allowance is an estimate of the amount required to absorb probable losses on trade and finance receivables that may
become uncollectible. The receivables are charged off when amounts due are determined to be uncollectible.

We have two portfolio segments of finance receivables based on the type of financing inherent to each portfolio. The retail
portfolio segment represents loans or leases to end-users for the purchase or lease of vehicles. The wholesale portfolio segment
represents loans to dealers to finance their inventory. As the initial measurement attributes and the monitoring and assessment
of credit risk or the performance of the receivables are consistent within each of our receivable portfolios, we determined that
each portfolio consisted of one class of receivable.

Impaired receivables are specifically identified and segregated from the remaining portfolio. The expected loss on impaired
receivables is fully reserved in a separate calculation as a specific reserve based on the unique ability of the customer to pay and
the estimated value of the collateral. The historical loss experience and portfolio quality trends of the retail portfolio segment
compared to the wholesale portfolio segment are inherently different. A specific reserve on impaired retail receivables is
recorded if the estimated fair value of the underlying collateral, net of selling costs, is less than the principal balance of the
receivable. We calculate a general reserve on the remaining loan portfolio by applying loss ratios which are determined using
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actual loss experience and customer payment history, in conjunction with current economic and portfolio quality trends. In
addition, we analyze specific economic indicators such as tonnage, fuel prices, and gross domestic product for additional
insight into the overall state of the economy and its potential impact on our portfolio.

To establish a specific reserve for impaired wholesale receivables, we consider the same factors discussed above but also
consider the financial strength of the dealer and key management, the timeliness of payments, the number and location of
satellite locations, the number of dealers of competitor manufacturers in the market area, the type of equipment normally
financed, and the seasonality of the business.

Repossessions

Gains or losses arising from the sale of repossessed collateral supporting finance receivables and operating leases are
recognized in Selling, general and administrative expenses. Repossessed assets are recorded within Inventories at the lower of
historical cost or fair value, less estimated costs to sell.

Inventories

Inventories are valued at the lower of cost or market. Cost is principally determined using the first-in, first-out method. Our
gross used truck inventory increased to approximately $410 million at October 31, 2016 from $390 million at October 31, 2015,
offset by reserves of $208 million and $110 million, respectively. During the year ended October 31, 2016, the net increase in
reserves of $98 million were recorded primarily in Costs of products sold.

In valuing our used truck inventory, we are required to make assumptions regarding the level of reserves required to value
inventories at their net realizable value ("NRV"). Our judgments and estimates for used truck inventory are based on an analysis
of current and forecasted sales prices, aging of and demand for used trucks, and the mix of sales through various market
channels. The NRV is subject to change based on numerous conditions, including age, specifications, mileage, timing of sales,
market mix and current and forecasted pricing. While calculations are made after taking these factors into account, significant
management judgment regarding expectations for future events is involved. Future events that could significantly influence our
judgment and related estimates include general economic conditions in markets where our products are sold, actions of our
competitors, and the ability to sell used trucks in a timely manner.

The following table presents our used truck reserve:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Balance at beginning of PEriod............coveviierieierieietieieeieteeet ettt $ 110 § 43 $ 17
Additions charged to expense™.... . 187 117 52
Deductions/Other adjustments®™.................coooeovooeeeeeeeeeee oo (89) (50) (26)
Balance at end of Period..........ccooveuiriiiiiiieiiieiiieetete ettt $ 208 § 110 § 43
(A) Additions charged to expense reflects the increase of the reserve for inventory on hand.
B) Deductions/Other adjustments include reductions of the reserve related to the sale of units and our Mexican subsidiary currency translation
adjustments.
Property and Equipment

We report land, buildings, leasehold improvements, machinery and equipment (including tooling and pattern equipment),
furniture, fixtures, and equipment, and equipment leased to others at cost, net of depreciation. We initially record assets under
capital lease obligations at the lower of their fair value or the present value of the aggregate future minimum lease payments.
We depreciate our assets using the straight-line method over the shorter of the lease term or the estimated useful lives of the
assets.
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The ranges of estimated useful lives are as follows:

Years
BUILAINES . ....e ettt ettt et e e bt e te et e es e st e et e ese st e sessessessensessessensensensessensessensessessesseseeseeseeseeneeseeseeneesenns 20-50
Leasehold IMPTOVEIMENLS..........ccuieieriieiieieie ettt ettt ettt esteetesteesbeseeesbeesaesseessesseensesssenseensesseensessseseensesseensesssensenneas 3-20
MaChinery and EQUIPIMENL .........c.eeveriieiiiierteetesteetesteeteeteesteetesteessesseesseessesseessesssesseassasseessasseessesssessesssessesssesssessessss 3-12
Furniture, fiXtures, and SQUIPIMENL .............civieieriieieitieteetteeteete et ete et esteeaesteebesteeseessasseessesseeseessesseessesssessesssesseensas 3-15
Equipment 16aSed t0 OtNETS..........ccviiiieiiieieieiei ettt sttt ettt e st e s b e st e s essessessessesaeseeseeseesenseesessenns 1-10

Long-lived assets are evaluated periodically to determine if an adjustment to the depreciation and amortization period or to the
unamortized balance is warranted. Such evaluation is based principally on the expected utilization of the long-lived assets.

We depreciate trucks, tractors, and trailers leased to customers under operating lease agreements on a straight-line basis to the
equipment's estimated residual value over the lease term. The residual values of the equipment represent estimates of the value
of the assets at the end of the lease contracts and are initially recorded based on estimates of future market values. Realization
of the residual values is dependent on our future ability to market the equipment. We review residual values periodically to
determine that recorded amounts are appropriate and the equipment is not impaired.

Maintenance and repairs of property and equipment are expensed as incurred. We capitalize replacements and improvements
that increase the estimated useful life or productive capacity of an asset and we capitalize interest on major construction and
development projects while in progress.

Gains or losses on disposition of property and equipment are recognized in Other income, net.

We test for impairment of long-lived assets whenever events or changes in circumstances indicate that the carrying value of an
asset or asset group (hereinafter referred to as "asset group™) may not be recoverable by comparing the sum of the estimated
undiscounted future cash flows expected to result from the operation of the asset group and its eventual disposition to the
carrying value. If the sum of the undiscounted future cash flows is less than the carrying value, the fair value of the asset group
is determined. The amount of impairment is calculated by subtracting the fair value of the asset group from the carrying value
of the asset group.

Included in equipment leased to others are trucks that we produced or acquired to lease to customers as well as equipment that
is financed by BMO that does not qualify for revenue recognition, as we retained substantial risks of ownership in the leased
property, which are accounted for as operating leases and borrowings, respectively. In the Consolidated Statement of Cash
Flows the related expenditures are reflected as the Purchases of equipment leased to others in the investing section.

Goodwill and Indefinite-Lived Intangible Assets

Goodwill represents the excess of the cost of an acquired business over the amounts assigned to the net assets. Goodwill is not
amortized but is tested for impairment at a reporting unit level on an annual basis or more frequently, if circumstances change
or an event occurs that would more likely than not reduce the fair value of a reporting unit below its carrying amount.

Qualitative factors may be assessed to determine whether it is more likely than not that the fair value of the reporting unit is less
than its carrying amount. If the qualitative assessment indicates that the carrying amount is more likely than not higher than the
fair value, goodwill is tested for impairment based on a two-step test. The first step compares the fair value of a reporting unit
with its carrying amount, including goodwill. If the fair value of a reporting unit exceeds its carrying amount, goodwill of the
reporting unit is considered not impaired, thus the second step of the impairment test is unnecessary. If the carrying amount of a
reporting unit exceeds its fair value, the second step of the goodwill impairment test shall be performed to measure the amount
of impairment loss, if any. The second step compares the implied fair value of reporting unit goodwill with the carrying amount
of that goodwill. If the carrying amount of reporting unit goodwill exceeds the implied fair value of that goodwill, an
impairment loss shall be recognized in an amount equal to that excess.

Significant judgment is applied when goodwill is assessed for impairment. This judgment includes developing cash flow
projections, selecting appropriate discount rates, identifying relevant market comparables, incorporating general economic and
market conditions, and selecting an appropriate control premium. The income approach is based on discounted cash flows
which are derived from internal forecasts and economic expectations for each respective reporting unit.

An intangible asset determined to have an indefinite useful life is not amortized until its useful life is determined to no longer
be indefinite. Indefinite-lived intangible assets are evaluated each reporting period to determine whether events and
circumstances continue to support an indefinite useful life. Indefinite-lived intangible assets are tested for impairment annually
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or more frequently if events or changes in circumstances indicate that the asset might be impaired. The impairment test consists
of a comparison of the fair value of the indefinite-lived intangible asset with its carrying amount. If the carrying amount of an
indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized in an amount equal to that excess.

Significant judgment is applied when evaluating if an intangible asset has a finite useful life. In addition, for indefinite-lived
intangible assets, significant judgment is applied in testing for impairment. This judgment includes developing cash flow
projections, selecting appropriate discount rates, identifying relevant market comparables, and incorporating general economic
and market conditions.

Intangible assets subject to amortization are also evaluated for impairment periodically or when indicators of impairment are
determined to exist. We test for impairment of intangible assets, subject to amortization, by comparing the sum of the estimated
undiscounted future cash flows expected to result from the operation of the asset group and its eventual disposition to the
carrying value. If the sum of the undiscounted future cash flows is less than the carrying value, the fair value of the asset group
is determined. The amount of impairment is calculated by subtracting the fair value of the asset group from the carrying value
of the asset group. Intangible assets, subject to amortization, could become impaired in the future or require additional charges
as a result of declines in profitability due to changes in volume, market pricing, cost, manner in which an asset is used, physical
condition of an asset, laws and regulations, or the business environment. We amortize the cost of intangible assets over their
respective estimated useful lives, generally on a straight-line basis.

The ranges for the amortization periods are generally as follows:

Years
Customer base and relatioNSIIPS ..........cciicieriieiiiiieiti ettt ettt e ste et e st e beebeste e beessesseessesseessesssesseessesseessenssenses 3-15
TTAACIMATKS .....veeeieiieieieee ettt ettt et e et e st e s e st e s e e st es e e st ese e st eseeseeseeseeseeseeseesees e sensensensensensensensensensenes 20
L0 11751, OO OO S PO 3-18

During the third quarter of 2015, the economic downturn in Brazil resulted in the continued decline in actual and forecasted
results for the Brazilian engine reporting unit with an indefinite-lived intangible asset, a trademark, of $24 million. As a result,
we performed an impairment analysis in the third quarter of 2015 utilizing the income approach, based on discounted cash
flows, which are derived from internal forecasts and economic expectations. It was determined that the carrying value of the
trademark exceeded its fair value. As a result, we determined that the trademark was impaired and recognized an impairment
charge of $3 million. In the third quarter of 2016, we recognized an additional impairment charge of $1 million related to this
trademark. The non-cash impairment charges were included in Asset impairment charges in our Consolidated Statements of
Operations. The Brazilian engine reporting unit is included in the Global Operations segment.

Investments in Non-consolidated Affiliates

Equity method investments are recorded at original cost and adjusted periodically to recognize (i) our proportionate share of the
investees' net income or losses after the date of investment, (ii) additional contributions made and dividends or distributions
received, and (iii) impairment losses resulting from adjustments to fair value.

We assess the potential impairment of our equity method investments and determine fair value based on valuation
methodologies, as appropriate, including the present value of estimated future cash flows, estimates of sales proceeds, and
market multiples. If an investment is determined to be impaired and the decline in value is other than temporary, we record an
appropriate write-down.

Debt Issuance Costs

We amortize debt issuance costs, discounts and premiums over the remaining life of the related debt using the effective interest
method. The related income or expense is included in Interest expense. We record debt issuance costs, discounts and premiums
associated with term debt as a direct deduction from, or addition to, the face amount of the debt. We record debt issuance costs
associated with line-of-credit debt as noncurrent assets.

Pensions and Postretirement Benefits

We use actuarial methods and assumptions to account for our pension plans and other postretirement benefit plans. Pension and
other postretirement benefits expense includes the actuarially computed cost of benefits earned during the current service
period, the interest cost on accrued obligations, the expected return on plan assets, the straight-line amortization of net actuarial
gains and losses and plan amendments, and adjustments due to settlements and curtailments.
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Engineering and Product Development Costs

Engineering and product development costs arise from ongoing costs associated with improving existing products and
manufacturing processes and for the introduction of new truck and engine components and products, and are expensed as
incurred.

Advertising Costs

Advertising costs are expensed as incurred and are included in Selling, general and administrative expenses. These costs totaled
$13 million, $26 million, and $39 million for the years ended October 31, 2016, 2015, and 2014, respectively.

Contingency Accruals

We accrue for loss contingencies associated with outstanding litigation for which we have determined it is probable that a loss
has occurred and the amount of loss can be reasonably estimated. Our asbestos, product liability, environmental, and workers
compensation accruals also include estimated future legal fees associated with the loss contingencies, as we believe we can
reasonably estimate those costs. In all other instances, legal fees are expensed as incurred. These expenses may be recorded in
Costs of products sold, Selling, general and administrative expenses, or Other income, net. These estimates are based on our
expectations of the scope, length to complete, and complexity of the claims. In the future, additional adjustments may be
recorded as the scope, length, or complexity of outstanding litigation changes.

Warranty

We generally offer one to five-year warranty coverage for our truck, bus, and engine products, as well as our service parts.
Terms and conditions vary by product, customer, and country. We accrue warranty related costs under standard warranty terms
and for certain claims outside the contractual obligation period that we choose to pay as accommodations to our customers.

Our warranty estimates are established using historical information about the nature, frequency, timing, and average cost of
warranty claims. Warranty claims are influenced by numerous factors, including new product introductions, technological
developments, the competitive environment, the design and manufacturing process, and the complexity and related costs of
component parts. We estimate our warranty accrual for our engines and trucks based on engine types and model years. Our
warranty accruals take into account the projected ultimate cost-per-unit ("CPU") utilizing historical claims information. The
CPU represents the total cash projected to be spent for warranty claims for a particular model year during the warranty period,
divided by the number of units sold. The projection of the ultimate CPU is affected by component failure rates, repair costs, and
the timing of failures in the product life cycle. Warranty claims inherently have a high amount of variability in timing and
severity and can be influenced by external factors. Our warranty estimation process takes into consideration numerous variables
that contribute to the precision of the estimate, but also add to the complexity of the model. Including numerous variables also
reduces the sensitivity of the model to any one variable. We perform periodic reviews of warranty spend data to allow for
timely consideration of the effects on warranty accruals.

Initial warranty estimates for new model year products are based on the previous model year product's warranty experience
until the new product progresses sufficiently through its life cycle and related claims data becomes mature. Historically,
warranty claims experience for launch-year products has been higher compared to the prior model-year engines; however, over
time we have been able to refine both the design and manufacturing process to reduce both the volume and the severity of
warranty claims. New product launches require a greater use of judgment in developing estimates until historical experience
becomes available.

We record adjustments to pre-existing warranties for changes in our estimate of warranty costs for products sold in prior fiscal
years. Such adjustments typically occur when claims experience deviates from historic and expected trends. In 2016, we
recognized additional charges for adjustments to pre-existing warranties of $77 million. Future events and circumstances could
materially change these estimates and require additional adjustments to our liability.

When we identify cost effective opportunities to address issues in products sold or corrective actions for safety issues, we
initiate product recalls or field campaigns. As a result of the uncertainty surrounding the nature and frequency of product recalls
and field campaigns, the liability for such actions are generally recorded when we commit to a product recall or field campaign.
Each subsequent quarter after a recall or campaign is initiated the recorded liability balance is analyzed, reviewed, and adjusted
if necessary to reflect any changes in the anticipated average cost of repair or number of repairs to be completed prospectively.
Included in 2016 warranty expense were $17 million of charges related to new campaign issuances as well as change in
estimates of previously issued campaigns, as compared to $12 million and $13 million in 2015 and 2014, respectively. The
charges were primarily recognized as adjustments to pre-existing warranties. As we continue to identify opportunities to
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improve the design and manufacturing of our engines we may incur additional charges for product recalls and field campaigns
to address identified issues.

Optional extended warranty contracts can be purchased for periods ranging from one to ten years. Warranty revenues related to
extended warranty contracts are amortized to income, over the life of the contract using the straight-line method. Costs under
extended warranty contracts are expensed as incurred. We recognize losses on defined pools of extended warranty contracts
when the expected costs for a given pool of contracts exceed related unearned revenue.

When collection is reasonably assured, we also estimate the amount of warranty claim recoveries to be received from our
suppliers and record them in Other current assets and Other noncurrent assets. Recoveries related to specific product recalls, in
which a supplier confirms its liability under the recall, are recorded in Trade and other receivables, net. Warranty costs and
recoveries are included in Costs of products sold.

Although we believe that the estimates and judgments discussed herein are reasonable, actual results could differ and we may
be exposed to increases or decreases in our warranty accrual that could be material.

Product Warranty Liability
The following table presents accrued product warranty and deferred warranty revenue activity:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Balance at beginning of PEIiOd...........ccvcuieviuieieuieieeiecee ettt $ 994 § 1,197 $ 1,349
Costs accrued and revenues deferred™ .............o.ooovooeeeeeeeeeeeeeeeeeeeeeeee e 186 260 354
Currency translation adjuStmeEnt.............c.ecveveierierieiierieieieeeeee e ere e eseese e esesnens 3 9 @)
Adjustments to pre-existing Warranties'™ ................o.coouvvueeereeeeeereeeeeeeeeseeseee e, 77 1 55
Payments and revenues 1ecognized™ ..............coooiiiii e (442) (455) (557)
Balance at end of PEriOd..........oouiiiiiiiiiiciiceeteee ettt a b sreens 818 994 1,197
LeSS: CUITENE POTTION.....euviuierieeieietesietestetetesteseesteseeseeseeseeseeseeseeseeseesessassessessassessessensessens 396 429 535
Noncurrent accrued product warranty and deferred warranty revenue.............cccecvevevvevenrnnne. $ 422 § 565 § 662

(A) Adjustments to pre-existing warranties reflect changes in our estimate of warranty costs for products sold in prior periods. Such adjustments typically
occur when claims experience deviates from historic and expected trends. Our warranty liability is generally affected by component failure rates, repair
costs, and the timing of failures. Future events and circumstances related to these factors could materially change our estimates and require adjustments to
our liability. In addition, new product launches require a greater use of judgment in developing estimates until historical experience becomes available.

In the second quarter of 2016, we recorded a charge for adjustments to pre-existing warranties of $46 million or a charge of $0.56 per diluted share. The
charge primarily relates to increases in both claim frequency and cost of repair across both the Medium Duty and Big Bore engine families. The charge
increased the reserve for our standard warranty obligations as well as the loss positions related to our Big Bore extended service contracts. Adjustments to
pre-existing warranties in 2016 include a benefit of $1 million related to our Workhorse Custom Chassis operations, which are reported in Discontinued
Operations in our Consolidated Statements of Operations.

In the first quarter of 2015, we recognized a benefit for adjustments to pre-existing warranties of $57 million or a benefit of $0.70 per diluted share. In the
fourth quarter of 2015, we recognized a charge for adjustments to pre-existing warranties from continuing operations of $40 million or a charge of $0.49
per diluted share. Adjustments to pre-existing warranties in 2015 include a benefit of $3 million related to our Workhorse Custom Chassis operations,
which are reported in Discontinued Operations in our Consolidated Statements of Operations.

In the first quarter of 2014, we recorded adjustments for changes in estimates of $52 million or charges of $0.64 per diluted share. In the second quarter of
2014, we recorded adjustments for changes in estimates of $42 million, or charges of $0.52 per diluted share. In the third quarter of 2014, we recognized a
benefit for adjustments to pre-existing warranties of $29 million, or a benefit of $0.36 per diluted share. Included in the 2014 adjustments is a $36 million
correction of prior-period errors, primarily related to pre-existing warranties. For more information on the errors identified, see 2014 Out-of-Period
Adjustments.

The impact of income taxes on the 2016, 2015, and 2014 adjustments are not material due to our deferred tax valuation allowances on our U.S. deferred
tax assets.
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(B) During 2016, we identified an error in amounts included in Costs accrued and revenues deferred and Payments and revenues recognized for the year
ended October 31, 2015. As a result, the respective amounts were reclassified by $36 million. The reclassification did not impact our Consolidated
Statements of Operations or our Consolidated Balance Sheets.

During the third quarter of 2016, we determined that the amortization of loss reserves for Big Bore extended service contracts, which were included
within Costs accrued and revenues deferred, should now be applied to Payments and revenues recognized. As a result, for the years ended October 31,
2015 and 2014 we have reclassified $34 million and $52 million, respectively, of amortization of loss reserves in order to conform to our current
presentation. The reclassification did not impact our Consolidated Statements of Operations or our Consolidated Balance Sheets.

Extended Warranty Programs

The amount of deferred revenue related to extended warranty programs was $325 million, $401 million, and $437 million at
October 31, 2016, 2015, and 2014, respectively. Revenue recognized under our extended warranty programs was $150 million,
$154 million, and $132 million for the years ended October 31, 2016, 2015, and 2014, respectively.

In 2016, we recognized net charges of $34 million related to extended warranty contracts on our proprietary Big-Bore engines,
which includes charges of $26 million related to pre-existing warranties. In 2015, we recognized a net benefit of $56 million
related to extended warranty contracts on our proprietary Big-Bore engines, which includes a benefit of $54 million related to
pre-existing warranties.

In 2014, amounts recognized related to extended warranty contracts on our proprietary Big-Bore engines was not material to
our Consolidated Statements of Operations.

Stock-based Compensation

We have various plans that provide for the granting of stock-based compensation to certain employees, directors, and
consultants, which is further described in Note 18, Stock-Based Compensation Plans. Shares are issued upon option exercise
from Common stock held in treasury.

For transactions in which we obtain employee services in exchange for an award of equity instruments, we measure the cost of
the services based on the grant date fair value of the award. We recognize the cost over the period during which an employee is
required to provide services in exchange for the award, known as the requisite service period (usually the vesting period). Costs
related to plans with graded vesting are generally recognized using a straight-line method.

Foreign Currency Translation

We translate the financial statements of foreign subsidiaries whose local currency is their functional currency to U.S. dollars
using period-end exchange rates for assets and liabilities and weighted average exchange rates for each period for revenues and
expenses. Differences arising from exchange rate changes are included in the Foreign currency translation adjustment
component of AOCL.

For foreign subsidiaries whose functional currency is the U.S. dollar, we remeasure non-monetary balance sheet accounts and
the related income statement accounts at historical exchange rates. Gains and losses arising from fluctuations in currency
exchange rates on transactions denominated in currencies other than the functional currency are recognized in earnings as
incurred. We recognized net foreign currency transaction losses of less than $1 million, $17 million, and $21 million in 2016,
2015, and 2014, respectively, which were recorded in Other income, net.

Income Taxes

We file a consolidated U.S. federal income tax return for NIC and its eligible domestic subsidiaries. Our non-U.S. subsidiaries
file income tax returns in their respective local jurisdictions. We account for income taxes under the asset and liability method.
Deferred tax assets and liabilities are recognized for the future tax consequences attributable to temporary differences between
the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and tax benefit
carryforwards. Deferred tax assets and liabilities at the end of each period are determined using enacted tax rates. A valuation
allowance is established or maintained when, based on currently available information, it is more likely than not that all or a
portion of a deferred tax asset will not be realized.

We recognize the tax benefit from an uncertain tax position claimed or expected to be claimed on a tax return only if it is more
likely than not that the tax position will be sustained on examination by taxing authorities, based on the technical merits of the
position. The tax benefits recognized in the financial statements from such a position are measured based on the largest benefit
that has a greater than fifty percent likelihood of being realized upon ultimate settlement.

We apply the intraperiod tax allocation rules to allocate income taxes among continuing operations, discontinued operations,
other comprehensive income (loss), and additional paid-in capital when we meet the criteria as prescribed in the rules.
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Earnings Per Share

The calculation of basic earnings per share is based on the weighted average number of our shares of common stock
outstanding during the applicable period. The calculation for diluted earnings per share recognizes the effect of all potential
dilutive shares of common stock that were outstanding during the respective periods, unless their impact would be anti-dilutive.

Diluted earnings per share recognizes the dilution that would occur if securities or other contracts to issue common stock were
exercised or converted into shares using the treasury stock method.

Recently Adopted Accounting Standards

In November 2015, the FASB issued ASU 2015-17, “Income Taxes (Topic 740): Balance Sheet Classification of Deferred
Taxes.” This ASU requires the offset of all deferred tax assets and liabilities, including valuation allowances, for each tax-
paying jurisdiction within each tax-paying component. The net deferred tax must be presented as a single noncurrent amount
for each jurisdiction. The ASU is effective for annual and interim reporting periods beginning after December 15, 2016, and
early adoption is permitted. We elected to early adopt the provisions of this ASU during 2016. See Note 11, Income Taxes for
further discussion.

In April 2015, the FASB issued ASU No. 2015-03, "Interest - Imputation of Interest (Subtopic 835-30): Simplifying the
Presentation of Debt Issuance Costs". The amendments in this ASU require that debt issuance costs related to certain
recognized debt liabilities be presented in the balance sheet as a direct deduction from the carrying amount of that debt liability,
consistent with debt discounts. The ASU is effective for annual and interim reporting periods beginning after December 15,
2015, and early adoption is permitted. We elected to early adopt the provisions of this ASU during 2016. See Note 9, Debt for
further discussion.

In May 2015, the FASB issued ASU 2015-07, “Fair Value Measurement (Topic 820): Disclosures for Investments in Certain
Entities That Calculate Net Asset Value per Share (or Its Equivalent)”. This ASU removes the requirement to categorize within
the fair value hierarchy all investments for which fair value is measured at the net asset value per share practical expedient. In
addition, it also limits disclosure investments for which the entity has elected to measure the fair value using the practical
expedient. The ASU is effective for annual and interim reporting periods beginning after December 15, 2015, and early
adoption is permitted. We elected to early adopt the provisions of this ASU during 2016. See Note 10, Postretirement Benefits
for further discussion.

Recently Issued Accounting Standards

In October 2016, the FASB issued ASU No. 2016-16, "Income Taxes” (Topic 740). This ASU update requires entities to
recognize the income tax consequences of many intercompany asset transfers at the transaction date. The seller and buyer will
immediately recognize the current and deferred income tax consequences of an intercompany transfer of an asset other than
inventory. The tax consequences were previously deferred. The ASU is effective for fiscal years, and interim periods within
those fiscal years, beginning after December 15, 2017, with early adoption permitted. Our effective date for this ASU is
November 1, 2018. Adoption will require a modified retrospective transition. We are currently evaluating the impact of this
ASU on our consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments - Credit Losses” (Topic 326). The ASU sets forth an
expected credit loss model which requires the measurement of expected credit losses for financial instruments based on
historical experience, current conditions and reasonable and supportable forecasts. This replaces the existing incurred loss
model and is applicable to the measurement of credit losses on financial assets measured at amortized cost, and certain oft-
balance sheet credit exposures. This ASU is effective for fiscal years, and interim periods within those fiscal years, beginning
after December 15, 2019, with early adoption permitted. Adoption will require a modified retrospective transition. Our effective
date is November 1, 2020. We are currently evaluating the impact of this ASU on our consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, "Leases" (Topic 842). This ASU requires lessees to recognize, on the
balance sheet, assets and liabilities for the rights and obligations created by leases of greater than twelve months. The
accounting by lessors will remain largely unchanged. The ASU is effective for fiscal years, and interim periods within those
fiscal years, beginning after December 15, 2018, with early adoption permitted. Our effective date for this ASU is November 1,
2019. Adoption will require a modified retrospective transition. We are currently evaluating the impact of this ASU on our
consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, "Revenue from Contracts with Customers" (Topic 606), which supersedes
the revenue recognition requirements in ASC 605, "Revenue Recognition." This ASU is based on the principle that revenue is
recognized to depict the transfer of goods or services to customers in an amount that reflects the consideration to which the
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entity expects to be entitled in exchange for those goods or services. The ASU also requires additional disclosure about the
nature, amount, timing and uncertainty of revenue and cash flows arising from customer contracts, including significant
judgments and changes in judgments and assets recognized from costs incurred to obtain or fulfill a contract. In August 2015,
the FASB issued ASU No. 2015-14, which postponed the effective date of ASU No. 2014-09 to fiscal years, and interim periods
within those fiscal years, beginning after December 15, 2017, with early adoption permitted on the original effective date for
fiscal years beginning after December 15, 2016. Our effective date for this ASU is November 1, 2018. We are in the process of
completing our initial assessment of the potential impact on our consolidated financial statements and have not concluded on
our adoption methodology.

2. Restructurings and Impairments

Restructuring charges are recorded based on restructuring plans that have been committed to by management and are, in part,
based upon management's best estimates of future events. Changes to the estimates may require future adjustments to the
restructuring liabilities.

Restructuring Liability

The following tables summarize the activity in the restructuring liability, which includes amounts related to discontinued
operations and excludes pension and other postretirement contractual termination benefits:

Balance at Balance at
(in millions) October 31, 2015 Additions Payments Adjustments October 31, 2016
Employee termination charges....... $ 62 $ 4 3 63) $ 2 3 5
Lease vacancy ........cccccceevuveeveennnnn. 5 — “4) — 1
Other.....cocoeivviviiiniiiinicnceces 1 — — — 1
Restructuring liability ............. $ 68 $ 4 3 67) $ 2 9 7
Balance at Balance at
(in millions) October 31, 2014 Additions Payments Adjustments October 31, 2015
Employee termination charges....... $ 8 § 68 § 11) $ 3) $ 62
Lease vacancy ........cccceeveevverevennne 11 3 ®) (1) 5
Other.....ccoveeieiicieieceeeeee e, 1 — ) 1 1
Restructuring liability ............. $ 20§ 71 $ (20) $ 3 $ 68
Balance at Balance at
(in millions) October 31, 2013 Additions Payments Adjustments October 31, 2014
Employee termination charges....... $ 15 $ 15 $ (19) $ 3) $ 8
Employee relocation costs.............. — 1 ) — —
Lease vacancy .........cccceeeeeveereenenne. 18 — ®) 1 11
Other......ooveeieiiiececeeeeeeee e, 1 2 2) — 1
Restructuring liability ............. $ 34 3 18 % 30) $ 2 $ 20

Cost-Reductions and Other Strategic Initiatives

From time to time, we have announced, and we may continue to announce, actions to control spending across the Company
with targeted reductions of certain costs. We are focused on continued reductions in discretionary spending, including
reductions resulting from efficiencies, and prioritizing or eliminating certain programs or projects.

Voluntary separation program and reduction-in-force actions

During 2014, we initiated new cost-reduction actions, including an enterprise-wide reduction-in-force. As a result of these
actions, we recognized restructuring charges of $8 million in personnel costs for employee termination and related benefits, the
majority of which was paid during 2014 and 2015.

During 2015, we initiated new cost-reduction actions, including a reduction-in-force in the U.S. and Brazil. As a result of these
actions, we recognized restructuring charges of $13 million in personnel costs for employee termination and related benefits,
which were primarily paid throughout 2016. We also offered the majority of our U.S.-based non-represented salaried employees
the opportunity to apply for a voluntary separation program ("VSP"). As a result of these actions, we recognized restructuring
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charges of $37 million. The restructuring charges primarily consist of personnel costs for employee termination and related
benefits. In addition, we initiated new cost-reduction actions, including a reduction-in-force in Brazil. As a result of these
actions, we recognized restructuring charges of $10 million in personnel costs for employee termination and related benefits,
which were paid throughout 2016.

North American Manufacturing Restructuring Activities

We continue to focus on our core Truck and Parts businesses and evaluate our portfolio of assets to validate their strategic and
financial fit. This allows us to close or divest non-strategic businesses, and identify opportunities to restructure our business and
rationalize our Manufacturing operations in an effort to optimize our cost structure. For those areas that fall outside our strategic
businesses, we are evaluating alternatives which could result in additional restructuring and other related charges in the future,
including but not limited to: (i) impairments, (ii) costs for employee and contractor termination and other related benefits, and
(iii) charges for pension and other postretirement contractual benefits and curtailments. These charges could be significant.

Chatham restructuring activities

In the third quarter of 2011, we committed to close our Chatham, Ontario heavy truck plant, which had been idled since June
2009. At that time, we recognized curtailment and contractual termination charges related to postretirement plans. Based on a
ruling regarding pension benefits received from the Financial Services Tribunal in Ontario, Canada, in the third quarter of 2014,
we recognized additional charges of $14 million related to the 2011 closure of the Chatham, Ontario plant. We appealed this
ruling, but it was upheld in a July 3, 2015 decision issued by the Divisional Court of Ontario. On July 23, 2015, we filed a
notice of motion for leave to appeal to the Court of Appeal for Ontario, which was perfected on August 25, 2015 through an
additional filing. On December 21, 2015, the Ontario Court of Appeal denied the motion for leave to appeal. On April 25, 2016,
we filed a qualified partial wind-up report for approval by the Financial Services Commission of Ontario. Potential charges in
future periods could range from $0 million to $60 million, primarily related to pension, postretirement costs and termination
benefits, which are subject to governmental approval, employee negotiation, acceptance rates and the resolution of disputes
related thereto. In addition, we are continuing to evaluate the impact of the ruling on prior plan administration practices, and, as
a result, we recognized $2 million of charges in the second quarter and $5 million of charges in the third quarter of 2016. We do
not expect material future charges. See Note 10, Postretirement benefits for further discussion.

Huntsville Facility

In February 2014, we announced plans to consolidate our mid-range engine manufacturing footprint and relocate mid-range
engine production from our Huntsville, Alabama, facility ("Huntsville Facility") to our Melrose Park, Illinois facility ("Melrose
Park Facility"). As a result, in the first quarter of 2014, the Truck segment recognized restructuring charges of $1 million for
personnel costs related to employee terminations and $2 million for inventory reserves related to the idled production
equipment at the Huntsville Facility that impacted Costs of products sold in our Consolidated Statements of Operations.

Foundry Facilities

In December 2014, we announced the closure of our Indianapolis, Indiana foundry facility; on June 30, 2015, we closed this
facility; and on August 19, 2016, we sold this facility. In addition, on April 30, 2015, we sold our Waukesha, Wisconsin foundry
operations. As a result, in 2014, the Truck segment recognized restructuring charges of $13 million, which are included in
Restructuring charges in our Consolidated Statements of Operations. The restructuring charges consist of $2 million

in personnel costs for employee termination and related benefits and $11 million of charges for pension and other
postretirement contractual termination benefits. The restructuring charges relating to employee terminations were paid
throughout 2015. Also in the fourth quarter of 2014, the Truck segment recognized $7 million for inventory reserves related to
the foundry facilities that impacted Costs of products sold in our Consolidated Statements of Operations.

In addition, in the fourth quarter of 2014, the Truck segment recognized $7 million of charges for impairments of property and
equipment. The Waukesha asset group was reviewed for recoverability by comparing the carrying value to estimated future
undiscounted cash flows and those carrying values were determined not to be fully recoverable. We utilized the market
approach to determine the fair value of the asset group. These charges were recorded in Asset impairment charges our
Consolidated Statements of Operations.

During the years ended October 31, 2016 and 2015, the Truck segment recognized charges of $2 million and $28 million,
respectively, for the acceleration of depreciation of certain assets related to the foundry and engine facilities. These charges are
reported within Costs of products sold in our Consolidated Statements of Operations.
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Asset Impairments

The following table reconciles our Asset impairment charges in our Consolidated Statements of Operations:

For the Years Ended October 31,

(in millions) 2016 2015 2014

Goodwill impairment Charge™ .............oo.oouee oo eeen $ — 3 — 3 142
Intangible asset iMPAIrMEnt ChATZE .........ccccvvirieiiieiieeeieeeee ettt 1 7 7
Other asset impairment charges related to continuing operations............cceeceevveeeeruervennenn 26 23 34

Total asset impairment charges $ 27 $ 30§ 183

(A) For more information, see Note 7, Goodwill and Other Intangible Assets, Net.

As a result of the economic downturn in Brazil causing declines in actual and forecasted results, we tested the indefinite-lived
intangible asset of our Brazilian engine reporting unit for potential impairment. As a result, we determined that the trademark

asset carrying value was impaired, resulting in charges of $1 million and $3 million, for the years ended October 31, 2016 and
2015, respectively. For more information, see Note 1, Summary of Significant Accounting Policies.

During 2016, we concluded that we had triggering events related to certain long-lived assets in the Truck segment. As a result,
certain long-lived assets were determined to be impaired, resulting in charges of $17 million. Included in the charges was a $3
million asset impairment related to the sale of Pure Power Technologies, LLC, a components business focused on air and fuel
systems. During 2016, we also concluded that we had triggering events related to certain operating leases. As a result, the Truck
segment recorded $8 million of asset impairment charges.

During 2015, we recognized a total non-cash charge of $7 million for the impairment of certain intangible and long-lived assets
in the Global Operations segment. As a result of the continued operating losses and idled production in the asset group, we
tested the indefinite-lived intangible and long-lived assets for potential impairment. As a result, we determined that $4 million
of intangible assets and $3 million of certain long-lived assets were impaired.

During 2015, we concluded that we had triggering events related to certain long-lived assets in the Truck segment. As a result,
certain long-lived assets were determined to be impaired, resulting in charges of $11 million. During 2015, we also concluded
that we had triggering events related to certain operating leases. As a result, the Truck segment recorded $9 million of asset
impairment charges.

During 2014, we concluded that we had a triggering event related to potential sales of assets requiring assessment of
impairment for certain intangible and long-lived assets in the Truck segment. As a result, certain amortizing intangible assets
and long-lived assets were determined to be fully impaired, resulting in an impairment charge of $32 million.

All of these charges are recognized in Asset impairment charges in our Consolidated Statements of Operations.
3. Finance Receivables

Finance receivables are receivables of our Financial Services operations. Finance receivables generally consist of wholesale
notes and accounts, as well as retail notes, finance leases and accounts. Total finance receivables reported on the Consolidated
Balance Sheets are net of an allowance for doubtful accounts. Total assets of our Financial Services operations net of
intercompany balances are $2.1 billion and $2.5 billion as of October 31, 2016 and 2015, respectively. Included in total assets
of our Financial Services operations are finance receivables of $1.7 billion and $2.0 billion as of October 31, 2016 and 2015,
respectively. We have two portfolio segments of finance receivables that we distinguish based on the type of customer and
nature of the financing inherent to each portfolio. The retail portfolio segment represents loans or leases to end-users for the
purchase or lease of vehicles. The wholesale portfolio segment represents loans to dealers to finance their inventory.
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Our Finance receivables, net in our Consolidated Balance Sheets consist of the following:

As of October 31,
(in millions) 2016 2015
Retail portfolio........... . $ 499 § 554
Wholesale portfolio.... 1,199 1,467
Total finance receivables, 1,698 2,021
Less: Allowance for doubtful ACCOUNTS..........cueiviiiiiiiiiiiicieeecete ettt sae e 21 26
Total fINANCE TECEIVADIES, NEL......iiiivieiieieeeeeee ettt ettt et e et e e st eeseaeeesateeseaeeseaseessnnees 1,677 1,995
Less: Current portion, L) et 1,457 1,779
NONCUITENE POTTON, TIEL........vieeeeieeeiieeeeetceee e eteeeete et ete et eeeeteseete e eseseseesessesessssessesenseseesessesessesensesennas $ 220 $ 216

(A) The current portion of finance receivables is computed based on contractual maturities. Actual cash collections typically vary from the contractual cash
flows because of prepayments, extensions, delinquencies, credit losses, and renewals.

As of October 31, 2016, contractual maturities of our finance receivables are as follows:

Retail Wholesale
(in millions) Portfolio Portfolio Total
Due in:
2007 ettt et b et s h ettt e bt et e e a b e bt et e s bt e beentete et s $ 294 $ 1,199 § 1493
2018, ettt ettt ettt ettt ettt ettt e et e e rt et e et e eteenbeentenbeenbeeteebeenteteensens 106 — 106
2009ttt ettt et e ae et e e tt e beetbeett e beerbenteenbenreenbeenaans 77 — 77
20201ttt ettt ettt e b e et e bt e b e erb e te et e ereerbeeabesbeenbeeraebeeasenreenseas 43 — 43
202 ] ettt b e ettt et et e et e bt been e e bt enbe st ebeenteteente s 14 — 14
THETEATTET ... .eeievieieeeee ettt ettt ettt be et e s seesbeenaenseense s 3 — 3
Gross fINANCE TECEIVADIES .......eviiiiiiiiiieiie ettt e e e 537 1,199 1,736
Less: Unearned finance iNCOME...........ccuiiveeiuieieriieiiiieire ettt ee et et sveebe s sreesesve s 38 — 38
Total fINANCE TECEIVADIES.........c.oieiviieeriiciieeeieee et $ 499 § 1,199 $ 1,698
Securitizations

Our Financial Services operations transfer wholesale notes, retail accounts receivable, finance leases, and operating leases to
special purpose entities ("SPEs"), which generally are only permitted to purchase these assets, issue asset-backed securities, and
make payments on the securities issued. In addition to servicing receivables, our continued involvement in the SPEs may
include an economic interest in the transferred receivables and, in some cases, managing exposure to interest rate changes on
the securities using interest rate swaps or interest rate caps. There were no transfers of finance receivables that qualified for sale
accounting treatment as of October 31, 2016 and 2015, and as a result, the transferred finance receivables are included in our
Consolidated Balance Sheets and the related interest earned is included in Finance revenues.

We transfer eligible finance receivables into wholesale note owner trusts in order to issue asset-backed securities. These trusts
are VIEs of which we are determined to be the primary beneficiary and, therefore, the assets and liabilities of the trusts are
included in our Consolidated Balance Sheets. The outstanding balance of finance receivables transferred into these VIEs was
$829 million and $1.0 billion as of October 31, 2016 and 2015, respectively. Other finance receivables related to secured
transactions that do not qualify for sale accounting treatment were $108 million and $96 million as of October 31, 2016 and
2015, respectively. For more information on assets and liabilities of consolidated VIEs and other securitizations accounted for
as secured borrowings by our Financial Services segment, see Note 1, Summary of Significant Accounting Policies.
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Finance Revenues

The following table presents the components of our Finance revenues in our Consolidated Statements of Operations:

As of October 31,

(in millions) 2016 2015 2014
Retail notes and fiNance 1€aSES TEVENMUE ...........cc.evvieiiiuieieeiecri ettt et ereeee e eae e eseeeaesreens $ 38 $§ 48 $ 64
WHhOIESAIE NOLES INEEIEST......evevetiieiiieieieietet ettt et seesee e eseeseeseeseeseesesseeseesessaeseesessaesessessenns 107 97 80
OPEratiNng [EASE TEVETIUE .......eeuvieeiiiieieeeiesieetesteeteetesteestesseesesssesseessessaesseeseesseessesssenseessesseessesseensenses 66 63 60
Retail and wholesale aCCOUNES INEEIEST.........cc.ivieriieieeieiieeierieeieeteete et e steeaesteebeebesaeesesseeseessesseans 24 33 28

GIOSS fINANCE TEVEIUECS .....evevieiieiitetetetetetetesestestesseseeseeseeseeseeseeseeseeseesessessensessessessessessenses 235 241 232
Less: INtEICOMPANY TEVEIIUES .....c..eruveteeiereieiertienieeteseeetesseesseessesseesesssensessesseensesssessesssesseensessaessenns 100 96 79

FINANCE TEVEMUES.........ovevieeetieeticeeee ettt ettt ettt ettt se et ess et eseesessese s essesessesessesennas $ 135 § 145 $§ 153

4. Allowance for Doubtful Accounts

Our two finance receivables portfolio segments, retail and wholesale, each consist of one class of receivable based on: (i) initial
measurement attributes of the receivables, and (ii) the assessment and monitoring of risk and performance of the receivables.
For more information, see Note 3, Finance Receivables.

The following tables present the activity related to our allowance for doubtful accounts for our retail portfolio segment,
wholesale portfolio segment, and trade and other receivables:

For the Year Ended October 31, 2016

Trade and
Retail ‘Wholesale Other

(in millions) Portfolio Portfolio Receivables Total
Allowance for doubtful accounts, at beginning of period.........c..coceceveirecnnnne. $ 22§ 4 3 22§ 48
Provision for doubtful accounts, net of recoveries............oceevvveeeeeceeeireereeenee. 8 (2) 6 12
Charge-off 0f aCCOUNLS .......ccciviiiiiiieieeiee e ()] — A3) 12)
OFREI™ ..o Q?) — 3 1

Allowance for doubtful accounts, at end of period..........ccccevvevrierennnnne. $ 19 § 2 3 28 $ 49

For the Year Ended October 31, 2015

Trade and
Retail ‘Wholesale Other

(in millions) Portfolio Portfolio Receivables Total
Allowance for doubtful accounts, at beginning of period..........cccceveveerireruenenee. $ 24§ 3 8 38 $ 65
Provision for doubtful accounts, net 0f reCOVEries.........ooovvvvevivieiivcieeieceeeeenee, 6 1 — 7
Charge-off 0f aCCOUNLS ......cceciiiieiiiiieieciee e 3) — &) ®)
OTREI™ .ot (5) — (11) (16)

Allowance for doubtful accounts, at end of period............cccoevevivverirennnne. $ 22 3 4 3 22 3 48

For the Year Ended October 31, 2014

Trade and
Retail Wholesale Other

(in millions) Portfolio Portfolio Receivables Total
Allowance for doubtful accounts, at beginning of period..........cccoeveveeirirrennen. $ 21§ 2§ 37 $ 60
Provision for doubtful accounts, net 0of reCOVeries..........covvvvvvivveiierieiiiineeeennee 13 1 10 24
Charge-off 0f ACCOUNLS ......cceiiiiiiiiieiceeeecee e ©) — (6) (15)
OFREI™ ..ot (1) — (3) 4)

Allowance for doubtful accounts, at end of period............cccoeveieievinennnne. $ 24 % 3 8 38 % 65

(A) Amounts include impact from currency translation.
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The accrual of interest income is discontinued on certain impaired finance receivables. Impaired finance receivables include
accounts with specific loss reserves and certain accounts that are on non-accrual status. In certain cases, we continue to collect

payments on our impaired finance receivables.

The following table presents information regarding impaired finance receivables:

October 31, 2016 October 31, 2015
Retail ‘Wholesale Retail ‘Wholesale
(in millions) Portfolio Portfolio Total Portfolio Portfolio Total
Impaired finance receivables with specific loss reserves ........ $ 15 8 — 8 15 8 21§ — § 21
Impaired finance receivables without specific loss reserves ... — — — — — —
Specific loss reserves on impaired finance receivables........... 8 — 8 9 — 9
Finance receivables on non-accrual status.............coceeverveneenee. 15 — 15 21 — 21

The average balances of the impaired finance receivables in the retail portfolio were $18 million and $21 million during the

years ended October 31, 2016 and 2015, respectively.

We use the aging of our receivables as well as other inputs when assessing credit quality. The following table presents the aging

analysis for finance receivables:

As of October 31, 2016

Retail Wholesale
(in millions) Portfolio Portfolio Total

Current, and up to 30 days past due

$ 449 $ 1,198 § 1,647

30-90 daYS PASE QUE.....c.veieieiieieieiieieiee ettt ettt ettt be b et e sesbe b e sbe b enbessessensensensenseneas 37 — 37
OVET 90 daYS PAST QUE ...veeiiiiieiieieeieete ettt ettt et steebeeaesseesbe s st esbessaesseessessseseessenseensens 13 1 14
Total fINANCE TECEIVADIES. .......c.viiieeiiie ettt e e e e et eeae e $ 499 §$ 1,199 $ 1,098

5. Inventories

The following table presents the components of Inventories in our Consolidated Balance Sheets:

As of October 31,

(in millions) 2016 2015
FINISHEA PIOQUEES .....veeveeeeeet ettt ettt ettt ettt aeeseneesenseaensete s ese s eneeneneenens $ 678 $ 837
WOTK 101 PIOCESS......ecuieuieeieiietietietieteeteeteeteste st stesbesbessessesesessessessessessessessesaesseseeseeseeseesesseeseasesseasessessesensas 46 34
RAW MALETIALS .....etiiiiciieieee ettt ettt te et e et e beeabe st e e beesbesbeesbesseesseessessaensesseensenssenseens 220 264
Total inventories, net $ 944 $ 1,135
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6. Property and Equipment, Net

The following table presents the components of Property and equipment, net in our Consolidated Balance Sheets:

As of October 31,

(in millions) 2016 2015
LLANG 1ttt ettt b ettt b ettt b bt b bt n b b et e st bese st b sese e s esene $ 8 3§ 87
BUILAINGS ...ttt ettt ettt e b e e ta e te e b e eteesbeetbesbeesbesssenseessesseenbesssesbaessesseensenseanteans 562 493
Leasehold IMPIOVEIMENTS .........cuiiviiiiiiiieeeeeie ettt ettt ettt ettt e te e b e e teeeseetsesteenveersesbeessesssenseessesseens 49 56
Machinery and QUIPIMENLT ..........ccuieriirieriieiereete et et etesteetesteestesstesteessesseesseessesseensesssesseensessessesseensenns 2,013 2,097
Furniture, fiXtures, and EQUIPIMENL..........c.cccverieeieiieriieiesieesteetesteetesteeteeeesseesaesseessesssessaessesseessesseesseans 477 478
Equipment 1€aS€d 10 OtNETS .........ccuiiiiiieiicieie ettt ettt ettt e e taesteesbesea e beesbesseensesseasseens 525 613
CONSLIUCTION TN PLOZIESS ..o.vvvieviterriereereeteetessessessessessassessessessessessessessessessassessessasessessessensessessessessessensessens 79 67
Total property and eqUIPMENt, At COST......ivriiriiriiirieriieierieeiereeie et steete e ere e ebeeaesseesaesseenseenns 3,794 3,891
Less: Accumulated depreciation and amOTtiZatioN.............ccueeieriieierienieeiesieeiese e seesreeaesreesaeseeesaeens 2,553 2,546
Property and eqUIPMENt, NET ...........ccuiiieiiieieeiicie ettt ettt ettt e e eae e ebeesaesaeesseeaeeseens $ 1241 $§ 1,345

Certain of our property and equipment serve as collateral for borrowings. See Note 9, Debt, for description of borrowings.
Equipment leased to others and assets under financing arrangements and capital lease obligations are as follows:

As of October 31,

(in millions) 2016 2015
Equipment 16aSed 10 OthETS.........ccuiciiiiiiiiciieieeiectee ettt ettt et st beeasesaeensesaeenreeees S 525 § 613
Less: Accumulated depreciation............ccveeverierieriesieieieeeieieteeeeeeeeese e eseeseesesseesesseesessesseesessessesenses 193 220
Equipment 1eased t0 OthErs, NET ..........c.ccoeviuiiviieriietieeeeieeee ettt ettt enenas $ 332§ 393
Buildings, machinery, and equipment under financing arrangements and capital lease obligations...... S 61 $ 70
Less: Accumulated depreciation and amOTrtiZation............c.ecverveveierieieeeeeeeeeeeeeseseereesesseesessessessennes 38 34
Assets under financing arrangements and capital lease obligations, net ..............cceccevveevervennenne. $ 23§ 36

For the years ended October 31, 2016, 2015, and 2014, depreciation expense, amortization expense related to assets under
financing arrangements and capital lease obligations, and interest capitalized on construction projects are as follows:

For the Years Ended October 31,

(in millions) 2016 2015 2014

DEPIECIAtION EXPEIISE .....evvevieeieriereereerieresressessessessessessessessessessessessessessessessessessessesseseesessens $ 134 $ 190 $ 206
Depreciation of equipment leased t0 Others..........cccevieriirieriieiieniec e 79 76 105
AMOTTIZATION EXPEIISE ....vvivrerieeieerieteeetesteessesseeseestesseessesseessesssesseessesseessesssesseessesssessessaens 5 5 3
Interest CapitaliZed .........c.ocveiuiiiiiiiieii ettt et be e 3 1 —

Certain depreciation expense on buildings used for administrative purposes is recorded in Selling, general and administrative
expenses.
Capital Expenditures

At October 31, 2016, 2015, and 2014, commitments for capital expenditures were $24 million, $17 million, and $15 million,
respectively. At October 31, 2016, 2015, and 2014, liabilities related to capital expenditures that are included in accounts
payable were $1 million, $2 million, and $1 million, respectively.
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Leases

We lease certain land, buildings, and equipment under non-cancelable operating leases and capital leases expiring at various
dates through 2025. Operating leases generally have 1 to 20 year terms, with one or more renewal options, with terms to be
negotiated at the time of renewal. Various leases include provisions for rent escalation to recognize increased operating costs or
require us to pay certain maintenance and utility costs. Our rent expense for the years ended October 31, 2016, 2015, and 2014
was $53 million, $57 million, and $62 million, respectively. Rental income from subleases for the years ended October 31,
2016, 2015, and 2014 was $12 million, $11 million, and $10 million, respectively.

Future minimum lease payments at October 31, 2016, for those leases having an initial or remaining non-cancelable lease term
in excess of one year and certain leases that are treated as finance lease obligations, are as follows:

Financing
Arrangements
and Capital Operating
(in millions) Lease Obligations Leases Total
2017 ettt $ 10 § 52§ 62
2018 ettt 10 45 55
2019 ettt 9 36 45
2020 ettt ettt ettt sbe e 9 33 42
2021 ettt 9 29 38
Thereafter........cooviiiiiiicce s 2 21 23
49 8 216 § 265
Less: INtErest POTrtiON........ccvevueeieriieiieiesieeieeeeteeee e eaeseeeae e esreesneseeens 7
TOLAL ...ttt $ 42

Asset Retirement Obligations

We have a number of asset retirement obligations in connection with certain owned and leased locations, leasehold
improvements, and sale and leaseback arrangements. Certain of our production facilities contain asbestos that would have to be
removed if such facilities were to be demolished or undergo a major renovation. The fair value of the conditional asset
retirement obligations as of the balance sheet date has been determined to be immaterial. Asset retirement obligations relating to
the cost of removing improvements to leased facilities or returning leased equipment at the end of the associated agreements are
not material.

7. Goodwill and Other Intangible Assets, Net

For reporting units with goodwill, we perform goodwill impairment tests on an annual basis on August 1st, or more frequently,
if circumstances change or an event occurs that would more likely than not reduce the fair value of a reporting unit below its
carrying amount. As part of our impairment analysis for these reporting units, we performed a qualitative assessment or we
determined the fair value of the reporting unit based on estimates of its future cash flows.

The following table presents the carrying amount of Goodwill in our Consolidated Balance Sheets for each operating segment:

Global
(in millions) Truck Parts Operations Total
As of October 31, 2013 ....ooiiiiiiiiiiceeeee e $ — § 38 9§ 146 $ 184
IMPAITMENTS......ctiieiiiieieiieie et — — (142) (142)
Currency translation ...........ccceceeveeceeneecieneeie e — — 4) 4)
AS 0Ff October 31, 2014 ..o $ — 3 38 % — 3 38
Impairments and currency translation............c.ccoceevevvenennene. — — — —
AS OF OCtober 31, 2015 .o $ — 3 38 % — 3 38
Impairments and currency translation..............cccceeeveereennne — — — —
As of October 31, 2016 ....ocuveeeeeeeieeeeeeeeeeeee e $ — 3 38 $ — 3 38

87



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

During 2014, the economic downturn in Brazil resulted in the continued decline in actual and forecasted results for the
Brazilian engine reporting unit with goodwill of $142 million and an indefinite-lived intangible asset, trademark, of $43
million. As a result, we performed an impairment analysis utilizing the income approach, based on discounted cash flows,
which are derived from internal forecasts and economic expectations. It was determined that the carrying value of the Brazilian
engine reporting unit, including goodwill, exceeded its fair value. As a result we compared the implied fair value of the
reporting unit's goodwill with the carrying amount of that goodwill. A decrease in the enterprise value of the reporting unit
coupled with appreciation in the value of certain tangible assets, which are not recognized for accounting purposes, resulted in
the determination that the entire $142 million of goodwill was impaired. In addition, we determined that the related trademark
was impaired and recognized an impairment charge of $7 million. The non-cash impairment charges were included in Asset
impairment charges in our Consolidated Statements of Operations.

Our intangible assets that are not subject to amortization as of October 31, 2016 and 2015 includes trademarks in our Brazilian
engine reporting unit of $21 million and $19 million, respectively. During the third quarters of 2016 and 2015, we determined
that $1 million and $3 million, respectively, of the trademark asset carrying value was impaired. For more information, see Note
2, Restructuring and Impairments.

Information regarding our intangible assets that are subject to amortization is as follows:

As of October 31, 2016

Customer Trademarks,
Base and Patents and
(in millions) Relationships Other Total
GrOSS CAITYING VAIUE ..covivvieiieiiiceiciceeece ettt e $ 73 8 121§ 194
Accumulated amOTtiZatioN ...........cceevvieiiiierieeieee et (65) 97 (162)
Net 0f AMOTtiZAtION .....cveoviivieiieieieiesieieiee e enes $ 8 § 24§ 32

As of October 31, 2015

Customer Trademarks,
Base and Patents and
(in millions) Relationships Other Total
GTOSS CAITYING VAIUE ..ottt $ 69 $ 89 $ 158
Accumulated amortization (58) (62) (120)
Net of amortization $ 11 $ 27 $ 38

We recorded amortization expense for our finite-lived intangible assets of $12 million, $10 million, and $18 million for the
years ended October 31, 2016, 2015, and 2014, respectively. Future estimated amortization expense for our finite-lived
intangible assets for the remaining years is as follows:

(in millions) Ags;:'rtlil;;:i(:m

2017 ettt et h e ae b a e e h e h e a e s a e R e a e a et et h et e et e n et e e nn e nnes $ 13
8
4
2
1
4
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8. Investments in Non-consolidated Affiliates

Investments in non-consolidated affiliates is comprised of our interests in partially-owned affiliates of which our ownership
percentages range from 30% to 50%. We do not control these affiliates, but have the ability to exercise significant influence
over their operating and financial policies. We account for them using the equity method of accounting. We made no new and
incremental investments in these non-consolidated affiliates for 2016 and 2015.

The following table summarizes 100% of the combined assets, liabilities, and equity of our equity method affiliates as of
October 31:

(Unaudited)
(in millions) 2016 2015
Assets:
CUITEIE ASSELS. ...vveeeereveteeesietetesestetetesesestesesasestesesesestesesesesessesesesessesesasessesesesansssesesesssesesesessesesasenssas $ 300 $ 240
INOTICUITENE ASSEES....vveeuvieeerieieeeiiestreeieesreesereeseestseessresseessseessaeasseesssaassaessseessseesseessseenssennsesssseenseens 145 154
TOUAL ASSELS ..vvvvvveeeteieieeeeeeeeeseteseeesesesesetesetesesetesesesesesesesesas et esesesesesesesesasesesesesesesesesesesesesasasesas $ 445 3 394
Liabilities and equity: -
CUITENE HADIIHIES ...ttt ettt ettt eb et s st et esessesesese s esesesessesesasannnas $ 251 % 195
INONCUITENE THADIIITIES .....vievvivieiiiciieti ettt ettt ettt e esbe st e st e eseebeesbesteesbeessaseessasseenseenns 44 35
TOtA] LADIIIEICS ....eveevieeieiieie ettt ettt ettt ettt et eseeseeseeseeseeseeseeseeseesessasseesessessensensens 295 230
Partners' capital and stockholders' equity:
INIC ettt ettt ettt et ae et e re et teeteeteeteereeteeteeteeteeteeaeebeeteete et e eaeebebenaerenes 62 68
TRILA PATLIES. .. evveveeeeeeteeie ettt ettt ettt et et e st e et e e te et e e st e beesbeeseesbeessasaessesssesbeessassaensesssenseessesseas 88 96
Total partners' capital and stockholders' €qUItY...........ccevveierieiieieieieieeeeee e 150 164
Total liabilities and €QUILY .........oceiereieierietiiet ittt ettt ettt ae s et eae s $ 445 $ 394

The following table summarizes 100% of the combined results of operations of our equity method affiliates for the years ended
October 31:

(Unaudited)
(in millions) 2016 2015 2014
NEE SALES ....oeeeiieeieeeee ettt ettt ettt ettt eeae et et te et ess et ess et e et et te s ete s eseesennenn $ 584 $ 554 % 527
Costs, expenses, and INCOME taX EXPEINSE .....cuverveereerreerrerreerreeeesseeresreessesssessesssesseessesssenns 571 536 500
NEEANCOIMIE .....viviteteeie ettt ettt ettt e et s st s st ss st ese s s sesessesesees $ 13 3 18 3 27

We recorded sales to certain of these affiliates totaling $6 million, $7 million, and $8 million in 2016, 2015, and 2014,
respectively. We also purchased $207 million, $245 million, and $219 million of products and services from certain of these
affiliates in 2016, 2015, and 2014, respectively.

Amounts due to and due from our affiliates arising from the sale and purchase of products and services as of October 31 are as
follows:

(in millions) 2016 2015
Receivables due fTom affIlIAtes.........covviiieuiiiiiiiei ettt ettt esre e e et e e esaaeeeenaeeens $ — 3 1
Payables dUe t0 affiliates .........ccoeiiiriiriiiciecieceee ettt ettt et sre et eaesr b nes 22 30

As of October 31, 2016 and 2015, our share of net unfunded earnings in non-consolidated affiliates totaled $4 million and $16
million, respectively.
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9. Debt

The following tables present the components of Notes payable and current maturities of long-term debt and Long-term debt in

our Consolidated Balance Sheets:

As of October 31,

(in millions) 2016 2015

Manufacturing operations

Senior Secured Term Loan Credit Facility, as amended, due 2020, net of unamortized discount
of $14 and $17, respectively, and unamortized debt issuance costs of $7 and $9, respectively...... $ 1,009 § 1,

8.25% Senior Notes, due 2022, net of unamortized discount of $15 and $18, respectively, and

014

unamortized debt issuance costs of $12 and $14, respectively.........ccevvevirvieiiiciiiniiiieiicieceeies 1,173 1,168

4.50% Senior Subordinated Convertible Notes, due 2018, net of unamortized discount of $10

and $14, respectively, and unamortized debt issuance costs of $1 and $2, respectively................. 189 184

4.75% Senior Subordinated Convertible Notes, due 2019, net of unamortized discount of $24

and $32, respectively, and unamortized debt issuance costs of $4 and $6, respectively................. 383 373

Financing arrangements and capital lease obligations.............cccceecvereevieeieniiecieiienieeiese e 42 49

Loan Agreement related to 6.5% Tax Exempt Bonds, due 2040, net of unamortized debt

issuance costs Of $5 at DOth dates .........c.ccvcveiiiiiiieieececeee et 220 220

Financed 1€aSe ODIIZAtIONS ........c.cievieiiiiiriieiecieeietesteiet ettt ettt eese et etesaesseesessessensessens 52 111

ORET ..ttt ettt a et a et a et b et h et h et h e a et b ettt b et b et neenens 28 43
Total Manufacturing operations debt............cceiieriieiieiieiienieie e 3,096 3,162

LeSS: CUITENLE POTTION ...vvevtieeviiieiiieeieeteete et eteeteesteeteeteeteeteesteesbesseaseessasseessesssasseessesssensensseseassesses 71 103
Net long-term Manufacturing operations debt ............cccevieieririieieiinieieesiee e $ 3,025 § 3,059

As of October 31,
(in millions) 2016 2015
Financial Services operations

Asset-backed debt issued by consolidated SPEs, at fixed and variable rates, due serially through

2022, net of unamortized debt issuance costs of $6 at both dates............ccocvevvvviviieiiiiieciieeee, S 753 § 864

Bank credit facilities, at fixed and variable rates, due dates from 2017 through 2021, net of

unamortized debt issuance costs of $3 and $1, respectively ........cccvevveieiiiiiieiieciececeeen 861 1,062

Commercial paper, at variable rates, program matures in 2017 .........cccocveeevirienieciesienieeiesie e 96 86

Borrowings secured by operating and finance leases, at various rates, due serially through 2021. 98 81
Total Financial Services operations debt............cccevieieiiieieiiiieiiiseee e 1,808 2,093

LeSS: CUITENE POTTION ...evvivieiieiieeieeieeetesteete st esteestesteesteeseebeessesseensesssessaessesseessesssesseensenseensenssessenn 836 1,005
Net long-term Financial Services operations debt ...........ccccvevvieieriecienienieiienieeeeee e $ 972 § 1,088

Manufacturing Operations
Senior Secured Term Loan Credit Facility

In August 2012, NIC and NI signed a definitive credit agreement relating to a senior secured, term loan credit facility in an

aggregate principal amount of $1.0 billion (the "Term Loan Credit Facility") and borrowed an aggregate principal amount of

$1.0 billion under the Term Loan Credit Facility. The Term Loan Credit Facility required quarterly principal amortization
payments of 0.25% of the aggregate principal amount, with the balance due at maturity.

The Term Loan Credit Facility is secured by a first priority security interest in certain assets of NIC, NI, and twelve of our
direct and indirect subsidiaries, and contains customary provisions for financings of this type, including, without limitation,
representations and warranties, affirmative and negative covenants and events of default. Generally, if an event of default

occurs and is not cured within any specified grace period, the administrative agent, at the request of (or with the consent of) the
lenders holding not less than a majority in principal amount of the outstanding term loans, may declare the term loan to be due

and payable immediately.
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In April 2013, the Term Loan Credit Facility was amended (the "Amended Term Loan Credit Facility"), to: (i) change the
maturity date of all borrowings under the Term Loan Credit Facility to August 17, 2017, (ii) lower the interest on all borrowings
under the Term Loan Credit Facility to a rate equal to a base rate plus a spread of 3.50%, or a Eurodollar rate plus a spread of
4.50% with a London Interbank Offered Rate ("LIBOR") floor that was reduced to 1.25%, (iii) provide additional operating
flexibility, and (iv) remove certain pledged assets as collateral from the Term Loan Credit Facility.

In August 2015, the Amended Term Loan Credit Facility was refinanced with a new Senior Secured Term Loan Credit Facility
(“Senior Secured Term Loan Credit Facility”), for $1.04 billion. Under the Senior Secured Term Loan Credit Facility: (i) the
maturity date was extended to August 7, 2020, (ii) interest rate margins were increased to 5.50% for Eurodollar rate loans and
4.50% for base rate loans, (iii) the Eurodollar rate “floor” was reduced to 1.00%, (iv) the permitted receivables financing basket
was increased from $25 million to $50 million, (v) certain prepayments of the Senior Secured Term Loan Credit Facility made
prior to August 7, 2017 will be made subject to a call premium of 1.00%, (vi) certain definitional provisions, including those
related to asset dispositions were modified, and (vii) quarterly principal amortization payments of 0.25% of the aggregate
principal amount are required, with the balance due at maturity. As a consequence of the Senior Secured Term Loan Credit
Facility refinancing, the maturity date of the Amended and Restated Asset-Based Credit Facility (as defined below) was
extended from May 18, 2017 to May 18, 2018.

As part of the refinancing, we recognized $3 million of unamortized discount costs related to the Amended Term Loan Credit
Facility. The remaining $10 million of unamortized discount will be amortized through Interest expense over the life of the
Senior Secured Term Loan Credit Facility. The refinancing also included the payment of underwriter and other related fees of
approximately $12 million, of which $11 million was recorded in the fourth quarter of 2015 in Other income, net. The
remaining fees will be amortized through Interest expense over the life of the Senior Secured Term Loan Credit Facility.

Senior Notes

In October 2009, we completed the sale of $1.0 billion aggregate principal amount of our Senior Notes. In March 2013, we
completed the sale of an additional $300 million aggregate principal amount of Senior Notes. Interest related to the Senior
Notes is payable on May 1 and November 1 of each year until the maturity date of November 1, 2021. The Senior Notes are
senior unsecured obligations of the Company.

From the March 2013 sale of additional Senior Notes, we received net proceeds of approximately $310 million, which included
an offering premium of $4 million and accrued interest of $10 million, offset by underwriter fees of $4 million. The debt
issuance costs were recorded in Other noncurrent assets and will be amortized through Interest expense. Both the offering
premium and the debt issuance costs will be accreted over the life of the Senior Notes. As a result of the transaction, the
effective interest rate of the Senior Notes is now 8.50%. The proceeds from the March 2013 sale of additional Senior Notes
were used to make the April 2013 principal repayment on the Amended Term Loan Credit Facility.

On or after November 1, 2014, we can redeem all or part of the Senior Notes during the twelve-month period beginning on
November 1, 2014, 2015, 2016, 2017, and thereafter at a redemption price equal to 104.125%, 102.750%, 101.375%, and
100%, respectively, of the principal amount of the Senior Notes redeemed.

We were permitted under the indenture to redeem the Senior Notes at our election in whole or part at any time prior to
November 1, 2014 at a redemption price equal to 100% of the principal amount thereof plus the applicable premium, plus
accrued and unpaid interest, to the redemption date. We did not exercise this option at any time prior to November 1, 2014.

3.00% Senior Subordinated Convertible Notes

In October 2009, we completed the sale of $570 million aggregate principal amount of 3.00% senior subordinated convertible
notes ("2014 Convertible Notes"), including over-allotment options. The 2014 Convertible Notes were senior subordinated
unsecured obligations of the Company.

In connection with the sale of the 2014 Convertible Notes, we purchased call options for $125 million. The call options covered
11,337,870 shares of common stock, subject to adjustments, at an exercise price of $50.27. The call options were intended to
minimize share dilution associated with the 2014 Convertible Notes. In addition, in connection with the sale of the 2014
Convertible Notes, we also entered into separate warrant transactions whereby, we sold warrants for $87 million to sell in the
aggregate 11,337,870 shares of common stock, subject to adjustments, at an exercise price of $60.14 per share of common
stock.

During the second quarter of 2014, we used proceeds from the private issuance of $411 million of 4.75% senior subordinated
convertible notes due April 2019 ("2019 Convertible Notes"), as well as cash on-hand, to repurchase $404 million of notional
amount of the 2014 Convertible Notes. We recorded a charge of $11 million related to the repurchase which was recognized in
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Other income, net. In conjunction with the repurchases of the 2014 Convertible Notes, call options representing 8,026,456
shares expired or were unwound by the Company and warrants representing 6,523,319 shares were unwound by the Company.
On October 15, 2014, upon maturity, the 2014 Convertible Notes were paid in full and the purchased call options expired
worthless.

During the first quarter of 2015, warrants representing 1,939,376 shares were unwound by the Company, and the remaining
2,875,175 warrants expired worthless on April 10, 2015.

4.50% Senior Subordinated Convertible Notes

In October 2013, we completed the private sale of $200 million of 4.50% senior subordinated convertible notes due October
2018 ("2018 Convertible Notes"). We received proceeds of $196 million, net of $3 million of issuance costs and a $1 million
issuance discount. Interest is payable on April 15 and October 15 of each year until the maturity date. The 2018 Convertible

Notes are senior subordinated unsecured obligations of the Company.

In accounting for the issuance, the 2018 Convertible Notes were separated into a debt component and an equity component,
resulting in the debt component being recorded at estimated fair value without consideration given to the conversion feature.
The excess of the principal amount of the liability component over the carrying amount is treated as debt discount and will be
amortized to Interest expense using the effective interest method over the term of the 2018 Convertible Notes. We estimated the
fair value of the liability component at $177 million. The equity component of $22 million, net of discount, is recorded in
Additional paid in capital and will not be remeasured as long as it continues to meet the conditions for equity classification.
Issuance costs are also allocated between the debt and equity components resulting in most of the $3 million of debt issue costs
being recorded in Other noncurrent assets and the remainder being recorded as a reduction in Additional paid in capital. The
liability component of the debt issuance costs will be amortized to Interest expense over the term of the 2018 Convertible
Notes.

We have the option to redeem the 2018 Convertible Notes for cash, in whole or in part, on any business day on or after October
15, 2016 if the last reported sale price of our common stock has been at least 130% of the conversion price then in effect for at

least 20 trading days (whether or not consecutive), during any 30 consecutive trading day period ending within 10 trading days
immediately prior to the Optional Redemption date. The redemption price is equal to 100% of the principal amount of the 2018
Convertible Notes to be redeemed, plus accrued and unpaid interest to, but excluding, the redemption date.

Holders may convert the 2018 Convertible Notes into our common stock at any time on or after April 15, 2018. Holders may
also convert the 2018 Convertible Notes at their option prior to April 15, 2018, under the following circumstances: (i) during
any fiscal quarter (and only during that fiscal quarter) commencing after October 31, 2013, if the last reported sale price of the
common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading days ending
on the last trading day of the preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each
such trading day; (ii) during the five business day period after any five consecutive trading day period (the "Measurement
Period") in which the trading price per $1,000 principal amount of notes for each trading day of that Measurement Period was
less than 98% of the product of the last reported sale price of the common stock and the applicable conversion rate on each such
trading day; (iii) if we exercise our Optional Redemption, as described above, after October 15, 2016, holders of the 2018
Convertible Notes will have the right to convert their 2018 Convertible Notes at any time prior to the close of business on the
business day preceding the redemption date; or (iv) upon the occurrence of specified corporate events, as more fully described
in the 2018 Convertible Notes indenture. The conversion rate will initially be 17.1233 shares of common stock per $1,000
principal amount of 2018 Convertible Notes (equivalent to an initial conversion price of approximately $58.40 per share of
common stock). The conversion rate may be adjusted for anti-dilution provisions and the conversion price may be decreased by
the Board of Directors to the extent permitted by law and listing requirements.

The 2018 Convertible Notes can be settled in common stock, cash, or a combination of common stock and cash. Upon
conversion, we will satisfy our conversion obligations by delivering, at our election, shares of common stock (plus cash in lieu
of fractional shares), cash ("Cash Settlement"), or any combination of cash and shares of common stock ("Combination
Settlement"). If we elect a Cash Settlement or a Combination Settlement, the amounts due will be based on a daily conversion
value calculated on a proportionate basis for each trading day in a 20 trading-day observation period. If a holder converts its
2018 Convertible Notes on or after April 15, 2018, and we elect physical settlement, the holder will not receive the shares of
common stock into which the 2018 Convertible Notes are convertible until after the expiration of the observation period, even
though the number of shares the holder will receive upon settlement will not change. It is our policy to settle the principal and
accrued interest on the 2018 Convertible Notes with cash. Subject to certain exceptions, holders may require us to repurchase,
for cash, all or part of the 2018 Convertible Notes at a price equal to 100% of the principal amount of the 2018 Convertible
Notes being repurchased plus any accrued and unpaid interest.
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4.75% Senior Subordinated Convertible Notes

During the second quarter of 2014, we completed the private sale of $411 million of the 2019 Convertible Notes, including a
portion of the underwriter's over-allotment option. We received proceeds of $402 million, net of $9 million of issuance costs.
Interest is payable on April 15 and October 15 of each year until the maturity date. The 2019 Convertible Notes are senior
subordinated unsecured obligations of the Company.

In accounting for the issuance, the 2019 Convertible Notes were separated into a debt component and an equity component,
resulting in the debt component being recorded at estimated fair value without consideration given to the conversion feature.
The excess of the principal amount of the liability component over the carrying amount is treated as debt discount and will be
amortized to Interest expense using the effective interest method over the term of the 2019 Convertible Notes. We estimated the
fair value of the liability component at $367 million. The equity component of $44 million is recorded in Additional paid in
capital and will not be remeasured as long as it continues to meet the conditions for equity classification. Issuance costs are also
allocated between the debt and equity components resulting in $8 million of debt issuance costs being recorded in Other
noncurrent assets and $1 million recorded as a reduction in Additional paid in capital. The liability component of the debt
issuance costs will be amortized to Interest expense over the term of the 2019 Convertible Notes.

We have the option to redeem the 2019 Convertible Notes for cash, in whole or in part, on any business day on or after April 20,
2017 if the last reported sale price of our common stock has been at least 130% of the conversion price then in effect for at least
20 trading days (whether or not consecutive), during any 30 consecutive trading day period ending within 10 trading days
immediately prior to the date of the redemption notice ("Optional Redemption"). The redemption price is equal to 100% of the
principal amount of the 2019 Convertible Notes to be redeemed, plus accrued and unpaid interest to, but excluding, the
redemption date.

Holders may convert the 2019 Convertible Notes into our common stock at any time on or after October 15, 2018. Holders may
also convert the 2019 Convertible Notes at their option prior to October 15, 2018, under the following circumstances: (i) during
any fiscal quarter (and only during that fiscal quarter) commencing after April 30, 2014, if the last reported sale price of the
common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading days ending
on the last trading day of the preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each
such trading day; (ii) during the five business day period after any five consecutive trading day period (the "Measurement
Period") in which the trading price per $1,000 principal amount of 2019 Convertible Notes for each trading day of that
Measurement Period was less than 98% of the product of the last reported sale price of the common stock and the applicable
conversion rate on each such trading day; (iii) if we exercise our Optional Redemption, as described above, after October 15,
2018, holders of the 2019 Convertible Notes will have the right to convert their 2019 Convertible Notes at any time prior to the
close of business on the business day preceding the redemption date, or; (iv) upon the occurrence of specified corporate events,
as more fully described in the 2019 Convertible Notes indenture. The conversion rate will initially be 18.4946 shares of
common stock per $1,000 principal amount of 2019 Convertible Notes (equivalent to an initial conversion price of
approximately $54.07 per share of common stock). The conversion rate may be adjusted for anti-dilution provisions and the
conversion price may be decreased by the Board of Directors to the extent permitted by law and listing requirements.

The 2019 Convertible Notes can be settled in common stock, cash, or a combination of common stock and cash. Upon
conversion, we will satisfy our conversion obligations by delivering, at our election, shares of common stock (plus cash in lieu
of fractional shares), a Cash Settlement, or a Combination Settlement. If we elect a Cash Settlement or a Combination
Settlement, the amounts due will be based on a daily conversion value calculated on a proportionate basis for each trading day
in a 20 trading-day observation period. If a holder converts its 2019 Convertible Notes on or after October 15, 2018, and we
elect physical settlement, the holder will not receive the shares of common stock into which the 2019 Convertible Notes are
convertible until after the expiration of the observation period, even though the number of shares the holder will receive upon
settlement will not change. It is our policy to settle the principal and accrued interest on the 2019 Convertible Notes with cash.
Subject to certain exceptions, holders may require us to repurchase, for cash, all or part of the 2019 Convertible Notes at a price
equal to 100% of the principal amount of the 2019 Convertible Notes being repurchased plus any accrued and unpaid interest.

Financing Arrangements and Capital Lease Obligations

Included in our financing arrangements and capital lease obligations are financing arrangements of $37 million and $43 million
as of October 31, 2016 and 2015, respectively. In addition, the amount of financing arrangements and capital lease obligations
includes $5 million and $6 million of capital leases for real estate and equipment as of October 31, 2016 and 2015, respectively.

In January 2012, we began leasing an existing manufacturing facility in Cherokee, Alabama and purchased certain machinery
and equipment within that facility. In relation to the machinery and equipment, we entered into a $40 million promissory note
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with the lessor. This amount is payable in monthly installments over a 10-year term, in conjunction with the lease of the facility.
We recorded the machinery and equipment, and the associated liability, at the relative fair value of $58 million.

Loan Agreement related to the Tax Exempt Bonds

In October 2010, we benefited from the issuance of certain tax-exempt bond financings, of which: (i) the Illinois Finance
Authority issued and sold $135 million aggregate principal amount of Recovery Zone Facility Revenue Bonds due October 15,
2040, and (ii) The County of Cook, Illinois issued and sold $90 million aggregate principal amount of Recovery Zone Facility
Revenue Bonds also due October 15, 2040 (collectively the "Tax Exempt Bonds"). The Tax Exempt Bonds were issued
pursuant to separate, but substantially identical, indentures of trust dated as of October 1, 2010. The proceeds of the Tax
Exempt Bonds were loaned by each issuer to the Company pursuant to separate, but substantially identical, loan agreements
dated as of October 1, 2010. The proceeds from the issuance of the Tax Exempt Bonds are restricted, and must be used
substantially for capital expenditures related to financing the relocation of our headquarters, the expansion of an existing
warehouse facility, and the development of certain industrial and testing facilities, together with related improvements and
equipment (the "Projects"). The payment of principal and interest on the Tax Exempt Bonds are guaranteed under separate, but
substantially identical, bond guarantees issued by NI. The Tax Exempt Bonds are special, limited obligations of each issuer,
payable out of the revenues and income derived under the related loan agreements and related guarantees. The Tax Exempt
Bonds bear interest at the fixed rate of 6.50% per annum, payable each April 15 and October 15, commencing April 15, 2011.
Beginning on October 15, 2020, the Tax Exempt Bonds are subject to optional redemption at the direction of the Company, in
whole or in part, at the redemption price equal to 100% of the principal amount thereof, plus accrued interest, if any, to the
redemption date. The funds received from the issuance of the Tax Exempt Bonds were deposited directly into trust accounts by
the bonding authority at the time of issuance, and will be remitted to the Company on a reimbursement basis as we make
qualified capital expenditures related to the Projects. As we do not have the ability to use these funds for general operating
purposes, they are classified as Other noncurrent assets in our Consolidated Balance Sheets. In addition, as we did not receive
cash proceeds upon the closing of the Tax Exempt Bonds, there was no impact on the Consolidated Statement of Cash Flows
for the year ended October 31, 2010. As we make qualifying capital expenditures and are reimbursed by the Trust, we report the
corresponding amounts as capital expenditures and proceeds from issuance of debt within the Consolidated Statement of Cash
Flows. In November 2010, we finalized the purchase of the property and buildings that we developed into our new world
headquarters site. As of October 31, 2016, none of the $225 million remains to be reimbursed under the Tax Exempt Bonds.

Promissory Note

In September 2011, NI entered into a $40 million floating rate promissory note with Caterpillar (the "Promissory Note"), under
which the principal amount will be repaid over a 4 year term in 16 quarterly installments. The floating interest rate for the
Promissory Note will be computed based on LIBOR plus 2.75% over the term of the note. In September 2015, NI fully repaid
the remaining balance of the Promissory Note.

Financed Lease Obligations

We have accounted for as borrowings certain third-party equipment financings by BMO, our preferred source of retail customer
financing for equipment offered by us and our dealers in the U.S. The initial transactions do not qualify for revenue recognition
as we retain substantial risks of ownership in the leased property. As a result, the proceeds from the transfer are recorded as an
obligation and amortized to revenue over the term of the financing. The remaining obligation will be amortized through 2021
with interest rates ranging from 4.10% to 12.52%.

Amended and Restated Asset-Based Credit Facility

In August 2012, NI entered into an amended and restated asset-based credit agreement in an aggregate principal amount of
$175 million (the "Amended and Restated Asset-Based Credit Facility"). The borrowing base of the facility was secured by a
first priority security interest in NI's aftermarket parts inventory that is stored at certain parts distribution centers, storage
facilities and third-party processor or logistics provider locations. In April 2013, the Amended and Restated Asset-Based Credit
Facility was amended to include used truck inventory in the borrowing base.

Also in April 2013, the maturity date of the Amended and Restated Asset-Based Credit Facility automatically extended to May
18,2017, as a result of a modification to the maturity date of our Amended Term Loan Credit Facility. The Amended and
Restated Asset-Based Credit Facility contains customary provisions for financings of this type, including, without limitation,
representations and warranties, affirmative and negative covenants and events of default. All borrowings under the Amended
and Restated Asset-Based Credit Facility accrue interest at a rate equal to a base rate or an adjusted LIBOR rate plus a spread.
The spread, which will be based on an availability-based measure, ranges from 175 basis points to 225 basis points for Base
Rate borrowings and 275 basis points to 325 basis points for LIBOR borrowings. The initial LIBOR spread is 275 basis points.
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On July 3, 2014, the Amended and Restated Asset-Based Credit Facility was further amended to remove used truck inventory
from the borrowing base. Additionally, the calculation of availability was revised to include cash collateral posted to support
outstanding designated letters of credit, subject to a $40 million cap, and the cash management provisions were amended to
reflect intercreditor arrangements with respect to a financing with NFC secured by a first priority lien on the used truck
inventory. In connection with the removal of used truck inventory from the borrowing base, certain adjustments were made to
the covenants to reflect that such assets were no longer included in the borrowing base. The amendment also provides for a
1.00% reduction in the amount of the participation fee with respect to designated letters of credit in the event that all
outstanding letters of credit are in excess of $50 million, such reduction applying only to the portion of designated letters of
credit in excess of $50 million for all outstanding letters of credit.

On July 15, 2015, the Amended and Restated Asset-Based Credit Facility was further amended to: (i) permit the incurrence of
up to $352.5 million of additional term loans and the issuance of up to $200 million of additional senior notes, (ii) increase the
permitted receivables financing from $25 million to $50 million, and (iii) modify the cash dominion trigger and certain of the
definitional provisions. As a consequence of the Senior Secured Term Loan Credit Facility, the maturity date of the Amended
and Restated Asset-Based Credit Facility was extended by one year to May 18, 2018. The amendment had no impact on the
aggregate commitment level under the Amended and Restated Asset-Based Credit Facility, which remains at $175 million. As
of October 31, 2016 and 2015, we had no borrowings under the Amended and Restated Asset-Based Credit Facility. The
availability under our $175 million Amended and Restated Asset-Based Credit Facility is subject to a $35 million liquidity
block, less outstanding standby letters of credit issued under this facility, and is impacted by inventory levels at certain
aftermarket parts inventory locations. As of October 31, 2016, we had limited availability to borrow under the Amended and
Restated Asset-Based Credit Facility.

Financial Services Operations
Asset-backed Debt

In October 2015, the maximum capacity of the VFN was reduced from $500 million to $375 million. In February 2016, the
VFN was increased from $375 million to $500 million. In November 2016, the maturity date of the VFN facility was extended
from May 2017 to November 2017, and the maximum capacity was reduced from $500 million to $450 million. The VFN
facility is secured by assets of the wholesale note owner trust.

In November 2014, NFC completed the sale of $250 million of two-year investor notes secured by assets of the wholesale note
owner trust. Proceeds were used, in part, to replace the $200 million of investor notes that matured in January 2015. Also in
November 2014, the wholesale note owner trust was amended to reduce customer concentration restrictions.

In July 2015, NFC issued $250 million of two-year investor notes secured by assets of the wholesale note owner trust, of which
$240 million were sold to initial purchasers. Proceeds were used, in part, to replace the $250 million of investor notes that
matured in September 2015.

In October 2016, NFC issued $300 million of two-year investor notes secured by assets of the wholesale note owner trust.
Proceeds were used, in part, to replace the $250 million of investor notes that matured in October 2016.

Our Mexican financial services affiliate, NFM, issues secured notes, denominated in pesos, which are secured by retail finance
receivables. The aggregate balance of these notes at October 31, 2016, was $82 million, net of issuance costs, and matures at
various dates through February 2022.

In May 2014, TRAC, our consolidated SPE, entered into a one-year revolving facility to fund up to $100 million. In May 2015,
this facility was renewed to May 2016. In April 2016, this facility was renewed to April 2017. In December 2016, this facility
was renewed to October 2017. Borrowings under this facility are secured by eligible retail accounts receivable.

The majority of the above asset-backed debt is issued by consolidated SPEs and is payable out of collections on the finance
receivables sold to the SPEs. This debt is the legal obligation of the SPEs and not NFC or NFM. Assets used as collateral
include finance receivables, restricted cash and other assets. The carrying amount of the assets used as collateral for asset-
backed debt was $1.1 billion and $1.3 billion as of October 31, 2016 and 2015, respectively. See Note 3, Finance Receivables,
for more information on finance receivables used to secure asset-backed debt.

Bank Credit Facilities

In May 2016, NFC amended and extended its 2011 bank credit facility which was originally due in December 2016. The 2016
amendment extends the maturity date to June 2018 and initially reduced the revolving portion of the facility from $500 million
to $400 million. The borrowings on the revolving portion of the facility totaled $239 million as of October 31, 2016. The
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balance of the term loan portion of the facility was $211 million as of October 31, 2016. In December 2016, and in accordance
with the amendment, the revolving portion of the facility was reduced to a maximum of $275 million, the term loan portion of
the facility was paid down to $82 million, and the quarterly principal payments were reduced from $9 million to $2 million.
The amendment allows NFC to increase revolving or term loan commitments, subject to obtaining commitments from existing
or new lenders to provide additional or increased revolving commitments and/or additional term loans, to permit a maximum
total facility size of $700 million after giving effect to any such increase and without taking into account the non-extended loans
and commitments.

We borrow funds under various bank credit lines denominated in U.S. dollars and Mexican pesos to be used for investment in
our Mexican financial services operations. As of October 31, 2016, borrowings outstanding under these arrangements were
$411 million, of which 37% is denominated in dollars and 63% in pesos. As of October 31, 2015, borrowings outstanding under
these arrangements were $435 million, of which 54% is denominated in dollars and 46% in pesos. The interest rates on the
dollar-denominated debt are at a negotiated fixed rate or at a variable rate based on LIBOR, and the interest rates on peso-
denominated debt are based on the Interbank Interest Equilibrium Rate.

In the years ended October 31, 2016, 2015, and 2014, NFC paid cash dividends and returned capital to NI of $220 million, $125
million, and $30 million, respectively. These payments are subject to the restricted payment covenants set forth in the NFC
bank credit facility.

Commercial Paper

Effective December 2014, our Mexican financial services operation entered into a two-year commercial paper program for up
to P$1.8 billion (the equivalent of approximately US$96 million at October 31, 2016). This program replaced the program that
matured in August 2015.

Borrowings Secured by Operating and Finance Leases

International Truck Leasing Corporation ("ITLC"), a special purpose, wholly-owned subsidiary of NFC, provides NFC with
another entity to obtain borrowings secured by leases. The balances are classified under Financial Services operations debt as
borrowings secured by leases. ITLC's assets are available to satisfy its creditors' claims prior to such assets becoming available
for ITLC's use or to NFC or affiliated companies. For the years ended October 31, 2016 and 2015, ITLC issued new borrowings
of $41 million and $59 million, respectively. The balance of these secured borrowings issued by ITLC totaled $98 million and
$81 million as of October 31, 2016 and 2015, respectively. The carrying amount of assets used as collateral was $119 million
and $99 million as of October 31, 2016 and 2015, respectively. ITLC does not have any unsecured debt.

Future Maturities

The aggregate contractual annual maturities for debt as of October 31, 2016, are as follows:

Financial
Manufacturing Services
Operations Operations Total
(in millions)

2007 ettt e e b e e ta e e be e tbeetaeebaesareans $ 71 $ 836 § 907
2018 ettt et e e ta e eae e tbeeteeeaeeeaneans 242 799 1,041
2009 et ettt eaeeaaaeaas 432 148 580
2020 o ettt e e ta e et e e et e e te e eaeeaareens 1,008 29 1,037
2021 ettt e et e e et e eeteeetaeeaaeens 9 4 13
TREIEATTET ...ttt e e e eaae s 1,426 1 1,427
Total debt....c.eoieeiee e 3,188 1,817 5,005
Less: Unamortized discount and unamortized debt issuance costs........... 92 9 101
INEE AEDE ..ottt et seb e b e ebeeeaaeeaeeas $ 3,096 $ 1,808 § 4,904

Debt and Lease Covenants

We have certain public and private debt agreements, including the indenture for our Senior Notes, the loan agreements for the
Tax Exempt Bonds, the Senior Secured Term Loan Credit Facility, and the Amended and Restated Asset-Based Credit Facility,
which limit our ability to incur additional indebtedness, pay dividends, buy back our stock, and take other actions. The terms of
our 2018 Convertible Notes and 2019 Convertible Notes (together, the "Notes") do not contain covenants that could limit the
amount of debt we may issue, or restrict us from paying dividends or repurchasing our other securities. However, the indentures
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for the Notes define circumstances under which we would be required to repurchase the Notes and include limitations on
consolidation, merger, and sale of our assets. As of October 31, 2016, we were in compliance with these covenants.

We are also required under certain agreements with public and private lenders of NFC to ensure that NFC and its subsidiaries
maintain their income before interest expense and income taxes at not less than 125% of their total interest expense. Under
these agreements, if NFC's consolidated income, including capital contributions made by NIC or NI, before interest expense
and income taxes is less than 125% of its interest expense ("'fixed charge coverage ratio"), NIC or NI must make payments to
NFC to achieve the required ratio. During the years ended October 31, 2016, 2015, and 2014, no such payments were made.

Our Mexican financial services operations also have debt covenants, which require the maintenance of certain financial ratios.
As of October 31, 2016, we were in compliance with those covenants.

In the fourth quarter of 2016, we elected to early adopt the provisions of ASU 2015-03, "Interest - Imputation of Interest
(Subtopic 835-30): Simplifying the Presentation of Debt Issuance Costs”. The amendments in this ASU require that debt
issuance costs related to recognized debt liabilities be presented in the balance sheet as a direct deduction from the carrying
amount of that debt liability, consistent with debt discounts. At our election, and as permitted in ASU 2015-15, “Interest-
Imputation of Interest (Subtopic 835-30) Presentation and Subsequent Measurement of Debt Issuance Costs Associated with
Line-of-Credit Arrangements”, the unamortized debt issuance costs associated with our line-of-credit arrangements are
primarily included in Other noncurrent assets in the Consolidated Balance Sheets. The guidance, which required retrospective
application, resulted in recording $38 million and a reclassification of $43 million of debt issuance costs as of October 31, 2016
and 2015, respectively.

10. Postretirement Benefits
Defined Benefit Plans

We provide postretirement benefits to a substantial portion of our employees and retirees. Costs associated with postretirement
benefits include pension and postretirement health care expenses for employees, retirees, surviving spouses and dependents.

Obligations and Funded Status

A summary of the changes in benefit obligations and plan assets is as follows:

Health and Life

Pension Benefits Insurance Benefits
(in millions) 2016 2015 2016 2015
Change in benefit obligations
Benefit obligations at beginning of year...........c.ccocevvevvrerincinenenennne $ 3979 § 4041 $ 1,887 § 1,957
SEIVICE COSL..euviuiriiriieniieientieteeitete ettt ettt satesbe et st e sbe st e sbeeneeseean 9 13 5 6
Interest 0N OblIGAtIONS. ....cevirveeiiriieiieieeeeee et 118 142 58 71
Actuarial 10SS (ZAIN).....eevveerierieriiiieiieieeeereee ettt 225 146 (138) (34)
Contractual termination benefits...........oceveeeeeririienieninienceieceee 3 €8 4 @8
CUIrency tranSlation.........ccveeeerieeierierienienie ettt ees @) (53) — —
Plan participants' CONtIIDULIONS..........ccveeverieecierieeiesieieerenieere s — — 34 31
SUDSIAY TECRIPLS vvevvevierieieeteeieeterie et este et e steetesteetesraesseeseesseensesenan — — 37 40
Benefits Paid ........cooeeerieiieeeee e (300) (309) (179) (183)
Benefit obligations at end of year.............ccccoeveeeeieiiieicecieeenn, $ 4027 $ 3979 $ 1,708 $ 1,887
Change in plan asSets...............coceeeeviieiiiieiecieeeeee e -
Fair value of plan assets at beginning of year............c.ccoceeevrcvrerrnennnne $ 2422 § 2627 $ 369 S 415
Actual return on plan assets..........coeereerreinieineineeeeeee e 79 27 3 3
CUurrency translation........coceeeerierienierieneereet et 6) 51) — —
Employer CONIibULIONS ......ooueevereieriieieniieieeienieeie et 100 113 2 2
Benefits Paid ........coeeereniinieniiiiic e (285) (294) 41) (51)
Fair value of plan assets at end of year.............cccccoeveerreierieennnnns $ 2310 $§ 2422 § 333 § 369
Funded status at year end...................cccooiiiiiiiiinnnee, m W,SW) WMS) W,SIS)
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Health and Life

Pension Benefits Insurance Benefits
(in millions) 2016 2015 2016 2015
Amounts recognized in our Consolidated Balance Sheets consist of:
NONCUITENE ASSEL ....euvvirveniteiieteieteeeteeeeteeteeeeteee et ete e se s aesaesesseneeeeneas $ 6 $ 13 8 — —
Current Hability.....covveverieiieeeieeierie ettt ere e e a7 (15) (58) (78)
Noncurrent Hability.......ccooveeerierieeieeeeeeeeee e (1,706) (1,555) (1,317) (1,440)
Net liability recoOgnized .........ceveivriereeiiiereeireeeeeee e, $ 4717 $ (1557) 8 (4,375 § (1,518)
Amounts recognized in our accumulated other comprehensive loss consist of:
Nt aCtUArTAl 10SS....uvvviiiiiiieiiiieee e $ 2442 § 2234 $ 472 $ 618
Net prior service Denefit .........ccovvevierienieiienieie e — — — 1)
Net amount reCOZMIZEd. ........oviverirveririeriireeeeieeereeeee e $ 2442 $§ 2234 § 472 $ 617

The accumulated benefit obligation for pension benefits, a measure that excludes the effect of prospective salary and wage
increases, was $4.0 billion at both October 31, 2016 and 2015.

The cumulative postretirement benefit adjustment included in the Consolidated Statement of Stockholders' Deficit at October
31,2016 is net of $548 million of deferred taxes related to our postretirement benefit plans.

Information for pension plans with accumulated benefit obligations in excess of plan assets were as follows:

As of October 31,

(in millions) 2016 2015

Projected benefit ODIIZAtIONS. ......ccviviiiieiieieeeecie ettt ettt ettt eebeesa e beebesteebessbesseessesseenseessesseens $ 3946 $ 3,631
Accumulated benefit ODIIZAtIONS ........cc.eiieiiieiiiiiiieitieieee ettt ettt e b et esbe s e steeseereebeesaesreens 3,934 3,612
Fair value Of Plan @SSELS.........coccieirieieiiieieie ettt ettt et se e saesessesseesessesseesessesenas 2,224 2,061

Generally, the pension plans are non-contributory. Our policy is to fund the pension plans in accordance with applicable

U.S. and Canadian government regulations and to make additional contributions from time to time. As of October 31, 2016, we
have met all regulatory funding requirements. In 2016, we contributed $100 million to our pension plans to meet regulatory
funding requirements. We expect to contribute approximately $110 million to our pension plans during 2017.

We primarily fund other post-employment benefit ("OPEB") obligations, such as retiree medical, in accordance with the 1993
Settlement Agreement, which requires us to fund a portion of the plans' annual service cost to a retiree benefit trust (the "Base
Trust"). The 1993 Settlement Agreement resolved a class action lawsuit originally filed in 1992 regarding the restructuring of
our then applicable retiree health care and life insurance benefits. In 2016, we contributed $2 million to our OPEB plans to meet
legal funding requirements. We expect to contribute $2 million to our OPEB plans during 2017.

We have certain unfunded pension plans, under which we make payments directly to employees. Benefit payments of $15
million for both 2016 and 2015, are included within the amount of Benefits paid in the Change in benefit obligation section
above, but are not included in the Change in plan assets section, because the payments are made directly by us and not by
separate trusts that are used in the funding of our other pension plans.

We also have certain OPEB benefits that are paid from Company assets (instead of trust assets). Payments from Company
assets, net of participant contributions and subsidy receipts, result in differences between benefits paid as presented under
Change in benefit obligation and Change in plan assets of $66 million and $61 million for 2016 and 2015, respectively.

Components of Net Periodic Benefit Expense and Other Amounts Recognized in Other Comprehensive Loss

The components of our postretirement benefits expense included in our Consolidated Statements of Operations consist of the
following:
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For the Years Ended October 31,

(in millions) 2016 2015 2014

PENSION EXPEIISE. ....vvvviereriereeieteeieteeeeteee ettt et et ete et eaeeseaseseasese s ese st eseesessesessesessesessesessesens $ 82 3 69 § 106

Health and life iNSUTaNCe EXPENSE .......cc.eiveriierierieieiierieete st ete et esteeae e ebeessesseesseseeensens 71 81 54
Total postretirement benefits EXPEnSe...........cveveeriireereeiieereeecteete ettt $ 153 § 150 $ 160

Components of Net Periodic Benefit Expense

Net periodic benefit expense included in our Consolidated Statements of Operations, and other amounts recognized in our
Consolidated Statements of Stockholders' Deficit, for the years ended October 31 is comprised of the following:

Health and Life

Pension Benefits Insurance Benefits

(in millions) 2016 2015 2014 2016 2015 2014
Service cost for benefits earned during the period............cocoooveveieveennnnn. $ 9% 13§ 12 % 5% 6 8% 5
Interest 0n OBIIGAtION.........ccecieirieieieiee ettt 118 142 158 58 71 68
Amortization of cumulative L0SS .........ccccoveverireniineneneneneceeeeeee 104 97 94 31 39 16
Amortization of prior service cost (Denefit) ........ccoccevvvervevierieenieecieneeienns — 1 — 1) 4) 4
Contractual termination benefits .............ccoovevievieciieiienicieceeeceee e, 3 ) 23 4 (N 2
Premiums on pension iNSUTANCE ...........ccveveereererrerrenrensensessessessessessensessenens 15 11 12 — — —
Expected return 0N @SSELS .......c.evveecverieerieiienieesieneesieseesteeneseesaeeeensesnnenes ae7) (194) (193) (26) (30) (33)

Net periodic benefit expense $ 8 $ 69 $106 $ 71 $§ 81 § 54

Other Changes in plan assets and benefit obligations recognized in
other comprehensive loss (income)

Actuarial net 10SS (ZAIN).......oovovevvereeeeeieeeeeeeeeeeeeeeeeeee et $ 313 $ 312 $ 164 $(115 $ (7) $ 326
Amortization of cumulative 10SS ..........ccocvvevvieviieieiiciicececeee e (104) 97) (94) 31) (39) (16)
Amortization of prior service benefit (COSt) ....ccoovvrvirvierievierierieeienieeienns — ) — 1 4 4
Currency translation ..........cccceecveeciereecieiieie et a — 1 — — —
Total recognized in other comprehensive loss (income).................... $ 208 $ 214 $§ 71 $(145 $ (42) $ 314
Total net postretirement benefits expense and other
comprehensive 10Ss (INCOME).......c.ccvevveeeeirieiiiieireeieereere e $ 290 $ 283 $ 177 $ (74 $ 39 $ 368

In 2016, we changed the approach utilized to estimate the service cost and interest cost components of net periodic benefit cost
for our major defined benefit postretirement plans. Historically, we estimated the service cost and interest cost components
using a single weighted average discount rate derived from the yield curve used to measure the benefit obligation at the
beginning of the period. In 2016, we began using a spot rate approach for the estimation of service and interest cost for our
major plans by applying specific spot rates along the yield curve to the relevant projected cash flows, to provide a better
estimate of service and interest costs. Interest on the obligation as reported above is $36 million and $17 million lower in the
year ended October 31, 2016 for pension and for health and life insurance, respectively, as a result of using the spot rate
approach compared to the historical approach.

In the second quarter of 2016, we filed a qualified partial wind-up report for approval by the Financial Services Commission of
Ontario related to the 2011 closure of our Chatham, Ontario plant. As a result of an administration review ordered in
conjunction with the partial wind-up, we recognized $2 million of contractual termination charges in the second quarter and $5
million of contractual termination charges in the third quarter of 2016.

In the fourth quarter of 2014, we recognized contractual termination charges of $11 million related to our Indianapolis, Indiana
foundry facility and our Waukesha, Wisconsin foundry operations. See Note 2, Restructurings and Impairments for further
discussion.

Based on a ruling received from the Financial Services Tribunal in Ontario, Canada, in the third quarter of 2014, we recognized
contractual termination charges of $14 million related to the 2011 closure of our Chatham, Ontario plant. These charges were in
addition to the previous curtailment and contractual termination charges recognized in the third quarter of 2011. See Note 2,
Restructurings and Impairments for further discussion.
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The estimated amounts for the defined benefit pension plans and the other postretirement benefit plans that will be amortized
from AOCL into net periodic benefit expense over the next fiscal year are as follows:

Health and Life

(in millions) Pension Benefits Insurance Benefits
Amortization of prior service cost (DENEFIt)..........c.ccovvevvviiereeeieeeeeeeeeeeeee e $ — 3 —
Amortization of CUMUIAtIVE 10SSES.........cccviiiuiieiiiiiieiciie ettt ettt e 117 23

Cumulative unrecognized actuarial gains and losses for postretirement benefit plans, where substantially all of the plan
participants are inactive, are amortized over the average remaining life expectancy of the inactive plan participants. Otherwise,
cumulative gains and losses are amortized over the average remaining service period of active employees.

Plan amendments unrelated to negotiated labor contracts are amortized over the average remaining service period of active
employees or the remaining life expectancy of the inactive participants based upon the nature of the amendment and the
participants impacted. Plan amendments arising from negotiated labor contracts are amortized over the length of the contract.

Assumptions

The weighted average rate assumptions used in determining benefit obligations for the years ended October 31, 2016 and 2015
were:

Health and Life

Pension Benefits Insurance Benefits
2016 2015 2016 2015
Discount rate used to determine present value of benefit obligation at end of
DX ST 3.5% 4.0% 3.5% 4.1%
Expected rate of increase in future compensation levels..........coccocveevrinreceninrnnnns 3.5% 3.5% — —

The weighted average rate assumptions used in determining net postretirement benefits expense for 2016, 2015, and 2014 were:

Health and Life Insurance

Pension Benefits Benefits
2016 2015 2014 2016 2015 2014
Discount rate used to determine SErviCe COSt.......ccvrvurrrieriirrieriieienreeiesreenens 45% 37% 4.1% 4.6% 3.7% 4.1%
Discount rate used to determing interest COSt .......ouvvverirrierierieriieneeieneeiene 31% 3.7% 4.1% 33% 3.7% 4.1%
Expected long-term rate of return on plan assets..........cceceveerierverieecieneennens 75% 7.8% 7.8% 15% 7.8% 7.8%
Expected rate of increase in future compensation levels..........c.ccoecveererceennns 35% 35% 35% — — —

The actuarial assumptions used to compute the net postretirement benefits expense (income) are based upon information
available as of the beginning of the year, specifically market interest rates, past experience, and our best estimate of future
economic conditions. Changes in these assumptions may impact the measurement of future benefit costs and obligations. In
computing future costs and obligations, we must make assumptions about such things as employee mortality and turnover,
expected salary and wage increases, discount rates, expected returns on plan assets, and expected future cost increases. Three of
these items have a significant impact on the level of expense recognized: (i) discount rates, (ii) expected rates of return on plan
assets, and (iii) healthcare cost trend rates.

We determine the discount rate for our pension and OPEB obligations by matching anticipated future benefit payments for the
plans to a high-quality corporate bond yield curve to establish a weighted average discount rate for each plan.

We determine our assumption as to expected return on plan assets by evaluating historical performance, investment community
forecasts, and current market conditions. We consider the current asset mix as well as our targeted asset mix when establishing
the expected return on plan assets.

Health care cost trend rates have been established through a review of actual recent cost trends and projected future trends. Our
retiree medical and drug cost trend assumptions are our best estimate of expected inflationary increases to healthcare costs. Due
to the number of former employees and their beneficiaries included in our retiree population (approximately 33,000), the trend
assumptions are based upon both our specific trends and nationally expected trends.
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The weighted average rate of increase in the per capita cost of postretirement health care benefits provided through U.S. plans
representing 88% of our other postretirement benefit obligation, is projected to be 9.0% in 2017 and was estimated as 8.2% for
2016. Our projections assume that the rate will decrease to 5% by the year 2022 and remain at that level each year thereafter.

The effect of changing the health care cost trend rate by one-percentage point for each future year is as follows:

One-Percentage One-Percentage
(in millions) Point Increase Point Decrease
Effect on total of service and interest COSt COMPONENLS.........cecveererueeruerierieerereenieeeenseeneees $ 12 3 (10)
Effect on postretirement benefit Obligation...........coceevririeiriiiiieereee e 205 (159)

Plan Assets

The accounting guidance on fair value measurements specifies a fair value hierarchy based upon the observability of inputs
used in valuation techniques (Level 1, 2 and 3). See Note 12, Fair Value Measurements, for a discussion of the fair value
hierarchy.

The following describes the methods and significant assumptions used to estimate fair value of the investments:

*  Cash and short-term investments—Valued at cost plus earnings from investments for the period, which approximates fair
market value due to the short-term duration. Cash equivalents are valued at net asset value as provided by the
administrator of the fund.

o U.S. Government and agency securities—Valued at the closing price reported on the active market on which the security
is traded or valued by the trustee at year-end using various pricing services of financial institutions, including Interactive
Data Corporation, Standard & Poor's and Telekurs.

» Corporate debt securities—Valued by the trustee at year-end using various pricing services of financial institutions,
including Interactive Data Corporation, Standard & Poor's and Telekurs.

*  Common and preferred stock—Valued at the closing price reported on the active market on which the security is traded.

* Collective trusts, Partnerships/joint venture interests and Hedge funds—Valued at the net asset value provided by the
administrator of the fund. The net asset value is based on the value of the underlying assets owned by the fund, minus its
liabilities, divided by the number of units outstanding.

* Derivatives -Valued monthly for the trustee using various pricing services of financial institutions, including Interactive
Data Corporation, Standard & Poor’s and Telekurs. Valued monthly by the trustee using various providers of derivatives
pricing, most notably Numerix, Markit and Super Derivatives.

In the fourth quarter of 2016, we elected to early adopt the provisions of ASU 2015-07, “Fair Value Measurement (Topic 820):
Disclosures for Investments in Certain Entities That Calculate Net Asset Value per Share (or Its Equivalent)”. This ASU
removes the requirement to categorize within the fair value hierarchy all investments for which fair value is measured at the net
asset value per share practical expedient. In addition, it also limits disclosure investments for which the entity has elected to
measure the fair value using the practical expedient. The guidance, which required retrospective application, resulted in the
reclassification of $301 million and $188 million of Pension Plan Assets and $56 million and $42 million of Other
Postretirement Benefit Plan Assets from Level 3 categorization as of October 31, 2016 and 2015, respectively.
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Pension Assets

The fair value of the pension plan assets by category is summarized below:

As of October 31, 2016 As of October 31, 2015
Level Level Level Level Level Level
(in millions) 1 2 3 NAV Total 1 2 3 NAV Total
Asset Category
Cash and Cash Equivalents............. $76 $ — $— $ — 8 76 $126 § — $— § — § 126
Equity
U.S. Large Cap ....cceoeevevveeienieenenns — — — — — 209 — — — 209
U.S. Small-Mid Cap ........cccveuve..e. — — — — — 253 — — — 253
Canadian .........cocoeeveeerenienierieennnn — — — — — 30 — — — 30
International............cccevvevvevieiennnnn. — — — — — 216 — — — 216
Emerging Markets ..........cccceeveeneenee. — — — — — 77 — — — 77
Equity derivative...........cccccveeueennnee. — — — — — — — — — —
Fixed Income
Corporate and Government Bonds . — — — — — — 792 — — 792
Asset Backed Securities.................. — — — — — — 7 — — 7
Collective Trusts and Other
U.S. EQUItY...ccovevvieiiiieeeeereeeee 294 — — — 294 — — — — —
Canadian Equity.........cccooevevvevennnnn. 29 — — — 29 — — — — —
International Equity ..........cccueune.e.. 291 — — — 291 — — — — —
Global Equity.......cccccevvevieeiereennnnne. 227 — — — 227 — — — — —
Fixed Income - Long Duration
Credit oo — 530 — — 530 — — — — —
Fixed Income - High Yield............. — 204 — — 204 — — — — —
Fixed Income - Canadian Bond...... — 203 — — 203 — — — — —
Global Real Estate ...........cc.cueeee. — 141 — — 141 — — — — —
Global Infrastructure....................... — — — 14 14 — — — — —
Common and Preferred Stock......... — — — — — — 449 — — 449
Commodities........ccoervverreecverreenenne — — — — — — 21 — — 21
Hedge Fund of Funds...................... — — — 230 230 — — — 109 109
Private EQUity ......coccovevienieeiene. — — — 57 57 — — — 79 79
Exchange Traded Funds.................. — — — — — 6 — — — 6
Mutual Funds........cccoocvevvecvenieennne. — — — — — 29 — — — 29
Real Estate ......c.ccoeevveievieeienieennnne. — — 1 — 1 — — 1 — 1
Total™ oo $917 $1,078 $ 1 $301 $2,297 $946 $1269 $ 1 $188 $2,404

(A) In addition, the table above includes the fair value of Canadian pension assets translated at the exchange rates as of October 31, 2016 and 2015,
respectively, while the change in plan asset table includes the fair value of Canadian pension assets translated at historical foreign currency rates.
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Other Postretirement Benefits

The fair value of other postretirement benefit plan assets by category is summarized below:

As of October 31, 2016 As of October 31, 2015
Level Level Level Level Level Level
(in millions) 1 2 3 NAV Total 1 2 3 NAV Total
Asset Category
Cash and Cash Equivalents ........... $19 % —$—3%$—8% 19 $29 8§ — $— % — $ 29
Equity
U.S. Large Cap ....ccccevveevvveeennne — — — — — 25 — — — 25
U.S. Small-Mid Cap ........cccuenveee.. — — — — — 42 — — — 42
International...........cccoeeveveerennennne. — — — — — 53 — — — 53
Emerging Markets ..........ccccccueueeee. — — — — — 14 — — — 14
Fixed Income
Corporate and Government Bonds — 80 — — 80 — 100 — — 100
Asset Backed Securities ................ — — — — — — 3 — — 3
Collective Trusts and Other
U.S. EQUItY «eeeeeeeeeeeeee 66 — — — 66 — — — — —
International Equity .......c..ccceeueeee. 71 — — — 71 — — — — —
Fixed Income - Multi-Asset Credit — 41 — — 41 — — — — —
Common Stock .......ccceeveveevnennnnne — — — — — — 59 — — 59
Commodities........ccuevreevverrerrrennnenne. — — — — — — 1 — — 1
Hedge Fund of Funds .................... — — — 42 42 — — — 22 22
Private Equity .....cceovevieieieeneee — — — 14 14 — — — 20 20
Total..oooeeeeciieiecieeeeeeeee, $156 $ 121 $ — $ 56 $ 333 $163 § 163 $§ — $ 42 § 368

The investment strategy of the postretirement pension plans (the "Plans") is based on many factors including broad economic
factors, historical and prospective information regarding capital market performance, investment strategies available to an asset
pool of this size, the current regulatory environment, the Plans’ liabilities and the expected interaction between assets and
liabilities. The primary objective of the strategy is to manage assets in such a way that will allow the eventual satisfaction of
obligations to the Plans’ participants and beneficiaries. To meet the primary objective the portfolios will be structured to provide
liquidity to meet the Plans’ benefit payment obligations and administration expenses, offer a reasonable probability of achieving
growth in assets that will assist in closing the Plans’ funding gap and enable the Plans to satisfy their liabilities.

Given the relationship between risk and return a moderately aggressive risk profile was implemented. Primary emphasis is to
strike a balance between portfolio stability and portfolio appreciation.

In line with the Plans' return objectives and risk parameters, target asset allocations, which were established following a 2015
asset liability study, are approximately 70% return-seeking assets and 30% liability-hedging assets. The return-seeking assets
include long only equities (both active and passive, domestic and international, across the capitalization range) to capture long-
term growth opportunities, hedge fund of funds to diversify the equity beta, return seeking credit (including high yield debt,
emerging market debt and bank loans) to provide a meaningful level of absolute return and diversify equity beta, global real
estate to diversify the equity beta and private equity. The liability-hedging assets are invested in high-quality, investment grade
bonds with durations that approximate the durations of the liabilities. The objective of the liability hedging assets is to dampen
the Plans’ surplus volatility.

All assets are managed by external investment managers. Each investment manager is expected to prudently manage the assets
in a manner consistent with the investment objectives, guidelines, and constraints outlined in their Investment Management
Agreements and the Investment Policy Statement. Managers are not permitted to invest outside of the asset class mandate (e.g.,
equity, fixed income, alternatives) or strategy for which they are appointed.
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Expected Future Benefit Payments

The expected future benefit payments for the years ending October 31, 2017 through 2021 and the five years ending
October 31, 2026 are estimated as follows:

Pension Benefit Other Postretirement
(in millions) Payments Benefit Payments(’\)
2007 ettt et s h e bt e a b bt et bttt e a b e bt et e at et eatenbeenee $ 306 $ 100
2018 ettt ettt b ettt sttt 293 105
200 ettt b e ettt b e et esht e e b e sateesateebeeas 287 111
20020 ettt ettt h e et e et e e bt e e bt e saae e bee e bt e anee e beeenteenateenteen 281 111
202 T ettt et ettt et e e tt e e tee e be e te e e tteenae e tee e teeanteenteeenteennteenteans 273 112
2022 through 2026 ......ooueeuieeieiieiiee ettt sne s 1,252 532

(A) Payments are net of expected participant contributions and expected federal subsidy receipts.
Defined Contribution Plans and Other Contractual Arrangements

Our defined contribution plans cover a substantial portion of domestic salaried employees and certain domestic represented
employees. The defined contribution plans contain a 401(k) feature and provide most participants with a matching contribution
from the Company. We deposit the matching contribution annually. Many participants covered by the plans receive annual
Company contributions to their retirement accounts based on an age-weighted percentage of the participant's eligible
compensation for the calendar year. Defined contribution expense pursuant to these plans was $29 million in both 2016 and
2015 and $27 million in 2014.

In accordance with the 1993 Settlement Agreement, an independent Retiree Supplemental Benefit Trust (the "Supplemental
Trust") was established. The Supplemental Trust, and the benefits it provides to certain retirees pursuant to a certain Retiree
Supplemental Benefit Program under the 1993 Settlement Agreement ("Supplemental Benefit Program"), is not part of our

consolidated financial statements.

Our contingent profit sharing obligations under a certain Supplemental Benefit Trust Profit Sharing Plan ("Supplemental
Benefit Trust Profit Sharing Plan") will continue until certain funding targets defined by the 1993 Settlement Agreement are
met. We have recorded no profit sharing accruals based on the operating performance of the entities that are included in the
determination of qualifying profits. For more information on pending arbitration regarding the Supplemental Benefit Trust
Profit Sharing Plan, see Note 14, Commitments and Contingencies.
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11. Income Taxes

The following table presents the domestic and foreign components of Loss from continuing operations before income taxes in
our Consolidated Statements of Operations:

For the Years Ended October 31,

(in millions) 2016 2015 2014

DIOMNIESEIC ......vevveeeeeeveteeeeeete ettt ettt e e s st s esese s et et ese s esesessas et et eseaseseseseneesesesenssesns $ ©95) $ (215) $ (398)

FOT@IGN. ...ttt sttt sttt st s b et s et st e bt 63 112 (158)
Loss from continuing operations before inCOMe taxes...........ecveveveeveererreisreenrennnns $ 32) $ (103) $ (556)

The following table presents the components of Income tax expense in our Consolidated Statements of Operations:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Current:
FOAETAL........ooeeeeeeeeeeeeeeeeeeeeeeeee ettt ettt e et n s eeeerensereneann $ a s 2 3 —
State and 10CAL .....c.eeiiieiieieieeee ettt ae b e “) ) 7
FOT@IGN vttt ettt ettt et e et esbe e b e st e esbeesbessaenseeseensesssenseensas 36) (64) (48)
TOtal CUITENE EXPEIISE. ....vevivirieriititietecteeteete ettt et et ee et eas s ssesee e eseesse e ereereeseans $ “41) $ 67) $ 41)
Deferred:
Federal.......cooiiiiiiiiccce et 13 2 13
State And 10CAL .......oooouiiiiiicieeecee e et a1 — —
FOT@IGN vttt ettt sttt et s et e e se et e enbesbaeseentenseensessaenses “) 14 2
Total deferred Denefit.........ccocveieiiieiiiiieececeee s $ 8 3 16 $ 15
Total INCOME tAX EXPEIISE. .. ..veueererierieerireeeeeteseeteeeseeeseseeseseesesseseeseneeseneesenes $ 33) $ 51) $ (26)

The following table presents a reconciliation of statutory federal income tax benefit (expense) recorded in Income tax expense
in our Consolidated Statements of Operations:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Federal income tax benefit at the statutory rate 0f 35%......ccccevveimeenecinenenineicinienns $ 11 3 36 $ 195
State income taxes, net of federal benefit...........ccceeieviiiiiiiiiiiiiccceeee e A3 — 4)
Credits and INCENTIVES. .......eeiiieiieiieeiie et sie et e eteesiteeteesbeesteeesseeseseesseessseessseasseessseensens 3 4 %)
Adjustments to valuation allOWaNnCES ...........ceecuerierierieniieierieieeee et (132) 4D (234)
FOT@IZN OPETAtIONS .....evvetieiiieeieieeiesit ettt et ettt et e sttt et e steebeeteebeesaesreenseessensesnsenseensens 53 (48) (€28
Unremitted fOreign CarningS.........ccereeruerieriierieneesieeeesteeteseesseeeessessesseessesssessesssesseensens 37 3D (6)
Adjustments to Uncertain taX POSIHIONS. ......c.eeuiruereriririeesteetesteseeeeeseeseeseeseeeeneeeeeeeeneens 10) ) 15
Income tax related to eqUItY COMPONENLS ........cceeirerriieeiriertireeieesieseesieseeseeseeeeeeeeeeeeneens — — 13
Non-controlling interest adjuStMENt ...........c.evveerierieriirienieieeteeete et 11 11 14
ONCT ..ot ettt et e et e e ta e et e e e b e e ta e et e e e ab e e ta e e b e e eaaeebeeenreenneas A3) 19 17
Recorded iNCOME taX EXPEISE .....vvevierreriieieeeieieeiesteeieeresseesaesseensessnesseensesseesesseenses $ 33) % 51) $ (26)
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The tax effect of pretax income or loss from continuing operations generally should be determined by a computation that does
not consider the tax effects of items that are not included in continuing operations. An exception to that incremental approach is
applied when there is a loss from continuing operations and income in another category of earnings (for example, discontinued
operations, other comprehensive income, additional paid in capital, etc.).

In that situation, the tax provision is first allocated to the other categories of earnings. A related tax benefit is then recorded in
continuing operations. This exception to the general rule applies even when a valuation allowance is in place at the beginning
and end of the year. While intraperiod tax allocations do not change the overall tax provision, it may result in a gross-up of the
individual components, thereby changing the amount of tax provision included in each category.

In the second quarter of 2014, in accordance with the intraperiod tax allocation rules, we recorded an income tax benefit of $13
million in Income tax expense related to continuing operations, and an offsetting reduction in Additional paid in capital, which
resulted from the issuance and repurchase of convertible notes. For more information, see Note 9, Debt.

For the year ended October 31, 2016 and 2015, we incurred additional losses in the U.S. and certain foreign jurisdictions and
recognized income tax expense of $132 million and $41 million, respectively, for the increase in the valuation allowance on our
deferred tax assets generated during the period. During the second quarter of 2014, we recorded an income tax expense of $29
million to establish the valuation allowance for Brazil deferred tax assets. In the fourth quarter of 2014, we recorded an
offsetting benefit of $16 million to reflect a tax law change in Brazil that allowed utilization of a portion of the net operating
loss carryforwards to satisfy other taxes.

At October 31, 2016, undistributed earnings of foreign subsidiaries were $551 million. At October 31, 2016 and 2015 we had
recorded deferred tax liabilities of less than $1 million and $37 million, respectively, for unremitted earnings from certain
Mexico subsidiaries. Domestic income taxes have not been provided on the remaining undistributed earnings because they are
either considered to be permanently invested in foreign subsidiaries or are expected to be repatriated without incremental U.S.
tax. It is not practicable to estimate the amount of unrecognized deferred tax liabilities, if any, for foreign earnings deemed to be
permanently reinvested.

In the first quarter of 2016, we reviewed the impact of recently enacted U.S. tax legislation, the most significant of which is the
Protecting Americans from Tax Hikes Act of 2015 ("PATH Act of 2015"), which extended the rules allowing us to forego bonus
depreciation in exchange for refunds of previously paid Alternative Minimum Tax ("AMT"). This change resulted in the likely
realization of our deferred AMT credits, on a more likely than not basis, which supports the release of the associated valuation
allowance. In addition, the PATH Act of 2015 extended the "look-through rule," under subpart F of the U.S. Internal Revenue
Code, which had expired for us on September 30, 2015. The "look-through rule" had provided an exception to the U.S. taxation
of certain income generated by foreign subsidiaries. The rule was extended in December 2015 with retroactive effect to the
beginning of our 2016 fiscal year, and the rule will remain in place through our 2020 fiscal year. This rule extension allowed us
to reverse recently recognized deferred tax liabilities associated with earnings in foreign jurisdictions. However, since the
reversal of this deferred tax liability also had an associated and completely offsetting valuation allowance effect, there was no
impact to total deferred taxes due to this change.

Also in the first quarter of 2016, we elected to early adopt the provisions of ASU 2015-17, “Income Taxes (Topic 740): Balance
Sheet Classification of Deferred Taxes.” This ASU requires the offset of all deferred tax assets and liabilities, including
valuation allowances, for each tax-paying jurisdiction within each tax-paying component. The net deferred tax must be
presented as a single noncurrent amount for each jurisdiction. In accordance with the adoption provisions of ASU 2015-17, we
have chosen to apply this change prospectively, and as a result, prior year amounts are maintained as originally filed.
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The following table presents the components of the deferred tax asset (liability):

As of October 31,

(in millions) 2016 2015
Deferred tax assets attributable to:
Employee benefits HADIIIES ........cveieveiiieieiiieieieieet ettt ebe s s s esenas $ 1274 § 1,253
Net operating 10ss ("NOL") CarryfOrwards .........coceveererieniieiienieieseesieetesie et 1,324 1,161
Product liability and Warranty acCruals..........c.ccuerierierierieeieniesieetesieeieseeere e te e seeesaeeene e enseses 362 419
Research and deVEIOPMENL ..........cccueiuieierieiieieiteie ettt ste et este e et esteesaessaeseesaenseesseseeen 172 135
Tax credit CarryTOrWaTAS. ... ..coeiiiieiet ettt ettt ettt see et seesaens 262 266
L0 34 3 PSPPI 232 239
GTOSS AETEITEA tAX ASSELS ..vvvviiiiiiiiiiieiee e e eeeee e e ettt e e e e e ettt e e e e seataeeeeeessaaaeeessesssasseeessennnnes 3,626 3,473
Less: Valuation @llOWANCES. .........coovieiiirieeeeireeeeieeeeeeee e ettt e eete e e eeteeeeereeeeeaveeeeareeeesreeeenteeeensrreeenanens 3,434 3,260
Net deferTed tAX ASSEES ...oveviirieueriirieteteierieteteeetetetetet et et tese st et tes et et e teseessesesanessesesesessesesesensenes $ 192 § 213
Deferred tax liabilities attributable to: -
Unremitted fOreign Carmings ........ccooveieieieieieieieeeieecee ettt ettt ettt sttt seesteseeseesaeseesaeseesaeseens $ — 3 37
L0 34 3 TP @31 (26)
Total deferred tax HaDILItIES . .......c.oeveevieriereeteetectect ettt ettt ettt e v ete et ete e eaeeveeveeaens $ 31 $ (63)

At October 31, 2016, deferred tax assets attributable to NOL carryforwards include $945 million attributable to U.S. federal
NOL carryforwards, $150 million attributable to state NOL carryforwards, and $229 million attributable to foreign NOL
carryforwards. If not used to reduce future taxable income, U.S. federal NOLs are scheduled to expire beginning in 2025. State
NOLs can be carried forward for initial periods of 5 to 20 years, and are scheduled to expire in 2017 to 2036. Approximately
one third of our foreign net operating losses will expire, beginning in 2028, while the majority of the remaining balance has no
expiration date.

There are $63 million of NOL carryforwards relating to stock option tax benefits which are deferred until utilization of our net
operating losses. These tax benefits will be allocated to Additional paid-in capital when recognized. The majority of our tax
credits can be carried forward for initial periods of 20 years, and are scheduled to expire in 2019 to 2036. AMT credits can be
carried forward indefinitely.

A valuation allowance is required to be established or maintained when, based on currently available information, it is more
likely than not that all or a portion of a deferred tax asset will not be realized. The guidance on accounting for income taxes
provides important factors in determining whether a deferred tax asset will be realized, including whether there has been
sufficient taxable income in recent years and whether sufficient income can reasonably be expected in future years in order to
utilize the deferred tax asset.

For the year ended October 31, 2016, we have evaluated the need to maintain a valuation allowance for deferred tax assets
based on our assessment of whether it is more likely than not that deferred tax benefits will be realized through the generation
of future taxable income. Appropriate consideration is given to all available evidence, both positive and negative, in assessing
the need for a valuation allowance. We have concluded that the valuation allowance on our U.S. deferred AMT credits is no
longer necessary due to the enactment of the PATH Act of 2015. This partial valuation allowance release resulted in an income
tax benefit of $13 million which was recorded in the first quarter of 2016. We incurred additional domestic losses from
continuing operations for the years ended October 31, 2016, 2015, and 2014, resulting in objective negative evidence of
cumulative losses that outweighs the subjective positive evidence. The qualitative and quantitative analysis of current and
expected domestic earnings, industry volumes, tax planning strategies, and general business risks resulted in a more likely than
not conclusion of not being able to realize a significant portion of our deferred tax assets as of October 31, 2016.

We continue to maintain valuation allowances on certain other foreign deferred tax assets that we believe, on a more-likely-
than-not basis, will not be realized based on current forecasted results. For all remaining deferred tax assets, while we believe
that it is more likely than not that they will be realized, we believe that it is reasonably possible that additional deferred tax
asset valuation allowances could be required in the next twelve months.

The total deferred tax asset valuation allowances were $3.4 billion and $3.3 billion at October 31, 2016 and 2015, respectively.
In the event we released all of our valuation allowances, almost all would impact income taxes as a benefit in our Consolidated
Statements of Operations.
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We recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in
the consolidated financial statements from such a position are measured based on the largest benefit that has a greater than fifty
percent likelihood of being realized upon ultimate settlement. As of October 31, 2016, the amount of liability for uncertain tax
positions was $50 million. The liability at October 31, 2016 has a recorded offsetting tax benefit associated with various issues
that total $12 million. If the unrecognized tax benefits are recognized, all would impact our effective tax rate. However, to the
extent we continue to maintain a full valuation allowance against certain deferred tax assets, the effect may be in the form of an
increase in the deferred tax asset related to our net operating loss carryforward, which would be offset by a full valuation
allowance.

Changes in the liability for uncertain tax positions are summarized as follows:

For the Year Ended

(in millions) October 31, 2016
Liability for uncertain tax positions at NOVEMDET 1 .......cceevieriiiirieiiinieiieiesiieie sttt eaesaeens $ 41
Increase as a result of positions taken in Prior PEriods.........ceeeereeierierieriienieeiere et ere e eresaeebeeenes 9
Decrease as a result of foreign currency translation adjustments............ccecevvevieecvereecieneennenne —
LT3 1S3 013 411U —
Liability for uncertain tax positions at OCtODEr 31 ........cccviriririeirieiirieirieeneteeree ettt $ 50

We recognize interest and penalties related to uncertain tax positions as part of Income tax expense. Total interest and penalties
related to our uncertain tax positions resulted in an income tax expense of less than $1 million and $1 million for the years
ended October 31, 2016 and 2015, respectively, and an income tax benefit of $4 million for the year ended October 31, 2014.
The total interest and penalties accrued were $8 million for both of the years ended October 31, 2016 and 2015.

We have open tax years back to 2001 with various significant taxing jurisdictions including the U.S., Canada, Mexico, and
Brazil. In connection with the examination of tax returns, contingencies may arise that generally result from differing
interpretations of applicable tax laws and regulations as they relate to the amount, timing, or inclusion of revenues or expenses
in taxable income, or the sustainability of tax credits to reduce income taxes payable. We believe we have sufficient accruals for
our contingent tax liabilities. Annual tax provisions include amounts considered sufficient to pay assessments that may result
from examinations of prior year tax returns, although actual results may differ. While it is probable that the liability for
unrecognized tax benefits may increase or decrease during the next twelve months, we do not expect any such change would
have a material effect on our financial condition, results of operations, or cash flows.

12. Fair Value Measurements

For assets and liabilities measured at fair value on a recurring and nonrecurring basis, a three-level hierarchy of measurements
based upon observable and unobservable inputs is used to arrive at fair value. Observable inputs are developed based on market
data obtained from independent sources, while unobservable inputs reflect our assumptions about valuation based on the best
information available in the circumstances. Depending on the inputs, we classify each fair value measurement as follows:

*  Level 1—based upon quoted prices for identical instruments in active markets,

*  Level 2—based upon quoted prices for similar instruments, prices for identical or similar instruments in markets that
are not active, or model-derived valuations, all of whose significant inputs are observable, and

* Level 3—based upon one or more significant unobservable inputs.
The following section describes key inputs and assumptions in our valuation methodologies:

Cash Equivalents and Restricted Cash Equivalents—We classify highly liquid investments, with an original maturity of 90 days
or less, including U.S. Treasury bills, federal agency securities, and commercial paper, as cash equivalents. The carrying
amounts of cash and cash equivalents and restricted cash approximate fair value because of the short-term maturity and highly
liquid nature of these instruments.

Marketable Securities—Our marketable securities portfolios are classified as available-for-sale and primarily include
investments in U.S. government securities and commercial paper with an original maturity greater than 90 days. We use quoted
prices from active markets to determine fair value.

Derivative Assets and Liabilities—We measure the fair value of derivatives assuming that the unit of account is an individual
derivative transaction and that each derivative could be sold or transferred on a stand-alone basis. We classify within Level 2
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our derivatives that are traded over-the-counter and valued using internal models based on observable market inputs. In certain
cases, market data is not available and we estimate inputs such as in situations where trading in a particular commodity is not
active. Measurements based upon these unobservable inputs are classified within Level 3. For more information regarding
derivatives, see Note 13, Financial Instruments and Commodity Contracts.

Guarantees—We provide certain guarantees of payments and residual values to specific counterparties. Fair value of these
guarantees is based upon internally developed models that utilize current market-based assumptions and historical data. We
classify these liabilities within Level 3. For more information regarding guarantees, see Note 14, Commitments and
Contingencies.

The following table presents the financial instruments measured at fair value on a recurring basis:

As of October 31, 2016 As of October 31, 2015
(in millions) Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Assets
Marketable securities:
$ 6 $§ — 8 — § 6 § 53§ — $ — $ 53
40 — — 40 106 — — 106
Derivative financial instruments:
Commodity forward contracts™............. — 2 — 2 — — — —
Foreign currency contracts™ ................. — — — — — 1 — 1
Interest rate caps™ ........cocooovvervirrenrs — 1 — 1 — — — —
Total aSSetS.......cevvrvevererrerrrieireieennnnn $ 46 $ 3§ — $ 49 § 159 $ 1 § — $ 160
Liabilities -
Derivative financial instruments:
Commodity forward contracts© ........... $ — % — $ — $ — % — 3 $ —
Foreign currency contracts .................. — — — — — 2 —
GUATANTEES ...ttt — — 23 23 — — 10 10
Total liabilities .........cceevveveecrereenene $ — ¢ — % 238 23§ — § 4 $ 10 $ 14

(A) The asset value of commodity forward contracts and foreign currency contracts is included in Other current assets in the accompanying Consolidated
Balance Sheets.

(B) The asset value of interest rate caps is included in Other noncurrent assets in the accompanying Consolidated Balance Sheets.

(C) The liability value of commodity forward contracts and foreign currency contracts is included in Other current liabilities in the accompanying
Consolidated Balance Sheets.

The following table presents the changes for those financial instruments classified within Level 3 of the valuation hierarchy:

October 31,  October 31,

(in millions) 2016 2015
Guarantees, at beginning Of PETIOQ ........covviriiriiiiiieeeieeee ettt sttt sbeens $ (10) $ ®)
Transfers OUt Of LVl 3....c.ooiiiiiiic ettt — —
ISSUANCES ...t s 17 %)
Settlements...................... 4 3
Guarantees, at end of period . $ 23) $ (10)
Change in unrealized gains on assets (liabilities) still held s — s —
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The following table presents the financial instruments measured at fair value on a nonrecurring basis:

October 31, October 31,
(in millions) 2016 2015

Level 2 financial instruments

Carrying value of impaired finance receivables “.............co.covuiiuoouoeeeeeeeeeeeeeeeeeee e $ 15 §$ 21
SPECITIC L0SS TESEIVE.....veuviiuiiiieticiiecte ettt ettt ettt et e et e ete et e eteeebeetb e seeaseeseebeessesssenseessenseeasesreens 3 9

FAIE VALUE ..o ettt et et ettt ettt $ 7 S 12

(A) Certain impaired finance receivables are measured at fair value on a nonrecurring basis. An impairment charge is recorded for the amount by which the
carrying value of the receivables exceeds the fair value of the underlying collateral, net of remarketing costs. Fair values of the underlying collateral are
determined by reference to dealer vehicle value publications adjusted for certain market factors.

In the second quarter of 2014, for the purpose of impairment evaluation we measured the implied fair value of our Brazilian
engine reporting unit's goodwill and the fair value of an indefinite-lived intangible asset, a trademark. Our Brazilian engine
reporting unit's goodwill was determined to be fully impaired and resulted in a non-cash charge of $142 million. In addition, the
related trademark, with a carrying value of $43 million was determined to be impaired and a non-cash charge of $7 million was
recognized. The impairment charges were included in Asset impairment charges in our Consolidated Statements of Operations.
We utilized the income approach to determine the fair value of these Level 3 assets. For more information, see Note 7, Goodwill
and Other Intangible Assets, Net.

In addition, in 2014, the Truck segment recorded asset impairment charges of $33 million, which were primarily related to
potential sales of assets requiring assessment of impairment for certain intangible and long-lived assets, reflecting our ongoing
evaluation of our portfolio of assets to validate their strategic and financial fit. These charges were included in Asset impairment
charges in our Consolidated Statements of Operations. We utilized the market approach to determine the fair values of these
Level 2 and Level 3 assets.

In addition to the methods and assumptions we use for the financial instruments recorded at fair value as discussed above, we
use the following methods and assumptions to estimate the fair value for our other financial instruments that are not marked to
market on a recurring basis. The carrying amounts of Cash and cash equivalents, Restricted cash, and Accounts payable
approximate fair values because of the short-term maturity and highly liquid nature of these instruments. Finance receivables
generally consist of retail and wholesale accounts and retail and wholesale notes. The carrying amounts of Trade and other
receivables and retail and wholesale accounts approximate fair values as a result of the short-term nature of the receivables. The
carrying amounts of wholesale notes approximate fair values as a result of the short-term nature of the wholesale notes and their
variable interest rate terms. Due to the nature of the aforementioned financial instruments, they have been excluded from the
fair value amounts presented in the table below.

The fair values of our retail notes are estimated by discounting expected cash flows at estimated current market rates. The fair
values of our retail notes are classified as Level 3 financial instruments.

The fair values of our debt instruments classified as Level 1 were determined using quoted market prices. The 6.5% Tax
Exempt Bonds, due 2040, are traded, but the trading market is illiquid, and as a result, the Loan Agreement underlying the Tax
Exempt Bonds is classified as Level 2. The fair values of our Level 3 debt instruments are generally determined using internally
developed valuation techniques such as discounted cash flow modeling. Inputs such as discount rates and credit spreads reflect
our estimates of assumptions that market participants would use in pricing the instrument and may be unobservable.

110



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

The following tables present the carrying values and estimated fair values of financial instruments:

As of October 31, 2016
Estimated Fair Value Carrying
(in millions) Level 1 Level 2 Level 3 Total Value
Assets
REAIL NOLES ...ttt $ — % — $ 153 $§ 153 § 151
NOLES TECEIVADIE ... — — 1 1 1
Liabilities
Debt:
Manufacturing operations
Senior Secured Term Loan Credit Facility, as Amended, due 2020....... — — 1,037 1,037 1,009
8.25% Senior Notes, due 2022 ........coeeeveeeeeeeeeeeeeeeeeeeeeee e 1,180 — — 1,180 1,173
4.50% Senior Subordinated Convertible Notes, due 2018 ............... — — 189 189 189
4.75% Senior Subordinated Convertible Notes, due 2019 — — 382 382 383
Financing arrangements ............cccecvveevereesieeienieeeesieesieeeesseesesseesesenens — — 17 17 37
Loan Agreement related to 6.50% Tax Exempt Bonds, due 2040......... — 233 — 233 220
Financed lease obligations ............ccccevveieieieieieieieeeeeeeeeeeee e — — 52 52 52
(0111 1S) RPN PRP SRR — — 26 26 28
Financial Services operations
Asset-backed debt issued by consolidated SPEs, at various rates, due
serially through 2022..........coeviiieiiiiieiieeeece et — — 754 754 753
Bank credit facilities, at fixed and variable rates, due dates from 2017
through 2021 ....ooiiieeceee e — — 851 851 861
Commercial paper, at variable rates, program matures in 2017............. 96 — — 96 96
Borrowings secured by operating and finance leases, at various rates,
due serially through 2021 .........c.coveieieieieieieieeeeeeee e — — 98 98 98
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As of October 31, 2015
Estimated Fair Value Carrying
(in millions) Level 1 Level 2 Level 3 Total Value
Assets
REtAI] NOLES ...ttt $ — % — % 170 $§ 170 $§ 166
NOLES TECEIVADIE ...t — — 3 3 3
Liabilities
Debt:
Manufacturing operations
Senior Secured Term Loan Credit Facility, as Amended, due 2020...... — — 1,014 1,014 1,014
8.25% Senior Notes, due 2022 ........coeeevieeeeeeeeeeeeeeeeeeee e 998 — — 998 1,168
4.50% Senior Subordinated Convertible Notes, due 2018 ................ — — 148 148 184
4.75% Senior Subordinated Convertible Notes, due 2019 — — 289 289 373
Financing arrangements ............cccecuvecvereesieeeenieeiesieesieeeesreeaesseesesenens — — 17 17 43
Loan Agreement related to 6.50% Tax Exempt Bonds, due 2040......... — 233 — 233 220
Financed lease obligations ............c.ccevveveieieieieieeeeeieeeeeeeee e — — 111 111 111
(0111 1S) USSP — — 45 45 43
Financial Services operations
Asset-backed debt issued by consolidated SPEs, at various rates, due
serially through 2018.........ccecoviiiieiiiiieieeeeee et — — 865 865 864
Bank credit facilities, at fixed and variable rates, due dates from 2016
through 2020 .....oviiiieieeeeeeee et — — 1,048 1,048 1,062
Commercial paper, at variable rates, program matures in 2017............. 86 — — 86 86
Borrowings secured by operating and finance leases, at various rates,
due serially through 2020..........ccevveierieieieieieeeiee e — — 80 80 81

(A) The carrying value represents the consolidated financial statement amount of the debt which excludes the allocation of the conversion feature to equity,
while the fair value is based on internally developed valuation techniques such as discounted cash flow modeling for Level 3 convertible notes which
include the equity feature.

13. Financial Instruments and Commodity Contracts
Derivative Financial Instruments

We use derivative financial instruments as part of our overall interest rate, foreign currency, and commodity risk management
strategies to reduce our interest rate exposure, reduce exchange rate risk for transactional exposures denominated in currencies
other than the functional currency, and minimize the effect of commodity price volatility. From time to time, we use foreign
currency forward and option contracts to manage the risk of exchange rate movements that would affect the value of our foreign
currency cash flows. Foreign currency exchange rate movements create a degree of risk by affecting the value of sales made
and costs incurred in currencies other than the functional currency. In addition, we also use commodity forward contracts to
manage our exposure to variability in certain commodity prices.

We generally do not enter into derivative financial instruments for speculative or trading purposes and did not during the years
ended October 31, 2016, 2015, and 2014. None of our derivatives qualified for hedge accounting treatment during the years
ended October 31, 2016, 2015, and 2014.

The majority of our derivative contracts are transacted under International Swaps and Derivatives Association master
agreements. Each agreement permits the net settlement of amounts owed in the event of default or certain other termination
events. For derivative financial instruments, we have elected not to offset derivative positions in the balance sheet with the
same counterparty under the same agreement. Collateral is generally not required to be provided by our counter-parties for
derivative contracts. However, certain of our derivative contracts contain provisions that require us to provide collateral if
certain loss thresholds are exceeded. Collateral of less than $1 million and $1 million was provided as of October 31, 2016 and
2015, respectively. We manage exposure to counter-party credit risk by entering into derivative financial instruments with
various major financial institutions that can be expected to fully perform under the terms of such instruments. We do not
anticipate nonperformance by any of the counter-parties. Our exposure to credit risk in the event of nonperformance by the
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counter-parties is limited to those assets that have been recorded, but have not yet been received in cash. At October 31, 2016
and 2015, our exposure to the credit risk of others was $3 million and $1 million, respectively.

The following table presents the location and amount of (gain) loss recognized in our Consolidated Statements of Operations
related to derivatives:

For the Years Ended October 31,

Location in Consolidated

(in millions) Statements of Operations 2016 2015 2014
Interest rate caps Interest expense $ — § 1§ 1
CrOSS CUITENCY SWAPS ...vverveenreeerereerenreensessresseesesseensesssenses Other income, net ..................... — 2 3
Foreign currency CoOntracts..........ccoeeeevereervesvenieeseesneenennes Other income, net..................... — ) €8
Commodity forward contracts............ccceveevereevieeeesneennenne. Costs of products sold............... ) 12 1
TOtAl (ZAIN) LOSS....viuivevieieiietieietet ettt ettt ettt ettt et st eae bt ae s s et esess s esees s s sesnasans $ @ 3 6 $ 4

Foreign Currency Contracts

During 2016 and 2015, we entered into foreign exchange forward and option contracts as economic hedges of anticipated cash
flows denominated in Brazilian reais, euros, Canadian dollars, and Mexican pesos. All contracts were entered into to protect
against the risk that the eventual cash flows resulting from certain transactions would be affected by changes in exchange rates
between the U.S. dollar and the respective foreign currency.

The following table presents the outstanding foreign currency contracts:

Notional
(in millions) Currency Amount Maturity
As of October 31, 2016
Forward exchange contract............ccecveveeriieveneesieseeneennnn EUR € 4 November 2016 - January 2017
Forward exchange contract............ccccceeeevieevenieeveesreeneenen. MXN r 1,064 November 2016 - January 2017®
As of October 31, 2015
Forward exchange contract...........c..ccoceeveieeneeeieiierennns EUR € 30 November 2015 - October 2016
Forward exchange contract............ccecevverieecveneesieneennennnnn CAD C$ 25 November 2015
Forward exchange contract............cccceeeevveevenieeveenreeneennn. MXN P 1,270 November 2015

(A) Forward exchange contracts of €1 million matured in November 2016, €1 million mature in December 2016, and €2 million mature in January 2017.
(B) Forward exchange contracts of *4(14 million matured in November 2016 and P3() million mature in January 2017.

(C) Forward exchange contracts of €2 million settled in November 2015, €3 million matured in November 2015, €3 million matured in December 2015, €4
million matured in January 2016, and €2 million matured each month from February 2016 through October 2016.

Commodity Forward Contracts

During 2016 and 2015, we entered into commodity forward contracts as economic hedges of our exposure to variability in
commodity prices for diesel fuel and steel. As of October 31, 2016, we had outstanding diesel fuel contracts with aggregate
notional values of $4 million and outstanding steel contracts with aggregate notional values of $8 million. The commodity
forward contracts have various maturity dates through March 31, 2017. As of October 31, 2015, we had outstanding diesel fuel
contracts with aggregate notional values of $24 million and outstanding steel contracts with aggregate notional values of $6
million. All of these contracts were entered into to protect against the risk that the eventual cash flows related to purchases of
the commodities will be affected by changes in prices.

Interest-Rate Contracts

From time to time, we enter into various interest-rate contracts, interest rate caps, and cross currency swaps. As of both October
31, 2016 and 2015, there were no outstanding cross currency swaps. We are exposed to interest rate and exchange rate risk as a
result of our borrowing activities. The objective of these contracts is to mitigate fluctuations in earnings, cash flows, and fair
value of borrowings. Our Mexican financial services operation uses interest rate caps and cross currency swaps to protect
against the potential of rising interest rates as required by the terms of its variable-rate asset-backed securities, and fluctuations
in the value of the peso, as required under our Mexican bank credit facilities. As of October 31, 2016 and 2015, the notional
amount of our outstanding interest rate caps at our Mexican financial services operation was $156 million and $108 million,
respectively.
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14. Commitments and Contingencies
Guarantees

We occasionally provide guarantees that could obligate us to make future payments if the primary entity fails to perform under
its contractual obligations. We have recognized liabilities for some of these guarantees in our Consolidated Balance Sheets as
they meet the recognition and measurement provisions of U.S. GAAP. In addition to the liabilities that have been recognized,
we are contingently liable for other potential losses under various guarantees. We do not believe that claims that may be made
under such guarantees would have a material effect on our financial condition, results of operations, or cash flows.

In March 2010, we entered into an operating agreement with GE Capital which contains automatic extensions and is subject to
early termination provisions (the "Navistar Capital Operating Agreement"). Effective December 1, 2015, GE Capital assigned
the Navistar Capital Operating Agreement to BMO Financial Group and its wholly-owned subsidiary BMO Harris Bank N.A.
as part of General Electric’s sale of its GE Transportation Finance business. Under the terms of the Navistar Capital Operating
Agreement, GE Capital was, and now BMO is, our third-party preferred source of retail customer financing for equipment
offered by us and our dealers in the U.S. We refer to this alliance as "Navistar Capital." The Navistar Capital Operating
Agreement contains a loss sharing arrangement for certain credit losses. Under the loss sharing arrangement, as amended, we
generally reimburse our financing partner for credit losses in excess of the first 10% of the financed value of a contract; for
certain leases we reimburse our financing partner for credit losses up to a maximum of the first 9.5% of the financed value of
those lease contracts. Our exposure to loss is mitigated because contracts under the Navistar Capital Operating Agreement are
secured by the financed equipment. There were $1.5 billion and $1.4 billion of outstanding loan principal and operating lease
payments receivable at October 31, 2016 and 2015, respectively, financed through the Navistar Capital Operating Agreement
and subject to the loss sharing arrangements in the U.S. The related financed values of these outstanding contracts were $2.4
billion and $2.3 billion at October 31, 2016 and 2015, respectively. Generally, we do not carry the contracts under the Navistar
Capital Operating Agreement on our Consolidated Balance Sheets. However, for certain Navistar Capital financed contracts
which we have accounted for as borrowings, we have recognized equipment leased to others of $48 million and $102 million
and financed lease obligations of $51 million and $110 million, in our Consolidated Balance Sheets as of October 31, 2016 and
2015, respectively.

We also have issued a limited number of residual value guarantees, for which losses are generally capped, in connection with
various leases. If substantial risk of loss has not transferred, we account for these arrangements as operating leases and revenue
is recognized straight-line over the term of the lease. If substantial risk of loss has transferred, revenue is recognized upon sale
and the amounts of the guarantees are estimated and recorded. Our guarantees are contingent upon the fair value of the leased
assets at the end of the lease term. The amount of losses related to these arrangements has not been material to our Consolidated
Statements of Operations or Consolidated Statements of Cash Flows and the value of the guarantees and accruals recorded are
not material to our Consolidated Balance Sheets.

We obtain certain stand-by letters of credit and surety bonds from third-party financial institutions in the ordinary course of
business when required under contracts or to satisfy insurance-related requirements. As of October 31, 2016, the amount of
stand-by letters of credit and surety bonds was $88 million.

In addition, as of October 31, 2016, we have entered into various purchase commitments of $22 million and contracts that have
cancellation fees of $52 million with various expiration dates through 2021.

In the ordinary course of business, we also provide routine indemnifications and other guarantees, the terms of which range in
duration and often are not explicitly defined. We do not believe these will result in claims that would have a material impact on
our financial condition, results of operations, or cash flows.

Environmental Liabilities

We have been named a potentially responsible party ("PRP"), in conjunction with other parties, in a number of cases arising
under an environmental protection law, the Comprehensive Environmental Response, Compensation, and Liability Act,
popularly known as the "Superfund" law. These cases involve sites that allegedly received wastes from current or former
Company locations. Based on information available to us which, in most cases, consists of data related to quantities and
characteristics of material generated at current or former Company locations, material allegedly shipped by us to these disposal
sites, as well as cost estimates from PRPs and/or federal or state regulatory agencies for the cleanup of these sites, a reasonable
estimate is calculated of our share of the probable costs, if any, and accruals are recorded in our consolidated financial
statements. These accruals are generally recognized no later than upon completion of the remedial feasibility study and are not
discounted to their present value. We review all accruals on a regular basis and believe that, based on these calculations, our
share of the potential additional costs for the cleanup of each site will not have a material effect on our financial condition,
results of operations, or cash flows.
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Two sites formerly owned by us, Solar Turbines in San Diego, California, and the Canton Plant in Canton, Illinois, were
identified as having soil and groundwater contamination. Two sites in Sao Paulo, Brazil, one at which we are currently
operating and one where we formerly operated, were identified as having soil and groundwater contamination. While
investigations and cleanup activities continue at these and other sites, we believe that we have adequate accruals to cover costs
to complete the cleanup of all sites.

We have accrued $20 million for these and other environmental matters, which are included within Other current liabilities and
Other noncurrent liabilities, as of October 31, 2016. The majority of these accrued liabilities are expected to be paid subsequent
to 2017.

Along with other vehicle manufacturers, we have been subject to an increased number of asbestos-related claims in recent
years. In general, these claims relate to illnesses alleged to have resulted from asbestos exposure from component parts found in
older vehicles, although some cases relate to the alleged presence of asbestos in our facilities. In these claims, we are generally
not the sole defendant, and the claims name as defendants numerous manufacturers and suppliers of a wide variety of products
allegedly containing asbestos. We have strongly disputed these claims, and it has been our policy to defend against them
vigorously. Historically, the actual damages paid out to claimants have not been material in any year to our financial condition,
results of operations, or cash flows. It is possible that the number of these claims will continue to grow, and that the costs for
resolving asbestos related claims could become significant in the future.

Legal Proceedings
Overview

We are subject to various claims arising in the ordinary course of business, and are party to various legal proceedings that
constitute ordinary, routine litigation incidental to our business. The majority of these claims and proceedings relate to
commercial, product liability, and warranty matters. In addition, from time to time we are subject to various claims and legal
proceedings related to employee compensation, benefits, and benefits administration including, but not limited to, compliance
with the Employee Retirement Income Security Act of 1974, as amended ("ERISA"), and Department of Labor requirements.
In our opinion, apart from the actions set forth below, the disposition of these proceedings and claims, after taking into account
recorded accruals and the availability and limits of our insurance coverage, will not have a material adverse effect on our
business or our financial condition, results of operations, or cash flows.

Profit Sharing Disputes

Pursuant to the 1993 Settlement Agreement, the program administrator and named fiduciary of the Supplemental Benefit
Program is the Supplemental Benefit Program committee (the "Committee"), composed of individuals not appointed by NI or
NIC. In August 2013, the Committee filed a motion for leave to amend its February 2013 complaint (which sought injunctive
relief for the Company to provide certain information to which it was allegedly entitled under the Supplemental Benefit Trust
Profit Sharing Plan) and a proposed amended complaint (the "Profit Sharing Complaint") in the U.S. District Court for the
Southern District of Ohio (the "Court"). Leave to file the Profit Sharing Complaint was granted by the Court in October 2013.
In its Profit Sharing Complaint, the Committee alleged the Company breached the 1993 Settlement Agreement and violated
ERISA by failing to properly calculate profit sharing contributions due under the Supplemental Benefit Trust Profit Sharing
Plan. The Committee seeks damages in excess of $50 million, injunctive relief and reimbursement of attorneys' fees and costs.
In October 2013, the Company filed a Motion to Dismiss the Profit Sharing Complaint and to compel the Committee to comply
with the dispute resolution procedures set forth in the Supplemental Benefit Trust Profit Sharing Plan. In March 2014, the Court
denied the Company's Motion to Dismiss and ruled, among other things, that the Company waived its right to compel the
Committee to comply with the dispute resolution provisions set forth in the Supplemental Benefit Trust Profit Sharing Plan. In
April 2014, the Company appealed the Court's refusal to compel the Committee to comply with the dispute resolution process
to the Court of Appeals for the 6th Circuit. The Company also filed a motion with the Court to stay all proceedings pending the
appeal. In May 2014, the Court granted the motion to stay all proceedings, including discovery, pending the appeal. In March
2015, the 6™ Circuit Court of Appeals remanded the case to the Court with instructions that the Committee’s claims in the Profit
Sharing Complaint be arbitrated. In May 2015, the Court ordered that the claims in the Profit Sharing Complaint be arbitrated
pursuant to the dispute resolution procedures in the Supplemental Benefit Trust Profit Sharing Plan. In November 2015, the
Company and the Committee selected an arbitrator and the discovery process has commenced. On August 1, 2016, the parties
submitted briefs on issues related to the scope of the arbitration.

In addition, various local bargaining units of the United Automobile, Aerospace and Agricultural Implement Workers of
America ("UAW") have filed separate grievances pursuant to the profit sharing plans under various collective bargaining
agreements in effect between the Company and the UAW that may have similar legal and factual issues as the Profit Sharing
Complaint.
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Based on our assessment of the facts underlying the claims in the above actions, we are unable to provide meaningful
quantification of how the final resolution of these claims may impact our future consolidated financial condition, results of
operations, or cash flows.

Retiree Health Care Litigation

On October 21, 2016, two lawsuits were filed in the U.S. District Court for the Southern District of Ohio relating to
postretirement healthcare and life insurance obligations under the 1993 Settlement Agreement. The first lawsuit (the
“Committee’s Complaint”) was filed by the Supplemental Benefit Program Committee, which pursuant to the 1993 Settlement
Agreement is composed of individuals not appointed by NI or NIC and is the Committee. The Committee’s Complaint was
filed against NIC, NI, NFC and a former affiliate (collectively, the “Defendants™), all of which are parties to the 1993
Settlement Agreement. Since January 1, 2012, the Navistar, Inc. Retiree Health Benefit Trust, created pursuant to the 1993
Settlement Agreement (the “Base Trust”), has received certain Medicare Part D subsidies from the federal Centers for Medicare
and Medicaid Services that were made available for prescription drug benefits provided to Medicare-eligible seniors pursuant to
the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 and has also received certain Medicare Part D
coverage-gap discounts from prescription drug manufacturers that were made available to eligible seniors pursuant to the
Patient Protection and Affordable Care Act (collectively, the “Subsidies”). The Committee alleges, among other things, that the
Defendants breached the 1993 Settlement Agreement since January 1, 2012 by causing the Base Trust to allocate the Subsidies
in a manner that improperly decreased the Defendants’ contributions to the Base Trust and increased retiree contributions. The
Committee seeks damages, attorneys’ fees and costs for all alleged violations of the 1993 Settlement Agreement, including
approximately $26 million, which the Committee alleges is the eligible retirees’ “fair share” of the Subsidies that were allegedly
misappropriated by the Defendants from January, 2012 through April, 2015.

The second lawsuit was filed by two individual members of the Committee (the “Committee Members”) who are retirees and
participants in the Navistar, Inc. Health Benefit and Life Insurance Plan (the “Plan”) created pursuant to the 1993 Settlement
Agreement. The Committee Members’ complaint (the “Committee Members’ Complaint”) was filed against NIC, NI, NFC and
certain other former or current affiliates, all of which are parties or employers as defined in the 1993 Settlement

Agreement. The Committee Members allege, among other things, that the Company violated the terms of the Plan, breached a
fiduciary duty under the ERISA, and engaged in ERISA-prohibited transactions by improperly using the Plan’s assets (a portion
of the Subsidies) for the Company’s benefit. The Committee Members request that the court order Defendants to restore all
losses to the Base Trust, including approximately $26 million, which the Committee Members allege is the Plan participants’
“fair share” of the Subsidies that were allegedly misappropriated by the Defendants from January 2012 through April

2015. The Committee Members also request that the court enjoin the defendants from alleged future violations of the Plan and
ERISA with respect to treatment of the Subsidies, order the Defendants to remedy all alleged ERISA-prohibited transactions
and pay the Committee Members’ attorneys’ fees and costs.

The Defendants' responses to each complaint are due in January 2017.

Based on our assessment of the facts underlying the claims in the above actions, we are unable to provide meaningful
quantification of how the final resolution of these claims may impact our future consolidated financial condition, results of
operations, or cash flows.

FATMA Notice

International Industria Automotiva da América do Sul Ltda. ("ITAA"), formerly known as Maxion International Motores S/A
("Maxion"), now a wholly owned subsidiary of the Company, received a notice in July 2010 from the State of Santa Catarina
Environmental Protection Agency ("FATMA") in Brazil. The notice alleged that Maxion had sent wastes to a facility owned and
operated by a company known as Natureza and that soil and groundwater contamination had occurred at the Natureza

facility. The notice asserted liability against Maxion and assessed an initial penalty in the amount of R$2 million (the equivalent
of approximately less than US$1 million at October 31, 2016), which is not due and final until all administrative appeals are
exhausted. Maxion was one of numerous companies that received similar notices. IIAA filed an administrative defense in
August 2010 and has not yet received a decision following that filing. ITAA disputes the allegations in the notice and intends to
vigorously defend itself.

Sao Paulo Groundwater Notice

In March 2014, ITAA, along with other nearby companies, received from the Sao Paulo District Attorney (the "District
Attorney") a notice and proposed Consent Agreement relating to alleged neighborhood-wide groundwater contamination at or
around its Sao Paulo manufacturing facility. The proposed Consent Agreement sought certain groundwater investigations and
other technical relief and proposed sanctions in the amount of R$3 million (the equivalent of approximately US$1 million at

116



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

October 31, 2016). In November 2014, ITAA extended a settlement offer. The parties remained in discussions and IIAA’s
settlement offer was never accepted, rejected or countered by the District Attorney. On August 31, 2016, the District Attorney
filed civil actions against [TAA and other companies seeking soil and groundwater investigation and remediation, together with
monetary payment in an unspecified amount. ITAA has not yet been served with the action.

MaxxForce Engine EGR Warranty Litigation

On June 24, 2014, N&C Transportation Ltd. filed a putative class action lawsuit against NIC, NI, Navistar Canada Inc., and
Harbour International Trucks in Canada in the Supreme Court of British Columbia (the "N&C Action"). Subsequently, six
additional, similar putative class action lawsuits have been filed in Canada (together with the N&C Action, the "Canadian
Actions").

From June 13-17, 2016, the court conducted a certification hearing in the N&C Action. On November 16, 2016, the court
certified a Canada-wide class comprised of persons who purchased heavy-duty trucks equipped with Advanced EGR
MaxxForce 11, MaxxForce 13, and MaxxForce 15 engines designed to meet 2010 EPA regulations. The N&C court denied
certification to persons who operated but did not buy the trucks in question. There are no court dates scheduled in any of the
other Canadian Actions at this time.

On July 7, 2014, Par 4 Transport, LLC filed a putative class action lawsuit against NI in the United States District Court for the
Northern District of Illinois (the "Par 4 Action"). Subsequently, seventeen additional putative class action lawsuits were filed in
various United States district courts, including the Northern District of Illinois, the Eastern District of Wisconsin, the Southern
District of Florida, the Middle District of Pennsylvania, the Southern District of Texas, the Western District of Kentucky, the
District of Minnesota, the Northern District of Alabama, and the District of New Jersey (together with the Par 4 Action, the
"U.S. Actions"). Some of the U.S. Actions name both NIC and NI, and allege matters substantially similar to the Canadian
Actions. More specifically, the Canadian Actions and the U.S. Actions (collectively, the "EGR Class Actions") seek to certify a
class of persons or entities in Canada or the United States who purchased and/or leased a ProStar or other Navistar vehicle
equipped with a model year 2008-2013 MaxxForce Advanced EGR engine. In substance, the EGR Class Actions allege that the
MaxxForce Advanced EGR engines are defective and that the Company and NI failed to disclose and correct the alleged defect.
The EGR Class Actions assert claims based on theories of contract, breach of warranty, consumer fraud, unfair competition,
misrepresentation and negligence. The EGR Class Actions seek relief in the form of monetary damages, punitive damages,
declaratory relief, interest, fees, and costs.

On October 3, 2014, NIC and NI filed a motion before the United States Judicial Panel on Multidistrict Litigation (the "MDL
Panel") seeking to transfer and consolidate before Judge Joan B. Gottschall of the United States District Court for the Northern
District of Illinois all of the then-pending U.S. Actions, as well as certain non-class action MaxxForce Advanced EGR engine
lawsuits pending in various federal district courts.

On December 17, 2014, Navistar's motion to consolidate the U.S. Actions and certain other non-class action lawsuits was
granted. The MDL Panel issued an order consolidating all of the U.S. Actions that were pending on the date of Navistar’s
motion before Judge Gottschall in the United States District Court for the Northern District of Illinois (the "MDL Action"). The
MDL Panel also consolidated into the MDL Action certain non-class action MaxxForce Advanced EGR engine lawsuits
pending in the various federal district courts. For putative class action EGR warranty lawsuits filed subsequent to Navistar’s
original motion, we continue to request that the MDL Panel similarly transfer and consolidate these U.S. Actions.

At the request of the various law firms representing the plaintiffs in the MDL Action, on March 5, 2015, Judge Gottschall
entered an order in the MDL Action appointing interim lead counsel and interim liaison counsel for the plaintiffs. On May 11,
2015, lead counsel for the plaintiffs filed a First Master Consolidated Class Action Complaint ("Consolidated Complaint"). The
parties to the MDL Action exchanged initial disclosures on May 29, 2015. The Company answered the Consolidated Complaint
on July 13,2015. On May 27, 2016, Judge Gottschall entered a Case Management Order setting a July 13, 2017, date for
plaintiffs’ class certification motion. On September 22, 2016, lead counsel for the plaintiffs filed a First Amended Consolidated
Class Action Complaint (the “Amended Consolidated Complaint”). The Amended Consolidated Complaint added twenty-five
additional named plaintiffs. NI and NIC answered the Amended Consolidated Complaint on October 20, 2016. After a status
hearing on November 30, 2016, the court entered an order referring discovery matters to a magistrate judge for supervision.

Based on our assessment of the facts underlying the claims in the above actions, we are unable to provide meaningful
quantification of how the final resolution of these claims may impact our future consolidated financial condition, results of
operations, or cash flows.
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EPA Clean Air Act Litigation

In February 2012, NI received a Notice of Violation ("NOV") from the United States Environmental Protection Agency (the
"EPA") pertaining to certain heavy-duty diesel engines which, according to the EPA, were not completely assembled by NI until
calendar year 2010 and, therefore, were not covered by NI's model year 2009 certificates of conformity. The NOV concluded
that Navistar, Inc.'s introduction into commerce of each of these engines violated the Federal Clean Air Act.

On July 14, 2015, the Department of Justice ("DOJ"), on behalf of the EPA, filed a lawsuit against NIC and NI in the U.S.
District Court for the Northern District of Illinois. Similar to the NOV, the lawsuit alleges that NIC and NI introduced into
commerce approximately 7,749 heavy-duty diesel engines that were not covered by model year 2009 certificates of conformity
because those engines were not completely assembled until calendar year 2010, resulting in violations of the Federal Clean Air
Act. On July 16, 2015, the DOJ filed an Amended Complaint clarifying the amount of civil penalties being sought. The lawsuit
requests injunctive relief and the assessment of civil penalties of up to $37,500 for each violation. On September 14, 2015, NIC
and NI each filed an Answer and Affirmative Defenses to the Amended Complaint. We dispute the allegations in the lawsuit.

Discovery in the matter will proceed in two phases. Fact discovery for the liability phase commenced on December 9, 2015.
Pursuant to a Case Management Order entered on August 1, 2016, fact discovery is currently scheduled to be completed on
February 9, 2017, followed by expert discovery, and the deadline for dispositive motions is July 20, 2017. After completion of
the first phase, the court will, if necessary, set further dates for a remedy phase. On May 13, 2016, the DOJ filed a motion for
summary judgment on liability. On June 30, 2016, NIC and NI opposed EPA's motion for summary judgment, and NIC cross-
moved for summary judgment against EPA. NIC and NI filed a notice of supplemental authority and moved to supplement the
summary judgment record on September 22, 2016. The parties’ dispositive motions are fully briefed and a ruling on the
motions is pending.

Based on our assessment of the facts underlying the complaint above, we are unable to provide meaningful quantification of
how the final resolution of this matter may impact our future consolidated financial condition, results of operations or cash
flows.

Shareholder Litigation

In March 2013, a putative class action complaint, alleging securities fraud, was filed against us by the Construction Workers
Pension Trust Fund - Lake County and Vicinity, on behalf of itself and all other similarly situated purchasers of our common
stock between the period of November 3, 2010 and August 1, 2012. A second class action complaint was filed in April 2013 by
the Norfolk County Retirement System, individually and on behalf of all other similarly situated purchasers of our common
stock between the period of June 9, 2010 and August 1, 2012. A third class action complaint was filed in April 2013 by Jane C.
Purnell FBO Purnell Family Trust, on behalf of itself and all other similarly situated purchasers of our common stock between
the period of November 3, 2010 and August 1, 2012. Each complaint named us as well as Daniel C. Ustian, our former
President and Chief Executive Officer, and Andrew J. Cederoth, our former Executive Vice President and Chief Financial
Officer as defendants. These complaints (collectively, the "10b-5 Cases") contain similar factual allegations which include,
among other things, that we violated the federal securities laws by knowingly issuing materially false and misleading
statements concerning our financial condition and future business prospects and that we misrepresented and omitted material
facts in filings with the U.S. Securities Exchange Commission (“SEC") concerning the timing and likelihood of EPA
certification of our EGR technology to meet 2010 EPA emission standards. The plaintiffs in these matters seek compensatory
damages and attorneys' fees, among other relief.

In May 2013, an order was entered transferring and consolidating all 10b-5 Cases before one judge sitting in the U.S. District
Court for the Northern District of Illinois and in July 2013, the court appointed a lead plaintiff and lead plaintiff's counsel. The
lead plaintiff filed a Consolidated Amended Complaint in October 2013. The Consolidated Amended Complaint enlarged the
proposed class period to June 9, 2009 through August 1, 2012, and named fourteen additional current and former directors and
officers as defendants. On December 17, 2013, defendants filed a motion to dismiss the Consolidated Amended Complaint. On
July 22, 2014, the court granted the defendants' Motion to Dismiss, but gave the lead plaintiff leave to file a second
consolidated amended complaint by August 22, 2014.

On August 22, 2014, the plaintiff filed a Second Amended Complaint, On July 10, 2015, the court issued its Opinion and Order
on defendants' Motion to Dismiss the Second Amended Complaint. The Motion to Dismiss was granted in part and denied in
part. Specifically, the court (i) dismissed all of plaintiff’s claims against the Company, Andrew J. Cederoth and Jack Allen and
(i1) dismissed all of plaintiff’s claims against Daniel C. Ustian, the only remaining defendant, except for claims regarding two
of Mr. Ustian’s statements. Further, all of the dismissed claims were dismissed with prejudice except for claims based on
statements made subsequent to the lead plaintiff’s last purchase of the Company’s stock (the “Post-Purchase Claims™). At a
December 1, 2015 status conference, the parties reported that a settlement in principle had been reached. On May 25, 2016, the
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court entered an order preliminarily approving the settlement, as well as the class notice to be sent in connection with the
settlement. On November 1, 2016, following the final approval hearing, the court entered an Order and Final Judgment
approving the settlement and terminating the 10b-5 Cases.

In March 2013, James Gould filed a derivative complaint in the U.S. District Court for the Northern District of Illinois on
behalf of the Company against us and certain of our current and former directors and former officers. The complaint alleges,
among other things, that certain of our current and former directors and former officers committed a breach of fiduciary duty,
waste of corporate assets and were unjustly enriched in relation to similar factual allegations made in the 10b-5 Cases. The
plaintiff in this matter seeks compensatory damages, certain corporate governance reforms, certain injunctive relief,
disgorgement of the proceeds of certain defendants' profits from the sale of Company stock, and attorneys' fees, among

other relief. On May 3, 2013, the court entered a Stipulation and Order to Stay Action, staying the case pending further order of
the court or entry of an order on the motion to dismiss the Consolidated Amended Complaint in the 10b-5 Cases. The court
entered an order on August 27, 2014, continuing the stay pending a ruling on defendants' motion to dismiss the Second
Amended Complaint in the 10b-5 Cases. The court has continued to extend the stay since that time.

In August 2013, Abbie Griffin filed a derivative complaint in the State of Delaware Court of Chancery, on behalf of the
Company against us and certain of our current and former directors and former officers. The complaint alleges, among other
things, that certain of our current and former directors and former officers committed a breach of fiduciary duty, in relation to
similar factual allegations made in the 10b-5 Cases. The plaintiff in this matter seeks compensatory damages, certain corporate
governance reforms, certain injunctive relief, and attorneys' fees, among other relief. On August 29, 2013, the court entered an
order staying the case pending resolution of the defendant's motion to dismiss the Consolidated Amended Complaint in the
10b-5 Cases. On August 5, 2014, the parties filed a status report requesting that the August 2013 stay order remain in place
pending a ruling on the motion to dismiss the Second Amended Complaint in the 10b-5 Cases. The court has continued to
extend the stay since that time.

On November 9, 2016, the parties conducted a mediation and reached an agreement in principle to settle both the Gould action
and the Griffin action. The settlement includes certain corporate governance reforms and an agreement on a total fee petition on
behalf of plaintiffs’ counsel. The Company expects the fee to be paid by insurance. On November 22, 2016, the parties filed a
Joint Status Report in the Gould case stating that they had reached an agreement in principle. On December 6, 2016, the parties
executed the Stipulation of Settlement, and plaintiff in the Gould action filed an Unopposed Motion for Preliminary Approval
of Shareholder Derivative Settlement. On December 12, 2016, the Gould court entered an Order preliminarily approving of
Settlement and providing for notice of the settlement. Also on December 12, 2016, the parties in the Griffin action filed a
Stipulation and Proposed Order Extending Stay, notifying the Delaware Court of the settlement and the Gould court’s
preliminary approval. The Delaware Court entered that order on December 13, 2016.

Stockholders are directed to "Quick Links" on the Company’s Investor Relations Webpage at http://www.navistar.com/navistar/
investors/ for additional information concerning the settlement, including a link to the Stipulation of Settlement and the Notice
of Proposed Settlement.

Any final resolution of these matters is contingent on the Court’s final approval of the Settlement at a hearing scheduled for
February 15, 2017. If the settlement is finally approved, both the Gould action and the Griffin action will be dismissed with
prejudice.

Brazil Truck Dealer Disputes

In January 2014, ITAA initiated an arbitration proceeding under the International Chamber of Commerce rules seeking payment
for goods sold and unpaid, in the amount of R$64 million (approximately US$20 million as of October 31, 2016), including
penalties and interest, from a group of affiliated truck dealers in Brazil. The truck dealers are affiliated with each other, but not
with us, and are collectively referred to as Navitrucks. In the proceeding, ITAA also seeks a declaration of fault against
Navitrucks related to the termination of the truck dealer agreements between IIAA and Navitrucks. Navitrucks responded in
part by submitting counterclaims against IIAA seeking the amount of R$128 million (approximately US$40 million as of
October 31, 2016) for damages related to alleged unfulfilled promises and injury to Navitrucks’ reputation. In October 2014,
Navitrucks amended their counterclaims by increasing the amount of damages. During a preliminary hearing before the arbitral
tribunal on March 24, 2015, the parties agreed to submit all of the pending claims between the parties to the exclusive
jurisdiction of the arbitral tribunal. Pursuant to the timetable issued in the arbitration proceeding, ITAA presented its complaint
in July 2015, Navitrucks filed its answer and counterclaims on August 24, 2015, and IIAA filed its rebuttal and answer to
Navitrucks’ counterclaims on October 22, 2015. On December 7, 2015, Navitrucks filed its rebuttal to IIAA’s answer to
counterclaims. On June 13-15, 2016, the arbitral tribunal held hearings on the parties presenting witnesses and evidence. On
July 18, 2016, ITAA and Navitrucks presented additional documents and information related to such hearings. On September
30, 2016, the parties presented their closing arguments. As of October 31, 2016, the approximate amount of the ITAA claim

119



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

against Navitrucks is R$135 million (approximately US$42 million as of October 31, 2016), of which Navitrucks has
acknowledged that ITAA is entitled to a credit in the approximate amount of R$75 million (approximately US$24 million as of
October 31, 2016), and the approximate amount of the Navitrucks claim against IIAA is R$144 million (approximately US$45
million as of October 31, 2016).

Based on our assessment of the facts underlying the claims in the above actions, we are unable to provide meaningful
quantification of how the final resolution of these claims may impact our future consolidated financial condition, results of
operations, or cash flows.

In addition, two other truck dealers and two truck fleet owners in Brazil have separate adversarial proceedings pending against
ITAA that may have similar legal and factual issues as the Navitrucks claim. These other claims are not material either
individually or in the aggregate.

IC Bus Civil RICO Litigation

On June 1, 2016, plaintiffs Polar Express School Bus and Lakeview Bus Lines filed a lawsuit against NIC, NI, and IC Bus,
LLC in the U.S. District Court for the Northern District of Illinois. The lawsuit alleges that the 40 IC brand buses owned or
operated by plaintiffs contain defective ABS braking systems and also engines with defective emissions control systems.
Plaintiffs claim that NIC, its subsidiaries, and their authorized dealers deliberately concealed the alleged defects, and the lawsuit
seeks to plead causes of action under the Racketeer Influenced and Corrupt Organizations Act ("RICO") and common law
fraud. Plaintiffs seek compensatory damages in the amount of $7 million, treble damages, punitive damages in the amount of
$50 million, and attorneys’ fees and costs. We dispute the allegations in the lawsuit, and in August 2016 we filed a motion to
dismiss this lawsuit in its entirety. On December 16, 2016, the Court granted the motion and dismissed Plaintiffs’ RICO claims
without prejudice. Having dismissed the federal claims, the Court declined to exercise supplemental jurisdiction over the state
common law fraud claim. The order provides that if Plaintiffs do not amend their Complaint within twenty-one days, the
dismissal will convert automatically into a dismissal with prejudice.

Based on our assessment of the facts underlying the claims in the above actions, we are unable to provide meaningful
quantification of how the final resolution of these claims may impact our future consolidated financial condition, results of
operations, or cash flows.

Other
U.S. Securities and Exchange Administrative Order

In June 2012, NIC received an informal inquiry from the Chicago Office of the Enforcement Division of the SEC seeking a
number of categories of documents for the periods dating back to November 1, 2010, relating to various accounting and
disclosure issues. We received a formal order of private investigation in July 2012. We have received subsequent subpoenas
from the staff of the SEC in connection with their inquiry. In December 2014, the SEC filed an application in the United States
District Court for the Northern District of Illinois seeking an order compelling the production of certain documents withheld by
NIC from its responses to the administrative subpoenas on the basis of attorney-client privilege and/or the work product
doctrine. The discovery dispute involved a small number of documents in relation to the number of documents already
produced by NIC. On June 30, 2015, following an in camera review of some of the documents at issue, the court entered an
Order sustaining the privilege claims in part and overruling the claims in part. The court also entered related orders dated
August 31, 2015 and October 21, 2015. Pursuant to those Orders, Navistar completed the production of those documents, or
portions of documents, for which its privilege claims were denied, as well as other documents subject to the SEC’s December
2014 application that the Company determined were not privileged under the reasoning of the court’s June 30, 2015 Order.

On August 13 and 17, 2015, the SEC staff transmitted “Wells Notices” in connection with the formal order of investigation
from July 2012 described above. The Notices stated that the staff had made a preliminary determination to recommend that the
SEC file an enforcement action against the Company and its former chief executive officer, Daniel Ustian, alleging violations
of the Securities Exchange Act of 1934, certain related regulations, the Securities Act of 1933, and an August 5, 2010 Order
Instituting Cease-and-Desist Proceedings against the Company. On September 17, 2015, NIC submitted to the SEC a response
to its Wells Notices. On October 13, 2015, Navistar met with the SEC to further respond to the Wells Notices, subsequent
discussions followed, and the Company made an offer of settlement. On March 31, 2016, the SEC accepted the Company’s
offer and issued an administrative cease-and-desist order reflecting the terms of the settlement. The Company neither admitted
nor denied wrongdoing. The order includes negligence-based charges pertaining to periodic filing requirements and material
misstatements or omissions related to three applications in 2011 and 2012 by Navistar to the EPA for certification of heavy-duty
diesel engines emitting 0.2g of nitrogen oxide ("NOx"). The order also requires the Company to pay a civil penalty in the
amount of $7.5 million, which the Company has paid and which it previously accrued for on its Consolidated Balance Sheets as
of October 31, 2015.
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U.S. Department of Defense Subpoena

In the third quarter of 2016, Navistar Defense, LLC ("ND") received a subpoena from the United States Department of Defense
Inspector General (the "DOD IG"). The subpoena requested documents relating to ND's sale of its independent suspension
systems for military vehicles to the government for the time period of January 1, 2009 through December 31, 2010. On June 3,
2016, ND met with government representatives, including representatives from DOD IG and the U.S. Department of Justice, to
discuss the matter. ND made submissions of documents responsive to the subpoena in June and August 2016 and has
substantially completed its subpoena response. At this time, we are unable to predict the outcome of this matter or provide
meaningful quantification of how the final resolution of this matter may impact our future consolidated financial condition,
results of operations or cash flows.
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15. Segment Reporting

The following is a description of our four reporting segments:

Our Truck segment manufactures and distributes Class 4 through 8 trucks, buses, and military vehicles under the
International and IC Bus ("IC") brands, and produces engines under our proprietary brand name and parts required to
support the military truck lines. This segment sells its products in the U.S., Canada, and Mexico markets, as well as
through our export truck business. In an effort to strengthen and maintain our dealer network, this segment occasionally
acquires and operates dealer locations for the purpose of transitioning ownership.

Our Parts segment provides customers with proprietary products needed to support the International commercial truck,
IC Bus, proprietary engine lines, and export parts business, as well as our other product lines. Our Parts segment also
provides a wide selection of other standard truck, trailer, and engine aftermarket parts. Also included in the Parts segment
are the operating results of BDP, which manages the sourcing, merchandising, and distribution of certain service parts we
sell to Ford in North America.

Our Global Operations segment primarily consists of the IIAA, formerly MWM International Industria De Motores Da
America Do Sul Ltda., engine and truck operations in Brazil. The IIAA engine operations produce diesel engines,
primarily under contract manufacturing arrangements, as well as under the MWM brand, for sale to OEMs in South
America. In addition, our Global Operations segment includes the operating results of our joint venture in China with
Anhui Jianghuai Automobile Co ("JAC").

Our Financial Services segment provides retail, wholesale, and lease financing of products sold by the Truck and Parts
segments and their dealers within the U.S. and Mexico, as well as financing for wholesale accounts and selected retail
accounts receivable.

Corporate contains those items that are not included in our four segments.

Segment Profit (Loss)

We define segment profit (loss) as net income (loss) from continuing operations attributable to NIC, excluding income tax
expense. Selected financial information from our Consolidated Statements of Operations and our Consolidated Balance Sheets
is as follows:

The costs of profit sharing and annual incentive compensation for the Manufacturing operations are included in corporate
expenses.

Interest expense and interest income for the Manufacturing operations are reported in corporate expenses.

The Financial Services segment finances certain sales to our dealers in North America, which include an interest-free
period that varies in length, that are subsidized by our Truck and Parts segments. Additionally, the Financial Services
segment reports intersegment revenues from secured loans to the Manufacturing operations. Certain retail sales financed
by the Financial Services segment, primarily NFC, require the Manufacturing operations, primarily the Truck segment,
to share a portion of any credit losses.

We allocate "access fees" to the Parts segment from the Truck segment for certain engineering and product development
costs, depreciation expense, and SG&A expenses incurred by the Truck segment based on the relative percentage of
certain sales, as adjusted for cyclicality.

Other than the items discussed above, the selected financial information presented below is presented in accordance with
our policies described in Note 1, Summary of Significant Accounting Policies.
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The following tables present selected financial information for our reporting segments:

Corporate
Global Financial and
(in millions) Truck Parts Operations Services®  Eliminations Total
Year Ended October 31, 2016
External sales and revenues, net ...........ccccovevveenneen. $ 5271 § 2398 § 296 $ 135 § 10 § 8,110
Intersegment sales and revenues...........c..c.coeeeeuenene. 132 29 45 100 (305) 1
Total sales and revenues, net............ccceuveenee. $ 5403 § 2427 § 341 § 235 § (295) $ 8,111
Income (loss) from continuing operations
attributable to NIC, net of taX ........cccceeevveveereeneanen. $ (189) § 640 S 21) $ 100 S 627) $ 97)
INCOME tax EXPENSE....cccverveerirererrieieeirerieeeesreereneens — — — — 33) 33)
Segment profit (10SS)........ccceeevvirveeceeienreeienen, $ (189) § 640 S 1) $ 100 S (594) $ (64)
Depreciation and amortization............c.coceccevereeueneen $ 129 § 13 8 18 $ 50 $ 15 § 225
INterest EXPENSEe.....cevueeverreerierienieeieeeerieerenseeneseees — — — 80 247 327
Equity in income (loss) of non-consolidated
affiliates.......cooveiiee e 5 4 A3 — — 6
Capital expenditures®™ ............occooovvvivioecrrieee. 97 2 4 2 11 116
Corporate
Global Financial and
(in millions) Truck Parts Operations  Services””  Eliminations Total
Year Ended October 31, 2015
External sales and revenues, net ...........ccccoeeveennn... $§ 7,055 §$ 2475 $ 455 $ 145 $ 10 $ 10,140
Intersegment sales and revenues.............ccceeveennennen. 158 38 51 96 (343) —
Total sales and revenues, Net ............c.ccoeveeuene. $ 7213 $ 2513 $ 506 $ 241 % (333) $ 10,140
Income (loss) from continuing operations
attributable to NIC, net of taX .........c.ccoovevevevevenenenn. $ 141 $ 592 $ 67) $ 98 $ (669) $ (187)
INCOME tax EXPENSE....ccvvereeererreriieienreerieereneeerenenas — — — — 51 51
Segment profit (10SS)........c.cceeveveereueereeereeerenen. $ (141) $ 592 $ 67) $ 98 § (618) $ (136)
Depreciation and amortization..................c.cceeveenenn.. $ 173 § 14 $ 23§ 51§ 20§ 281
Interest EXPense.......oveevereeeriereeniieieneerieeeeneeeee e — — — 74 233 307
Equity in income (loss) of non-consolidated
AffIIALES. ... 5 4 3) — — 6
Capital expenditures™ ...........coccooovioioieoiiieceree 92 3 4 4 12 115
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Corporate
Global Financial and
(in millions) Truck Parts Operations  Services””  Eliminations Total
Year Ended October 31, 2014
External sales and revenues, net ...........cccceeveennnn... $§ 7255 § 2493 § 905 $ 153 $ — $ 10,806
Intersegment sales and revenues.............ccceeveennennen. 218 58 35 79 (390) —
Total sales and revenues, Net ............c.cceeveeune. $ 7473 $ 2,551 $ 940 $§ 232§ (390) $ 10,806
Income (loss) from continuing operations -
attributable to NIC, net of taX .........cccceveveviieverennnee. $ (380) $ 528 $ (274 $ 97 $ (593) $ (622)
INCOME taxX EXPENSE....eevererererereiieienieerieereneeerenenes — — — — (26) (26)
Segment profit (10SS)........c.ccveveveereeereeereeerenen. $ (B80) $ 5288 (274) $ 97 $ (567) $ (596)
Depreciation and amortization.............cccecveeveennnnnen. $ 216 $ 15 S 288 46§ 27§ 332
Interest EXPense.......eveevereeerierienieeiereerieeienieeee e — — — 71 243 314
Equity in income of non-consolidated affiliates....... 5 4 — — — 9
Capital expenditures™ ...........cocoovioioioieeeee 65 6 8 1 8 88
Corporate
Global Financial and
(in millions) Truck Parts Operations Services Eliminations Total
Segment assets, as of:
October 31, 2016...............ccoecvevieienieeeeeeee e $ 1,520 $§ 594 § 407 $ 2,116 $ 1,016 $ 5,653
October 31, 2015.....ccieiiieiecieteeceee e 1,876 641 409 2,448 1,275 6,649

(A) Total sales and revenues in the Financial Services segment include interest revenues of $167 million, $175 million, and $170 million for the years ended
October 31, 2016, 2015, and 2014, respectively.
(B) Exclusive of purchases of equipment leased to others.

No single customer accounted for more than 10% of consolidated sales and revenues for the years ended October 31, 2016,
2015 and 2014.

Sales and revenues to external customers classified by significant products and services were as follows:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Sales and revenues:
THUCKS 1.ttt ettt ettt et te e e bt et e et esbe e b e eabebeessesbeesbesssesseensesseensessaennas $ 5176 $ 6,845 $ 7,137
TS .ottt b e et be e sae et 2,216 2,399 2,424
EZING. ..ottt ettt st a et ae et saeenns 583 751 1,092
FINAnCIal SETVICES .....eevvieieiieieiieiieiesteete ettt sttt sttt seaesaeensesaeensesneennas 136 145 153
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Information concerning principal geographic areas is presented as follows:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Sales and revenues:
UNIEEA STALES ..ottt ettt et e et et e st eeeaeseaeeseeeeaeeseseesaeeeeneesaneeeneenns $ 618 $ 7699 $ 7,760
CANAAA ..ottt sttt ettt et srt e be et e bt enbesneenns 604 774 749
IMLEXICO .. euveeuteeutenteeutestteteeetenteeetesteenteestesseenseeseensesssesbeenseeseenseansenseensesssenseensenseensenseenss 575 653 657
BIAZIL ..ottt e et teeeaeas 240 383 833
(0731 1S USRS 506 631 807

As of October 31,

(in millions) 2016 2015
Long-lived assets:®
URIEEA SEALES ....vveveeveevieteeteeteete ettt ettt et et et et et et et et et esseas e s esseseeseessesseseeseeseesseteeseereereesesreerenas $ 9299 $ 1,126
CANAAA. ...ttt ettt b et ettt ettt e n b e e h e e bt e a b e bt et e e h e e bt ente e bt e beeatenteenbenreen 20 19
IMIEXICO «vveeeentienteeteenteesten st eatesttenteestesseesse s st enseeesesbeenseesaenseessesseenbesstenseensanseenseeseenseansesseensesneenseensensean 202 186
23 2 | DTSSR 103 98
(07311 TSR URRSTRUP 8 11

(A) During 2016, we identified certain sales included in Brazil which should have been classified as Other. As a result, for the year ended October 31, 2015
we have reclassified $103 million of sales. Also during 2016, we identified certain parts sales which were included in United States which should have
been classified as Other due to a 2015 change in our segment reporting presentation. As a result, for the year ended October 31, 2015 we have reclassified
$23 million of sales. These reclassifications did not impact our Consolidated Statements of Operations or our segment sales and revenues.

(B) Long-lived assets consist of Property and equipment, net, Goodwill, and Intangible assets, net.

16. Stockholders' Deficit

Preferred and Preference Stocks

NIC has authorized 30 million shares of preferred stock, none of which have been issued, with a par value of $1.00 per share.
NIC has authorized 10 million shares of preference stock with a par value of $1.00 per share. Currently, Series B
Nonconvertible Junior Preference Stock ("Series B") and Series D Convertible Junior Preference Stock ("Series D") are
outstanding.

The UAW holds the Series B and is currently entitled to elect one member of our Board of Directors. As of October 31, 2016
and 2015, there was one share of Series B Preference stock with a par value of $1.00 per share authorized and outstanding.

As of October 31, 2016 and 2015, there were 70,182 and 70,282 shares, respectively, of Series D issued and outstanding. These
shares were issued with a par value of $1.00 per share, an optional redemption price, and a liquidation preference of $25 per
share plus accrued dividends. The Series D stock may be converted into NIC common stock at the holder's option (subject to
adjustment in certain circumstances); upon conversion each share of Series D stock is converted to 0.3125 shares of common
stock. The Series D stock ranks senior to common stock as to dividends and liquidation and receives dividends at a rate of
120% of the cash dividends on common stock as declared on an as-converted basis.

Common Stock

At October 31, 2016, our amount of authorized shares of Common Stock was 220 million, with a par value of $0.10 per share.
At October 31, 2016 and 2015, we had 81.6 million shares and 81.5 million shares, respectively, of common stock outstanding,
net of common stock held in treasury.

Volkswagen Truck & Bus GmbH Stock Purchase Agreement

On September 5, 2016, NIC and Volkswagen Truck & Bus GmbH (“VW T&B”) announced a Stock Purchase Agreement (the
"Stock Purchase Agreement"), pursuant to which we will issue and VW T&B will purchase an estimated 19.9% stake (16.6%
on a pro forma basis) in the Company (the “Share Issuance”), and a Stockholder Agreement ("Stockholder Agreement"), which
governs the rights and obligations of the parties in connection with the share issuance. The Board of Directors of the Company
has approved the share issuance for purposes of Section 203 of the Delaware General Corporation Law (“DGCL”) and the
Company and VW T&B have announced an agreement which permits VW T&B to acquire up to 20% of the Company without
triggering the restrictions that would otherwise be imposed under Section 203 of the DGCL. VW T&B will also designate two
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people who are approved by the Company to be appointed to Navistar's Board of Directors. Subject to the terms and conditions
set forth in the Stock Purchase Agreement, at the closing, we will issue to VW T&B 16.2 million shares of our common stock
for a purchase price of $15.76 per share and an aggregate purchase amount of $256 million.

In addition to the agreements governing the Share Issuance, our operating subsidiary, NI concurrently entered into a Framework
Agreement Concerning Technology Licensing and Supply (the “License and Supply Framework Agreement”) and a
Procurement JV Framework Agreement (the “Procurement JV Framework Agreement”) with VW T&B. Pursuant to the License
and Supply Framework Agreement, the parties have agreed to use commercially reasonable efforts to enter into certain
individual contracts in respect of the licensing and supply of certain engines and technologies, conduct feasibility studies in
order to investigate the feasibility of sharing certain technologies and begin good faith discussions on possible collaboration
with respect to certain powertrain combinations and other strategic initiatives. Under the Procurement JV Framework
Agreement, the parties intend to form a sourcing joint venture entity to make recommendations for sourcing to the parties. Each
party will make final sourcing decisions considering recommendations made by the Procurement JV.

The closing of the Stock Purchase Agreement is subject to certain regulatory approvals, the finalization of the definitive
agreements governing the procurement joint venture and the finalization of the first definitive contract under the License and
Supply Framework Agreement, among other customary closing conditions.

Additional Paid in Capital

In connection with the sale of the 2014 Convertible Notes, we purchased call options for $125 million and entered into separate
warrant transactions whereby we sold warrants for $87 million to purchase shares of common stock. As the call options and
warrants are indexed to our common stock, we recognized them in permanent equity in Additional paid in capital, and will not
recognize subsequent changes in fair value as long as the instruments remain classified as equity. On October 15, 2014, upon
maturity, the 2014 Convertible Notes were paid in full and the purchased call options expired worthless.

In accounting for the issuance of the 2018 Convertible Notes, a debt component and an equity component were separated
resulting in the debt component being recorded at its estimated fair value without consideration given to the conversion feature.
We estimated the fair value of the liability component at $177 million. The resulting equity component of $22 million, net of $1
million of discount, was recorded in Additional paid in capital and will not be remeasured as long as it continues to meet the
conditions for equity classification. Issuance costs were also allocated between the debt and equity components resulting in an
immaterial amount being recorded as a reduction in Additional paid in capital.

In accounting for the issuance of the 2019 Convertible Notes, the debt component and equity component of the 2019
Convertible Notes were separated, resulting in the debt component being recorded at its estimated fair value without
consideration given to the conversion feature. We estimated the fair value of the liability component at $367 million. The
resulting equity component of $44 million was recorded in Additional paid in capital and will not be remeasured as long as it
continues to meet the conditions for equity classification. Issuance costs were also allocated between debt and equity
components with $1 million being recorded as a reduction in Additional paid in capital.

For more information on our 2014 Convertible Notes, 2018 Convertible Notes, and 2019 Convertible Notes, see Note 9, Debt.
Accumulated Other Comprehensive Loss

The following table presents changes in Accumulated other comprehensive loss, net of tax, included in our Consolidated
Statements of Shareholders' Deficit:

Unrealized Foreign
Gain on Currency Defined
Marketable Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31,2015 ..........cccoooiiiiiiiee e S 1 S 287) $ (2,315 $ (2,601)
Other comprehensive income (loss) before reclassifications.................. — 7 a77) (170)
Amounts reclassified out of accumulated other comprehensive loss...... — — 131 131
Net current-period other comprehensive income (loss) — 7 (46) 39)
Balance as of October 31,2016 ................cccoooeeiiiiiiiiiiieeeeeeeeee S 1 S 280) $ (2,361) $ (2,640)
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Unrealized Foreign
Gain on Currency Defined
Marketable Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31,2014 ...................ccoooviiiiiieieceee e, $ 1 $ (127) $ (2,137) $ (2,263)
Other comprehensive loss before reclassifications............ccocccvevervennenne. — (160) (309) (469)
Amounts reclassified out of accumulated other comprehensive loss...... — — 131 131
Net current-period other comprehensive 10SS ..........cceeveeverieeienens — (160) (178) (338)
Balance as of October 31, 2015 .............c..coooviiiiiiiiiieeeeeeeeeee e $ 1 $ 287) $ (2315 $ (2,601)
Unrealized Foreign
Gain on Currency Defined
Marketable Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31,2013................cocooiiiieeeeeeeee e $ — $ (75) $ (1,749) $ (1,824)
Other comprehensive income (loss) before reclassifications.................. 1 (52) (491) (542)
Amounts reclassified out of accumulated other comprehensive loss...... — — 103 103
Net current-period other comprehensive income (1oss) ................... 1 (52) (388) (439)
Balance as of October 31, 2014................c.coooiiiiiceeeceeee e $ 1 8 (127) $ (2,137) $ (2,263)

The following table presents the amounts reclassified from Accumulated other comprehensive loss and the affected line item in
our Consolidated Statements of Operations:

For the Years Ended October 31,

Location in Consolidated

Statements of Operations 2016 2015 2014
Defined benefit plans
Amortization of prior service benefit.... Selling, general and administrative expenses ..... $ @ s 4 3 @)
Amortization of actuarial loss................ Selling, general and administrative expenses ..... 133 136 109
Total before tax........coceeveeeeerieenieerieeseceenns 132 132 105
Income tax EXPense.......cccevverveevesreerveneesveevenenns a) )] 2)
Total reclassifications for the period, net of tax..................ccooooieiiiiiiiiiicc e, $ 131 § 131 $ 103
Dividend Restrictions

Under the General Corporation Law of the State of Delaware, dividends may only be paid out of surplus or out of net profits for
the year in which the dividend is declared or the preceding year, and no dividend may be paid on common stock at any time
during which the capital of outstanding preferred stock or preference stock exceeds our net assets.

Certain debt instruments, including our Senior Notes indenture, our Loan Agreement with regard to the Tax Exempt Bonds, our
Amended Term Loan Credit Facility, and our Amended and Restated Asset-Based Credit Facility, contain terms that include
various financial covenants and restrictions, including, among others, certain limitations on dividends. We have not paid
dividends on our common stock since 1980.

17. Earnings (Loss) Per Share Attributable to Navistar International Corporation

The following table presents the information used in the calculation of our basic and diluted earnings (loss) per share for
continuing operations, discontinued operations, and net loss, all attributable to NIC in our Consolidated Statements of
Operations:
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For the Years Ended October 31,
(in millions, except per share data) 2016 2015 2014
Numerator:

Amounts attributable to Navistar International Corporation common stockholders:

Loss from continuing operations, Net Of taX...........c.ccocveivveiireieeeeieeeeeeeeereeee e $ OO $ 187 § (622)
Income from discontinued operations, Net Of taX ........cceccveveevierienieieiieie e — 3 3
INEE LOSS .ttt ettt et ettt ettt ettt ettt ettt et eteereereereereereereerea $ ) $ (184) $ (619
Denominator:

Weighted average shares outstanding:

BaSIC ..ttt 81.7 81.6 81.4
Effect of dilutive SECUTTLIES.........coueiiieieieieieieee et — — —
DHIULEA. ...ttt ettt ettt ne ettt et te s s eneneeaens 81.7 81.6 81.4
Earnings (loss) per share attributable to Navistar International Corporation:
Basic:
CONtINUING OPETALIONS .......o.vieevieeetieeete et et ettt ae et ee et easete et e s eseesessesesseseseeseneesennas $ (119 § (229 § (7.64)
DiSCONtINUEd OPEIALIONS ... .cuveueenietenieieieieteitet et et et et et et et eseeseesesseeseesessesseesesseesessens — 0.04 0.04
INEE LOSS ..ttt ettt ettt ettt et et et ettt eeeesensesene et et et e s eneeseneesenserensens s ereenens $ (1.19) $§ (225 $ (7.60)
Diluted: -
CONtINUING OPETALIONS ........vieeeieeetieeete et et tee ettt te et ee et eseeteseeteeeseesessesesseseseeseneesennas $ (119 § (229 § (7.64)
DiScontiNUEd OPETAtIONS.......eevviiuieirieiiitieteetteete et et eeteeeeeteesseereebeessesreebeesseseessesseeseesnas — 0.04 0.04
N LOSS ..ttt ettt ettt ettt et ettt s e e esensesens et et et et eseeseneesensereneens e ereenns $ (1.19) $§ (225 $ (7.60)

The conversion rate on our 2014 Convertible Notes was 19.891 shares of common stock per $1,000 principal amount of 2014
Convertible Notes, equivalent to an initial conversion price of $50.27 per share of common stock. In connection with the sale of
the 2014 Convertible Notes, we sold warrants to various counterparties to purchase shares of our common stock from us at an
exercise price of $60.14 per share. The 2014 Convertible Notes and warrants were anti-dilutive when calculating diluted
earnings per share when our average stock price is less than $50.27 and $60.14, respectively. During the second quarter of
2014, we unwound warrants representing 6.5 million shares associated with the repurchased 2014 Convertible Notes. On
October 15, 2014, upon maturity the 2014 Convertible Notes were repaid in full. During the first quarter of 2015, we unwound
warrants representing 1.9 million shares associated with the 2014 Convertible Notes, and the remaining 2.9 million warrants
expired worthless on April 10, 2015.

The conversion rate on our 2018 Convertible Notes is 17.1233 shares of common stock per $1,000 principal amount of 2018
Convertible Notes, equivalent to an initial conversion price of approximately $58.40 per share of common stock. The 2018

Convertible Notes have an anti-dilutive effect when calculating diluted earnings per share when our average stock price is less
than $58.40.

The conversion rate on our 2019 Convertible Notes is 18.4946 shares of common stock per $1,000 principal amount of 2019
Convertible Notes, equivalent to an initial conversion price of approximately $54.07 per share of common stock. The 2019

Convertible Notes have an anti-dilutive effect when calculating diluted earnings per share when our average stock price is less
than $54.07.

For more information on our 2014 Convertible Notes, 2018 Convertible Notes, and 2019 Convertible Notes, see Note 9, Debt.

The computation of diluted earnings per share also excludes outstanding options and other common stock equivalents in periods
where inclusion of such potential common stock instruments would be anti-dilutive.

For the years ended October 31, 2016, 2015, and 2014, no dilutive securities were included in the computation of diluted
earnings per share because they would have been anti-dilutive due to the net loss attributable to NIC. Additionally, certain
securities have been excluded from the computation of earnings per share, as our average stock price was less than their
respective exercise prices. For the years ended October 31, 2016, 2015, and 2014, the aggregate shares not included were 15.0
million, 15.7 million, and 24.8 million, respectively.
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Pursuant to the announced VW T&B Stock Purchase Agreement, we will issue and VW T&B will purchase 16.2 million of our
newly issued shares for an aggregate purchase price of $256 million at $15.76 per share (an estimated 19.9% stake (16.6% on a
pro forma basis) in the Company). The closing of the Stock Purchase Agreement is subject to certain regulatory approvals and
the finalization of the definitive agreements and contracts, among other customary closing conditions.

For both of the years ended October 31, 2016 and 2015, the aggregate shares not included in the computation of earnings per
share were primarily comprised of 3.4 million shares related to the 2018 Convertible Notes and 7.6 million shares related to the
2019 Convertible Notes.

For the year ended October 31, 2014, the aggregate shares not included in the computation of earnings per share were primarily
comprised of 6.4 million shares related to the warrants associated with the 2014 Convertible Notes, 4.5 million shares related to
the 2014 Convertible Notes, 3.4 million shares related to the 2018 Convertible Notes, and 5.7 million shares related to the 2019
Convertible Notes.

18. Stock-based Compensation Plans

2013 Performance Incentive Plan

The 2013 Performance Incentive Plan ("2013 PIP") was approved by the Board of Directors on December 11, 2012 and
subsequently approved by the stockholders on February 19, 2013. The 2013 PIP provides for the grant of annual cash incentive
awards to all employees (including the Company’s executive officers), and stock options, restricted stock or stock unit awards,
stock appreciation rights and other stock-based awards to all employees (including the Company’s executive officers), any
consultants of the Company and its subsidiaries, and all non-employee directors serving on the Company’s Board of Directors.
The awards granted under the 2013 PIP are established by our Board of Directors or a committee thereof at the time of
issuance.

The 2013 PIP replaced on a prospective basis, our 2004 Performance Incentive Plan, and will expire in February 2023. A total
of 3,665,500 shares of common stock were reserved for awards under the 2013 Plan. The number of shares authorized and
available for issuance under the 2013 PIP will be increased by shares of stock subject to an option or award under the 2013 PIP,
or under the Company’s 2004 Performance Incentive Plan, (collectively, the "Existing Plans"), that is canceled, expired,
forfeited, settled in cash, or otherwise terminated after February 19, 2013 without a delivery of shares to the participant of such
plan, including shares used to satisfy the exercise price of a stock option or a tax withholding obligation arising in connection
with an award. As of October 31, 2016, 1,984,673 shares remain available for issuance under the 2013 PIP. Shares issued under
the Plan may be newly issued shares or reissued Treasury shares.

Other Plans and Grants

The following plans were approved by our Board of Directors but were not approved and were not required to be approved by
our stockholders: the Executive Stock Ownership Program (the "Ownership Program") and the Non-Employee Directors
Deferred Fee Plan (the "Deferred Fee Plan").

*  Ownership Program—In June 1997, our Board of Directors approved the terms of the Ownership Program, as amended
from time to time. In general, under the Ownership Program in existence until November 2013, all officers and senior
managers were required to acquire, by direct purchase or through salary or annual bonus reduction, an ownership interest
in the Company by acquiring a designated amount of our common stock based on organizational level. Participants were
required to hold such stock for the entire period in which they are employed by the Company. The Ownership Program
was amended and restated effective November 1, 2013 on a going forward basis. The new guidelines (i) increase stock
ownership guideline multiples to six times salary for the President and CEO and up to three times salary for other senior
executives; (i1) modify retention requirements for Company granted equity until ownership requirements are met; (iii) add
a holding period for shares acquired through transactions with Company granted equity after the executives satisty the
stock ownership requirement; (iv) eliminate the granting of premium shares as an inducement to executives fulfilling
stock ownership guidelines on an accelerated basis; and (v) eliminate the required time frame to fulfill stock ownership
guidelines. Under the prior Ownership Program, participants were entitled to defer their cash bonus into deferred share
units ("DSUs"), which vested immediately. There were 2,365 DSUs outstanding as of October 31, 2016. Premium share
units ("PSUs") were also eligible to be awarded to participants who complete their ownership requirement on an
accelerated basis. PSUs vested annually, pro rata over three years. There were 38,432 PSUs outstanding as of October 31,
2016 under the prior Ownership Program. Each vested DSU and PSU will be settled by delivery of one share of common
stock within ten days after a participant's termination of employment or at such later date as required by Internal Revenue
Code Section Rule 409A. Beginning in February 2013, PSUs and DSUs awarded under the prior Ownership Program
were issued under the 2013 PIP.
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* Deferred Fee Plan—Under the Deferred Fee Plan, non-employee directors may elect to defer payment of all or a portion
of their retainer fees and meeting fees in cash (with interest) or in stock units. Deferrals in the deferred stock account are
valued as if each deferral was vested in NIC common stock as of the deferral date. As of October 31, 2016, 60,987
deferred shares were outstanding under the Deferred Fee Plan. Beginning on September 30, 2013, shares deferred by
non-employee directors are issued out of the 2013 PIP. The Deferred Fee Plan was amended and restated effective
February 11, 2015 on a going forward basis.

Stock Options

Stock options represent the right to purchase a specified number of shares of common stock at a specified exercise price.
Generally, stock options are awarded with an exercise price equal to the fair market value of the common stock at grant date.
The stock options granted prior to December 2009 generally have a ten-year contractual life. Starting with the December 2009
stock option grants, we granted awards with a seven-year contractual life. Stock Options are valued using the Black-Scholes
option pricing model and vest ratably over a three-year period.

The following table summarizes stock options activity:

For the Years Ended October 31,

2016 2015 2014
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
(in thousands) (in thousands) (in thousands)

Options outstanding, at beginning of year .... 2,886 $ 3933 3,657 § 39.46 5,000 § 37.94
Granted.......cccocveviieenieieeee e 35 10.60 40 37.03 251 38.51
EXEICISCA. ... eeeeeseeeeeseesee — — (44) 25.68 (784) 2433
Forfeited/eXpired.............oovvereervereere. (86) 42.30 (767) 40.60 (810) 44.41

Options outstanding, at end of year .............. 2,835 38.89 2,886 39.33 3,657 39.46

Options exercisable, at end of year ............... 2,695 39.29 2,407 40.27 2,637 41.34

The following table summarizes information about stock options outstanding:
Weighted Average Weighted
Remaining Average Aggregate

Range of Exercise Prices:

$10.60 - $31.19. e
$31.20-8$39.32 e
$39.33-868.65. i
Options Outstanding............ceeevveevereerieriereennnne

The following table summarizes information about stock options exercisable:

Range of Exercise Prices:

$10.60 - $31.19.ccoiiiiiiice
$31.20-839.32. i
$39.33 -8 6865

Options Exercisable...........cocooevenineneninennene

Shares

Contractual Life Exercise Price

Intrinsic Value

(in thousands)
807
1,343
685
2,835

Shares

(in years) (in millions)
32§ 26.67 $ 0.5
24 36.85 —
1.5 57.28 —
Weighted Average Weighted
Remaining Average Aggregate

Contractual Life Exercise Price

Intrinsic Value

(in thousands)
772
1,265
658
2,695
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The weighted average grant date fair value of options granted during the years ended October 31, 2016, 2015, and 2014 was
$5.15, $13.70, and $13.81, respectively. The total intrinsic value of stock options exercised during the years ended October 31,
2016, 2015, and 2014 was zero, $0.2 million, and $12 million, respectively. The fair value of each option grant was estimated
on the grant date using the Black-Scholes option-pricing model.

The following table summarizes the annual weighted average assumptions:

For the Years Ended October 31,

2016 2015 2014
RISK-fT@€ INEEIEST TALE ....cuvieviiiieeiiciieie ettt ettt et sbe e st veesaesaeessesreenbeennens 1.7% 1.6% 1.6%
EXPECcted VOLALIILY ...ceevievieeiiiieiieicieetceie sttt ene s 56.8% 40.2% 45.6%
EXpected 1ife (I YEAIS) ...veeieiieiesiieieeieriteteeeete ettt ete st te et e steeevesteebeesaesseessensaensesnnens 4.8 4.9 4.9

The use of the Black-Scholes option-pricing model requires us to make certain estimates and assumptions. The risk-free interest
rate utilized is the implied yield on U.S. Treasury zero-coupon issues with a remaining term equal to the expected term
assumption on the grant date, rounded to the nearest half year. A dividend yield assumption of 0% is used for all grants based on
our history of not paying a dividend to any class of stock and future expectations. Expected volatility is based on a blend of our
historical stock prices and implied volatilities from traded options in our stock. The weighted average expected life in years for
all grants as a group is then calculated for each year.

Restricted Stock

Restricted stock represents common stock issued subject to forfeiture or other restrictions that will lapse upon satisfaction of
specified conditions. Restricted stock is valued based on the fair value of the common stock at grant date and except for the
restricted stock issued to non-employee directors, vests either ratably over a three-year period or cliff-vest at the end of a three-
year period. Restricted stock issued to non-employee directors represent their first quarterly retainer fees and immediately vest
at grant date.

The following table summarizes restricted stock activity:

For the Years Ended October 31,

2016 2015 2014
Weighted Weighted Weighted
Average Grant Average Grant Average Grant
Shares Date Fair Value Shares Date Fair Value Shares Date Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year ....... — S — 41 3 24.13 41 § 24.13
Granted ........cooeeveereereeeeee 5 12.52 2 29.50 4 33.70
VEStEd cvvvrreereeeeeeeeeeseeeeeeeese ) 12.52 (43) 2438 (4) 33.70

Nonvested, at end of year ................. — — — — 41 24.13

The aggregate grant date fair value of restricted stock vested during the year ended October 31, 2016 was $0.1 million,
compared to $1.1 million and $0.1 million during the years ended October 31, 2015 and 2014, respectively.

Restricted Stock Units

Restricted stock units ("RSUs") represent the right to receive shares of common stock ("share-settled RSUs") or the cash
("cash-settled RSUs") value of one share of common stock in the future, with the right to future delivery of the shares or cash
subject to forfeiture or other restrictions that will lapse upon satisfaction of specified conditions. Share and cash-settled RSUs
are valued based on the fair value of the common stock at grant date and vest either ratably over a three-year period or cliff-vest
at the end of a three-year period. Cash-settled RSUs are classified as liabilities and are remeasured at each reporting date until
settlement.
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The following tables summarize RSUs activity for the years ended October 31:

Share-Settled RSUs

2016 2015 2014
Weighted Weighted Weighted
Average Grant Average Grant Average Grant
Shares Date Fair Value Shares Date Fair Value Shares Date Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year..... 69 $ 28.60 188 $ 28.75 299 $ 29.54
Granted........cocoeevveeivreninnnne 624 8.76 — — — —
VEStEd.crmvenreeeeeereeeeeeeeeeeene (66) 28.66 (114) 28.91 (90) 31.74
Forfeited ..., (14) 13.07 ) 27.24 1) 27.24

Nonvested, at end of year............... 613 8.74 69 28.60 188 28.75

Cash-Settled RSUs
2016 2015 2014
Weighted Weighted Weighted
Average Grant Average Grant Average Grant
Shares Date Fair Value Shares Date Fair Value Shares Date Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year..... 498 $ 29.96 469 $ 33.00 194 §$ 43.74
Granted......c..cocevvevenincncncnene 650 7.26 280 27.67 470 32.44
VEStEd.vemrreereeeeeeeeeeeeee. (231) 26.06 (190) 33.82 (124) 47.48
FOrfeited ..., (100) 22.19 (61) 30.75 (71) 33.24

Nonvested, at end of year............... 817 13.95 498 29.96 469 33.00

The aggregate grant date fair value of RSUs vested during the years ended October 31, 2016, 2015, and 2014 was $8 million,
$10 million, and $9 million, respectively.

Performance-based Stock Options

Performance-based stock options represent the right to receive shares of common stock in the future, with the right to future
delivery of the shares subject to forfeiture or other restrictions that will lapse upon satisfaction of a combination of the
following conditions: service, market and performance conditions. Performance-based stock options have a seven-year
contractual life. Performance-based stock options subject to service and performance conditions are valued using the Black-
Scholes option pricing model and cliff-vest at the end of a three-year period, if performance measures are met. Performance-
based stock options subject to service and market conditions are valued using a Monte Carlo simulation and cliff-vest at the end
of a three-year period, if performance measures are met.

The following table summarizes the performance-based stock options subject to service and performance conditions activity:

For the Years Ended October 31,

2016 2015 2014
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
(in thousands) (in thousands) (in thousands)

Options outstanding, at beginning of year... 1,409 $  31.64 941 § 3541 299 § 3447
Granted........ccoceevieeieiieneeieeeee e — — 729 27.61 651 35.83
FOTFEIEd oo (436) 34.22 (261) 33.99 ) 35.09

Options outstanding, at end of year............. 973 30.47 1,409 31.64 941 3541
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There were no performance-based stock options subject to service and performance conditions exercisable during the years
ended October 31, 2016, 2015, and 2014.

The weighted average grant date fair value of the performance-based stock options subject to service and performance
conditions granted during the years ended October 31, 2015 and 2014 was $10.53 and $14.12, respectively. The fair value of
each option grant was estimated on the grant date using the Black-Scholes option-pricing model.

The following table summarizes the annual weighted average assumptions:

For the Years Ended October 31,

2015 2014
RiSK-TTE€ INTETESE TALE.........eotiieetieiitetee et ettt ettt ettt sae st saenaenaesnens 1.4% 1.6%
EXPECted VOIAtIIILY ....cuvivieiieeieciieiecetee ettt ettt ettt e te et e s teesbeesb e beessesaeenseeens 42.9% 45.5%
Expected life (in years) 4.7 4.9

The use of the Black-Scholes option-pricing model requires us to make certain estimates and assumptions. The risk-free
interest rate utilized is the implied yield on the U.S. Treasury zero-coupon issues with a remaining term equal to the expected
term assumption on the grant date, rounded to the nearest half year. A dividend yield assumption of 0% is used for all grants
based on our history of not paying a dividend to any class of stock. Expected volatility is based on a blend of our historical
stock prices and implied volatilities from traded options in our stock. The weighted average expected life in years for all grants
as a group is then calculated for each year.

The following table summarizes the performance-based stock options subject to service and market conditions activity:

For the Years Ended October 31,

2016 2015 2014

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price
(in thousands) (in thousands) (in thousands)

Options outstanding, at beginning of year... 615 $ 27.24 670 $ 27.24 759 $  27.24
FOLFEIted cvvvornrveereeeeeeeeeeeeeereses e (48) 27.24 (55) 27.24 (89) 27.24
Options outstanding, at end of year............. 567 27.24 615 27.24 670 27.24
Options exercisable, at end of year.............. 567 27.24 — — — —

Performance-based Stock Units

Performance-based stock units ("PSUs") represent the right to receive one share of common stock ("share-settled PSUs") or
cash equal to the value of one share of common stock ("cash-settled PSUs") in the future, with the right to future delivery of the
shares or cash subject to forfeiture or other restrictions that will lapse upon satisfaction of a combination of the following
conditions: service, market, and performance conditions. Share and cash-settled PSUs subject to service and performance
conditions are valued based on the fair value of the common stock at grant date and vest either at the end of the performance
period or cliff-vest at the end of a three-year period, if performance measures are met. Cash-settled PSUs subject to service and
market conditions are valued using a Monte Carlo simulation and cliff-vest at the end of a three-year period, if performance
measures are met. Cash-settled PSUs are classified as liabilities and are remeasured at each reporting date until settlement.
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The following tables summarize PSUs activity for the years ended October 31:

Share-Settled PSUs subject to Service and Performance Conditions

2016 2015 2014
Weighted ‘Weighted Weighted
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
(in thousands) (in thousands) (in thousands)
Nonvested, at beginning of year.................. 244§ 28.73 292§ 28.48 326 $ 28.35
S L1 DO (244) 28.73 (48) 27.24 (34) 27.24
Nonvested, at end of year ............cccoceeenenee. — — 244 28.73 292 28.48

Cash-Settled PSUs subject to Service and Performance Conditions

2016 2015 2014
Weighted Weighted Weighted
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year .................. 434 8§  30.64 221 $ 3511 $ — % —
Granted ........cocoveveveneneeeeeeen — — 277 27.61 225 35.10
FOIeited. .oovveoeveoeeeeeeee oo (55) 30.65 (64) 32.95 (4) 35.09

Nonvested, at end of year...............cooceenneee. 379 30.63 434 30.64 221 35.11

Cash Settled PSUs subject to Service and Market Conditions

2016 2015 2014
Weighted Weighted Weighted
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
(in thousands) (in thousands) (in thousands)
Nonvested, at beginning of year .................. 172§  69.64 172§  69.64 172§ 69.64
Forfeited........oooooeeieeieee 102) 82.86 — — — —
Nonvested, at end of year..............ccoeeenennee. 70 50.52 172 69.64 172 69.64

Total Share-Based Compensation Expense

Total share-based compensation expense for the years ended October 31, 2016, 2015, and 2014 was $15 million, $9 million and
$16 million, respectively. As of October 31, 2016, the minimum performance measures for fiscal years 2011 and 2012 cash-
settled PSUs with a five-year performance period, fiscal year 2013 performance-based stock options and share-settled PSUs,
and fiscal year 2014 performance-based stock options and cash-settled PSUs were not met and no share-based compensation
expense was recorded. However, fiscal year 2015 performance-based stock options and cash-settled PSUs partially met the
overall performance measures and share-based compensation expense recorded was based on the interpolated calculated future
pay out. Share-based compensation expense will be adjusted each reporting period based on the available current performance
measures information for all awards subject to performance conditions. We record share-based compensation expense on a
straight-line basis over the required service period which is equal to the vesting period, beginning on the grant date. Share-
based compensation expense is included in Selling, general and administrative expenses in the Consolidated Statements of
Operations. As of October 31, 2016, there was $12 million of total unrecognized compensation expense related to non-vested
share-based awards which is expected to be recognized over a weighted average period of approximately 1.9 years.

We received cash of $1 million and $19 million during the years ended October 31, 2015 and 2014, respectively, related to
stock options exercised. We used cash of $2 million, $6 million, and $5 million during the years ended October 31, 2016, 2015,
and 2014, respectively, to settle cash-settled RSUs. We did not realize any tax benefit from stock options exercised for fiscal
year 2015 and 2014.
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19. Supplemental Cash Flow Information

The following table provides additional information about our Consolidated Statements of Cash Flows:

For the Years Ended October 31,

(in millions) 2016 2015 2014
Equity in income of affiliated companies, net of dividends
Equity in income of non-consolidated affiliates ............ccccocerveirrecirieienieriiiieeieenes $ ©) $ ©6) $ 9)
Dividends from non-consolidated affiliates...........coccoeverevininiiiennieninncncnee, 12 12 12
Equity in income of non-consolidated affiliates, net of dividends...................... $ 6 S 6 3 3
Other non-cash operating activities -
Loss (gain) on sale of property and equipment..............cocerereereerereereceieeeeeeeeenes $ 2 3 4 3 C)
Loss on sale and impairment of repossessed collateral ............cocccveeeneencnncnnenes 6 2 3
Loss on repurchase 0f debt .......c..eecvevuieieiieniiiieriieieeeeeeeee e — — 11
Income from OPerating I@aSES ........c.evveerverieriieieriieieeieieete sttt (20) (33) (46)
Other non-cash operating aCtivities ...........c.ccevvevevverireeieeeiceeceeceeeeee e $ 1z $ (35) $ (41)
Changes in other assets and liabilities -
Oher CUITENE @SSEES......ecvieviivierierieteeteeteeteeteeteete et e et e et et et et esesess et e e essessereeseeseereeseenes $ 8 3 @ $ 62
Other NONCUITENT ASSELS.....c.veervvieriieiieesiieeitieeteestieeteesaeeseessseesseesseessseessesssseesssssssees a1 12 2
Other current Habilities .........cccuieiiiiiiiiiiieiiccie ettt e eaneas (165) 79 (206)
Postretirement benefits 1Habilities.........ccevcveririiiieniieieeeieee e 47) (54) (82)
Other noncurrent Habilities .........vecvereerieeiierieeie et (114) (135) (78)
(011013 U0 1 1< SO USSR 41) 25 20
Changes in other assets and 1iabilities ..........cecceeererererieneeeeeeeeeeeeae $ 370) $ 77) $ (282)
Cash paid during the year -
Interest, net of amounts capitalized ............ccoovevviveriiirieirieiieeeeeereeee e $ 291 $ 239§ 258
Income taxes, Net Of TETUNAS ......veiivviiiiiii e 44 52 15
Non-cash investing and financing activities
Property and equipment acquired under capital 1€ases........cccevvecverievreeeerieeeenneennn. $ 1 3 2 $ 3
Transfers to inventories from property and equipment for leases to others............... 27 @) (14)
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20. Condensed Consolidating Guarantor and Non-guarantor Financial Information

The following tables set forth condensed consolidating balance sheets as of October 31, 2016 and 2015, and condensed
consolidating statements of operations and comprehensive income (loss) for the years ended October 31, 2016, 2015, and 2014,
and condensed consolidating statements of cash flows for the years ended October 31, 2016, 2015, and 2014.

The information is presented as a result of NI’s guarantee, exclusive of its subsidiaries, of NIC’s indebtedness under our 8.25%
Senior Notes, due 2022, and obligations under our Loan Agreement related to the 6.5% Tax Exempt Bonds, due 2040. NI is a
direct wholly-owned subsidiary of NIC. None of NIC’s other subsidiaries guarantee any of these notes or bonds. The guarantees
are "full and unconditional," as those terms are used in Regulation S-X Rule 3-10, except that the guarantees will be
automatically released in certain customary circumstances, such as when the subsidiary is sold or all of the assets of the
subsidiary are sold, the capital stock is sold, when the subsidiary is designated as an "unrestricted subsidiary" for purposes of
the respective indentures for each of the 8.25% Senior Notes, due 2022, and the 6.5% Tax Exempt Bonds, due 2040, upon
liquidation or dissolution of the subsidiary or upon legal or covenant defeasance, or satisfaction and discharge of the notes or
bonds. Separate financial statements and other disclosures concerning NI have not been presented because management
believes that such information is not material to investors. Within this disclosure only, "NIC" includes the financial results of
the parent company only, with all of its wholly-owned subsidiaries accounted for under the equity method. Likewise, "NL" for
purposes of this disclosure only, includes the consolidated financial results of its wholly-owned subsidiaries accounted for
under the equity method and its operating units accounted for on a consolidated basis. "Non-Guarantor Subsidiaries" includes
the combined financial results of all other non-guarantor subsidiaries. "Eliminations and Other" includes all eliminations and
reclassifications to reconcile to the consolidated financial statements. NIC files a consolidated U.S. federal income tax return
that includes NI and its U.S. subsidiaries. NI has a tax allocation agreement ("Tax Agreement") with NIC which requires NI to
compute its separate federal income tax liability and remit any resulting tax liability to NIC. Tax benefits that may arise from
net operating losses of NI are not refunded to Navistar, Inc. but may be used to offset future required tax payments under the
Tax Agreement. The effect of the Tax Agreement is to allow NIC, the parent company, rather than NI, to utilize current

U.S. taxable losses of NI and all other direct or indirect subsidiaries of NIC.

Condensed Consolidating Statement of Operations for the Year Ended October 31, 2016

Navistar, Gulzl?;r;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Sales and revenues, net .................cc.c.ceevveieeiiiieiiee e, S — 3 5926 $ 5,432 § (3,247) § 8,111
Costs of products Sold ..........cceeveieievirinieieieieeceeee, — 5,358 4,628 (3,174) 6,812
Restructuring charges ..........ccocvevveeeerierieneenieeceeneerenenns — 3 7 — 10
Asset impairment charges — 11 16 — 27
All other operating expenses (InCOME)...........ccceereevennee. 101 862 398 (61) 1,300
Total costs and eXPenses..............cccoevevuerieneenieneeneenieniens 101 6,234 5,049 3,235) 8,149
Equity in income (loss) of affiliates ..........ccccceveecvereeciennnnns 4 181 2 (181) 6
Income (loss) before income taxes.........c.ecerverreeceerreeciennnnns 97 127) 385 (193) 32)
Income tax benefit (EXPense) ........ccceevevveeiereecieeeeireeieenens — 20 (55) 2 33)
Earnings (loss) from continuing operations ........................ 97 107) 330 (191) (65)
Income (loss) from discontinued operations, net of tax....... — — — — —
Net income (10SS) ..cveeeeerrieiiiieieeiere et 97 107) 330 191) (65)
Less: Net income attributable to non-controlling interests .. — — 32 — 32
Net income (loss) attributable to Navistar International
COorporation...........cc.ccceceviviniiiiniiniienineseec e $ o“7) $ (107) $ 298 $ 191 $ 97

136



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

Condensed Consolidating Statement of Comprehensive Income (Loss) for the Year Ended October 31, 2016

Navistar, GIII:I(');I;tOI' Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net inCome (L0SS) .vovviviveieieieeeeiieeieeee et $ “97) $ 107) $ 330 S a9 $ (65)
Other comprehensive income (loss):
Foreign currency translation adjustment ..........c..c.c..c..... 7 — 7 @) 7
Defined benefit plans, net of taX.........cccceveeveiireereenenene. (46) 1 “7) 46 (46)
Total other comprehensive income (10ss).........cccccvevveevennens 39) 1 40) 39 39)
Comprehensive income (10SS) ....c.eecvevveeviieienieeciesieieeieniens (136) (106) 290 (152) (104)
Less: Net income attributable to non-controlling interests .. — — 32 — 32
Total comprehensive income (loss) attributable to
Navistar International Corporation .................ccccceeevennn. $ (136) $ (106) $ 258 §$ (152) $ (136)
Condensed Consolidating Balance Sheet as of October 31, 2016
Non-
Navistar, Guarantor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Assets
Cash and cash equivalents..............ccceeveeeieeeeeeireenenn. $ 435 $ 117 $ 252§ — 3 804
Marketable SECULILIES.......cccecveveieirieeieieeee e 27 — 19 — 46
Restricted Cash........cccoocverieiienieieeieceeeeeee e 16 6 90 — 112
Finance and other receivables, net............c...cccceveenennnne. ) 171 1,883 84) 1,969
INVENLOTICS ... — 639 313 8) 944
Investments in non-consolidated affiliates....................... (7,714) 6,253 57 1,457 53
Property and equipment, Net............ccecvevvreeeeerreerennennn. — 669 580 ®) 1,241
GOOAWILL....oovieiiiieieeiee e — — 38 — 38
Deferred taxes, NEL.........covvuveiiiiieiiieeeeeee e — 10 150 1 161
L@ 1 1< TR 2 110 175 ?2) 285
TOtal ASSELS........ooovieiiieieiieieeeee et $ (7,235 $ 7975 $ 3,557 § 1,356 $ 5,653
Liabilities and stockholders’ equity (deficit) -
DIEDE i $ 195 $ 1,100 $ 1,841 § 2) $ 4904
Postretirement benefits liabilities .............ccccceeveeeieiennn. — 2,865 233 — 3,098
Amounts due to (from) affiliates.............ccoevvienieennnnnnn. (7,724) 10,709 (3,040) 55 —
Other lHabilities .......cccccveviieiiiieieeiee e 3,822 (152) (665) (61) 2,944
Total liabilities..................cceevieiiiiiiiei e, (1,937) 14,522 (1,631) ®) 10,946
Stockholders’ equity attributable to non-controlling
TIECTESE 1.ttt ettt et ete e te et et sve s e steeseere e v e — — 5 — 5
Stockholders’ equity (deficit) attributable to Navistar
International Corporation .............cccceeveevesveevreeeesneenenneans (5,298) (6,547) 5,183 1,364 (5,298)
Total liabilities and stockholders’ equity (deficit)............ $ (7,235 $ 7975 $ 3557 § 1,356 $ 5,653
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Condensed Consolidating Statement of Cash Flows for the Year Ended October 31, 2016

Navistar, GuI:l(':‘l;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net cash provided by (used in) operating activities......... $ (106) $ 187 $ 337 $ sy s 267
Cash flows from investing activities
Net change in restricted cash and cash equivalents......... — 1 4 — 5
Net sales of marketable securities ............ccocveererrrruennens 85 — 28 — 113
Capital expenditures and purchase of equipment leased
tO OtherS c.ooieiiiii e — 94) (154) — (248)
Other investing activities — 2 61 — 63
Net cash provided by (used in) investing activities.......... 85 91 (61) — 67)
Cash flows from financing activities
Net repayments of debt..........ccecvevirieiiniininiiniieecee, — (82) (191) (69) (342)
Other financing activities ..........ccecvevervvereerieneenieneeneenns — 22 (253) 220 a1
Net cash provided by (used in) financing activities......... — (60) (444) 151 (353)
Effect of exchange rate changes on cash and cash
QUIVALENTS..........oviiiiiieiieieceeece e — — 45 — 45
Increase (decrease) in cash and cash equivalents............ 21 36 (123) — (108)
Cash and cash equivalents at beginning of the year........ 456 81 375 — 912
Cash and cash equivalents at end of the year .................. $ 435 $ 117 $ 252§ — 8 804

Condensed Consolidating Statement of Operations for the Year Ended October 31, 2015

Navistar, GuI:l(':ll;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Sales and revenues, Net ...................ccoooveieeeieeeeieeeeeeenn. $ — $ 7267 $ 7413 $ (4,540) $§ 10,140
Costs of products Sold ..........ccevveeievieieniieieceeeeeei e — 6,014 6,510 (4,454) 8,670
Restructuring charges ............cceeevveeeeiieiiiienieeeeereereenens — 50 26 — 76
Asset impairment charges..........ccoceevevevereeenenreeresrennenns — 13 17 — 30
All other operating expenses (INCOME)..........cccververerennnn. 88 1,054 399 (68) 1,473
Total costs and eXPenses...............ccecueeeureienieecieneenreeiennens 88 7,731 6,952 (4,522) 10,249
Equity in income (loss) of affiliates ..............cccevererrernennee. (96) 225 2 (125) 6
Income (loss) before income taxes..........ccceeeeviererverrerrenenn. (184) (239) 463 (143) (103)
Income tax benefit (EXPENSe) ......ccevveeeerreereereerieeienieeieniens — 1 (52) — (&2))]
Earnings (loss) from continuing operations ......................... (184) (238) 411 (143) (154)
Income from discontinued operations, net of tax................. — — 3 — 3
Net income (10SS) ..cvieueeereeiiirieereeeeete et (184) (238) 414 (143) (151)
Less: Net income attributable to non-controlling interests .. — — 33 — 33
Net income (loss) attributable to Navistar International
COrPOration...............cooviviieeieeeeeeeeeeeeeeeeeee e $ (184) $ (238) $ 381 $ 143) $ (184)
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Condensed Consolidating Statement of Comprehensive Income (Loss) for the Year Ended October 31, 2015

Navistar, GuI:l(':‘l;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net inCOmME (10SS) ..vivvvieerieeeeeeee e $ (184) $ (238) $ 414 $ (143) $ (151)
Other comprehensive income (loss):
Foreign currency translation adjustment........................ (160) — (160) 160 (160)
Defined benefit plans, net of taX.........ccocoeeveveeirierennenenn. (178) (192) 14 178 (178)
Total other comprehensive income (10sS).........cccecveeveevennnn. (338) (192) (146) 338 (338)
Comprehensive income (10SS) ....c.eccvevvieriiiierieecienieieeieeiens (522) (430) 268 195 (489)
Less: Net income attributable to non-controlling interests .. — — 33 — 33
Total comprehensive income (loss) attributable to
Navistar International Corporation ................................. $ (522) $ (430) $ 235§ 195 % (522)
Condensed Consolidating Balance Sheet as of October 31, 2015
Non-
Navistar, Guarantor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Assets
Cash and cash equivalents..............ccceeveeeieeeeeeireenenn. $ 456 $ 81 $ 375§ — 3 912
Marketable SECULILIES.......cccecveveieirieeieieeee e 112 — 47 — 159
Restricted cash.........ccocevieieiiieiiiicieccee 16 7 98 — 121
Finance and other receivables, net............cccceeeveuveeenne.. 1 99 2,440 (103) 2,437
TNVENLOTIES ....veeeveiieie ettt — 809 342 (16) 1,135
Investments in non-consolidated affiliates...................... (7,679) 6,204 64 1,477 66
Property and equipment, Net............cceceevvreeeeerreerennennnn, — 737 616 ®) 1,345
GOOAWIL ... — — 38 — 38
Deferred taxes, NEL.........covvuveiiiiieieieeeeeeeeeceee e 7 20 137 — 164
L@ 1 1< TP 6 119 148 (1) 272
TOLAl ASSELS ........ooviiiiiieieieee et $ (7,081) $ 8,076 $ 4305 $ 1,349 § 6,649
Liabilities and stockholders’ equity (deficit)
DD .. $ 1,944 $ 1L171 $ 2,144 § 4 $ 5255
Postretirement benefits liabilities .............ccccceevveeieienen. — 2,909 179 — 3,088
Amounts due to (from) affiliates..........cccccceveevierercrennnns (7,574) 10,280 (2,879) 173 —
Other Habilities .......cccceevieiiiieieeiee e 3,716 207 (388) (69) 3,466
Total liabilities...............cccccocveviriniiniic e, (1,914) 14,567 (944) 100 11,809
Stockholders’ equity attributable to non-controlling
INEETESE ..ttt — — 7 — 7
Stockholders’ equity (deficit) attributable to Navistar
International Corporation .............ccocevveereeeeesreeresnennenns (5,167) (6,491) 5,242 1,249 (5,167)
Total liabilities and stockholders’ equity (deficit)............ $ (7,081) $ 8,076 $ 4305 $ 1,349 § 6,649
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Condensed Consolidating Statement of Cash Flows for the Year Ended October 31, 2015

Navistar, GuI:l(':‘l;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net cash provided by (used in) operating activities......... $ 87 % 184 % 168 $ (393) $ 46
Cash flows from investing activities
Net change in restricted cash and cash equivalents......... 3 “ 43 — 42
Net sales of marketable securities .............ccoceevererrienennens 266 — 180 — 446
Capital expenditures and purchase of equipment leased
tO OthErS oo — (82) (116) — (198)
Other INVesting aCtiVities.......ccevveeeeruereerrieieseeieeeenneenns — 3 23 — 26
Net cash provided by (used in) investing activities.......... 269 (83) 130 — 316
Cash flows from financing activities
Net borrowings (repayments) of debt.............cccovevveenennes 2) (38) (113) 268 115
Other financing activities .........cccecveverevereereeseenieseennenns 1 (35) (108) 125 17)
Net cash provided by (used in) financing activities......... ) (73) (221) 393 98
Effect of exchange rate changes on cash and cash
QUIVALENTS..........ccviiiiiiiiiicieccece e — — (45) — (45)
Increase in cash and cash equivalents ...............coccenennee. 355 28 32 — 415
Cash and cash equivalents at beginning of the year-........ 101 53 343 — 497
Cash and cash equivalents at end of the year ................. $ 456 $ 81 $ 375 $ — 3 912

Condensed Consolidating Statement of Operations for the Year Ended October 31, 2014

Navistar, Gul:l(');r;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Sales and revenues, Net.................oocoeeieveeeeeoeeeeeeeeeeen. $ — $ 7269 $ 8,19 $ (4,659) $ 10,806
Costs of products Sold..........cccceevrieeiiiieniieieeeeieereee — 6,794 7,337 (4,597) 9,534
Restructuring charges ............ccocevvvveieeieeiseseeeeenns — 8 34 — 42
Asset impairment Charges.........ccoocveveevereesieneesieneennens — 16 167 — 183
All other operating expenses (INCOME)..........cceevveeerennenns (48) 1,003 541 116 1,612
Total costs and expenses.................cccceevvierieeciienieenneeenne. (48) 7,821 8,079 (4,481) 11,371
Equity in income (loss) of affiliates ............ccccoevvererrennnn. (680) (169) 5 853 9
Income (loss) before iNCOME taXeS.......ceecverreervereerrervennnans (632) (721) 122 675 (556)
Income tax benefit (€XPense)........cceeeevuereerreecienreereeeeenenne 13 25 (64) — (26)
Earnings (loss) from continuing operations ........................ 619) (696) 58 675 (582)
Income from discontinued operations, net of tax ................ — — 3 — 3
Net income (10SS)....eeruieriiiieriieieeeeie e 619) (696) 61 675 (579)
Less: Net income attributable to non-controlling interests.. — — 40 — 40
Net income (loss) attributable to Navistar
International Corporation ....................c.ccoeveveveeeveennne. $ 619) $ (696) $ 21§ 675 % (619)
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Condensed Consolidating Statement of Comprehensive Income (Loss) for the Year Ended October 31, 2014

Navistar, Gul:l(');l;tor Eliminations

(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net iNCOME (10SS)....vovrvieeeeieeeieeeieeeeeeeeee e $ 619) $ (696) $ 61 $ 675 $ (579)
Other comprehensive income (loss):

Foreign currency translation adjustment ........................ (52) — (52) 52 (52)

Unrealized gain on marketable securities........................ 1 — 1 €8 1

Defined benefit plans, net of taX..........cceeveveeeeevieriennnnns (388) (397) 9 388 (388)
Total other comprehensive income (10Ss).........ccceecveeveenneee. (439) (397) (42) 439 (439)
Comprehensive income (10SS) .....cc.eeeevviiiecreeieerieieereene (1,058) (1,093) 19 1,114 (1,018)
Less: Net income attributable to non-controlling interests.. — — 40 — 40
Total comprehensive income (loss) attributable to
Navistar International Corporation................................. $ (1,058 § (1,093) § 21) $ 1,114 $ (1,058)

Condensed Consolidating Statement of Cash Flows for the Year Ended October 31, 2014

Non-
Navistar, Guarantor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated

Net cash provided by (used in) operating activities........ $ (285) $ (1,287) $ (112) $ 1,348 § (336)
Cash flows from investing activities

Net change in restricted cash and cash equivalents........ 5 €8 (84) — (80)

Net sales of marketable securities...........coccocevererencnnens 203 — 22 — 225

Capital expenditures and purchase of equipment leased

L0 OthETS oo — (114) (163) — 277)

Other INVeSting aCtiVItIS .....cveeverveereriierieeieseeieseeeneens — 17 40 — 57
Net cash provided by (used in) investing activities......... 208 98) (185) — (75)
Cash flows from financing activities

Net borrowings (repayments) of debt.........cccceceveennnen. (176) 1,306 409 (1,389) 150

Other financing activities.........ccevveeverierieevereeieneeeenns 18 60 (90) 41 29
Net cash provided by (used in) financing activities ........ (158) 1,366 319 (1,348) 179
Effect of exchange rate changes on cash and cash
QUIVALENTS ........ocvieiiieicic e — — (26) — (26)

Decrease in cash and cash equivalents .............ccceuvenne.n. (235) (19) 4) — (258)

Cash and cash equivalents at beginning of the year....... 336 72 347 — 755
Cash and cash equivalents at end of the year ................. $ 101 $ 53§ 343 § — 3 497
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21. Selected Quarterly Financial Data (Unaudited)

The following tables provide our quarterly condensed consolidated statements of operations and financial data:

First Quarter Ended Second Quarter Ended
January 31, April 30,
(in millions, except for per share data and stock prices) 2016 2015 2016 2015
Sales and FEVENUES, NEL ......c..eevieeeiiieiieeeieeeeeeeeeeeeee e et e eeteeeeeaeeeesareeseaaeeeenes $ 1,765 $§ 2421 $ 2197 $ 2,693
Manufacturing gross margin™..............c.cooooveereeeeeeeeeeeeeeeee e 264 340 319 298
Amounts attributable to Navistar International Corporation common
shareholders:
Income (loss) from continuing operations, net of tax ..........ccoecevererereereenenne. $ 33 $ 42) $ 4 $ (64)
Income (loss) from discontinued operations, net of tax.........cooevverereervereennens — — — —
NEt INCOME (10SS) 1uvvrrverireriiterieteieiesteeesieeeeresteresesessesesseseesessesessesessesesesens $ 33) $ 42) $ 4 $ (64)
Earnings (loss) per share attributable to Navistar International Corporation:
Basic:
CoNtinUING OPETALIONS .....eevvervrereeiereeresieesteeeeesseeaesseesesssensesssessessesses $ (0.40) $ (0.52) $ 005 $ (0.78)
Discontinued OPErations .........c.eceecvereerrerieereerieseeiesiesseeeeseesesseensenes — —
$ (0 40) !0 522 $ 0.05 § (0.78)
Diluted: -
CoNtiNUING OPEIAtIONS .....vevieeeeeeireereeriereesteeeseeseeeesseeesaeseeeeeeneeneenees $ (0.40) $ (0.52) $ 0.05 $ (0.78)
Discontinued OPEratioNsS ...........eceeeeeerieerrierieesieeeeeeesteneesaeseesseseeseeeenees — —
$ (0 40) !O 522 $ 005 § 0.78
Market price range-common stock: -
HIZH i $ 1521 $§ 3805 $ 1639 $§ 31.28
LOW ettt 5.78 28.99 6.24 27.50
Third Quarter Ended Fourth Quarter Ended
July 31, October 31,
(in millions, except for per share data and stock prices) 2016 2015 2016 2015
Sales and TEVENUES, NET .......c..cocveeeeeeerieeeeeeee et e eee e eee e eneean $ 208 $ 2538 $ 2063 $§ 2,483
Manufacturing gross margin™.............o.coooevueiveeereeesreereseeeeesee e 295 329 286 358
Amounts attributable to Navistar International Corporation common
shareholders:
Loss from continuing operations, Net Of taX ........cccceeeverieriereeneeiieneerieseennn $ 3G4) 3 (30) $ G4 $ 51
Income from discontinued operations, net of taX........cccvevververeecreneerieneennenn — 2 — 1

INEE LOSS ..ottt ettt e et et n $ 34 S (28) § (34) 8 (50

Earnings (loss) per share attributable to Navistar International Corporation:

Basic:
CoNtiNUING OPEIALIONS .....vevieeeeeireeriesiententeeereeseeneesseeesaeseeeeneeneeneeneas $ (042) $ (037) $ (042) $ (0.62)
Discontinued OPErations ............eeveueeeeeereeieesieeeeeeeseeseesaeseeseeseeseeeenees — 0.03 — 0.01
$ (042) gO 34) $  (042) § !O 61)
Diluted: -
Continuing OPETALIONS .........evveerueeierterierieerieeeeerteseesteetesreensesaeensesenesees $ (042) $ (037) $ (042) $ (0.62)
Discontinued OPErations ..........cecueeeerieeiereerieeienieeeeseeeeseesieesesieesenes — 0.03 — 0.01
$ (042) gO 34) § (0 42) $ !0 61)
Market price range-common stock:
HIZH e $ 1577 $§ 3041 $ 24.04 $ 1991
O ettt et 10.30 16.32 11.59 11.21

(A) Manufacturing gross margin is calculated by subtracting Costs of products sold from Sales of manufactured products, net.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures (as defined in Rules 13a-15(¢e) and 15d-15(e) under the Exchange Act) are designed to
ensure that information required to be disclosed in reports filed or submitted under the Exchange Act is recorded, processed,
summarized, and reported within the time periods specified in the SEC rules and forms, and that such information is
accumulated and communicated to management, including our Chief Executive Officer and Chief Financial Officer, to allow
timely decisions regarding required disclosures.

In connection with the preparation of this report, management, under the supervision and with the participation of the Chief
Executive Officer and Chief Financial Officer, conducted an evaluation of the effectiveness of the design and operation of our
disclosure controls and procedures as of October 31, 2016. Based on that evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that, as of the year ended October 31, 2016, our disclosure controls and procedures were
effective.

(b) Changes in Internal Control over Financial Reporting

As previously disclosed under “Item 9A.Controls and Procedures” in our Annual Report on Form 10-K for our fiscal year
ended October 31, 2015, we concluded that our internal control over financial reporting was not effective as of October 31,
2015 based on the material weakness identified. The material weakness in our internal control over financial reporting was
described in our Annual Report on Form 10-K for the fiscal year ended October 31, 2015 as follows:

We did not have sufficient controls designed to validate the proper classification of warranty claims data, including type of
warranty coverage and product/component, which is used to determine the warranty accrual and expense. This material
weakness resulted in misstatements in our warranty accrual that were corrected prior to the issuance of our consolidated
financial statements. The classification misstatements did not materially impact our consolidated financial statements, including
our warranty cash outlays for claims. However, a reasonable possibility exists that material misstatements in our consolidated
financial statements will not be prevented or detected on a timely basis. Because of the material weakness, our Chief Executive
Officer and Chief Financial Officer concluded that the Company did not maintain effective internal control over financial
reporting as of October 31, 2015.

Management’s Remediation Activities

During 2016, we invested significant time and effort to remediate the material weakness related to the proper classification of
warranty claims data including the type of warranty coverage and product/component used to determine the warranty accrual
and expense. Specifically, the following remediation actions were taken and completed:

»  All elements of a claim were reviewed to identify each data field that is relevant to the estimation processes of our
material warranty liabilities. For each key field, controls were implemented to validate the proper classification of
claim data.

»  System edit check controls were significantly enhanced to facilitate effective validation of warranty codes based on
the established policy.

+  Governance controls were improved to facilitate effective communication of warranty coverage changes to all affected
functions within the Company, including communication to the accounting and finance departments who evaluate
whether any accounting implications exist.

Other than the changes disclosed above, there were no material changes in our internal control over financial reporting
identified in connection with the evaluation required by Rules 13a-15 and 15d-15 under the Exchange Act that occurred during
the fiscal quarter ended October 31, 2016 that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

(c) Management's Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Internal control over financial reporting is a process designed by, and
under the supervision of, our Chief Executive Officer and Chief Financial Officer and effected by management and our Board
of Directors to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with U.S. GAAP. Internal control over financial reporting includes those
policies and procedures that:
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*  Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of assets of the Company.

*  Provide reasonable assurance that transactions are recorded as necessary to permit preparation of consolidated financial
statements in accordance with U.S. GAAP and that receipts and expenditures of the Company are being made in
accordance with authorization of our management and our Board of Directors.

*  Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
our assets that could have a material effect on our consolidated financial statements.

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

Management, with the participation of our Chief Executive Officer and Chief Financial Officer, conducted an evaluation of the
effectiveness of the internal control over financial reporting as of October 31, 2016 using the criteria set forth by the Internal
Control Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). As a result of that evaluation, management concluded that our internal control over financial reporting was effective
as of October 31, 2016.

Our independent registered public accounting firm, KPMG LLP, has audited the Company's consolidated financial statements
and the effectiveness of the Company's internal control over financial reporting as of October 31, 2016. Their report appears in
this Annual Report on Form 10-K.

Item 9B. Other Information

None.
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PART II1

Item 10. Directors, Executive Officers, and Corporate Governance

A list of our executive officers and biographical information appears in Part I, Item 1 of this report. Information about our
directors may be found under the caption "Proposal 1-Election of Directors" in our proxy statement for the 2017 annual
meeting of stockholders scheduled to be held February 14, 2017 (the "Proxy Statement"). Information about our Audit
Committee may be found under the captions "Board Committees and Meetings" and "Audit Committee Report" in the Proxy
Statement. Information about the procedures by which security holders may recommend nominees to our Board of Directors
may be found under the caption "Nominating Directors" in the Proxy Statement. That information is incorporated herein by
reference.

The information in the Proxy Statement set forth under the captions "Section 16(a) Beneficial Ownership Reporting
Compliance" and "Code of Conduct" is incorporated herein by reference.

Item 11. Executive Compensation

The information in the Proxy Statement set forth under the caption "Compensation" is incorporated herein by reference.

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

The information in the Proxy Statement set forth under the captions "Persons Owning More Than Five Percent of Navistar
Common Stock," "Navistar Common Stock Owned by Executive Officers and Directors," and "Equity Compensation Plan
Information" is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions and Director Independence

The information set forth in the Proxy Statement under the captions "Related Party Transactions and Approval Policy" and
"Director Independence Determinations" is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

Information concerning principal accountant fees and services appears in the Proxy Statement under the heading "Independent
Registered Public Accounting Firm Fee Information" and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
Financial Statements
See Item 8—Financial Statements and Supplementary Data

Financial statement schedules are omitted because of the absence of the conditions under which they are required or because
information called for is shown in the consolidated financial statements and notes thereto.

Exhibit: Description Page
3)* Articles of Incorporation and By-Laws..........cccceruiierierierieieeeeeeee e E-1
4)* Instruments Defining Rights of Security Holders, including Indentures...........cccccccecevcerencncncnnenne. E-2
(10)* IMALETIAL COMETACES ...eeuveeieieeiteiteeieetesteete et eteette st ebe e st ebeeste s bt ensessaenseessenseensesseenseensesaeensesseensesnsesseans E-3
(11)* Computation of Earnings (loss) per Share (incorporated by reference from Note 17. Earnings

(Loss) Per Share Attributable to Navistar International Corporation, to the accompanying

consolidated financial StAtEMENTS) .......ccuieiuiieiiiieiieiieeie ettt ettt et e ebe e ereeveeseveesaaeensaesenaas 130
(12)* Computation of Ratio of Earnings to Fixed Charges .........cccocvecveiieniinienieienieieceeseeeeeeie e E-10
21)* Subsidiaries of the REGISIIANL..........ccieriirieriieieieie ettt ste et estaesbeessesbeesaesseensesnnes E-11
(23.1)* Consent of Independent Registered Public Accounting Firm ..........cccccevieeiiniiniicienieieeeee e E-12
(24)* oo} e o N A (015 11 E-13
(GL1)* CEO Certification pursuant to Section 302 of the Sarbanes-Oxley Act 0f 2002 .........cccevvvvereennnne. E-14
31.2)* CFO Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 ...........cccceceverennenne. E-15
(32.1)* CEO Certification pursuant to Section 906 of the Sarbanes-Oxley Act 0f 2002 .........ccceevevverrennenne. E-16
(32.2)* CFO Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 .........cceevevererennenne. E-17
(99.1) Additional Financial Information (Unaudited) ...........cceveevierieniiiiieiieieeeee ettt E-18
(101.INS)*  XBRL INStance DOCUMENL .....c..covueiuiriiinierienieetentteie ettt ettt sttt satesb e st sbeenbe e e e sbeeatesaeens N/A
(101.SCH)* XBRL Taxonomy Extension Schema DOCUMENL...........cccceceriiriiiiiniiniiniieieniesieee st N/A
(101.CAL)* XBRL Taxonomy Extension Calculation Linkbase Document............c.cccccccecevivvneninicncninicncnenne. N/A
(101.LAB)* XBRL Taxonomy Extension Label Linkbase DOCUMENL.............cccerirriirieninieniieie e N/A
(101.PRE)* XBRL Taxonomy Extension Presentation Linkbase Document...........c.cceeeecierienienienieeseeneenienenns N/A
(101.DEF)* XBRL Taxonomy Extension Definition Linkbase Document.............ccceoveoieirininininieenceceeeee. N/A

* Indicates exhibits not included within this 2016 Annual Report to Shareholders. These exhibits were included within our Annual Report on Form 10-K for
the year ended October 31, 2016, which was filed on December 20, 2016.

All exhibits other than those indicated above are omitted because of the absence of the conditions under which they are
required or because the information called for is shown in the consolidated financial statements and notes thereto in the Annual
Report on Form 10-K for the period ended October 31, 2016.

Item 16. Summary

None.

146



Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on

SIGNATURE

its behalf by the undersigned, thereunto duly authorized.

NAVISTAR INTERNATIONAL CORPORATION

(Registrant)

/s/  SAMARA A. STRYCKER

Samara A. Strycker

Senior Vice President and Corporate Controller

(Principal Accounting Officer)

December 20, 2016

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

Signature

Title

Date

/s/ TROY A. CLARKE

Troy A. Clarke

/s/ WALTER G. BORST

Walter G. Borst

/s/ SAMARA A. STRYCKER

Samara A. Strycker

/s/  JOSE M. ALAPONT

Jose M. Alapont

/s/  STEPHEN R. D'ARCY

Stephen R. D'Arcy

/s/ MICHAEL N. HAMMES

Michael N. Hammes

/s/ VINCENT J. INTRIERI

Vincent J. Intrieri

/s/  JAMES H. KEYES

James H. Keyes

/s/ STANLEY A. MCCHRYSTAL

Stanley A. McChrystal

/s/  SAMUEL J. MERKSAMER

Samuel J. Merksamer

/s/ MARK H. RACHESKY

Mark H. Rachesky
/s/ MICHAEL F. SIRIGNANO

Michael F. Sirignano

/s/  DENNIS A. SUSKIND

Dennis A. Suskind

/s/ DENNIS D. WILLIAMS

Dennis D. Williams

President and
Chief Executive Officer and Director
(Principal Executive Olfficer)

Executive Vice President and
Chief Financial Officer
(Principal Financial Officer)

Senior Vice President and
Corporate Controller
(Principal Accounting Officer)

Director

Director

Director

Director
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Director

Director

Director
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EXHIBIT 99.1

Additional Financial Information (Unaudited)

The following additional financial information is provided based upon the continuing interest of certain stockholders and
creditors to assist them in understanding our core Manufacturing operations and our Financial Services operations on an after-
tax equity basis. Our Manufacturing operations, for this purpose, include our Truck segment, Parts segment, Global Operations
segment, and Corporate items. The Manufacturing operations financial information represents non-GAAP financial measures.
These non-GAAP financial measures should be considered supplemental to, and not as a substitute for, or superior to, financial
measures calculated in accordance with U.S. GAAP. The reconciling differences between these non-GAAP financial measures
and our U.S. GAAP condensed consolidated financial statements in Item 1, Financial Statements, are our Financial Services
operations, which are included on an after-tax equity basis. Certain of our subsidiaries in our Manufacturing operations have
debt outstanding with our Financial Services operations (“intercompany debt”). In the condensed statements of assets,
liabilities, and stockholders' equity (deficit), the intercompany debt is reflected as accounts payable. The change in the
intercompany debt is reflected in the net cash provided by operating activities in the condensed statements of cash activity.

Condensed Statements of Revenues and Expenses
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2016

Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Operations
Sales of manufactured products...........cccccvevveviecieeieciieieieeeennn. $ 7,976 $ — 3 — 3 7,976
FINance réVeNnUES ...........cccveeveeiiieiiieeiiceieeeee e — 235 (100) 135
Sales and revenues, net..................ccooceeeerieienienieeieeeenn 7,976 235 (100) 8,111
Costs of products SOId.........ccoevveeiiiiiiiciiiicecceeee e 6,812 — — 6,812
Restructuring Charges ...........coecvevveevereeciieeerieeeesieeeesve e sieenens 10 — — 10
Asset impairment Charges..........ocveeveeveecvieeeciieeece e 27 — — 27
Selling, general and administrative eXpenses...............cceeveeveenen. 723 81 ?2) 802
Engineering and product development costs...........ccccceevveenennens 247 — — 247
INEEIESt EXPEIISE ..veovvivieniiciieieeiieieer et ere e e sre e e saeeeesaeesnens 256 80 )] 327
Other (inCOME) EXPENSE, NEL.....ccveerviereereeriereireereereere e eeeeans 39 (26) 89) (76)
Total costs and eXPenses................ccooueevereeriereerieeeenreeneenns 8,114 135 (100) 8,149
Equity in income of non-consolidated affiliates......................... 6 — — 6
Income (loss) before equity income from financial services
operations and INCOME tAXES.........ccveereereerreerreireerreereereereeereereenns 132) 100 — (32)
Equity income (loss) from financial services operations............ 67 — 67) —
Income (loss) from continuing operations before income taxes. (65) 100 67) (32)
INCOME tAX EXPENSEC.....eevireririerrerieireeteeteereeeeereesaeeeeesseeeesseesnens — 33) — 33)
Income (loss) from continuing operations..............c.cceeveeveneene. (65) 67 67) (65)
Income (loss) from discontinued operations, net of tax ............. — — — —
Net iNCOME (10SS) c.uvvervreerieiiiieiierie et eete et sve e sre e seee e (65) 67 (67) (65)
Less: Income attributable to non-controlling interests........... 32 — — 32
Net income (loss) attributable to Navistar International
COrporation ...............ccoceeieiiiiiiierieieeieeieiee et eaeas $ 97 $ 67 $ ©7) $ 97)




Condensed Statements of Revenues and Expenses
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2015

Financial Consolidated
Manufacturing Services Statement of

(in millions) Operations Operations Adjustments Operations
Sales of manufactured products............ccocvevvevievierievieieieieeenen, $ 9,995 §$ — 3 — 3 9,995
FINance reVENUES .........ccecveiiieieiiieieeteee et sae e — 241 (96) 145

Sales and revenues, net...................cccooeeviieviieeeiieeeeeeene 9,995 241 (96) 10,140
Costs of products S0Old.........c.occvevuieiiiieiiieeeceeeeee e 8,670 — — 8,670
Restructuring Charges ..........ccveverieeienieciieieee e 75 1 — 76
Asset impairment Charges...........ccvecveeeeviieeeriieeese e 30 — — 30
Selling, general and administrative €Xpenses..........ccccecceeeennene 820 91 3) 908
Engineering and product development costs...........c.ccceevverueninns 288 — — 288
INEETESt EXPEIISE ...eovveeienieeiieieeieeie ettt seeeenens 243 74 (10) 307
Other (income) eXPense, NEt.........cceveeveereerrereerrenreereerereeeeenns 76 (23) (83) (30)

Total costs and eXPenses...............cceeeevrereerieriereneeneeeneenns 10,202 143 (96) 10,249
Equity in income of non-consolidated affiliates......................... 6 — — 6
Income (loss) before equity income from financial services
operations and INCOME tAXES.........ccuevveereerreerieireeresreereeeeeseeeeenns (201) 98 — (103)
Equity income (loss) from financial services operations............ 71 — (71) —
Income (loss) from continuing operations before income taxes. (130) 98 (71) (103)
INCOME tAX EXPEINSEC.....eervirererieereiieerenteeteereeaeeseessesseessesnessessnens (24) (27) — (51)
Income (loss) from continuing operations..............cecveevvevennnn. (154) 71 (71) (154)
Income from discontinued operations, net of tax ...........cc.cecc... 3 — — 3
Net INCOME (10SS) ..ecuvicvieiieeiiiiciecieeee ettt (151) 71 (71) (151)

Less: Income attributable to non-controlling interests........... 33 — — 33
Net income (loss) attributable to Navistar International
COrPOration............c.ocvcviiiieiiiieietiietieeteeeee et $ (184) $ 71 $ 71 $ (184)




Condensed Statements of Revenues and Expenses
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year ended October 31, 2014

Financial Consolidated
Manufacturing Services Statement of

(in millions) Operations Operations Adjustments Operations
Sales of manufactured products............ccocvevvevievierievieieieieeenen, $ 10,653 $ — 3 — 3 10,653
FINance reVENUES .........ccecveiiieieiiieieeteee et sae e — 232 (79) 153

Sales and revenues, Net...................ccooeeeeveieeineeeeieeeeeeeeenne 10,653 232 (79) 10,806
Costs of products S0Old.........c.occvevuieiiiieiiieeeceeeeee e 9,534 — — 9,534
Restructuring Charges .........cocveverieeieniecieseeee e 41 1 — 42
Asset impairment Charges...........ovecveeeeviieeeriieeene e 182 1 — 183
Selling, general and administrative €Xpenses..........ccccecceeeennene 888 95 4 979
Engineering and product development costs...........c.ccceevverueninns 331 — — 331
INEETESt EXPEIISE ...eovveeienieeiieieeieeie ettt seeeenens 245 71 (2) 314
Other (income) eXPense, NEt.........cceveeveereerrereerrenreereerereeeeenns 94 (33) (73) (12)

Total costs and eXPenses ................ccoveevrerieriereenieneenieeeeenns 11,315 135 (79) 11,371
Equity in income of non-consolidated affiliates......................... 9 — — 9
Income (loss) before equity income from financial services
operations and INCOME tAXES.........ccuevveereerreerieireeresreereeeeeseeeeenns (653) 97 — (556)
Equity income (loss) from financial services operations............ 63 — (63) —
Income (loss) from continuing operations before income taxes. (590) 97 (63) (556)
Income tax benefit (EXPEense)........ecvreeveerieriieeeriereeniereesieenens 8 (34) — (26)
Income (loss) from continuing operations..............cecveevvevennnn. (582) 63 (63) (582)
Income from discontinued operations, net of tax ...........cc.cecc... 3 — — 3
Net INCOME (10SS) ..ecuvicvieiieeiiiiciecieeee ettt (579) 63 (63) (579)

Less: Income attributable to non-controlling interests........... 40 — — 40
Net income (loss) attributable to Navistar International
COrPOratioN............c.ocveviiieiieieietieeteeeteeee et $ 619) $ 63 § 63) $ (619)
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Condensed Statements of Assets, Liabilities, and Stockholders' Equity (Deficit)

Navistar International Corporation

(Manufacturing operations with financial services operations on an after-tax equity basis)

As of October 31, 2016
Financial
Manufacturing Services Consolidated

(in millions) Operations Operations Adjustments Balance Sheet
Assets
Cash and cash equivalents ..............ccccoeevviviivievieicieieeceereen $ 761 43 — 8 804
Marketable SECUITHES .....ccveevveevieiiereeieereeeee e eaens 39 7 — 46
Restricted Cash ........covvveiiieiiiiciccceeeec e 22 90 — 112
Finance and other receivables, Net..........cooovveeveviieeveeeeieeeeen. 292 1,952 (275) 1,969
INVENLOTICS. ...c.viieiiceieiicieie ettt ettt et sae e beesbesreens 930 14 — 944
GOOAWILL ..ot 38 — — 38
Property and equipment, D€t ...........cceevvevuiivierieeeenieeieseereeeens 980 261 — 1,241
Investments in and advances to financial services operations... 466 — (466) —
Investments in non-consolidated affiliates..............ccccevvevennns 53 — — 53
Deferred taXes, NET .......eeieeiieeeeeeeeeee e 157 4 — 161
Other @SSELS ...veeuviiieiieiieri ettt ettt beessesreens 265 20 — 285

TOtAl ASSELS.......oooiviiiiiiiiieiie e $ 4,003 2,391 (741) $ 5,653
Liabilities and stockholders' equity (deficit)
Accounts Payable...........cceeviiiieiieiieiieeee e $ 1,345 43 275) $ 1,113
DIEDE .t 3,096 1,808 — 4,904
Postretirement benefits iabilities.......coooveeeeiieeoieeeeeeeeeeeeeeeene 3,098 — — 3,098
Other lHabilities.......ccceeveriieierieiescee e 1,757 74 — 1,831
Total liabilities..............c.cccooieviiiiiiiceceeeee e 9,296 1,925 (275) 10,946
Stockholders' equity attributable to non-controlling
IIEEIEST......oiiiiiiieiee e e 5 — — 5
Stockholders' equity (deficit) attributable to controlling
INEEIESt. ...t (5,298) 466 (466) (5,298)

Total liabilities and stockholders' equity (deficit)............ $ 4,003 $ 2,391 (741) $ 5,653
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Condensed Statements of Assets, Liabilities, and Stockholders' Equity (Deficit)
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

As of October 31, 2015
Financial
Manufacturing Services Consolidated

(in millions) Operations Operations Adjustments Balance Sheet
Assets
Cash and cash equivalents ..............ccceeveeevieerieeerieeeeeeeeevennes $ 877 $ 35 % — S 912
Marketable SECUITHES .....ccveevveevieiiereeieereeeee e eaens 136 23 — 159
Restricted Cash ........covvveiiieiiiiciccceeeec e 24 97 — 121
Finance and other receivables, Net..........cooovveeveviieeveeeeieeeeen. 441 2,450 (454) 2,437
TNVENLOTICS. .. ..evveiieeieecee et eaee e 1,125 10 — 1,135
GOOAWILL ..ot 38 — — 38
Property and equipment, D€t ...........cceevvevuiivierieeeenieeieseereeeens 1,082 263 — 1,345
Investments in and advances to financial services operations... 637 — (637) —
Investments in non-consolidated affiliates..............ccccevvevennns 66 — — 66
Deferred taXes, NET .......eeieeiieeeeeeeeeee e 157 7 — 164
Other @SSELS ...veiuviiieiieiieri et ste ettt seeseeereens 256 16 — 272

TOLAL ASSCES ...ttt eeeee et et eeeeseeas $ 4,839 § 2,901 $ (1,091) $ 6,649
Liabilities and stockholders' equity (deficit)
Accounts Payable ..........c.ocveuieiuieereeeeeeeee e $ 1,707 $ 48 3 (454) $ 1,301
DDt et ens 3,162 2,093 — 5,255
Postretirement benefits liabilities............coevvveivviiiiiviiieieeeee. 3,088 — — 3,088
Other HaDIIITIES. ...uvveeeieeeieee et ee e ee e e seeaaeeas 2,042 123 — 2,165
Total liabilities.................cccoooeeviiiiiiiieeee e 9,999 2,264 (454) 11,809
Stockholders' equity attributable to non-controlling
INEEIESE......oeiiieiiice et 7 — — 7
Stockholders' equity (deficit) attributable to controlling
INEETEST. ..ottt (5,167) 637 (637) (5,167)

Total liabilities and stockholders' equity (deficit)............. $ 4839 $ 2,901 $ (1,091) $ 6,649
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Condensed Statements of Cash Flows
Navistar International Corporation

(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2016

Condensed
Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Cash Flows
Cash flows from operating activities
Net iNCOME (10SS)...vicviirieeiiiieiecie ettt $ 65 $ 67 $ ©7) $ (65)
Adjustments to reconcile net income (loss) to cash provided by
(used in) operating activities:
Depreciation and amortization............ccec.eeeeevveeeerneeeeseenennens 144 2 — 146
Depreciation of equipment leased to others.............c.ccuccuenne. 31 48 — 79
Amortization of debt issuance costs and discount.................. 24 13 — 37
Deferred iNCOME tAXES .......ccvvivvveeeeeeeeeeeeeeetie et eeeens 13) — 9
Asset impairment Charges...........cceecveeveviieeeneeeeneeeese e 23 — 27
Loss on sales of investments and businesses, net................... 2 — — 2
Equity in income of non-consolidated affiliates..................... 6) — — 6)
Equity in income of financial services affiliates..................... 67) — 67 —
Dividends from financial services operations......................... 220 — (220) —
Dividends from non-consolidated affiliates................c..c........ 12 — — 12
Change in intercompany receivables and payables................. (74) 74 — —
(0111 1<) W 1< AR a7s) 219 — 44
Net cash provided by (used in) operating activities........... 56 431 (220) 267
Cash flows from investing activities
Purchases of marketable securities............ccceeeveeveeecieenniecreennn. (485) — — (485)
Sales of marketable SECUIItIES ..........ccevveevierieiierieieeeeie e 539 16 — 555
Maturities of marketable SeCUrities ..........ccceeeverircvererceeneeienenn 43 — — 43
Net change in restricted cash and cash equivalents..................... 1 4 — 5
Capital eXpenditures ..........coecerieeierierieriereseee st eeeeees (114) ?2) — (116)
Purchase of equipment leased to others.............cccceevuieeerreennennen. 20) (112) — (132)
Other INVeSting aCtIVItICS ......vevvierereieiereeie et 39 24 — 63
Net cash provided by (used in) investing activities............ 3 (70) — 67)
Net cash provided by (used in) financing activities ........... (203) (370) 220 (353)
Effect of exchange rate changes on cash and cash
eQUIVALENTS..........ooiiiiiiieiecc e 28 17 — 45
Increase (decrease) in cash and cash equivalents ................... (116) 8 — (108)
Cash and cash equivalents at beginning of the period........... 877 35 — 912
Cash and cash equivalents at end of the period...................... $ 761 $ 43 3 — 804

E-23



Condensed Statements of Cash Flows
Navistar International Corporation

(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2015

Condensed
Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Cash Flows
Cash flows from operating activities
Net iNCOME (10SS)...evviiiriiereeieeeeieeeeteeee ettt eaeaeas $ (1s51) $ 71 S (71) $ (151)
Adjustments to reconcile net income (loss) to cash provided by
(used in) operating activities:
Depreciation and amortization............ccec.eeeeevveeeerneeeeseenennens 203 2 — 205
Depreciation of equipment leased to others.............c.ccuccuenne. 28 48 — 76
Amortization of debt issuance costs and discount.................. 24 13 — 37
Deferred iNCOME taXeS .....cvevveeeveerieiierieeeereeere et (16) 2) — (18)
Asset impairment Charges...........cceecveeeevveeeenieeeeneeceese e 25 5 — 30
Equity in income of non-consolidated affiliates..................... 6) — — 6)
Equity in income of financial services operations.................. (71) — 71 —
Dividends from financial services operations......................... 125 — (125) —
Dividends from non-consolidated affiliates........................... 12 — — 12
Change in intercompany receivables and payables™............ (16) 16 — —
Other, NEE™ ... (59) (80) — (139)
Net cash provided by (used in) operating activities™ ....... 98 73 (125) 46
Cash flows from investing activities
Purchases of marketable securities.............ccoovvevieeerreeeerneenenen. (887) — — (887)
Sales of marketable SECUTIILIES ......uvvvvveveeeeiieeieeeeeeeeeeecreeeeeeeeanes 1,244 3 — 1,247
Maturities of marketable SECUTIHES .........cecveereeieireriieerie e 86 — — 86
Net change in restricted cash and cash equivalents..................... €)) 43 — 42
Capital eXpenditures .........c..ccvevvieviieieereeireeie e eereens (111) @) — (115)
Purchase of equipment leased to others............ccocverercverennennen. 1 (84) — (83)
Acquisition of intangibles...........cccceveevinieninieniieeeeeee @) — — 4
Other INVeSting aCtiVItICS ......vevveecieriieierieie et 18 12 — 30
Net cash provided by (used in) investing activities............ 346 (30) — 316
Net cash provided by (used in) financing activities™ ........ 63 (90) 125 98
Effect of exchange rate changes on cash and cash
EQUIVALENES ...t (70) 25 — (45)
Increase (decrease) in cash and cash equivalents................... 437 (22) — 415
Cash and cash equivalents at beginning of the period............ 440 57 — 497
Cash and cash equivalents at end of the period...................... $ 877 $ 35 % — $ 912
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Condensed Statements of Cash Flows
Navistar International Corporation

(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2014

Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Operations
Cash flows from operating activities
Net iNCOME (10SS)....ovieveeeiriereeeeeeeeeeeeeeeeeeee et $ (579) 63 $ (63) $ (579)
Adjustments to reconcile net income (loss) to cash provided by
(used in) operating activities:
Depreciation and amortization............ccec.eeeeevveeeerneeeeseenennens 226 1 — 227
Depreciation of equipment leased to others.............c.ccuccuenne. 61 44 — 105
Amortization of debt issuance costs and discount.................. 37 12 — 49
Deferred iNCOME taXeS .....cvevveeeveerieiierieeeereeere et (25) 10 — (15)
Asset impairment Charges..........oocvecveeieviieeenieeeenieeee e 182 1 — 183
Equity in income of non-consolidated affiliates..................... ©) — — ©)
Equity in income of financial services operations.................. (63) — 63 —
Dividends from financial services operations......................... 41 — 40 —
Dividends from non-consolidated affiliates.............c............. 12 — — 12
Change in intercompany receivables and payables™............ 84 (84) — —
Other, NEE™ ... (286) (23) — (309)
Net cash provided by (used in) operating activities™ ....... (319) 24 (41) (336)
Cash flows from investing activities
Purchases of marketable securities.............ccoovvevieeerreeeerneenenen. (1,809) 3) — (1,812)
Sales of marketable SECUTIILIES ......uvvvvveveeeeiieeieeeeeeeeeeecreeeeeeeeanes 1,566 10 — 1,576
Maturities of marketable SECUTIHES .........cecveereeieireriieerie e 461 — — 461
Net change in restricted cash and cash equivalents..................... 5 (85) — (80)
Capital eXpenditures .........c..ccvevveeviiereerieieeie e (87) (1) — (88)
Purchase of equipment leased to others............ccocverercverennennen. (64) (125) — (189)
Other INVeSting aCtIVItICS ........ccvieveerieeeeieeiecreere et 40 17 — 57
Net cash provided by (used in) investing activities............. 112 (187) — (75)
Net cash provided by (used in) financing activities™ ........ (59) 197 41 179
Effect of exchange rate changes on cash and cash
EQUIVALENTS ..ot 21 (5) — (26)
Increase (decrease) in cash and cash equivalents ................... (287) 29 — (258)
Cash and cash equivalents at beginning of the year............... 727 28 — 755
Cash and cash equivalents at end of the year ....................... $ 440 $ 57 $ — $ 497

(A) Adjustments are made to Change in intercompany receivables and payables and Other, net within the Net cash provided by (used in) operating activities
as well as Net cash provided by (used in) financing activities section to conform to the 2016 presentation. The reclassification did not impact our

Consolidated Statements of Cash Flows.
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