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To our stockholders, employees and customers:

2017 was a breakthrough year for Navistar. We achieved full-year profitability for the
first time since 2011, and achieved our largest single-year market share gain in the last
eight years. We also disrupted the industry by our alliance with Volkswagen Truck &
Bus, which accelerates our strategy for the future.

This breakthrough year capped a five-year period when our stock’s cumulative total
return outperformed not just the overall market, but our sector as a whole. This
performance reflects multiple accomplishments.

Market Position Improving

We have boosted our market position through our smart, steady investment in a renewed
product lineup, advanced technologies and industry-leading connected vehicle solutions.

We are seeing increased customer interest in our products, due to the performance of our
new products and our improved financial viability. Revenues grew six percent to $8.6
billion, thanks to higher truck and bus volumes. Our Core Class 6-8 retail market share
grew by 1.5 points over 2016, with growth in every truck segment. We expanded our
success with large fleets, more than doubling the number of customers placing orders of
more than 500 vehicles. Bus chargeouts remained steady as we invested in an expanded
school bus product line for 2018, including diesel, propane and gasoline models. We also
announced the introduction of an innovative electric bus to go on sale in 2019.

The new International® A26 diesel engine, an all-new 12.4-liter engine, is growing our
share in the 13-liter segment of the Class 8 market. Third-party tests confirm that when it
is teamed with our long-haul International® LT™ Series, it leads the industry in fuel
economy by an average of four percent. It is currently available in the LT Series and our
regional-haul RH™ Series, and in 2018, we plan to launch it in our heavy vocational
HX™ Series and HV™ Series.

Our 2018 product development pipeline is full, including the aforementioned offerings as
well as a new medium-duty truck; the updated International® LoneStar®; a re-introduced
RE school bus; and a gasoline-powered CE school bus. Toward the end of the calendar
year, we will enter the Class 4/5 market with a vehicle that we are co-developing with
General Motors. By the end of 2018, we will have an entirely renewed truck lineup.

Performance-Driven

We have transformed Navistar into a performance-driven company, with improved
profitability, reduced costs, improved quality and declining legacy issues.

In 2017, our lean-enterprise initiatives progressed across all manufacturing operations,
with significant improvements in quality and cost. We further rationalized non-core
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operations by selling the bus parts fabrication business and a fuel injector business line,
as well as finalizing plans to cease production of a low-volume engine offering. We cut
gross used truck inventory in half from the previous year. And our 2017 warranty
expense reached its lowest level since 2009, a reflection of our improved product quality
and reliability.

These steps and others drove sustained financial progress: 2017 was our fifth consecutive
year of adjusted EBITDA improvement.

Connected Services Leadership

We are a leader in the pursuit of innovative, customer-focused solutions using
technologies that are reshaping the trucking industry.

The OnCommand® Connection telematics and remote diagnostics platform offers the
industry unique benefits. It helps customers with more effective and efficient repairs and
maintenance. It is well positioned as the industry’s digital backbone, providing data that
is critically important for load matching, platooning and autonomous trucking. And
increasingly, it is a platform for offering innovative services to vehicles’ second and third
owners, who have traditionally been under-served by truck OEMs.

This year, we made a new integrated telematics solution available, as well as electronic
Driver Vehicle Inspection Reporting, fuel tax reporting, and over-the-air programming
for Cummins engines. We also partnered with Edulog, a leader in pupil transportation
technology, to provide comprehensive telematics solutions to the school bus market. In
addition, we launched the OnCommand Connection Marketplace, a new, open-
architecture, cloud-based e-commerce platform for driver support apps like the
OnCommand Connection Electronic Driver Log, which automates federal Hours of
Service compliance.

Uptime Leadership

We are working with the International® dealer network, the industry’s largest, to drive
Uptime as a differentiating value proposition.

With more than 370,000 vehicles transmitting real-time performance data, OnCommand
Connection is a critical tool to help our dealers improve customer Uptime. We have
reduced dealer dwell time with improved diagnostics and repair procedures. A growing
number of our dealers achieved Diamond EdgeSM certification based on adherence to
rigorous service standards. With our leadership in connected services and our network-
wide focus on Uptime, we are well-positioned to lead the industry in making unplanned
downtime a thing of the past.
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Our New Alliance Changes the Game

Our game-changing alliance with Volkswagen Truck & Bus is providing rapid
technology innovation and significant advantages in reduced costs. Our alliance is on
track to deliver $500 million in savings to Navistar over the first five years. The alliance
also allows us to move much more quickly into the advanced technologies that will shape
the industry’s future. We are collaborating with Volkswagen on fully integrated, next-
generation diesel big bore powertrains, and have announced plans to collaborate on an
electric medium-duty truck, an electric school bus and the convergence of our connected
vehicle platforms.

The alliance solidifies our position as a long-term player in North America, creates new
parts sales and growth opportunities, and leverages global scale to achieve significant
cost synergies.

Looking Forward

Thanks to our progress in all these areas, we are steadily moving toward consistent cash
flow generation and sustainable profitability.

Taking advantage of a strengthening financial position, Navistar recently completed two
capital market transactions, which improves the debt maturity profile, yields $200 million
of additional liquidity, and will save approximately $25 million in interest this coming
year.

Looking ahead to 2018, we foresee another strong year, with growth in the Class 8
market and steady sales in Class 6 and 7. As a result, we expect further growth in revenue
and earnings, while making additional long-term investments. We anticipate stronger
gross margins, due to lower material costs and improved manufacturing efficiencies.
And, we will remain focused on the operational excellence that enhances customer and
shareholder value. Many thanks to our employees for their hard work and dedication to
make this possible.

This all adds up to The New Navistar — a company that is stronger than ever and
positioned to win. We are firing on all cylinders and working to deliver a breakout year in
2018. We have set our sights to become the number-one truck and bus company in North
America. The steps we are taking today will enable us to reach this goal within the next
five years.

Ul Ok

Troy A. Clarke
Chairman, President and CEO
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Financial Summary

(in millions, except per share data)
Sales and revenues, net
Segment Results:

For the Years Ended October 31,

2017 2016 2015
$ 8570 $ 8,111 § 10,140

TIUCK 1.ttt ene e $ 6 $ (189) $ (141)
PArtS ..o 616 640 592
Global OPErations ........cccveeeeueeerrieiiieesieeereeesveeereeereeeseveesereees @) (21) 67)
Financial ServiCes .......ccceevueririenienieienieniee e 77 100 98
Income (loss) from continuing operations before income taxes....... $ 64 $ 32) $ (103)
Income (loss) from continuing operations, net of tax) ................. 29 97) (187)
Net income (105S)™) ... 30 97) (184)
Diluted earnings (loss) per share from continuing operations® ..... $ 031 % 119 S$ (229

Diluted earnings (loss) per share™ ...............c..........

(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 13, 2018,
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

........................ $ 032§

(1.19) $  (2.25)

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 by,
Regular Mail: P.O. Box 505000,

Louisville, KY 40233 USA

or Overnight Delivery: 462 South 4" Street,

Suite 1600, Louisville, KY, 40202 USA

Website:
http://www.navistar.com/navistar/investors/financials/
sec

Telephone: (888) 884-9359

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



UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
B ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended October 31, 2017
OR

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

For the transition period from to
Commission file number 1-9618

N/Y:STAR
NAVISTAR INTERNATIONAL CORPORATION

(Exact name of registrant as specified in its charter)

Delaware 36-3359573
(State or other jurisdiction of incorporation or organization) (LI.R.S. Employer Identification No.)
2701 Navistar Drive,
Lisle, Illinois 60532
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code (331) 332-5000

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common stock (par value $0.10) New York Stock Exchange
Cumulative convertible junior preference stock, Series D (par value $1.00) New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [0 No [
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [0 No
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been subject to such filing requirements for
the past 90 days. Yes 1 No [
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files). Yes 1 No O
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this chapter) is not contained herein, and will not
be contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any
amendment to this Form 10-K. [

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

Large accelerated filer | Accelerated filer O
Non-accelerated filer | Smaller reporting company |
(Do not check if a smaller reporting company) Emerging growth company |

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [0 No [

As of April 30, 2017, the aggregate market value of common stock held by non-affiliates of the registrant was approximately $903 million.

As of November 30, 2017, the number of shares outstanding of the registrant’s common stock was 98,445,472, net of treasury shares.

Documents incorporated by reference: Portions of the Company's proxy statement for the 2018 annual meeting of stockholders scheduled to be held on
February 13, 2018 are incorporated by reference in Part III.
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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:

e estimates we have made in preparing our financial statements;

+ the implementation of our strategic alliance with Volkswagen Truck & Bus GmbH ("VW T&B");

e 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;

e 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, driving operational excellence, pursuing innovative
technology solutions, leveraging the VW T&B strategic alliance, enhancing our winning culture, and improving our
financial performance, as well as the results we expect to achieve from the implementation of our strategy;

e 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 debt refinancing activities;

*  our expectations relating to the potential effects of anticipated divestitures and closures of businesses;

e 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;

e 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;

e our expectations relating to warranty costs;

*  our expectations relating to interest expense;

e 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.
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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 2017, 2016, and 2015 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, and 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, and 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 more than a million trucks on the road. We produce over
a third of all school buses used in North America. We have one of the largest commercial vehicle parts distribution
networks in the United States and a captive finance company. Outside of our 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 independent
diesel engine company in Brazil, with our wholly-owned subsidiary International Industria Automotiva da America do Sul
Ltda. (“IIAA”), formerly MWM International Industria de Motores da America Do Sul Ltda. We also 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 for our customers. Following is a summary of our 2017 accomplishments and our expectations going
forward.

Our 2017 Accomplishments

I. Consummated VW T&B Alliance: In February 2017, we consummated our previously announced strategic alliance
with VW T&B pursuant to a Stock Purchase Agreement, dated as of September 5, 2016, by and among us and VW T&B
(“the Stock Purchase Agreement”), a License and Supply Framework Agreement and a Procurement JV Framework
Agreement. Pursuant to the Stock Purchase Agreement, we issued and VW T&B purchased 16.2 million shares of our
common stock for an aggregate purchase price of $256 million at $15.76 per share, equal to a 19.9% stake in the
Company (16.6% on a fully-diluted basis).

II. Launched products and product features: In 2017, we remained committed to focusing on our Core markets and
investing in product development to increase customer value. We expect to continue to announce a new or redesigned
product, on average, every four to six months through 2018. By the end of 2018, our entire portfolio will consist of newly
designed trucks.
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In February 2017, we introduced our new International® A26 diesel engine, an all-new 12.4L engine design which we
believe offers improved fuel economy and will deliver the uptime that our customers demand. In July 2017, we
fulfilled customer shipments of our first on-highway vehicles powered by the International® A26 engine.

In April 2017, we introduced the International® RH™ Series, our new Class 8 regional haul tractor powered by the
new International” A26 engine. The RH Series is designed to deliver further improvements in vehicle uptime and
driver productivity.

In June 2017, we announced an IC Bus®” gas powertrain offering to provide school bus customers additional
powertrain options.

In July 2017, we made our OnCommand® Connection (“OCC”) Telematics solution available for purchase. We also
announced OCC Marketplace, a new, open-architecture, cloud-based technology platform; OCC Electronic Driver
Log (“EDL”), which automates federal hours of service compliance requirements. During the year, we also
introduced electronic Driver Vehicle Inspection Reporting, fuel tax reporting, live-action plans, and over-the-air
programming for Cummins engines.

In September 2017, we introduced the International® HV™ Series, our new Class 8§ severe service truck powered by
the new International® A26™ diesel engine.

In September 2017, we announced the launch of an electric medium-duty truck in North America by late 2019 with
our partner VW T&B. We also expect to launch an IC electric bus as early as 2019. The IC Electric Bus chargE™
was unveiled in late 2017.

Improved quality and uptime: We continued our relentless focus on improving quality and uptime in 2017.

We have reduced dealer dwell time through improvements in diagnostics and repair procedures. An increasing
number of service locations have achieved certification under the Diamond Edge®™ Certified Program, which is a
dealer service performance program that is based on rigorous adherence to exacting parts and service metrics.

We have made great strides in improving the quality of components manufactured by our supply base. The quality
performance of our supply base has improved to the point that over the last four years, there has been a reduction of
more than 70% in supplier-related internal defects observed at our manufacturing facilities. We expect that the
continued reduction in supplier-related internal defects will have a positive impact on the uptime and performance of
our vehicles.

Warranty expense continued to decline as a result of our improved product quality and reliability. Excluding pre-
existing charges, warranty expense as a percentage of manufacturing revenue was 2.4% in 2017, versus 2.7% in
2016.

Our new product Command Center has been in place since August 2017 focused on new products dwell time
improvement. The goal is a maximum 24 hours dwell time for 80% of the vehicles and 48 hours dwell time for 100%
of the vehicles. OCC will support Command Center goals through proactive diagnostics and predictive tools.

Delivered on our plan to reduce costs: In 2017, we continued cost management practices that are improving
margins.

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

We revised our used truck strategy in the second quarter of 2017 which accelerated our sales and drove lower
inventories and used truck reserve adjustments in the second half of the year.

We rationalized 9/10-liter engine production at our plant in Melrose Park, Illinois (the "Melrose Park Facility") and
decided to cease production beginning in the third quarter of fiscal 2018.

The VW T&B alliance is on plan to deliver procurement, technology, and other synergies.

Built sales momentum: Our Class 6-8 retail market share is gaining momentum, growing by over 150 share points
over the course of fiscal 2017.

Customer acceptance of new heavy duty products is growing steadily compared to 2016.

Our share of the rental and leasing businesses is increasing, boosting our market share in the Medium truck segment.
At the North American Commercial Vehicle ("NACV") show in September 2017, we launched the new International”
LoneStar”, International® HV™, and the International® A26 engine in our International® HX™ series.

Our all-makes Fleetrite” and remanufactured ReNEWed"” parts sales grew by double digits compared to 2016.

Sought New Sources of Revenue: We continue to seek new sources of revenue.

In March 2017, we announced that Navistar Defense, LLC ("ND"), was awarded two foreign military contracts by
the U.S. Army Contracting Command. Under the first contract, ND will produce and support MaxxPro® Dash
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DXM™ Mine Resistant Ambush Protected (“MRAP”) vehicles for Pakistan. Under the second contract, ND will
reset, upgrade and support MaxxPro® MRAP Excess Defense Article vehicles for the United Arab Emirates
(“U.A.E.”). The majority of the work will take place at our West Point, Mississippi assembly plant. Delivery is
planned to be completed for Pakistan in calendar year 2017 and for the U.A.E. in calendar year 2018.

*  We ramped up contract manufacturing for General Motors Company ("GM") in our Springfield, Ohio plant.

*  We announced a strategic relationship with Education Logistics, Inc. (“Edulog”), an industry leader in pupil
transportation solutions, which will offer the additional comprehensive telematics solutions to the school bus market
using our OCC remote diagnostics and telematics solution for all makes and models.

VII. Evaluated non-Core activities: We also continue to evaluate our portfolio of assets to optimize our cost structure. In

May 2017, we completed the sale of a fuel injector business line that had been included in our Parts segment. During
August 2017, we also sold our fabrication business in Conway, Arkansas.

Our Expectations Going Forward

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

II.

e Grow the Core business;

*  Drive operational excellence with enhanced focus on quality and reliability;
*  Pursue innovative technology solutions;

*  Leverage the VW T&B strategic alliance;

e Enhance our winning culture; and

*  Improve our financial performance

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

e New Product Launches - Our product development pipeline is full for 2018. In the first half of 2018, we will launch
the International® HX™ Series with the International ®A26 engine to complete the HX family. We will also launch
the RE bus with the Cummins ISL engine, the International® HV™ Series vocational truck with the A26 engine; the
gasoline-powered CE bus; and an updated International® LoneStar” truck. In the first half of 2018, we will introduce
the International® MV™ Series, our new medium-duty truck. To support Greenhouse Gas (“GHG™) emissions
requirements, we will continue to introduce features that further improve fuel economy. We will also enter the Class
4/5 market in the second half of 2018 with a vehicle that will be distributed separately through GM and our dealer
networks.

e Distribution Effectiveness - We will continue to work with the dealer organization to improve customer reach, sales
effectiveness and customer uptime. Recruitment and training of salespeople, improved operating practices, and
comprehensive internal sales support are central to this strategy.

*  Focus on the Customer - We will also continue our focus to align around customer needs. We will implement
uptime best practices, such as managing repairs in real time to reduce dwell time, and utilizing OCC data and its
advanced diagnostic and prognostic capabilities. New initiatives in 2018 are targeted to raise uptime to the next
level.

«  Parts - Our growth initiatives focus on strengthening sales and dealer capability and loyalty; expansion of the
successful Fleetrite all-makes parts offering; increasing share of late-in-lifecycle products including remanufactured
offerings; and leveraging our connected vehicle platform and other technologies to accelerate the growth of parts and
services.

Drive Operational Excellence: We will continue to drive improvement of key performance metrics such as product,
manufacturing, structural costs, quality, and uptime. We are also continuing our focus to identify and prioritize needed
asset sustainment in our manufacturing and engineering facilities. Operational excellence focus is essential to delivering
on our commitment to enhance customer value.



III. Pursue Innovative Technology Solutions: We plan to leverage our assets and capabilities to pursue innovative
technology solutions for our customers.

*  New Technologies - We are well positioned to participate in the three emerging technology themes impacting the
North American transportation industry. These include Advanced Driver Assistance Systems ("ADAS") autonomous
driving, the digital supply chain, and electrification. We have emerging relationships with first movers in all of these
areas. We have announced the planned introduction of the series of electric vehicles in the medium duty and school
bus classes.

¢ OnCommand Connection - The requirement to use Electronic Logging Devices ("ELDs") starting in the first
quarter of fiscal 2018 is an opportunity for revenue growth. In addition to remote diagnostics, we have broadened our
OCC offering to include cellular telematics, EDLs, and driver behavior. OCC product investments in 2018 will focus
on new service solutions and tools that will enhance our current offerings as well as differentiate the International
brands. In addition, OCC is a ready-to-go alternative as a digital backbone for autonomous driving systems and
supply chain digitization efforts.

IV. Leverage the VW T&B Strategic Alliance: The alliance is valuable to us across many areas.

e Products and Technology - We and VW T&B have a similar vision of 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, including;
platooning and autonomous technologies; electric vehicles; and cab and chassis subsystems. We plan to introduce a
medium-duty vehicle electric powertrain in North America by late 2019 with our strategic partner, VW T&B. We
also expect to launch the IC Electric Bus chargE™ as early as 2019.

»  Digital Brands - We are also collaborating on fully integrated, next generation diesel big bore powertrains and the
convergence of our OCC and VW T&B's RIO digital brands.

*  Market Confidence - The strategic alliance with VW T&B solidifies us as a long-term player in North America.

e Parts - The alliance creates new parts sales and growth opportunities afforded by vertically integrated systems.

*  Costs - The alliance leverages global scale to achieve significant cost reduction synergies, and drive more efficient
research and development spend. To date, the alliance's procurement joint venture is delivering expected synergies.

V. Enhance our Winning Culture: We will align our people strategy with our capabilities to ensure we have the skill sets,
personnel and organizational structure necessary to take our business to the next level. We will advance a team-based
organization, enhance collaborative work environments, and utilize visual management tools.

VI. Improve Financial Performance: Our financial performance continues to improve, due to savings from cost reduction
actions and revenue growth. The Class 6-8 truck industry has improved in the second half of 2017, a trend that is
expected to continue in 2018. We anticipate that 2018 will be a year of further revenue and earnings growth, combined
with prudent investments to build a solid base for the longer-term.

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 14, 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 87 outlets in Mexico, as of October 31, 2017, 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, 2017, we did not operate any Dealcors. 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, uptime, 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
Freightliner. 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. We also serve our
global markets through our dedicated export business which supports customers globally in Latin America, the Middle East,
northern Africa, South Africa and Russia. 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. We sell remanufactured parts through our ReNEWed product line and private
label products through our Fleetrite brand name. 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, and National Auto Parts Association ("Napa') Auto Parts. In addition,
our Uptime Parts business sells RV parts from our legacy Monaco and Workhorse businesses directly to customers. 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.
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Global Operations Segment

Our Global Operations segment includes businesses that derive revenue from outside our Truck and Parts segments and
primarily consisting of the operations of our wholly-owned subsidiary, IIAA. IIAA 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 IIAA's MWM brand to OEMs for the assembly
of their engines, particularly in South America. As part of the Global Operations segment, IIAA 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. ITAA also has a commercial agreement with an Indian company, Mahindra Heavy Engines Ltd.
(Mahindra), under which MWM engines (4.8L and 7.2L) are manufactured at a plant located in the Chakan Industrial Area -
city of Pune/India. The engines produced at that plant are exclusively sold by MWM outside of the Indian market, providing a
cost competitive export platform in support of the Asian markets.

In Brazil, ITAA's engines compete with Cummins, Mercedes Benz, and Fiat Powertrain ("FPT") in the light and medium truck
markets; Mercedes Benz, Cummins, Scania, MAN, Volvo, and FPT in the heavy truck 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 providing or 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, 2017 and 2016, NFC retained floor plan
financing for approximately 80% of the dealers after the expiration of any free interest period. The Financial Services segment
also facilitates 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 and lease
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").

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.
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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 our 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 that incorporates industry leading connected technologies utilizing Navistar’s OnCommand open architecture
telematics solution. In 2017, we completed the launch of the LT™ and RH™ vehicles as well as the A26 12.4L diesel engine
that leads the industry in fuel economy and is the lightest weight engine in its class. Additionally, we introduced an updated
International® LoneStar™ Series, the aerodynamic leader in the Advanced Classic segment, as well as the International®
HV™ Series for the Class 8 Severe Service segment. These product introductions are the continuation of the vehicle line
overhaul which is the most significant product investment the Company has made in the last ten years. During the first six
months of 2018, we expect to complete the launch of the Horizon suite of vehicles with HV™ and MV™, an 8.0L gasoline
engine in the CE Bus™, and finish the year with the launch of a brand new Class 4/5 vehicle in conjunction with General
Motors. Furthermore, we expect to complete the expansion of our powertrain offerings by finishing the implementation of the
ISL engine in our medium and vocational products. Navistar is investing in ADAS, connected technologies and electric
vehicles, working with strategic suppliers and partners. 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 $251 million in 2017, compared to $247 million in 2016 and
$288 million in 2015. We expect that GHG phase 2 regulations announced in 2016 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, 2017 and 2016:

Units Value
As of October 31: (in billions)
2007 ettt ettt et e et et e ea b et te et e e te e te e st e et e e bt e beenteenteeteeateenseenteennenteentean 16,000 $ 14
20T0 et bbbt ettt e b e bt et e e n b e bt e bt et e en b e ent et e e bt et e et e entenneentean 14,000 1.1

Production of our October 31, 2017 backlog is expected to be substantially completed during 2018. 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.

Employees

As our business requirements change, fluctuations may occur within our workforce from year to year. In 2017, our employee
headcount was relatively stable compared to prior years. We carefully managed our attrition, approving the replacement of key
positions that we believe are critical to sustaining the improved business performance seen in 2017. For more information, see
Note 2, Restructurings and Impairments, to the accompanying consolidated financial statements.

In 2017, we sold our Conway, Arkansas location, a components business focused on supplying parts to our Tulsa, Oklahoma
bus plant. In addition, we announced the cessation of engine production at the Melrose Park Facility in the third quarter of
fiscal 2018. 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. 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:
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As of October 31,

2017 2016 2015
Employees worldwide:
Total aCtiVe EMPIOYEES.....ccviriieeiiieiieiiecieeie ettt ettt e st e s beesseessessaesaeens 11,400 11,300 13,200
Total inactive eMPIOYEES™ ...........o. oo 900 1,100 1,200
Total employees WOrldWide ..........ccvevvieiiieiiiieieiecic e 12,300 12,400 14,400
Total active union employees: -
TOtAl UAW L.ttt ettt ettt se et e e saense e 2,900 3,100 2,800
Total other unions 3,800 2,300 2,800

(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 and 200 employees as of October 31, 2016 and 2015, respectively, represented by the National Automobile,
Aecrospace 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.

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 license
third-party patents for the manufacture of our products and also grant licenses of 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.

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. 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 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 2019 and 2021 to Euro V and VI levels, respectively. Navistar Heavy Duty Diesel ("HDD") engines meet the
EURO V and VI with current controls technology.
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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 NHTSA issued final rules for GHG emissions and fuel economy on September 15, 2011. These
began to apply in calendar year 2014 and were 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. The EPA and NHTSA adopted a final rule
on October 25, 2016 with the second 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
assess the impact of the rule on us and our stakeholders as we develop our product planning for that period.

Canada adopted its version of fuel economy and 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 also 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. In addition to lower NOx, EPA and the California
Air Resources Board ("CARB") may consider other actions, including extending emission warranty periods. California is
currently considering regulatory requirements to expand the zero emissions truck market, including the mandated sale of
certain vehicles. 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.
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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, 2017.

Name Age Position with the Company

Troy A. Clarke................... 62  President and Chief Executive Officer and Director
Walter G. Borst.................. 55  Executive Vice President and Chief Financial Officer
Persio V. Lisboa................. 52 Executive Vice President and Chief Operating Officer
William V. McMenamin.... 58  President, Financial Services and Treasurer

Samara A. Strycker ........... 45  Senior Vice President and Corporate Controller

Curt A. Kramer.................. 49  Senior Vice President and General Counsel

Richard E. Bond................ 64  Associate General Counsel and Corporate Secretary

Troy A. Clarke has served as our President and Chief Executive Officer and as a member of our Board of Directors since April
2013. Mr. Clarke served as our President and Chief Operating Officer from August 2012 to April 2013. Prior to holding these
positions, 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 our Executive Vice President and Chief Financial Officer since June 2013. Prior to joining NI,
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.

Persio V. Lisboa has served as Executive Vice President and Chief Operating Officer of NIC since March 2017. Prior to
holding this position, Mr. Lisboa served as the President, Operations of NI from November 2014 to March 2017, as 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 the Company’s North American and South American operations.

William V. McMenamin has served as our President, Financial Services and Treasurer 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.

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 our Senior Vice President and General Counsel since April 2017. Prior to holding this position,
Mr. Kramer 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 NI, Mr. Kramer was in
private practice.
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Richard E. Bond has served as our Associate General Counsel and Corporate Secretary since June 2017. Mr. Bond joined NI
in 2009 as Assistant General Attorney and became General Attorney and Assistant Corporate Secretary in June 2015. Prior to
joining NI he served Monaco Coach Corporation as Senior Vice President, Secretary and Chief Administrative Officer from
1999 to 2009, Vice President, Secretary and Chief Administrative Officer from 1998 to 1999 and as Vice President, General
Counsel and Secretary from 1997 to 1998. On March 5, 2009, Monaco filed for voluntary reorganization under Chapter 11 of
the U.S. Bankruptcy Code. Prior to 1997, Mr. Bond was the senior legal officer of another recreational vehicle manufacturer,
after beginning his career in private practice.

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 and assess 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 realize sufficient acceptance of our products in the marketplace in order to achieve our goal of regaining
market share.

Key elements of our operating strategy are to focus on our Core markets and regain market share following the transition from
our Advanced Exhaust Gas Recirculation ("EGR") only engine technology to a SCR engine technology and to pursue
innovative technologies. Our success in regaining market share depends in part on our ability to achieve market acceptance of
our existing and new products and to adapt to the swiftly emerging technologies which meet our customers' evolving needs.
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 gain and retain 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 and the markets in which we compete are subject to
considerable cyclicality.

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.

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.

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
2017, our gross used truck inventory decreased to approximately $206 million from $410 million in 2016, offset by reserves of
$110 million and $208 million, respectively, due in part, to a decrease in used truck receipts and an increase 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
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requirements, capital expenditures, investments, and financial obligations on both a short-term and long-term basis. Significant
assumptions underlie our beliefs with respect to our liquidity position, including, among other things, assumptions relating to
North American truck volumes for 2018, the continuing availability of trade credit from certain key suppliers, the ability to gain
and retain market share and the absence of material adverse developments in our competitive market position, 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 terms of certain of our agreements limit 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; however, due to the recent refinancing transactions and amendments, we have additional incremental
debt financing capacity as compared to the restrictions contained in our previous debt agreements. 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 and/or less restrictive debt
covenants.

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; limit 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. However, the recent refinancing
transactions that closed in November 2017 (as discussed below) increase our flexibility in certain of the areas described above.

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,
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 $1.6 billion, which was refinanced in November
2017 (the "Term Loan Credit Agreement") and our amended and restated asset-based credit agreement in an aggregate principal
amount of $125 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 April 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 Term Loan Credit Agreement, a
change in control would result in an immediate event of default, which would allow our lenders to accelerate the debt owed to
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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 Term Loan Credit Agreement, 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 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 our ability to recapture market share. In October and November 2017, S&P, Moody’s and Fitch
reaffirmed our corporate rating and the ratings of all of our securities except for the Recovery Zone Facility Revenue Bonds
(the "Tax Exempt Bonds"). The ratings of the Tax Exempt Bonds were increased due to the bonds being secured by a junior
lien. However, the rating agencies have noted concerns with respect to our high levels of debt and our ability to generate
positive cash flow and positive free cash flow. Any 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 large part, on our ability to identify, attract, develop, motivate and retain qualified
employees 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 engage our workforce around the world
throughout their entire employee lifecycle.

In prior years we experienced the loss of certain personnel in connection with our reductions-in-force and voluntary separation
programs. In the wake of those losses, we achieved a leaner and targeted workforce while reducing and controlling costs.
However, the need to focus on engaging our workforce throughout the employee life cycle and creating sustained high
performance remains a critical focus for our organization. Failure to do so 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 and declining units in operation due to lower
market share in recent years, 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.

There is inherent uncertainty in warranty estimates that may affect our operating results and cash flow.

Warranty estimates are established using historical information about the nature, frequency, timing, and average cost of
warranty claims. However, warranty claims inherently have a high amount of variability in timing and severity and can be
influenced by many external factors. We accrue warranty related costs under standard warranty terms for the trucks and
engines that we manufacture. We also accrue warranty related costs for certain claims made outside the contractual obligation
period as accommodations to our customers. In addition, with respect to our optional extended warranty contracts, we
recognize losses on defined pools of extended warranty contracts when the expected costs for a given pool of contracts exceeds
the related unearned revenues.

‘We have substantially reduced the number of our engine offerings which has reduced our new product warranty accruals and
potentially reduces the warranty exposure associated with engine specific service contracts over time.

In 2016 and 2017, we refreshed our truck model line-up and introduced a new big bore 13L engine under the A26 brand.
Historically, warranty claims in product launch years have been higher compared to prior model years. We continue to refine
the design and manufacturing processes to reduce the volume and severity of warranty claims. We may incur additional
charges for recalls and field campaigns to address issues as we identify opportunities to improve the design, efficiency, and
manufacturing of our products. These charges could have an adverse effect on our financial condition, results of operations and
cash flows.
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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 types of our vehicles, there could be a
delay in the launch of a new model or a significant increase in warranty claims or a recall for existing models, 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 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
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,
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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 $1.4 billion and $1.7 billion for pension benefits at October 31, 2017 and 2016, respectively, and $1.1 billion
and $1.4 billion for postretirement healthcare benefits at October 31, 2017 and 2016, 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
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
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 were fully
implemented in model year 2017. EPA and NHTSA adopted a second phase of GHG emissions reductions that will 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. In addition to lower NOx, EPA and California may consider other actions, including extending warranty periods and
expanding the zero emission truck market.

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.

20



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, 2017, approximately 6,500 of our hourly workers and approximately 800 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 13, Commitments and Contingencies, to our consolidated financial statements.

A small number of our stockholders have significant influence over our Board of Directors.

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 as directors at our 2014 annual meeting, and each has continued to have two representatives nominated
for election each year. On September 5, 2016, we entered into a Stockholder Agreement with VW T&B which, among other
things, provides for the appointment of two individuals designated by VW T&B to our Board of Directors, subject to our
approval, and on February 28, 2017, we appointed the two individuals designated by VW T&B to our Board of Directors. As of
October 31, 2017, 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 16.7 million shares, or 17% of our outstanding common stock, (ii) the MHR
Group held approximately 16.3 million shares, or 16.5% of our outstanding common stock, (iii) VW T&B held approximately
16.6 million shares, or 16.9% of our outstanding common stock, (iv) the Icahn Group, the MHR Group, VW T&B, and three
other stockholders, collectively hold approximately 74% 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.

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
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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 federal 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 laws and regulations as well as 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
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
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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
cost recovery, 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, which could 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. 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.

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, including the cost savings and strategic advantages that are anticipated from the strategic alliance with VW T&B. In
addition, we cannot assure you that disputes will not arise with our joint venture partners and that such disputes will 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.
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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, 2017, we had $3.0 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) under certain circumstances, realized built-in gains on certain
assets held prior to the ownership change for the first five years after 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 NOLs 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 NOLs as offsets to future taxable income. Similar limitations also apply to certain U.S. federal tax credits.
As of October 31, 2017, we had $249 million of U.S. federal tax credits that would be subject to a limitation upon a change in
ownership with carryforward periods of up to 20 years.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties

Our Truck segment operates seven manufacturing and assembly facilities, which contain in the aggregate approximately nine
million square-feet of floor space. Of these seven facilities, six are located in the U.S. and one is located in Mexico. Four
facilities are owned and three facilities are subject to leases. Four 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, one in Mexico, and one in South Africa.

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
office space 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. Not
included above is the Conway, Arkansas fabrication facility, which was sold in August 2017, one of the Huntsville, Alabama
engine plants, which was sold in February 2017, 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 13, Commitments and
Contingencies, to the Consolidated Financial Statements included in Part II, Item 8.

Item 4. Mine Safety Disclosures
Not applicable.

24



PART II

Item S. 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 2017 and 2016:

Year Ended October 31, 2017 High Low Year Ended October 31, 2016 High Low
Ist Quarter.........ccceeeveeeveeeneennee.. $ 3346 $§ 2236 IstQuarter ........coceeevvveeveeeneeennnn, $ 1521 $ 5.78
2nd Quarter.........cccoeevveeevieeieene. 29.53 22.89 2nd Quarter.........coceeeveeeiieeeneeene. 16.39 6.24
3rd Quarter .........ccoeeveeveeiieeiienn, 31.37 24.75 3rd Quarter..........cceeeeeveecieeieenieans 15.77 10.30
4th Quarter..........coceeeeveeeeeeeieene.. 45.47 29.53 4th Quarter.........ocoeveeeeeeeeeeeeennen. 24.04 11.59
Number of Holders

As of November 30, 2017, there were approximately 6,743 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, 2017.

Purchases of Equity Securities

There were no purchases of equity securities by us or affiliates during the three months ended October 31, 2017.
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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, 2012 in our common stock and in each of the indices shown
and assumes reinvestment of all dividends. Data is complete through October 31, 2017. Shareholder returns over the indicated
period are based on historical data and should not be considered indicative of future sharecholder returns.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
October 2017
250.00
200.00
150.00
100.00
50.00
0.00
2012 2013 2014 2015 2016 2017
=&~ Navistar International Corp. «+-@-- S&P 500 Index - Total Returns —&— S&P 500 Construction & Farm Machinery & Heavy Truck Index
As of October 31,
2012 2013 2014 2015 2016 2017

Navistar International Corporation .............cccccooiiiiiiiiicicncnn, § 100 $§ 193 § 189 § 66 § 119 § 226

S&P 500 Index - Total Returns. ........ccceeveverenieeeieieeeeee, 100 127 149 157 164 203

S&P Construction, Farm Machinery, and Heavy Truck Index ... 100 108 128 94 112 173

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 1980-2017. 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

(in millions, except per share data)

RESULTS OF OPERATIONS DATA

Sales and revVenUES, NEL.........cccuveeeivuveeieiieieeeeieeeeeieeeeeeeeee s
Income (loss) from continuing operations before taxes .........
Income tax benefit (EXPeNnSse)......cceeverueerveriierienienieeieeieneene
Income (loss) from continuing operations.............cceceevveeeenne
Income (loss) from discontinued operations, net of tax .........
Net iNCOME (10SS) .uvvenvieiieiirieiieiteie e
Less: Net income attributable to non-controlling interests.....

Net income (loss) attributable to Navistar International

COTPOTALION ...ttt enens

Amounts attributable to Navistar International Corporation
common shareholders:

Income (loss) from continuing operations net of tax..............
Income (loss) from discontinued operations, net of tax .........
Net iNCOME (10SS).vvenvieiieiiriieiieieeieeeereere e

Basic earnings (loss) per share

Continuing OPETAtIONS ....eveevverererererieerieeierienieerieeeennenns
Discontinued Operations ...........ccceeveeceereerieesiesveseesennens
Net income (10SS) c.veeeviriiiiiriieieeieeiie et

Diluted earnings (loss) per share

Continuing OPETAtIONS ....eveeveeererrrerreerreeiereeseesieesaeenenns
Discontinued Operations ..........c.cceeereecerenieerenieeneennens
Net income (10SS) cuveeevevierierierieeieiie e

Weighted average number of shares outstanding:

BALANCE SHEET DATA

TOtAl ASSELS......viiieie et

Long-term debt:»)

Manufacturing Operations..........eeeveeeereeerueeresveseerueennens
Financial services operations............cceeveeveeveeveneerueenens
Total long-term debt ........ccccoeevieininiiininincccncene
Redeemable equity SECUTIIES ....ccvevuvereiereeeieeieiiesiieieeie e

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

As of and for the Years Ended October 31,
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2017 2016 2015 2014 2013
8570 $ 8111 $ 10,140 $ 10,806 $ 10,775
64 (32) (103) (556) (974)
(10) (33) (51) (26) 171
54 (65) (154) (582) (803)
1 — 3 3 (41)
55 (65) (151) (579) (844)
25 32 33 40 54
30 S (97) S (184) S (619)S  (398)
298 (O7)$S  (I187) $  (622)$  (857)
1 — 3 3 (41)
308 9D S (18 S (61998 (898)
031 $ (1.19) $ (229) $ (7.64)$ (10.66)
0.01 — 0.04 0.04 (0.51)
032§ (L19S (225 S (7.6008 (11.17)
031 $ (1.19) $ (229) $ (7.64)$ (10.66)
0.01 — 0.04 0.04 (0.51)
032 § (1199 S (225§ (7.60)S (11.17)
93.0 81.7 81.6 81.4 80.4
93.5 81.7 81.6 81.4 80.4
6135 $ 5653 $ 6649 $ 7,392 $ 8,260
3121 $ 3,025 $ 3,059 $ 2814 $ 2,516
768 972 1,088 1,065 1,351
3889 S 3997 $ 4147 $ 3879 S 3.867
— 3 — $ — § 28 4



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

We are an international manufacturer of International® brand commercial and military trucks, proprietary brand diesel engines,
and IC BusTM ("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. We also provide retail, wholesale, and lease
financing services for our trucks and parts.

Executive Summary

During 2017, 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, driving operational excellence, pursuing innovative technology solutions,
leveraging the VW T&B alliance, enhancing our winning culture, 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.

In January 2017, we issued an additional $250 million aggregate principal amount of our 8.25% Senior Notes due in 2022
("Senior Notes"). The proceeds from the January 2017 issuance of additional Senior Notes were used for general corporate
purposes, including working capital and capital expenditures.

In February 2017, we amended the Senior Secured Term Loan Credit Facility ("Term Loan") to reprice our remaining $1.0
billion loan and insert provisions regarding European Union bail-in legislation. The amendment reduced the interest rate
applicable to the outstanding loan by 1.50%.

Also in February 2017, we consummated our previously announced strategic alliance with VW T&B, which included an equity
investment in the Company by VW T&B pursuant to a Stock Purchase Agreement (the "Stock Purchase Agreement"), a License
and Supply Framework Agreement and a Procurement JV Framework Agreement. Pursuant to the Stock Purchase Agreement,
we issued and VW T&B purchased 16.2 million shares of our common stock for an aggregate purchase price of $256 million at
$15.76 per share (a 19.9% stake (16.6% on a fully-diluted basis)) in the Company.

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. Negotiations related to
certain individual contracts are ongoing. Under the Procurement JV Framework Agreement, the parties formed a joint venture
to make recommendations for sourcing, evaluating and negotiating joint procurement opportunities. Each party is making final
sourcing decisions for various components and other purchases to be made by the Procurement JV.

In November 2017, we completed the refinancing of and amendments to certain debt instruments included for our
Manufacturing operations. We issued $1.1 billion aggregate principal amount of 6.625% senior notes due 2025 (“2025 Notes™)
with a maturity date of November 1, 2025. To effect the retirement of the Senior Notes, we commenced a tender offer for the
outstanding Senior Notes which achieved 72.50% participation. The proceeds from the issuance of the 2025 Notes were used to
retire the tendered portion of our then-outstanding Senior Notes and pay accrued and unpaid interest thereon, and pay the
associated prepayment premiums, and certain transaction fees and expenses incurred in connection with the new 2025 Notes.
We also entered into the Term Loan Credit Agreement, which provides for a seven-year senior secured term loan credit facility
in an aggregate principal amount of $1.6 billion. A portion of the proceeds were used to repay all outstanding loans under NI's
existing Term Loan, redeem the remaining untendered Senior Notes at a redemption price equal to 100% of the aggregate
principal amount, and pay certain fees and expenses incurred in connection with the Term Loan Credit Agreement and the 2025
Notes. The remainder of the proceeds will be used for ongoing working capital purposes and general corporate purposes. In
addition, we amended certain provisions of our Tax Exempt Bonds to, among other things, permit the Company to incur
secured debt up to $1.7 billion, in exchange for a coupon increase from 6.50% to 6.75% and the grant of a junior priority lien
on certain collateral securing the Company’s Term Loan Credit Agreement.
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We remain committed to product investment to increase customer value and to focus on our Core markets. In February 2017,
we announced our new International® A26™ diesel engine. The A26™ is an all-new 12.4L engine design which we believe
offers improved fuel economy and will deliver the uptime that our customers demand. In April 2017, we launched the
International® RH™ Series, our new Class 8 regional haul tractor powered by the new International® A26™ engine. The
RH™ Series is designed to deliver further improvements in uptime and productivity for the driver. In July 2017, we fulfilled
customer shipments of our first on-highway vehicles powered by the International® A26™ diesel engine. In September 2017,
we introduced the International® HV™ Series, our new Class 8 severe service truck powered by the new International® A26™
diesel engine; and we announced the launch of an electric medium-duty truck in North America by late 2019 with our strategic
partner VW T&B. We also expect to launch an IC electric bus as early as 2019. The IC Electric Bus chargE™ was unveiled in
late 2017. We will continue to announce a new or redesigned product, on average, every four to six months through 2018. By
the end of 2018, we expect our entire portfolio will consist of newly designed trucks.

‘We continue to seek new sources of revenue. In March 2017, we announced that Navistar Defense, LLC, was awarded two
foreign military contracts by the U.S. Army Contracting Command. The first is to produce and support MaxxPro® Dash
DXM™ MRAP vehicles for Pakistan. The second is to reset, upgrade and support MaxxPro® MRAP Excess Defense Article
vehicles for the U.A.E.. The majority of the work will take place at our West Point, Mississippi assembly plant. Delivery is
planned to be completed for Pakistan in calendar year 2017 and for U.A.E. in calendar year 2018. In July 2017, we made our
OnCommand® Connection Telematics solution available for purchase. It offers truck and bus drivers and fleets a
comprehensive, one-price solution that can help cut the cost of vehicle maintenance, while managing federal and state
compliance needs.

We continue to drive operational excellence by focusing on business in our Core markets. During the second quarter of 2017,
we implemented a shift in market mix for our used trucks to include an increase in volume to certain export markets, which
have a lower price point as compared to sales through our domestic channels, and lower domestic pricing to enable higher sales
velocity. We reduced our gross used truck inventory balances and inventory reserves as a result of the shift in market mix and
change in pricing strategy. We continue to seek alternative channels to sell our used trucks. In May 2017, we completed the sale
of a business line included in our Parts segment. In July 2017, we committed to a plan to cease engine production at the
Melrose Park Facility in the third quarter of fiscal 2018. In August 2017, we also sold our fabrication business in Conway,
Arkansas.

2017 Financial Summary
Continuing Operations Results

Continuing Operations Results — Consolidated net sales and revenues were $8.6 billion in 2017, an increase of 6% compared
to 2016. The increase primarily reflects higher volumes from our Truck segment.

In 2017, we earned income from continuing operations before income taxes of $64 million, compared to a loss from continuing
operations of $32 million in 2016. Our gross margin increased by $234 million primarily due to higher volumes in our Core
markets, improved product margins in our Core markets, higher Mexico volumes, lower used truck losses and a decline in
charges for adjustments to pre-existing warranties. These improvements to our results were offset by higher SG&A expenses
and a decline in Other income.

In 2017, consolidated net income from continuing operations attributable to Navistar International Corporation ("NIC"), before
manufacturing interest, taxes, depreciation and amortization expenses (“EBITDA”) was $527 million, compared to EBITDA of
$408 million in 2016. Excluding certain net charges of $55 million and $100 million in 2017 and 2016, respectively, Adjusted
EBITDA was $582 million in 2017 compared to $508 million in 2016. 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 2017, we recognized income tax expense from continuing operations of $10 million, compared to income tax expense of $33
million in the prior year. The decrease in the income tax expense was primarily driven by an intraperiod allocation benefit in
domestic continuing operations due to certain postretirement plan remeasurement gains, a release of various state uncertain tax
position liabilities, partially offset by an increase in foreign taxes in Canada and Mexico and a non-recurring benefit from the
release of the valuation allowance on U.S. AMT credits in 2016.

In 2017, after income taxes, income from continuing operations attributable to NIC was $29 million, or $0.31 per diluted share,
compared to a loss of $97 million, or $1.19 per diluted share, in 2016.

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 businesses. Certain trends have affected our results of operations for 2017 as compared to 2016 and 2015. These trends, as
well as the key trends that we expect will impact our future results of operations, are as follows:
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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 our truck and bus product lines. We
have shifted our investment focus from engines to trucks including developing driver-centric designs. We are also
expanding our powertrain offerings with a mix of proprietary engines and Cummins engines. 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 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 and VW T&B have a similar vision for the role of technology, including the importance of driver-
focused open architecture solutions. We expect the alliance will be a source of powertrain options and other high-value
technologies, including advanced driver assistance systems, connected vehicle solutions including platooning and
autonomous technologies, electric vehicles, and cab and chassis subsystems. We plan to introduce a medium-duty vehicle
electric powertrain by late 2019 and launch the IC Electric Bus chargE™ as early as 2019. We are also collaborating on
fully integrated, next generation diesel big bore powertrains and the convergence of OnCommand and RIO digital brands.

Core Truck Market—The Core truck markets, including U.S. and Canada, 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. Class 8 industry volume declined in
2017 but we anticipate industry volumes to increase in 2018 as general economic and industry-specific indicators are
trending well into 2018. In addition, improved new truck fuel economy along with rising freight demand and rates show
the trucking industry remains healthy. However, an oversupply of Class 8 used trucks throughout the industry continues to
suppress used truck trade-in values, negatively impacting new Class 8 truck sales. The medium truck and school bus
markets are expected to maintain the strong demand in 2018. We anticipate that Core markets retail industry deliveries will
range between 345,000 units to 375,000 units for 2018.

Used Truck inventory—OQur gross used truck inventory decreased to approximately $206 million at October 31, 2017 from
$410 million at October 31, 2016, offset by reserves of $110 million and $208 million, respectively. During 2017, additions
to our used truck reserves were $111 million, compared to $187 million and $117 million in 2016 and 2015, respectively.
The decline was primarily due to the implementation of a shift in market mix for our used trucks to include an increase in
volume to certain export markets, that have a lower price point as compared to sales through our domestic channels, and to
lower domestic pricing to enable higher sales velocity. We have decreased our gross used truck inventory balances and
inventory reserves as a result of the shift in market mix and change in pricing strategy. We continue to seek alternative
channels to sell our used trucks.

Military Sales—Our U.S. military sales were $224 million in 2017, compared to $198 million in 2016 and $203 million in
2015. The 2017 U.S. military sales primarily consisted of deliveries of military commercial off the shelf variants
("MILCOTS") and new MaxxPro vehicles to foreign militaries, refurbishment and upgrades of government owned
MaxxPro vehicles to “like new” condition, upgrade kits, spare parts, and technical support service. In 2018, we expect our
U.S. military sales to increase compared to 2017 due to additional contracts to deliver refurbished and upgraded MaxxPro
vehicles and new MaxxPro vehicles to foreign militaries.

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 a benefit for adjustments to pre-existing warranties of $1 million in 2017 compared to
charges for adjustments of $77 million in 2016 and $1 million in 2015. 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.

Income Taxes—At October 31, 2017, we had $3 billion of U.S. federal net operating loss carryforwards and $249 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.
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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 additional
valuation allowances 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 programs that are outside of our core operations or are not performing to our expectations.

As a result of these evaluations, we completed the sale of a business line included in our Parts segment in May 2017. In
July 2017, we committed to a plan to cease engine production at our Melrose Park Facility in the third quarter of fiscal
2018. During August 2017, we also sold our fabrication business in Conway, Arkansas. During 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. We sold our Waukesha, Wisconsin foundry operations and closed our Indianapolis, Indiana foundry
facility in 2015.

Global Economy—The global economy is expected to continue to improve solidly supported by a synchronized expansion
across most regions. 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 2018, though the growth trend continues to be challenged by
weak economic indicators. Mexico’s economy moderated in 2017, and is expected to grow in 2018, benefiting from the
expansionary effects of the election year and the reconstruction of infrastructure damaged by earthquakes. Brazil has begun
to emerge out of recession in the second half of 2017 and the economy is expected to accelerate in 2018 as key indicators
are trending up. 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.

During 2017, we identified a triggering event related to continued economic weakness in Brazil which resulted in the
decline in forecasted results for the Brazilian asset group. The Brazilian asset group is included in the Global Operations
segment. 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. As a result of the triggering event, we estimated the recoverable amount of the
asset group and determined that the sum of the undiscounted future cash flows exceeds the carrying value and the asset
group was not impaired. Significant adverse changes to our business environment and future cash flows could cause us to
record impairment charges in future periods, which could be material.

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 I, Item I, 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, 2017 as compared to the year ended October 31, 2016

(in millions, except per share data and % change) 2017 2016 Change % Change
Sales and reVENUES, NET.........ccuieriieieeiieitieie ettt e teebe e e e eaaesreeeeas $ 8570 $ 8,111 459 6 %
Costs Of Products SOIA ........couerieriiriiiiinieieeece e 7,037 6,812 225 3%
ReStructuring Charges ..........coveevueieinieiienieinieeereeeee et 3 10 (7) (70)%
Asset Impairment Charges ...........cocevereririiieieeeieese e 13 27 (14) (52)%
Selling, general and administrative €Xpenses...........c.ecevveueereeueeereruereenrnenenns 878 802 76 9 %
Engineering and product development COStS.........coveririrerinirinieieieens 251 247 4 2%
INEEIEST EXPEIISE ...ttt ettt sttt ennens 351 327 24 7%
Oher INCOME, NET......cvireeiieeiietieieieteeteee ettt ebeae e 21) (76) 55 (72)%
Total COStS ANd EXPENSES...c..eeuieuriiiiiiiiiitirtere ettt 8,512 8,149 363 4 %
Equity in income of non-consolidated affiliates.............cccooeionicinncinnenne. 6 6 — — %
Income (loss) from continuing operations before income taxes ..........cc.ccceeenee. 64 (32) 96 (300)%
INCOME taX EXPENSE ..ottt e (10) (33) 23 (70)%
Income (loss) from continuing OPErations...........ccceveeereererienereneneeeeeeeeeenees 54 (65) 119 (183)%
Less: Net income attributable to non-controlling interests...............ccoceevvevennennn. 25 32 (7 (22)%
Income (loss) from continuing operations™ ..............coovorvurrrirsrirsreniniisreseeeens 29 o7 126 (130)%
Income from discontinued operations, net of taX .........ccccocevevircreneniceienenene. 1 — 1 N.M.
Net iNCOME (10S8)™ ... $ 30 $ ©O7 $ 127 131)%
Diluted earnings (loss) per share:*
CoNtiNUING OPETALIONS ....evveuienieniiierierteeteeteeieeeiete ettt eee e eseeneeneens $ 031 §$ (1.19) $ 1.50 (126)%
Discontinued OPErations.........ccoueeeuerieirerieirenieeneeee ettt 0.01 — 0.01 N.M.
$ 032 §$ (1.19) $ 151 127)%
Diluted weighted average shares outstanding ...........c..ccceeeeevincnenienceeenennene. T 935 817 118 14 %

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) 2017 2016 Change % Change
THUCK .ottt et r et n e neas $ 5809 $ 5403 $ 406 8 %
PATES .ottt te e et e et e sreeaeenteeneennee 2,392 2,427 (35 (H%
G1ODAL OPETALIONS......eouieeieeierieiieieieeteete ettt ettt esaessessessesseeseeaeeseesseneensensens 309 341 (32) (9%
FINancial SeTVICES........cccviviieiiiiiiciieciieie ettt eeae e 235 235 — — %
Corporate and ELIMINAtiONS ...........c.ecverreiierieieieieieiesiesiesre e ere e eeeeeesseaeaesnens 175) (295) 120 41)%
TOAL .ttt ettt e e b e reere b e $ 8570 $ 8111 $ 459 6 %

In 2017, our Truck segment net sales increased $406 million, or 8%, primarily due to higher volumes in our Core markets, an
increase in Mexico truck volumes, an increase in sales of GM-branded units manufactured for GM, and higher used truck sales.
Chargeouts from our Core markets were up 8%, which is reflective of an improvement in our Class 8 volumes and market
share.
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In 2017, our Parts segment net sales decreased $35 million, or 1%, primarily due to lower BDP sales and lower North America
volumes, partially offset by higher U.S. and Canada parts sales related to the Fleetrite™ brand and remanufactured parts sales.

In 2017, our Global Operations segment net sales decreased $32 million, or 9%, primarily driven by lower engine and
component volumes in our South America engine operations, which declined 31% due to the impact of continued weakness in
the Brazilian economy as well as the cessation of sales to an OEM customer in 2016. The decrease in volume was partially
offset by the appreciation of the Brazilian real against the U.S. dollar as the average conversion rate has strengthened by 11%
compared with the prior year period.

In 2017, our Financial Services segment net revenues were comparable to the prior year primarily driven by higher interest
rates and higher revenues from operating leases in Mexico, offset by lower average finance receivable balances and
unfavorable movements in foreign currency exchange rates impacting our Mexican portfolio.

Costs of products sold

In 2017, Costs of products sold increased by $225 million, reflecting the impact of higher volumes in our Core markets,
Mexico truck volumes, and market pressures, partially offset by a decrease in used truck losses, improved material costs, and
lower adjustments to pre-existing warranties.

In 2017, we recorded charges to our used truck reserve of $111 million compared to $187 million in 2016. During the second
quarter of 2017, we implemented a shift in market mix to include an increase in volume to certain export markets, which have a
lower price point as compared to sales through our domestic channels, and lower domestic pricing to enable higher sales
velocity. We have decreased our gross used truck inventory balances and inventory reserves as a result of the shift in market
mix and change in pricing strategy.

In 2017, we recognized a benefit for adjustments to pre-existing warranties of $1 million compared to a charge of $78 million
in 2016. The decline in charges is primarily due to the reduction in claim frequency across both the medium duty and big bore
engine families in our Truck segment. The impact decreased the reserve for our standard warranty obligations.

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 $3 million in 2017, compared to $10 million in 2016. The decrease is primarily due to
postretirement net benefits of $43 million related to the execution of the closure agreement for our Chatham, Ontario plant,
partially offset by postretirement and severance charges of $31 million related to our plan to cease production at our Melrose
Park Facility, and certain cost reduction actions impacting our Global Operations segment. For more information, see Note 2,
Restructuring and Impairments, to the accompanying consolidated financial statements.

Selling, general and administrative expenses

In 2017, our SG&A expenses increased by $76 million compared to 2016 primarily due to an increase in employee
compensation expense and charges related to EGR product litigation. For more information on our legal proceedings, see Note
10, Commitments and Contingencies, to the accompanying consolidated financial statements.

Interest expense

In 2017, our interest expense increased by $24 million compared to 2016 primarily driven by the January 2017 issuance of
additional Senior Notes, increased amortization of debt issuance costs, and an increase in average borrowing rates, partially
offset by the impact of the lower interest rate related to the February 2017 refinancing of our Term Loan and lower average
borrowing levels for finance receivables funding.

Other income, net

We recognized Other income of $21 million in 2017, compared to $76 million in the prior year. The decrease in Other income
in 2017 is primarily due to a one-time $15 million fee received from a third party in the first quarter of 2016, deferred income
for an IP license of $19 million in the second quarter of 2016, $13 million of IP license income in the third quarter of 2016, and
unfavorable movements in foreign currency exchange rates, partially offset by the sale of a business line and machinery and
equipment in 2017.

Income tax expense

In 2017, we recognized income tax expense from continuing operations of $10 million, compared to $33 million in the prior
year. The decline in income tax expense is primarily driven by a $28 million intraperiod allocation benefit in domestic
continuing operations due to certain post retirement plan remeasurement gains and a release of various state uncertain tax
position liabilities of $14 million, partially offset by an increase in foreign taxes in Canada and Mexico and the non-recurring
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benefit of $13 million from the release of the valuation allowance on U.S. AMT credits due to the U.S. enactment of the
Protecting Americans from Tax Hikes Act of 2015 recorded in the first quarter of 2016.

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 2017 and 2016 relates to Ford's non-controlling
interest in BDP.

Segment Results of Continuing Operations for 2017 as Compared to 2016
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 14, Segment Reporting, to the
accompanying consolidated financial statements.

Truck Segment
(in millions, except % change) 2017 2016 Change % Change
Truck SeZMeEnt SALES, NEL..........ccocviiveeiieieeeieeeeeeceeeee ettt aeaeas $ 5809 $§ 5403 § 406 8%
Truck SEZMENt L0SS .....ecviiiieiieiieiieieieciet ettt ettt nees 6) (189) 183 97%
Segment sales

In 2017, our Truck segment net sales increased by $406 million, or 8%, primarily due to higher volumes in our Core markets,
an increase in Mexico truck volumes, an increase in sales of GM-branded units manufactured for GM, and higher used truck
sales. Chargeouts from our Core markets were up 8%, which is reflective of an improvement in our Class § volumes and
market share. The improvement represents a 17% increase in Class 6 and 7 medium trucks, a 3% increase in Class 8 heavy
trucks, a 9% increase in Class 8 severe service trucks and a 1% increase in buses.

Segment loss

In 2017, our Truck segment loss decreased by $183 million, or 97%, primarily driven by the impact of higher volumes in our
Core markets and Mexico, a decrease in used truck losses, lower adjustments to pre-existing warranties, improved material
costs, partially offset by market pressures, charges related to the MaxxForce engine EGR product litigation of $31 million, and
a decrease in Other Income.

In 2017, we recorded charges in our Truck segment for our used truck reserve of $111 million compared to charges of $187
million in the respective prior year period. During the second quarter of 2017, we implemented a shift in market mix to include
an increase in volume to certain export markets, which have a lower price point as compared to sales through our domestic
channels, and lower domestic pricing to enable higher sales velocity.

In 2017, we recorded charges in our Truck segment for adjustments to pre-existing warranties of $8 million compared to
charges of $78 million in the prior year. The decline in charges is primarily due to the reduction in claim frequency across both
the Medium Duty and Big Bore engine families in our Truck segment. The impact decreased the reserve for our standard
warranty obligations.

Additionally, the decline in Other Income during 2017 is due to a one-time $15 million fee received from a third party in the
first quarter of 2016, deferred income for an IP license of $19 million in the second quarter of 2016, $13 million of IP license
income in the third quarter of 2016, and an overall decline in the allocable share base of Access Fees from our Parts segment as
a result of lower engineering and product development costs in recent years.

Parts Segment
(in millions, except % change) 2017 2016 Change % Change
Parts SEZMENt SAIES, NEL .....c.ovvvevieiiereeiieteteeeetet ettt eaeeeas $ 2392 § 2427 § (35) (1%
Parts SEZMENt PIOTIt......ccuevuieiiiiiiciecieie ettt 616 640 24) )%
Segment sales

In 2017, our Parts segment net sales decreased by $35 million, or 1%, primarily due to lower BDP sales and lower North
America volumes, partially offset by higher U.S. and Canada parts sales related to the Fleetrite™ brand and remanufactured
parts sales.
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Segment profit

In 2017, our Parts segment profit decreased by $24 million, or 4%, primarily due to margin declines in BDP and in our U.S.
market, partially offset by higher other income of $6 million related to the sale of a business line and lower intercompany
access fees. 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 decrease in the
allocable share of fees in 2017 is due to significant decreases in engineering and product development costs in recent years.

Global Operations Segment

(in millions, except % change) 2017 2016 Change % Change

Global Operations segment Sales, NEL............coceveviereeeeeeereereeeeeeeeee e eenenas $ 30 3§ 341 % (32) (9%

Global Operations SEZMENt 10SS .........cceeeerieieieieieiesiesee e @) (21) 14 67 %
Segment sales

In 2017, our Global Operations segment net sales decreased by $32 million, or 9%, primarily driven by lower engine and
component volumes in our South America engine operations, which declined 31% due to the impact of continued weakness in
the Brazilian economy as well as the cessation of sales to an OEM customer in 2016. The decrease in volume was partially
offset by the appreciation of the Brazilian real against the U.S. dollar as the average conversion rate has strengthened by 11%
compared with the prior year period.

Segment loss

In 2017, our Global Operations segment loss decreased by $14 million, or 67%, primarily due to lower manufacturing and
SG&A expenses as a result of our prior year cost reduction efforts, a one-time benefit of $9 million recognized as an adjustment
to pre-existing warranties and higher other income related to the sale of machinery and equipment. These increases were
partially offset by an increase in restructuring charges in Brazil related to cost reduction actions consisting of personnel costs
for employee separation and related benefits.

Financial Services Segment

(in millions, except % change) 2017 2016 Change % Change
$ 235§ 235 % — — %
Financial Services segment Profit ...........c.ccevvverieiieiiiiieiieie e 77 100 (23) 23)%

Financial Services segment revenues, net

Segment revenues

In 2017, our Financial Services segment net revenues were comparable to the prior year primarily driven by higher interest
rates and higher revenues from operating leases in Mexico, offset by lower average finance receivable balances and
unfavorable movements in foreign currency exchange rates impacting our Mexican portfolio.

Segment profit

In 2017, our Financial Services segment profit decreased by $23 million, or 23%. The decrease is primarily driven by the pay
down of certain intercompany loan receivables in the prior year and lower interest margin resulting from an increase in our
average borrowing rate.
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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 reVENUES, NEL........coueuireieiirieieieieie ettt ee ettt $ 8111 $ 10,140 § (2,029) (20)%
Costs Of products SOIA .........ecveuerueirienieirieice e 6,812 8,670 (1,858) 2H)%
ResStructuring Charges .........c.couvveveirieieeirinieiiinecnee s 10 76 (66) 87)%
Asset impairment Charges ...........occoevevereeieiienienceseeceeeene 27 30 3) (10)%
Selling, general and administrative €Xpenses............ccevevveerenreerueneen 802 908 (106) (12)%
Engineering and product development COStS........c.ccoevererencreenenenn. 247 288 41 14)%
INterest EXPEnSe .....couevuiiiiiiiiiiiiiiececc e 327 307 20 7 %
Other INCOME, NET......c.eoviuiriiiriiieieieieee et (76) (30) (46) 153 %
Total COStS ANd EXPENSES......uvevirreeirrinieierieieierteeete ettt ettt ebeseeaeenes 8,149 10,249 (2,100) (20)%
Equity in income of non-consolidated affiliates...........c.ccoceveeriniieiennnnens 6 6 — — %
Loss from continuing operations before income taxes.......c..coccocevveeeeennens (32) (103) 71 (69)%
INCOME taX EXPEISE ...t (33) (51 18 (35)%
Loss from continuing OPerations ..............ceeeeeeeeeeruerueruesresseeseereeeeeeseersens (65) (154) 89 (58)%
Less: Net income attributable to non-controlling interests.............c.ccuccu..... 32 33 (1) 3)%
Loss from continuing operations'™ ............ccocoovurrerreneinrisrinrsseessssenens o7 (187) 90 (48)%
Income from discontinued operations, net of taX ..........ccccvevveereinennennes — 3 3) (100)%
INEETOSS™) et $ 97 $ (184) $ 87 47)%

Diluted earnings (loss) per share: ™

Continuing OPETALIONS .....c..evverierriririeriieieiterereeententenre e eeeenene $ 119 $ (229 $ 1.10 (48)%
Discontinued OPErations ..........ceceeuererrieieieieieeesenie e eeneens — 0.04 (0.04) (100)%

$ (119 § (225 § 1.06 (47)%

Diluted weighted average shares outstanding ...........ccccoecevevvevinecencnenne. T 817 816 0.1 — %

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) 2016 2015 Change % Change
TIUCK ettt ettt et e st e e beenbeeabeeseenseenbeenne e $ 5403 § 7213 § (1,810) (25)%
PATES ot aeesnaeens 2,427 2,513 (86) 3)%
G1ODAl OPETAtIONS....c.vviiieiieiieiie ettt ettt ettt ettt e b e eee e nes 341 506 (165) 33)%
FINANCIal SEIVICES.....cviivieeieeieeete ettt te e ns 235 241 (6) 2)%
Corporate and EIMIiNations...........cceeeeerierieieiieieiesieneseeeee e (295) (333) 38 (1%
TOAL .ttt n $ 8111 § 10,140 § (2,029) (20)%

In 2016, our 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, our 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.

In 2016, our Global Operations segment net sales decreased $165 million, or 33%, primarily due to lower volumes primarily
attributed to the economic downturn in Brazil as well as unfavorable movements in foreign currency exchange rates.
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In 2016, our Financial Services segment net revenues decreased $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 charges of $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 voluntary separation program ("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

Our 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

Our 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, on average, every four to six months through 2018.

Interest expense

In 2016, our 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 income of $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.

Income tax expense

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 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.
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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

Truck Segment
(in millions, except % change) 2016 2015 Change % Change
Truck segment SAlES, NEL........cecveieririeieieiee ettt $ 5403 § 7213 $ (1,810) (25)%
Truck SEZMENTE LOSS ..cvvieveieieiieiieie ettt (189) (141) (48) 34 %
Segment sales

In 2016, our 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, our 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, our 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.

Our 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
four to six months through 2018.

Parts Segment
(in millions, except % change) 2016 2015 Change % Change
Parts segment Sales, NEt........ccuerieriiriirieieeeeeieeeeeee e $ 2427 $ 2,513 $ (86) 3)%
Parts SEZMENt PrOfit......cc.eeverieiiieiieieeiereee e 640 592 48 8 %
Segment sales

In 2016, our 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, our 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.
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Global Operations Segment

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

Global Operations segment Sales, Net.........cccveviereerieriererinieeeeeeeeeieenes $ 341 $ 506 $ (165) (33)%

Global Operations SeZMent 10SS ........cccverveerierieiierieieeie e (21) (67) 46 (69)%
Segment sales

In 2016, our 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, our 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 .........c.ccvevververuerverriereereereeeeeennens S 235 $ 241  $ (6) 2)%
Financial Services segment profit ........c..ccceoeveviienerninieineneineeeeneenes 100 98 2 2%

Segment revenues

In 2016, our 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, our 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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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, 2017 vs 2016 2016 vs 2015
(in units) 2017 2016 2015 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ ........oocoovvivereeeeie. 35,100 32,800 29,600 2,300 7 % 3,200 11 %
Class 6 and 7 medium trucks............. 86,100 86,800 80,000 (700) (H)% 6,800 9%
Class 8 heavy trucks.........ccceeveueennnne 146,200 165,700 218,200 (19,500) (12)%  (52,500) (24)%
Class 8 severe service trucks®™.......... 60,600 61,100 60,800 (500) (D)% 300 — %
Total Core Markets.................ccoevenneen.. 328,000 346,400 388,600 (18,400) 5)%  (42,200) (11)%
Combined class 8 trucks ........ooovorrrvvrernn. 7206800 226,800 279,000  (20,000) 9%  (52,200) (19)%
Navistar Core retail deliveries .................. 56,700 54,700 62,600 2,000 4% (7,900) (13)%

(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 during 2016 and 2015.

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,

2017 2016 2015
Core Markets (U.S. and Canada)

SChOOL BUSES™ ..o 32% 34% 38%
Class 6 and 7 medium trUCKS........c.cccveviieeiiiieiiesieie e 25% 21% 23%
Class 8 heavy trUCKS .......cveieieieieiecieeie et 11% 10% 11%
Class 8 severe service trucks®™ ..........o.coiiiioeeeeeeeeeeeeeeee e 13% 13% 15%

Total Core Markets ............cccoovevieiiiiiiinieeice e 17% 16% 16%
Combined class 8 trUCKS ......cc.cccviiieriieieeie et 12% 11% 12%

(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 during 2016 and 2015.
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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, 2017 vs 2016 2016 vs 2015
(in units) 2017 2016 2015 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ ..o 11,000 11,900 11,400 (900) (8)% 500 4%
Class 6 and 7 medium trucks............. 21,200 16,900 16,700 4,300 25 % 200 1 %
Class 8 heavy trucks .........c.occoeenee.... 18,900 6,300 26,700 12,600 200 %  (20,400) (76)%
Class 8 severe service trucks®™.......... 8,800 7,700 9,100 1,100 14 %  (1,400) (15)%
Total Core Markets.................ccoocoeuen.... 59,900 42,800 63,900 17,100 40 %  (21,100) (33)%
Combined class 8 trucks.........o......... 727,700 14000 35,800 13,700 98 %  (21,800) (61)%

(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 during 2016 and 2015.

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, 2017 vs 2016 2016 vs 2015
(in units) 2017 2016 2015 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ ........oooovvivreeieeee. 1,700 2,100 1,400 (400) (19)% 700 50 %
Class 6 and 7 medium trucks............. 4,600 4,100 4,800 500 12 % (700) (15)%
Class 8 heavy trucks........cccceeveeueennnn 6,800 4,700 13,900 2,100 45 % (9,200) (66)%
Class 8 severe service trucks®™.......... 2,500 2,100 2,100 400 19 % — — %
Total Core Markets ..............c..cceevennnn.. 15,600 13,000 22,200 2,600 20 % (9,200) 41)%
Combined class 8 trucks.................... W W W W 37 % W (58)%

(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 during 2016 and 2015.
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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:

For the Years Ended October 31, 2017 vs 2016 2016 vs 2015
(in units) 2017 2016 2015 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ .......coovvvveeeeenn, 11,300 11,200 11,900 100 1% (700) (6)%
Class 6 and 7 medium trucks....... 20,900 17,800 18,800 3,100 17% (1,000) 5)%
Class 8 heavy trucks.................... 16,800 16,300 25,000 500 3% (8,700) (35)%
Class 8 severe service trucks®.... 8,300 7,600 9,300 700 9% (1,700) (18)%
Total Core Markets ........................... 57,300 52,900 65,000 4,400 8%  (12,100) (19)%
Non "Core" military..................... 800 500 100 300 60% 400 400 %
Other markets®...........coovevveenn.. 10,800 9,900 19,400 900 9%  (9,500) (49)%
Total worldwide units........................ 68,900 63,300 84,500 5,600 9%  (21,200) (25)%
Combined class 8 trucks.............. W W W W 5% m (30)%

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 during 2016 and 2015.

©) Other markets primarily consist of Export Truck and Mexico and also include chargeouts related to BDT of 6,000 units during 2015. There were no
third party chargeouts related to BDT during 2016 or 2017, as Ford no longer purchases from BDT.

Liquidity and Capital Resources

Consolidated cash, cash equivalents, and marketable securities

As of October 31,

(in millions) 2017 2016 2015

Consolidated cash and cash equUIVAENtS ..........ccceevuieriiriinienieiieeeeseee e $ 706 $ 804 §$ 912

Consolidated marketable SECUITEIES.......cvieiirieiiieieeie ettt 370 46 159
Consolidated cash, cash equivalents, and marketable securities ...............cceecverueennen. $ 1,076 $ 850 $ 1,071

As of October 31,

(in millions) 2017 2016 2015

Manufacturing OPEIAtIONS .........ceeeiereierierierieete ettt ettt eae et e e e seesae e $ 1,036 $ 800 $ 1,013

Financial Services OPEIations..........ccuueieerieiiirieinieieestee ettt 40 50 58
Consolidated cash, cash equivalents, and marketable securities ............c..cceeeverueennen. $ 1,076 $ 80 $ 1,071

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 represent 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 $1.1 billion at October 31, 2017, which includes an
immaterial amount of cash and cash equivalents primarily attributable to BDP that is generally not available to satisfy our
obligations. For additional information on the consolidation of BDP, see Note 1, Summary of Significant Accounting Policies, to
the accompanying consolidated financial statements.
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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. 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 our financing requirements, and the financing
requirements of 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. The covenants in all of our debt agreements permit us to refinance existing debt instruments
as they mature.

Our Manufacturing operations sold $7.4 billion, $7.2 billion, and $8.6 billion of wholesale notes and accounts receivable to our
Financial Services operations in 2017, 2016, and 2015, respectively. The total outstanding balance of wholesale notes and
accounts receivable purchased was $1.4 billion, for both periods, as of October 31, 2017 and 2016. Our Financial Services
operations also make loans and provide dividends and return of capital to our Manufacturing operations. Total loans outstanding
from our Financial Services operations to our Manufacturing operations were $91 million and $203 million at October 31, 2017
and 2016, respectively. During 2017, our Manufacturing operations received $8 million of return of capital from our Financial
Services operations. 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’).

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, 2017 we decreased our borrowings under the Intercompany Used Truck Loan by $106 million to
$29 million. Our Manufacturing operations also have an intercompany revolving loan agreement (the "Intercompany Revolving
Loan") with our captive insurance company under our Financial Services segment. During 2017, our borrowings under the
Intercompany Revolving Loan agreement decreased by $11 million to $7 million. Our Financial Services operations in Mexico
extends working capital loans to our Manufacturing operations in Mexico for orders received. During 2017, the borrowings of
our Manufacturing operations in Mexico under these loan agreements increased by $5 million to $55 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 us, 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, 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, 2017, the aggregate amount available to fund finance receivables under our Financial Services facilities was
$520 million.

In May 2016, NFC amended and extended its 2011 bank credit facility which was originally due in December 2016. The 2016
amendment extended the maturity date to June 2018 and initially reduced the revolving portion of the facility from $500 million
to $400 million. In December 2016, and in accordance with the amendment, the revolving portion of the facility was further
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. In September 2017, the revolving portion of the bank credit facility was amended and extended to a maturity date
of September 2021. The capacity of the facility will be reduced from $275 million to $269 million in June 2018. The
borrowings on the revolving portion of the facility totaled $127 million as of October 31, 2017. The balance of the term loan
portion of the facility was $76 million as of October 31, 2017.

In November 2016, NFSC extended the maturity date of the variable funding notes ("VFN") facility from May 2017 to
November 2017, and the maximum capacity was reduced from $500 million to $450 million. In May 2017, NFSC extended its
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VEN facility to May 2018, and the maximum capacity was reduced to $425 million. The VFN facility is secured by assets of
the wholesale note owner trust.

In December 2016, NFC extended its $100 million TRAC facility from April 2017 to October 2017. In May 2017, NFC
extended its TRAC facility to April 2018.

In January 2017, we issued an additional $250 million aggregate principal amount of our 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 proceeds
from the January 2017 issuance of additional Senior Notes were used for general corporate purposes, including working capital
and capital expenditures. For additional information, see Note 9, Debt, to the accompanying consolidated financial statements.

In February 2017, we consummated our previously announced strategic alliance with VW T&B. Pursuant to the Stock Purchase
Agreement, we issued and VW T&B purchased 16.2 million shares of our common stock for an aggregate purchase price

of $256 million at $15.76 per share (a 19.9% stake in the Company (16.6% on a fully diluted basis)). The proceeds are being
used for general corporate purposes.

In June 2017, NFSC issued $250 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 June 2017.

In August 2017, we amended and extended our Amended and Restated Asset-Based Credit Facility which was originally due in
May 2018. The 2017 amendment extended the maturity date to August 2022 and reduced the revolving facility from $175
million to $125 million. Our borrowing capacity under the amended facility was previously subject to a $35 million liquidity
block and is now subject to a $13 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, 2017, we had no borrowings
but did have availability to borrow under the Amended and Restated Asset-Based Credit Facility. Additionally, we maintain
capacity under our various debt arrangements to incur incremental debt.

On November 6, 2017, we issued $1.1 billion aggregate principal amount of 6.625% senior notes due 2025 (“2025 Notes™).
Interest is payable on the 2025 Notes on May 1 and November 1 of each year beginning on May 1, 2018 until the maturity date
of November 1, 2025. To effect the retirement of our 8.25% Senior Notes, we also commenced a cash tender offer (“Tender
Offer”), which resulted in the purchase of $1,051 million aggregate principal amount, or 72.50% of the total then-outstanding
8.25% Senior Notes at a purchase price of $1,003.80 per $1,000 principal amount, plus accrued and unpaid interest. The
proceeds from the offering of our 2025 Notes were used to purchase a portion of our existing Senior Notes tendered in the
tender offer and to pay accrued and unpaid interest thereon, and pay the associated prepayment premiums, certain transaction
fees and expenses incurred in connection with the new 2025 Notes. We expect to record approximately $31 million of charges
in the first quarter of fiscal 2018 related to the extinguishment of unamortized debt issuance costs and tender premiums
associated with the Senior Notes.

On November 6, 2017, we signed a definitive credit agreement relating to a seven-year senior secured term loan credit facility
in an aggregate principal amount of $1.6 billion (“Term Loan Credit Agreement”), guaranteed by NIC and twelve of its
subsidiaries. Under the terms of the amendment, the interest rate on the outstanding loan is based, at our option, on an adjusted
Eurodollar Rate, plus a margin of 3.50%, or a Base Rate, plus a margin of 2.50%. The Term Loan Credit Agreement requires
quarterly amortization payments of $4 million with the balance due at maturity on November 6, 2024. A portion of the proceeds
were used to repay all outstanding loans under our existing Term Loan, to repurchase the remaining portion of the outstanding
Senior Notes, to pay accrued and unpaid interest thereon, and pay certain transaction fees and expenses incurred in connection
with the new Term Loan Credit Agreement. The remainder of the proceeds of the Term Loan Credit Agreement will be used for
ongoing working capital purposes and general corporate purposes. We expect to record approximately $16 million of charges in
the first quarter of fiscal 2018 related to the extinguishment of unamortized debt issuance costs associated with the Term Loan.

On November 6, 2017 the Company entered into the First Amendment to Loan Agreement with The County of Cook, Illinois
and the First Amendment to Loan Agreement with the Illinois Finance Authority (“Tax Exempt Bond Amendments™) to adjust
various restrictive covenants included in the loan agreements relating to the Tax Exempt Bonds, including to permit the
Company to incur secured debt up to $1.7 billion, in exchange for a coupon increase from 6.50% to 6.75% and the grant of a
junior priority lien on certain collateral securing the Company’s existing Term Loan and the new Term Loan Credit Agreement.
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Cash Flow Overview

Year Ended October 31, 2017

Financial
Services Consolidated
Manufacturing Operations and Statement of
(in millions) Operations” Adjustments” Cash Flows
Net cash provided by operating activities .........cccceevveevvereereerieeie e $ 10 S 99 § 109
Net cash used in Investing aCtIVILIES ........c.cvoviiiiiiiiiiiiiiicc (489) (53) (542)
Net cash provided by (used in) financing activities ...........eceeveervereerererenennnne 389 (51 338
Effect of exchange rate changes on cash and cash equivalents............c..cc....... 5) 2 3
Decrease in cash and cash equivalents.............ccccoceeieiciinicnnnccnnne. 95) 3) (98)
Cash and cash equivalents at beginning of the year..........ccccccovvvevienieecieniennnnns 761 43 804
Cash and cash equivalents at end of the year...........ccoceevveieiieieieniee, $ 666 $ 40 $ 706

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 ..........ccoceeerererieierieieiereseeeee e $ 56 $ 211 $ 267
Net cash provided by (used in) investing activities.........ceceeveeeeveverienenenennens 3 (70) 67)
Net cash used in financing aCtiVItIES ..........cccoveucuirireeicirieiciiecce e (203) (150) (353)
Effect of exchange rate changes on cash and cash equivalents............c..cc.o...... 28 17 45
Increase (decrease) in cash and cash equivalents..........c.ccccocevecininecnnennns (116) 8 (108)
Cash and cash equivalents at beginning of the year..........c.coccoevvevieveecieniennnnn. 877 35 912
Cash and cash equivalents at end of the year............cocevvveieiienenenieeen, $ 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 ..........c.ccevveveereereereereerennnn. $ 98 $ (52) $ 46
Net cash provided by (used in) investing activities.........ccceeeeeeveeerenerenennens 346 (30) 316
Net cash provided by financing activities ...........ccceeeeuiovreeinneirnecenecnes 63 35 98
Effect of exchange rate changes on cash and cash equivalents................c....... (70) 25 (45)
Increase (decrease) in cash and cash equivalents.............ccoeeerinccennee. 437 (22) 415
Cash and cash equivalents at beginning of the year............ccoceoevereienenennn 440 57 497
Cash and cash equivalents at end of the year...........ccooceeviviiiienienennnnen. $ 877 $ 35§ 912

(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-GAAP 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.
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Manufacturing Operations
Manufacturing Operations Cash Flow from Operating Activities

Cash provided by operating activities was $10 million, $56 million and $98 million in 2017, 2016 and 2015, respectively. The
lower cash provided from operating activities in 2017 compared to 2016 was primarily attributable to a decrease in the
collection of accounts receivable, lower dividends from Financial Services, an increase in inventories and an increase in other
current and noncurrent assets partially offset by an increase in net income and increases in accounts payable, other current
liabilities and other noncurrent liabilities. 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.

Cash paid for interest, net of amounts capitalized, was $223 million, $227 million, and $180 million in 2017, 2016, and 2015,
respectively.

We paid $193 million, $199 million, and $204 million for 2017, 2016, and 2015 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 used in investing activities was $489 million in 2017, compared to cash provided by investing activities of $3 million and
$346 million in 2016 and 2015, respectively. The net decrease in cash flow from investing activities in 2017 compared to 2016
was primarily attributable to higher purchases and lower maturities of marketable securities as well as purchases of equipment
leased to others and lower proceeds from the sale of non-consolidated affiliates, partially offset by higher sales of marketable
securities and higher proceeds from the sale of property and equipment. During 2017, sales of marketable securities totaled
$652 million and maturities of marketable securities totaled $28 million, compared with $539 million of sales and $43 million
of maturities of marketable securities and $1.2 billion of sales and $86 million of maturities of marketable securities during
2016 and 2015, respectively.

Manufacturing Operations Cash Flow from Financing Activities

Cash provided by financing activities was $389 million and $63 million in 2017 and 2015, respectively, compared to cash used
in financing activities of $203 million in 2016. The net increase in cash flow from financing activities in 2017 compared to
2016 was primarily attributable to issuing an additional $250 million of our Senior Notes and the proceeds of $256 million from
the equity issuance to VW T&B as well as increases in proceeds from finance lease obligations and from the exercise of stock
options, partially offset by higher debt issuance costs and repayments of loans to our Financial Services operations including
funding under the Intercompany Used Truck Loan and other financing programs.

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

Cash provided by operating activities was $99 million and $211 million in 2017 and 2016, respectively, compared to cash used
in operating activities of $52 million in 2015. The decrease in cash provided by operating activities in 2017 was primarily due
to an increase in the level of finance receivables funded compared to a decrease in the prior year period, the utilization of a
trade payable with our Manufacturing operations, and a slight decline in segment profit of our Financial Services operations.
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.

Cash paid for interest, net of amounts capitalized, was $71 million, $64 million, and $59 million in 2017, 2016, and 2015,
respectively.

Financial Services Operations and Adjustments to Cash Flow from Investing Activities

Cash used in investing activities was $53 million, $70 million and $30 million in 2017, 2016, and 2015, 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 2017, 2016, and 2015. The decrease in cash used in investing
activities in 2017 was primarily due to a decline in purchases of equipment leased to others, partially offset by an increase in

46



restricted cash levels. In 2016, the increase in cash used in investing activities was primarily due to the increase in purchases of
equipment leased to others, and the lower decline in restricted cash levels under our secured borrowings.

Financial Services Operations and Adjustments to Cash Flow from Financing Activities

Cash used in financing activities was $51 million and $150 million in 2017 and 2016, respectively, compared to cash provided
by financing activities of $35 million in 2015. The net decrease in cash used in financing activities in 2017 was primarily due to
the increase in borrowing levels associated with the increase in the level of finance receivables funded compared to decreases in
the prior year period, partially offset by an increase in repayments of debt using intercompany loan repayments received from
our Manufacturing operations. 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.

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, 2017, our funding consisted of asset-backed securitization debt of $849 million, bank
borrowings and revolving credit facilities of $616 million, commercial paper of $92 million, and borrowings of $94 million
secured by operating and finance leases.

We use a number of SPEs to securitize and sell receivables. NFSC finances wholesale notes, Navistar Financial Retail
Receivables Corporation 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 issue 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,
2017:

Total Amount Matures or
Company Instrument Type Amount Purpose of Funding Utilized Expires
(in millions)
NFSC ....... Revolving wholesale note trust......... $ 975 Eligible wholesale notes.................. $ 685 2018-2019
Finance receivables and general
NFC.......... Credit agreement™ .............ccccoceeo..... 275  corporate purpoSes.........cecueeverveennenn 127 2021
Finance receivables and general
NFM......... Bank lines........ccccovvvevieniievieeienienens 497  corporate PurpOSeS.......cceevveervererennenn 415 2018-2023
TRAC....... Revolving retail accounts.................. 100 Eligible retail accounts..................... 100 2018

(A) NFM can borrow up to $81 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, 2017, 2016, and 2015.

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 to the accompanying consolidated financial statements.
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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 $200 million in 2018, 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.

EBITDA reconciliation:

For the Years Ended October 31,

(in millions) 2017 2016 2015
Income (loss) from continuing operations attributable to NIC, net of taX...........ccccvevveeierneenen. $ 29 8 (97) $ (187)
Plus:

Depreciation and amortization expense 223 225 281

Manufacturing interest eXPEnSe™ ............oooowovuoveeeeeeeeeeeeeeeeeeeseeeeee s 265 247 233
Less:

TNCOME tAX EXPEIISE ....vevieeieiieiiieiie et etee st eteeetesetesttesteeaeesbessaessaesseenseessesssesssenseenseensenseensns (10) (33) (51

EBITDA . ..ottt $ 527 § 408 $§ 378

(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) 2017 2016 2015

TIEETESE EXPEIISC. .......vvieveieeeteeeet ettt ettt et ettt e et e e s e s et e s ees et e s et es et et eas et es et ees et es st es et esees et en et es st eseasesesseseesesens et ensesenn $ 351§ 327 $ 307
Less: Financial Services interest expense. . 86 80 74
Manufacturing INTETESE EXPEIISE ...........cveveveveeeeieiereieeeeseseseseseeeeeseseseseseseeeseesesesesesesesessssaseseseseseseseasasssesesesesesesensaesssesanas $ 265 $ 247 $ 233
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Adjusted EBITDA Reconciliation:

For the Years Ended October 31,

(in millions) 2017 2016 2015
EBITDA (FecoOnciled @DOVe) ........................c..ooceeeeeeeeeeeeeeeeeeeeeeeeeeeeeee et $ 527 $ 408 $ 378
Less significant items of:
Adjustments to pre-existing Warranties ™ ..............coocoovooueeeeeeeeeeeeee e 1) 78 4
Asset impairment Charges™ ..o 13 27 30
Restructuring of manufacturing operations' .............o.cooovervieeeeeeeeeeeeeeeeeese e 13 10 72
Gain 0N SEEIEMENT™) ...t — — (10)
Brazil truck business actions™ ................c.o.coooiiiiiiiieeee e — — 6
EGR product Tation™ ............o.ooeeeeeeeeeeeeeee et 31 — —
GAIN ON SAIE Dottt ettt eean (6) — —
Debt refinancing charges™ ..o 5 — 14
One-time Fee TECEIVEAY ... ... — (15) —
TOtal AAJUSTMENLS ...ttt ettt sttt ene 55 100 116

Adjusted EBITDAL ...........oooiiioieeee ettt ta et be b e ssaesbaessaeseenseenaesees $ 582 $§ 508 § 494
(A) Adjustments to pre-existing warranties reflect changes in our estimate of warranty costs for products sold in prior periods. Such adjustments typically

®)

©

(D)
(E)
Q)

G)
(H)

)

occur when claims experience deviates from historical 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.
During 2017, we recorded $13 million of asset impairment charges in our Truck segment relating to assets held for sale of our Conway, Arkansas
fabrication business and for certain assets under operating leases. During 2016, the charges primarily included $17 million related to certain long-lived
assets and $8 million related to certain operating leases. We also determined that $1 million of trademark asset carrying value was impaired. During 2015,
we recorded $11 million of asset impairment charges related to certain long-lived assets and $9 million related to certain operating leases. We also
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.

During 2017, we recorded a charge of $13 million. We recorded $41 million of charges related to our plan to cease production at our Melrose Park
Facility, a net benefit of $43 million related to the resolution of the closing agreement for our Chatham, Ontario plant, and the release of $1 million in
OPEB liabilities in connection with the sale of our fabrication business in Conway, Arkansas. We recorded $6 million of restructuring charges in Brazil
related to cost reduction actions consisting of personnel costs for employee separation and related benefits. During 2016, we recorded $7 million of
charges related to the 2011 closure of our Chatham, Ontario plant. During 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 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.

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 approximately $6 million in charges, primarily related to inventory, to optimize the Brazil Truck business in our Global
Operations segment.

During 2017, we recognized a charge of $31 million for a jury verdict related to Maxxforce engine EGR product litigation in our Truck segment.

During 2017, we recognized a gain of $6 million related to the sale of a business line in our Parts segment.

During 2017, we recorded a charge of $5 million related to third party fees and debt issuance costs associated with the repricing of our Term Loan and the
refinancing of the revolving portion of the NFC bank credit facility in our Financial Services 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 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 2017 and 2016, we contributed $112 million and $100 million, respectively, to our U.S. and Canadian pension plans (the
"Plans") to meet regulatory minimum funding requirements. In 2018 we expect to contribute approximately $134 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, and the impact of any future funding relief. We
currently expect that from 2019 through 2021, we will be required to contribute approximately $140 million to $190 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 2017 and 2016. 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 $1 million to our OPEB plans during 2018.

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, 2017,
2016 and 2015.

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 decreased $281 million during 2017. Higher than expected asset
returns contributed to the decrease. Our actual return on assets during 2017 was approximately 13.0% for the U.S. pension
plans. The weighted average discount rate used to measure the postretirement benefit obligation ("PBO") were 3.5% at both
October 31, 2017 and 2016.

The under-funded status of our health and life insurance benefits decreased by $273 million. This was primarily driven by
favorable claims experience and updated trend assumptions.

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 13, 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, 2017:

Payments Due by Year Ending October 31,

(in millions) Total 2018 2019-2020 2021-2022 2023+
Type of contractual obligation:
Long-term debt obligations™.............c.coouveveeeurerereeerreeen. $ 4972 $ 1,006 $ 2,027 $ 1,614 $ 225
Interest on long-term Aebt™ oo, 1,172 279 412 218 263
Financing arrangements and capital lease obligations'®..... 38 10 18 10 —
Operating lease obligations™..............coooovveeevverereenn. 195 45 75 48 27
Purchase obligations™...........coooourimeeeoeeeeeeeeeeeeeeeeeeeeeene 60 20 31 6 3
TOtAL. e $§ 6437 § 1460 $§ 2,563 $ 1,896 § 518

(A) Excludes offsetting discounts and issuance costs of $78 million, Financed Lease Obligations of $130 million, the retirement of the Senior Notes and Term
Loan, the issuance of the 2025 Notes and execution of the Term Loan Credit Agreement, all of which occurred subsequent to October 31, 2017. 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, 2017 are used for variable rate debt.
Excludes the retirement of the Senior Notes and Term Loan, the issuance of the 2025 Notes and execution of the Term Loan Credit Agreement, all of
which occurred subsequent to October 31, 2017. After giving effect to these transactions, Interest on long-term debt would be as follows: 2018 - $255
million; 2019-2020 - $375 million; 2021-2022 - $332 million; 2023 and thereafter - $636 million; in total - $1,598 million. 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 $5 million of interest obligations. Excludes $1 million capital lease which is non-cash. 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 $34
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 $134 million in 2018 to meet the minimum required contributions for
all Plans. We currently expect that from 2019 through 2021, we will be required to contribute $140 million to $190 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, 2017 and 2016, we had deferred tax asset valuation allowances of $3.3 billion and $3.4 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 Income tax expense. Total interest and penalties
related to our uncertain tax positions resulted in an income tax benefit of $6 million and less than $1 million for the years ended
October 31, 2017 and 2016, respectively, and an income tax expense of $1 million for the year ended October 31, 2015.

We released $14 million of uncertain tax positions based on administrative practice and precedents of relevant tax authorities in
2017.

As of October 31, 2017 and 2016, the amount of liability for uncertain tax positions was $34 million and $50 million,
respectively. If these unrecognized tax benefits are recognized, all would impact our effective tax rate, except for positions for
which we maintain a full valuation allowance against certain deferred tax assets. In this case, 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 and is 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 were 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. 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. EPA and CARB may also consider other
actions, including extended emission warranties. California is currently considering regulatory requirements to expand the zero
emissions truck market, including the mandated sale of certain vehicles. 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.

e 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.

e 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, 2017 2018 Expense
Obligations

(in millions) Pension OPEB Pension OPEB
Discount rate:

INCIEASE OF 1.0%0. .ot $ (327 % @139 $ 3 8 (4]

DECTEaSE OF 1.0%0 weeuvieeiieeiieiieeie ettt ettt 385 166 4 —
Expected return on assets:

INCIEASE OF 1.0%0..uccuviiiiiiiiiceeeeeee et — — (23) 3)

DECTEASE OF 1.0%0 weeuvieuiieiiieiieeieeie ettt ettt — — 23 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.

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 Al/lowance 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 twelve quarters. To the
extent that our judgments about these risk factors and conditions are not accurate, an adjustment to our allowance for losses
may 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, 2017,
would increase or decrease by $1 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
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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 from continuing
operations in 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, 2017 and 2016 aggregating $3.3 billion and $3.4 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 /ncome 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) 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, 2017 and a hypothetical 10% change, excluding excess
liability insurance in claim amount would increase or decrease this accrual by $5 million.

Environmental 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, 2017, we have accrued $19 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.
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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 2017, we
recognized a benefit for adjustments to pre-existing warranties of $1 million compared to charges of $77 million and $1 million
in 2016 and 2015, 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 is generally recorded when we commit to a product recall or field campaign.
In each subsequent quarter after a recall or field 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 2017 warranty expense was $21 million of charges related to new field campaign issuances as well
as changes in estimates of previously issued campaigns, as compared to $17 million and $12 million in 2016 and 2015,
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 2017, we recognized net charges

of $8 million related to extended warranty contracts on our proprietary Big-Bore engines, which includes charges of $3
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million related to pre-existing warranties. In 2016, we recognized a net charge of $34 million related to extended warranty
contracts on our proprietary Big-Bore engines, which includes a charge of $26 million related to pre-existing warranties. 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 decreased to approximately $206 million
at October 31, 2017 from $410 million at October 31, 2016, offset by reserves of $110 million and $208 million, respectively.

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

The information required to be set forth under this heading is incorporated by reference from Note 1, Summary of Significant
Accounting Policies, to the Consolidated Financial Statements included in Part II, Item 8.
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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, 2017 and 2016, the net fair value of our liabilities with exposure to interest rate risk was $5
billion. Assuming a hypothetical instantaneous 10% adverse change in interest rates as of October 31, 2017 and 2016, the fair
value of these liabilities would increase by $91 million and $107 million, respectively. At both October 31, 2017 and 2016, the
net fair value of our assets with exposure to interest rate risk was $2 billion. Assuming a hypothetical instantaneous 10%
adverse change in interest rates as of October 31, 2017 and 2016, the fair value of these assets would decrease by $4 million
and $3 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 2017 and 2016, we
purchased approximately $376 million and $302 million, respectively, of commodities subject to market risk. Assuming a
hypothetical instantaneous 10% adverse change in commodity pricing, we would have incurred an additional $38 million and
$30 million in 2017 and 2016, respectively, of costs. Commodity price risk associated with our derivative position at October
31,2017 and 2016 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, 2017 and 2016, the net fair value of our liabilities
with exposure to foreign currency risk was $238 million and $283 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 $24 million and $28 million at October 31, 2017
and 2016, respectively. At October 31, 2017 and 2016, the net fair value of our assets with exposure to foreign currency risk
was $168 million and $206 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 $17 million and $21 million at October 31, 2017 and 2016, respectively.

For further information regarding models, assumptions and parameters related to market risk, please see Note 12, Fair Value
Measurements to the accompanying consolidated financial statements.
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Item 8. 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 31,2017 and 2016, and the related consolidated statements of operations, comprehensive income (loss),
stockholders’ deficit, and cash flows for each of the years in the three year period ended October 31, 2017. 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, 2017 and 2016, and the results of their operations and
their cash flows for each of the years in the three - year period ended October 31, 2017, 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, 2017, 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 19, 2017 expressed an unqualified opinion on the effectiveness of the
Company’s internal control over financial reporting.

/s/ KPMG LLP

Chicago, Illinois

December 19, 2017
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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, 2017, 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, 2017 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, 2017, 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 31,2017 and 2016, and the related
consolidated statements of operations, comprehensive income (loss), stockholders’ deficit, and cash flows for each of the years
in the three-year period ended October 31, 2017, and our report dated December 19, 2017 expressed an unqualified opinion on
those consolidated financial statements.

/s/ KPMG LLP

Chicago, Illinois

December 19, 2017
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Operations

(in millions, except per share data)
Sales and revenues
Sales of manufactured products, NEt ..........cccooiieririiieieeeee e
FINANCE TEVEIUCS ...c.etititieiieiieieete ettt ettt b ettt et be et et eneeneen
Sales AN FEVEINUES, NET.......uiiiiieeiieiieieeeeeeeeeeeeeeeeeeee e e e et ee e et e e e eeaeeeeeaeeeeesaaeesseaaeeeennes
Costs and expenses
CoStS Of ProOAUCES SOIA ......icvvieeiiiicii ettt ettt
RESUCTUTING CRATZES ...oovviiviieiieieeie ettt s teesseenseenaeees
Asset IMPAIrMeENt ChATZES .........coieieiiiiieiece ettt ssens
Selling, general and adminiStrative EXPENSES.........cvereerueerierieiierieeieseesreesreeseeeeseeessens
Engineering and product development COSES.........coeririreirieieinieieeiee e
INEETEST EXPEIISE ...veeviieeiiieciiieetieete et ettt et e st e e st e e eta e e taeetaeetaeassaeenseeensaeensaeenseeensaennseean
Other INCOIMIE, TET ......oiiuviiieiiiieieeceee ettt e et e e eeeaeeeaeeereeeneesneean
Total COStS ANA EXPEINSES.....eeviiiiieiieeieeiieie ettt ettt et ettt ereeae e e saeesaeeeaeeaseeaseaes
Equity in income of non-consolidated affiliates.............ccocvevieeiiiiienienieeceeeeee e
Income (loss) from continuing operations before iNCOMe taxes .........coeeerverererieinerieenenne.
TNCOME LAX EXPEIISE ...vvieeniieeiieeiieeiteeiee et ee et e et e et e et e st eeseaeesnbeeenseesnseesnseeenseesnseesnseennseennes
Income (10ss) from CONtINUING OPEIALIONS........ccvieviiveerierierieiieeienietetesre et ere e ese e se s nsens
Income from discontinued operations, Net Of taX .......c.ccceevveerieeiiiiieiiee et
NEt INCOME (JOSS)...uvieieriiie ettt ettt ettt et et e ettt et e et e et e eae e enteeateereeeseeseenseens
Less: Net income attributable to non-controlling interests............cccccvevveevieeiereesreesieeieeeenenn

Net income (loss) attributable to Navistar International Corporation.............................

Amounts attributable to Navistar International Corporation common shareholders:
Income (loss) from continuing operations, Net Of taX..........coeeveereirirerireeeeeecee
Income from discontinued operations, Net Of taX .......c.ccceevieriieiiiiieiiee et

NEt INCOME (LOSS) .vouvirieiiietieeieiieiiet ettt ettt ettt ettt b b et e sbesbeeseeneeseesaessessessenes

Earnings (loss) per share:
Basic:
CONtNUING OPETATIONS ..vevvvevievieniieieetesteesteeteeteseesseeseesseesaesseesseenseessesssesseessesssenns

DiScoNtinUed OPETALIONS........c.eevieuieeieiieierieterteeteeteeteeteeseeseeseessessesseeseeseeseeseeseeneensenees

Diluted:
CONtINUING OPEIALIONS ...ttt ettt ettt sttt ettt b e eb e e e

Discontinued OPETAtIONS.........ccviervieiieeiertieiteeteeteseesteesteebeeaeeseesseesseessesssesseesseesseens

Weighted average shares outstanding:
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For the Years Ended October 31,

2017 2016

2015

$ 8428 § 7976 $ 9,995

142 135 145
8,570 8,111 10,140
7,037 6,812 8,670

3 10 76

13 27 30

878 802 908

251 247 288

351 327 307

(21) (76) (30)

8,512 8,149 10,249

6 6 6

64 (32) (103)

(10) (33) (51)

54 (65) (154)

1 — 3

55 (65) (151)

25 32 33

$ 30 $ (97) (184)
$ 29 % (97 (187)
1 — 3

$ 30 $ (97) (184)
$ 031 § (119 (2.29)
0.01 — 0.04

$ 032 $ (1.19) (2.25)
$ 031 $ (1.19) (2.29)
0.01 — 0.04

$ 032 $ (1.19) (2.25)
93.0 81.7 81.6
93.5 81.7 81.6



Navistar International Corporation and Subsidiaries
Consolidated Statements of Comprehensive Income (Loss)

For the Years Ended October 31,

(in millions) 2017 2016 2015
INE INCOME (10SS) ...vvvvivieeeeeeeeeeteee ettt ettt ettt ettt eeeer e s eneeresseneeeeneeneeseneeaenens $ 55 % 65) $ (151)
Other comprehensive income (loss):

Foreign currency translation adjustment .............cccecveieieierierieneniiee et A3 7 (160)

Unrealized gain on marketable securities, net 0f taX..........cccoevvevievieeiiieciiiieceeeeee e 1) — —

Defined benefit plans, Net 0F taX.........cccveviiriiiiiiiieiieieee et 433 (46) (178)
Total other comprehensive INCOME (10SS) .....cvieiiiuiiirieiicieeiecieeie ettt 429 39) (338)
Comprehensive IMNCOME (L0SS)....cvieiiriiriieriieieeieceesie ettt te et beesbessaesseeseenseenes 484 (104) (489)
Less: Net income attributable to non-controlling interests. ...........coeevverieererinenerineneeneeene 25 32 33

Total comprehensive income (loss) attributable to Navistar International Corporation. $ 459 $ (136) $ (522)
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Navistar International Corporation and Subsidiaries
Consolidated Balance Sheets

As of October 31,

(in millions, except per share data) 2017 2016
ASSETS
Current assets
Cash and cash qUIVAIETILS .........ccueiiiiiiiiiiieiee et sttt e $ 706 $ 804
Restricted cash and cash eqUIVAIENES .........c.ccoverieriieiiiiieeieeeie e 83 64
MaATKEaDIE SECUTTLICS .....veeeeveeeeeee et e et e e e e e e eaeeeneeeneeeneeennas 370 46
Trade and other reCeIVADIES, NET..........oiiiiveiiieiiie et e e et eeearee e 391 276
FINanCe reCeIVADIES, MET.......uiiiiiiiiiiiiii et ettt eeaa et e ettt e e eaae e e eeaaeeesenaeeeean 1,565 1,457
TIIVENLOTIES, TIEL ..vvvieiieieie ettt et e ettt e et e e e e a e e e e et e e e sneeeeeesaseeseaseesennaseeennneeeeas 857 944
OLhET CUITENE ASSEES....evietieutieieetieetiete ettt eteete st ete et site et e teeaeenbeseaesseeseensesasesesesseenseensesnsesens 188 168
TOLA] CUITENT @SSELS ...eeiivieieieeiee et ettt et e ettt e e et e e e e e e e eaaeeeeenaaeesetaeeeeenaeeeseneeeeeanneees 4,160 3,759
RESIIICIEA CASN ..uviiiiieiiiciiiceeete ettt ettt e et e et e s taesteebeesseeasesbeebeenseesseensesseas 51 48
Trade and other reCEIVADIES, NET .........covuviiiiiiriieeeiie et eeae e et e e e eaae e e eeaaeeeeeaes 13 16
FINANCE reCEIVADIES, NMET.....oiiieeiiiieeiiie ettt ettt et e e e et e e e e aaeeesenteeeeenaaeessnaeeeennes 220 220
Investments in non-consolidated affiliates...........ccerverieriiiriii e 56 53
Property and eqUIPMENT, NIEL ........ccuiiiirierieeie e eteste e ete et e st steeteeeaestaesteeteesaessaessaenseenseessesnsensean 1,326 1,241
GOOAWILL ... ettt e e et e et e e e e e e e e eaaeeenae e e e e enneeenneeenneans 38 38
INtANGIDIE ASSELS, ML ....iviieeieiieieeiie ettt ettt ettt et e e et e eaeesaeesbeenbeeneeeseesbeeseenseenaasneensean 40 53
DETEITEA tAXES, TEL . .vveiiieiie ettt e e e et e e e aae e e e eateeesenteeeeeaeeeesenteeeeesaaeessneeeeennes 129 161
OtheT NONCUITENE ASSELS ....euvveutieuteriiertierteete ettt et eteeatestee bt e bt eabesatesbeesbeebeeatesaeesbeenbeenseeneesaeensean 102 64
TOEAL ASSEES.........ooiviiieiieieee ettt ettt et e e e e e et eae e $ 6,135 $§ 5,653
LIABILITIES and STOCKHOLDERS’ DEFICIT -
Liabilities
Current liabilities
Notes payable and current maturities of long-term debt ...........coceveiirininiiniiiieeeeeee, $ 1,169 $ 907
ACCOUNES PAYADIC ...ttt ettt ettt e bt et e e sbe et e sae e beenbeenbeeneesseenseenseens 1,292 1,113
Other CUITENT HHADITITIES ...covvviiiieiie ettt ettt e et e e e et e e eaae e e eeaaeeeeenaeeeean 1,184 1,183
Total CUITENT HADIIIEIES ... .ecviiviiiieeii ettt ettt ettt e veebe e s e easesteeebeebeesaeeasenseas 3,645 3,203
| e Yo 3 10 U (<] o) RO PSPPSR 3,889 3,997
Postretirement benefits HaDIIITIES. ......cooueiiiieiiie et e e e e eaaeeeeaes 2,497 3,023
Other NONCUITENt HADIIITIES ......ouveieieiieii ettt ettt ene et e e nees 678 723
Total HaADIHEIES ..........cooiiiiiiii ettt sttt saeaens 10,709 10,946
Stockholders’ deficit
Series D convertible junior preference StOCK ..........ccovivieiriiieieieieeieesee e 2 2
Common stock, $0.10 par value per share (103.1 and 86.8 shares issued, respectively, and 220
shares authorized at DOth dates) .........ccieviieiiiiiiiieeeeeeee e ene e 10 9
Additional paid-in CAPILAL ......c.eiiiiieieieieieieee e et 2,733 2,499
ACCUMUIAEA AETICIE .. i viisiieiieie ettt ettt et st et e e b e et eestesbe e beenseenaesneensean (4,933) (4,963)
Accumulated other cOMPrehensive LOSS.........ooueiiriiriiiiiei e (2,211) (2,640)
Common stock held in treasury, at cost (4.6 and 5.2 shares, respectively) ......ccoceveenienenrieneennen. (179) (205)
Total stockholders’ deficit attributable to Navistar International Corporation......................... (4,578) (5,298)
Stockholders’ equity attributable to non-controlling interests ...........ccevererererereeeeieeeieeeeeans 4 5
Total stockholders’ defiCit ...................ooovviiiiiiiiii e 4,574) (5,293)
Total liabilities and stockholders’ deficit.....................c...oooviiiiiiiiii e $ 6,135 § 5653

See Notes to Consolidated Financial Statements
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Cash Flows

For the Years Ended October 31,

(in millions) 2017 2016 2015
Cash flows from operating activities
NEE ANCOIME (LOSS).v-vvniairiieteteteieiet ettt ettt ettt et s st s et s et et s e st st es e s e s e s et es e s e e et eseseseseseses e s s s eseseseseneneeasnseee $ 55 § 65) § (151)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and QMOTTIZALION .........c.e.eeueuirieuiririeiitet ettt ettt ettt sttt eee sttt e et et et ebenesaens 150 146 205
Depreciation of equipment [€ased t0 OThETS ...........cociiiiiiiiiiicce e 73 79 76
Deferred taxes, including change in valuation allowance. 6) 9) (18)
ASSEt IMPAITTNENLE CHATZES. .. .vtveviietiieietete ettt ettt ettt et et ese et ese et ese st es et et esteseseeses e sesensesenseseneeseneesenenas 13 27 30
Loss (gain) on sales of investments and DUSINESSES, NEL .........c.eoueuiiriiiiiiiniiirieereee et Q)] 2 —
Amortization of debt issuance costs and dISCOUNL..........c.eouiuiiriiiiriiiriereeee et 49 37 37
Stock-based compensation ............c.ccccceeenee. 28 16 10
Provision for doubtful accounts, net of recoveries 7 13 9)
Equity in income of non-consolidated affiliates, net of dividends...........cccoeeeveenieininiiiniiniinececce 1 6 6
Write-off of debt issuance cost and diSCOUNL........c.couiiriiiiiiiiiiitc et 5 — 4
Other non-cash OPerating ACtIVILIES ........c.c.cuiuiiieiririeieieiciceer ettt ettt (28) (12) (35)
Changes in other assets and liabilities, exclusive of the effects of businesses disposed:
Trade and other reCEIVADIES ...........iciiiiiiiieiice ettt e eve e eaeas 125) 134 103
FINANCE TECEIVADIES .....ecvivieiieiieiiciiett ettt ettt eseesaeseeseeseeseeneeseeneeneas (123) 251 (58)
TIIVEIEOTIES ...ttt ettt et b et b et e e st e s e et en et en e s e s et eb et s et e seneeneneenas 82 205 131
Accounts payable ... 159 (193) (208)
Other assets and HADIIHES .......e.eiuieiiiiieiieetee ettt et ebeene (226) (370) (77)
Net cash provided by operating activities ..................ccociiiiiiiiiiiieeeeee e 109 267 46
Cash flows from investing activities
Purchases 0f Marketable SECUTTLIES ... ....cveuirieirieiieiei ettt es et st b s bt s et e se st ese e eseneesenennes (1,011) (485) (887)
Sales Of MATKELADIE SECUITHIES .......eiiuviiiiieieie ettt ettt e et e e et e e ete e e eaeeeeaaeeeaesaenseeenseeeseeeenseeeseeeeaeeeannes 659 555 1,247
Maturities Of MArketable SECUTITEIES .........c.erteuiriiuiiiteiriei ettt ettt sttt ettt ettt b et bttt ene e 28 43 86
Net change in restricted cash and cash €qUIVAIENES............c.ciiiiiiiiieeee e eens 22) 5 42
Capital expenditures .........cccooevveeereeeriereeerennns . (102) (116) (115)
Purchases of equipment 1€aSed t0 OtHEIS ......c.couiuiiiiiiiiiiiiciici ettt 137) (132) (83)
Proceeds from sales of property and eqUIPIMENL ...........ccoiuiiriiiriitiiite ettt eb et 35 24 22
Investments in non-consolidated affilIAtES ..........ccveiiiiiiiieiecee ettt 1 2) 1
Proceeds from sales of affiliates 9 41 7
Acquisition of intangibles — — 4)
Net cash provided by (used in) investing activities..................cccooiriiiiiiiiiee e (542) (67) 316
Cash flows from financing activities
Proceeds from issuance of securitized debt. 322 413 549
Principal payments on securitized debt (336) (346) (501)
Net change in secured revolving credit faCIlItIEs .........c.eiriiuiiiiiiieiie s 111 (148) (22)
Proceeds from issuance of NON-SECUITHZEA AEDL ..........cc.eiviiiiiiieceieeee et eaeeeaeens 582 222 1,212
Principal payments on non-securitized debt (489) (315) (990)
Net change in notes and debt outstanding under revolving credit facilities............cceoveeririiniiiniienicicreeeee (112) (149) (106)
Principal payments under financing arrangements and capital lease obligations ............ccceevrveinierineineeneeneeees — 3) 2)
DIEDE ISSUANCE COSES .. ruvvirveriaretestetesteteseteteteueeeseseetese et esteses e s et easesene et es et es e s eseases e s esene et es e et es e s es et esensesenseseneaseneseenenas 29) (16) (25)
Proceeds from financed 1€aSe ODIIATIONS .........c.ovieuiirieiiieiiieteieteiet ettt bttt e ssenenes 61 22 33
ISSUANCE OF COMMION STOCK .....viuitiititiiciit ettt ettt ettt 256 — —
SEOCK ISSUANCE COSES ....vviuriiiiiieiiteicte et et ettt e et e e teeete et e eteeeteeeteeaeeateeteeeseeeteeaseeaseesseesseaseeaseeaseesseesseseenseesseeseeeseereenes an — —
Proceeds from eXercise Of SLOCK OPHONS ......c.iviuiiriiirieiieieiieeietet ettt ettt e st eeenenas 12 — 1
Dividends paid by subsidiaries to non-CONtrolling INEIESt ..........cvvueririreirieirieirieeeier ettt (26) (34) (36)
Other fINANCING ACTIVITIES ....c.veveuietiiiiteiitetiieie ettt ettt ettt ettt ettt ee et ettt b et bttt b et eae et se s e A3 1 (15)
Net cash provided by (used in) financing activities .................cccoooriiiiiiii e 338 (353) 98
Effect of exchange rate changes on cash and cash equivalents.......................c.occooiiiiiiiiiiciicce s A3) 45 (45)
Increase (decrease) in cash and cash eqUIVAIENTS ........................c.ooooiiiiiiiiicccee e 98) (108) 415
Cash and cash equivalents at beginning of the Year...................ccccoooiiiiiiiiiiicicce s 804 912 497
Cash and cash equivalents at end of the Year .......................cccoooiiiiiiiiiice e $ 706 $ 804 § 912

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 Paid-in Accumulated  Comprehensive  Treasury, controlling
(in millions) Stock Capital Deficit Loss at cost Interests Total
Balance as of October 31, 2014 $ 3 $ 2500 $ (4,682) $ (2,263) $ (221) § 34 $ (4,620)
Net income (10SS) ........cooveevvereiereiiriinns — — (184) — 33 (151)
Total other comprehensive loss................ — — — (338) — — (338)
Transfer from redeemable equity
securities upon exercise or expiration of
StOCK OPLIONS .....cveevviiieiivciceeeee — — 2 — — — 2
Stock-based compensation....................... — — 11 — — — — 11
Stock ownership programs....................... — — (11) — 11 — —
Cash dividends paid to non-controlling
INEETESt...eoieeiic e — — — — (36) (36)
Series D convertible junior preference
stock converted to common stock............ (1) 1 — — — —
Acquisition of remaining ownership
interest from non-controlling interest
ROLAET ovveeeee i — “ — — (23) 27
Other ..o — — — — — (1) (1)
Balance as of October 31, 2015 $ 2 $ 249 § (4,866) $ (2,601) $ (210) § 7§ (5,160)
Net income (10SS) ........c.oovververeererirenen. — — 97) — 32 (65)
Total other comprehensive loss.. — — — (39) — — 39)
Stock-based compensation... — 4 — — — 4
Stock ownership programs — (5) — 5 — —
Cash dividends paid to non-controlling
ANEETESE ... — — — — — (34) (34)
Acquisition of remaining ownership
interest from non-controlling interest
hOIdeT ... — 1 — — — — 1
Balance as of October 31, 2016 $ 2 $ 2499 § (4,963) $ (2,640) $ (205) § 5§ (5.293)
Net income — — 30 — 25 55
Total other comprehensive income.......... — — — 429 — — 429
Stock-based compensation....................... — 6 — — — 6
Stock ownership programs....................... — (15) — 26 — 11
Cash dividends paid to non-controlling
ANEETESE....veeceeeeeee e — — — — — (26) (26)
Issuance of common stock....................... — 2 254 — — — 256
Stock issuance costs...........oceeeeirirneennn. — — (1 — — — (1)
Other ..o — (1) — — — — — @)
Balance as of October 31,2017 ................... $ 2 3 10 8 2,733 § (4,933) $ 2211) $ (179) $ 4 $ 4,574

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

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 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 14,
Segment Reporting.

Our fiscal year ends on October 31. As such, all references to 2017, 2016, and 2015 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.

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 $49 million and $51 million and liabilities of $13 million and $16
million as of October 31, 2017 and 2016, respectively, including $10 million and $6 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 $869 million and $865 million as of October 31, 2017 and 2016, respectively, and liabilities of $754 million and $722
million as of October 31, 2017 and 2016, 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 $278 million and $249 million as of
October 31, 2017 and 2016, respectively, and corresponding liabilities of $194 million and $136 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.

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.
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Related Party Transactions

We follow Accounting Standards Codification ("ASC") 850 for the identification of related parties and disclosure of related party
transactions. A party is considered to be related to the Company if the party directly or indirectly or through one or more
intermediaries, controls, is controlled by, or is under common control with the Company. Related parties also include principal
owners of the Company, its management, members of the immediate families of principal owners of the Company and its
management and other parties with which the Company may deal.

We have a series of commercial relationships with Volkswagen Truck & Bus GmbH ("VW T&B") and its subsidiaries and its
affiliates for royalties related to certain engine technology, contract manufacturing and the sale of engines, and the sale and purchase
of parts. Engine technology royalty payments were approximately $1 million for engine technology and revenue related to contract
manufacturing and the sale of engines and parts was approximately $119 million for the year ended October 31,2017. The Company
has also entered into procurement and other arrangements with VW T&B during 2017 and payments under the arrangements were
not material in 2017, but the Company has agreed to pay certain future engine and transmission development costs of up to an
aggregate of approximately $58 million as we make purchases or as costs are incurred by VW T&B.

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

(i) 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, and
other contract manufacturing arrangements, are recognized using the units-of-delivery measure under the percentage-of-
completion accounting method as units are delivered and accepted, if required, by the customer.

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.

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 according to contractual terms 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
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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. These transactions do not qualify for sale accounting under U.S. GAAP and
are therefore accounted for as secured borrowing transactions.

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,
2017,2016, and 2015, we elected not to use 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.

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, and related equipment.

69



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

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

e Wholesale notes—Wholesale notes primarily consist of variable rate loans to our dealers for the purchase of new and used
trucks, 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, 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
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.
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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 decreased to approximately $206 million at October 31, 2017 from $410 million at October 31,
2016, offset by reserves of $110 million and $208 million, respectively.

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 NRYV 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) 2017 2016 2015
Balance at beginning of Period............cocveviiiiiriioeieeieeeec e $ 208 $§ 110 S 43
Additions charged to eXPense'™............o.cooviveivieeeeeeeeeeeeeeeeeee e 111 187 117
Deductions/Other adjustments ™) ..............co.oiiiioe oo (209) (89) (50)
Balance at end Of PETIOU..........cooiovieieeieeeceeeeeeeeeee ettt $ 110 $ 208 $ 110
(A) Additions charged to expense reflects the increase of the reserve for inventory on hand. During 2017, we implemented a shift in market mix to

include an increase in volume to certain export markets, which have a lower price point as compared to sales through our domestic channels, and
lower domestic pricing to enable higher sales velocity.

(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.

The ranges of estimated useful lives are as follows:

Years
BUILAINES ...ttt ettt ettt e st e et e e b e s et e staesseesseeebesebeebeesseenseenteesbeetaeeseenseenteeseeesaeeseenteensenreenraens 20-50
Leasehold IMPIOVEMENTS......c..ccuiiiiiiiieieeie ettt ettt ettt ettt eae et e e tbeeteeeaeeseeaseeaseetseessesseenseessesssesssenseeasesasesseens 3-20
Machinery and EQUIPITIENIE ...........ecviiiiiieitiete et ete ettt erte e st e staesteesaeessessaeeseesseesseessesssesssesssensaessesssesssessaensenssenseesseans 3-12
Furniture, fixtures, and €QUIPIMIEIL ............ccceiieieieieietetet et steete ettt eeeeteeteeseesaessessessessesseesesseeseeseessessessensessesensessens 3-15
EQuipment 1€aSed t0 OTNETS......cc.iiiviiiiiieiieie ettt ettt ettt e e taesaeebeeatessbestaesssessaessesssesssesssensaessessnessaans 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
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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. During 2017, we identified a triggering event related to continued economic weakness in Brazil which resulted
in the decline in forecasted results for the Brazilian asset group. The Brazilian asset group is included in the Global Operations
segment. As a result, we estimated the recoverable amount of the asset group and determined that the sum of the undiscounted
future cash flows exceeds the carrying value and the asset group was not impaired. Significant adverse changes to our business
environment and future cash flows could cause us to record impairment charges in future periods, which could be material.

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
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
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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 relatioNSHIPS ......cc.ovveriiriiiiiiciei ettt sttt sa e aenaens 3-15
TTAACIMATKS ...ttt ettt sttt h e e bt a ettt et et bt ne et st eneeneeneenean 20
OTRCT <.ttt h ettt b st h b st h et a e bt Rttt h et Rkt ek ek e st bt b st bt ne et et e bt ettt 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 Inferest 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.

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 SG&4 expenses. These costs totaled $26 million, $13 million,
and $26 million for the years ended October 31, 2017, 2016, and 2015, 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
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reasonably estimate those costs. In all other instances, legal fees are expensed as incurred. These expenses may be recorded in
Costs of products sold, SG&A 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 2017, we
recognized a benefit for adjustment to pre-existing warranties of $1 million, as compared to charges of $77 million and $1
million in 2016 and 2015, respectively. 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 2017 warranty expense were $21 million of charges related to new campaign issuances as well as changes in
estimates of previously issued campaigns, as compared to $17 million and $12 million in 2016 and 2015, 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.

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

For the Years Ended October 31,

(in millions) 2017 2016 2015
Balance at beginning of PETIO...........c.ovviiiviieeieieeeeeeeeeee e $ 818 $§ 994 § 1,197
Costs accrued and revenues deferred ...........c.ocveviiviiiiiciiiiiicicceeeeeeeee e 199 186 260
Currency translation adjuStment............c.occvieiiirieiiieiicieee et a1 3 )
Adjustments to pre-existing Warranties ™ ...............coocooueeeeeeeeeeeeeeeeeee oo 1 77 1
Payments and revenues reCoOZNIZEd. .........cveieierierieriinieeieeieeie et sae e ereeseeneennens (386) (442) (455)
Balance at end Of PETIOQ .......c.ceiiiiiiieiieie ettt st aeesae e enae e 629 818 994
LesS: CUITENE POTLION......viuiiuiieieieeteeteeteeteeeeeiteetesteaesessessesseeseeseeseessessessessesessessesseeseeneessens 307 396 429
Noncurrent accrued product warranty and deferred warranty revenue............occeeeveeveeeeeneennene $ 322 $§ 422 § 565

(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 historical 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.

The impact of income taxes on the 2017, 2016, and 2015 adjustments are not material due to our deferred tax valuation allowances on our U.S. deferred
tax assets.

Extended Warranty Programs

The amount of deferred revenue related to extended warranty programs was $271 million, $325 million, and $401 million at
October 31, 2017, 2016, and 2015, respectively. Revenue recognized under our extended warranty programs was $144 million,
$150 million, and $154 million for the years ended October 31, 2017, 2016, and 2015, respectively.

In 2017, we recognized net charges of $8 million related to extended warranty contracts on our proprietary Big-Bore engines,
which includes charges of $3 million related to pre-existing warranties. In 2016, we recognized a net charge of $34 million
related to extended warranty contracts on our proprietary Big-Bore engines, which includes a charge 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.

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 17, 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
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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 $16 million, less than $1 million, and $17 million in 2017,
2016, and 2015, 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.

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.

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, 2017, approximately 6,500, or 96%, of our hourly workers and approximately 800, or
15%, 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).

Recently Adopted Accounting Standards

In August 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU") No.
2014-15 Preparation of Financial Statements - Going Concern (Subtopic 205-40), Disclosure of Uncertainties about an

Entity’s Ability to Continue as a Going Concern. This ASU requires management's evaluation, for each annual and interim
reporting period, as to whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the
entity's ability to continue as a going concern within one year after the date that the financial statements are issued (or within
one year after the date that the financial statements are available to be issued, when applicable). The update also provides
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principles for considering the mitigating effect of management's plans, requires certain disclosures when substantial doubt is
alleviated as a result of consideration of management's plans, and requires an express statement and other disclosures when
substantial doubt is not alleviated. This ASU is effective for the annual period ending after December 15, 2016, and for annual
periods and interim periods thereafter. We adopted ASU 2014-15 with no material impact to our consolidated financial
statements.

Recently Issued Accounting Standards

In January 2017, the FASB issued ASU No. 2017-01, "Business Combinations" (Topic 805). This ASU provides a new
framework for determining whether transactions should be accounted for as acquisitions or disposals of assets or businesses.
This ASU creates an initial screening test (Step 1) that reduces the population of transactions that an entity needs to analyze to
determine whether there is an input and substantive processes in the acquisition or disposal (Step 2). Fewer transactions are
expected to involve acquiring or selling a business. The ASU is effective for fiscal years, and interim periods within those fiscal
years, beginning after December 15, 2017, with early adoption permitted. This ASU is effective for us in the first quarter of
fiscal 2019. Adoption will require a prospective transition. We do not expect the impact of this ASU to have a material effect on
our consolidated financial statements.

In November 2016, the FASB issued ASU No. 2016-18, "Statement of Cash Flows" (Topic 230). This ASU requires that a
statement of cash flows explain the change during the period in the total of cash, and cash equivalents, including amounts
generally described as restricted cash or restricted cash equivalents. Therefore, amounts generally described as restricted cash
and restricted cash equivalents should be included with cash and cash equivalents when reconciling the beginning-of-period and
end-of-period total amounts shown on the statement of cash flows. The ASU is effective for fiscal years, and interim periods
within those fiscal years, beginning after December 15, 2017, with early adoption permitted. This ASU is effective for us in the
first quarter of fiscal 2019. Adoption will require a retrospective transition. We do not expect the impact of this ASU to have a
material effect on our consolidated financial statements.

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. This ASU is effective for us in the first
quarter of fiscal 2019. Adoption will require a modified retrospective transition. We do not expect the impact of this ASU to
have a material effect 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. Adoption will require a modified retrospective transition. This ASU is
effective for us in the first quarter of fiscal 2021. 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. This ASU is effective for us in the first quarter
of fiscal 2020. 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 for
fiscal years beginning after December 15, 2016. We expect to adopt this ASU in the first quarter of fiscal 2019 on a modified
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retrospective basis, with the cumulative effect adjustment recognized into retained earnings as of November 1, 2018. We will
continue to evaluate the impact of this ASU on our consolidated financial statements.

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 excludes pension and other postretirement
contractual termination benefits:

Balance at Balance at
(in millions) October 31, 2016 Additions Payments Adjustments October 31, 2017
Employee termination charges....... $ 5% 22§ 12) $ a s 14
Lease vacancy .......c..ccceceecvecvenennee 1 — ey - -
Other ... 1 — — — 1
Restructuring liability ............. $ 7 9 22§ 13) $ @ s 15
Balance at Balance at
(in millions) October 31, 2015 Additions Payments Adjustments October 31, 2016
Employee termination charges....... $ 62 $ 4 3 (63) $ 23 5
Lease vacancy .........cccoeeveevereeennenn 5 — “4) — 1
Other.....coovveieiricinrececcee 1 — — — 1
Restructuring liability ............. $ 68 $ 4 3 67) $ 2 $ 7
Balance at Balance at
(in millions) October 31,2014 Additions Payments Adjustments October 31, 2015
Employee termination charges....... $ 8 3 68 § (11) $ 3) S 62
Lease vacancy .........cccocveeveeverneennenn 11 3 ®) ) 5
Other....cooovieeeeeeeeeeeeee e 1 — (1) 1
Restructuring liability ............. $ 20 $ 71 § (20) $ 3) $ 68

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 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 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.

Global operations employee separation actions

During 2017, we initiated cost-reduction actions impacting our workforce in Brazil. As a result of these actions, we recognized
restructuring charges of $6 million in personnel costs for employee separation and related benefits, the majority of which will
be paid during 2018.
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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
(ii1) 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. Unsuccessful efforts
to appeal the ruling in the Ontario court system ended in December 2015. On April 25, 2016, we filed a qualified partial wind-
up report for approval by the Financial Services Commission of Ontario ("FSCO"). On January 12, 2017, FSCO issued its
approval of the partial wind-up report. On February 27, 2017, we finalized the resolution of statutory severance pay for former
employees related to the closure of our Chatham, Ontario plant, resulting in a charge of $6 million in the first quarter of 2017.
During the third quarter of 2017, we finalized the Chatham closure agreement. This resulted in the release of $66 million in
other post-employment benefit ("OPEB") liabilities. In addition, a pension settlement accounting charge of $23 million was
recorded as a result of lump-sum payments made to certain pension plan participants. These charges and benefits were recorded
in our Truck segment within Restructuring charges in our Consolidated Statements of Operations.

Melrose Park Facility restructuring activities

In the third quarter of 2017, we committed to a plan to cease engine production at our plant in Melrose Park, Illinois. (“Melrose
Park Facility”) in the third quarter of fiscal year 2018. As a result, in the third quarter of 2017, we recognized charges of $41
million in our Truck segment. The charges include $23 million related to pension and OPEB liabilities and $8 million for
severance pay recorded in Restructuring charges in our Consolidated Statements of Operations. We also recorded $10 million
of inventory reserves and other related charges Costs of products sold in our Consolidated Statements of Operations.

See Note 10, Postretirement benefits for further discussion.

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.

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

For the Years Ended October 31,

(in millions) 2017 2016 2015

Intangible asset iMpairment ChATEE .............ccvouivveuieuiieieeeeeeeceeeeeeeeee et $ — 3 1 $ 7

Other asset impairment charges related to continuing operations... 13 26 23
Total asset iMpairment ChATEES............cccveiiveieiieeeeeeeceeeeee e $ 13§ 27§ 30

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.
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During 2017, we concluded that we had a triggering event in connection with the sale of our fabrication business in Conway,
Arkansas requiring the impairment of certain assets. As a result, we recorded charges of $5 million in our Truck segment. In
August 2017, we completed the sale of the business.

During 2017, we concluded that we had triggering events related to certain assets under operating leases. As a result, we
recorded charges of $8 million in our Truck segment.

During 2016, we concluded that we had triggering events related to certain long-lived assets in our 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, we
recorded $8 million of asset impairment charges in our Truck segment.

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, we recorded $9 million of asset impairment charges
in our Truck segment.

All of these charges are recognized in Asset impairment charges in our Consolidated Statements of Operations.
See Note 12, Fair Value Measurements, for information on the valuation of impaired operating leases and other assets.
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 $2.2 billion and $2.1 billion as of October 31, 2017 and 2016, respectively. Included in total assets
of our Financial Services operations are finance receivables of $1.8 billion and $1.7 billion as of October 31, 2017 and 2016,
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.

Our Finance receivables, net in our Consolidated Balance Sheets consist of the following:

As of October 31,

(in millions) 2017 2016
RELATL POTLEONIO ...ttt ettt ettt a et e ettt ae et et eae et et ese s essesenens $ 559 $ 499
WHOIESAIE POTLIOLIO ... ecuviiiiiieiiitiete ettt ettt ettt et e et e be et e e s e eaeeebeebeeaseessesreereens 1,246 1,199
Total fINANCE TECEIVADIES. ......ccuviiiiieiiiiieeee et e et s et e e e eaae e s enaeeeeanes 1,805 1,698
Less: Allowance for doubtful CCOUNTS ..........c.occiiiiiiiiiiiieieciececcte ettt e 20 21
Total fINAnCE TECEIVADIES, TET........cviiiiiiiiieieeiee ettt e e e st ae e e eaaeessnaeeeeanes 1,785 1,677
Less: Current portion, T et 1,565 1,457
NONCUITENE POTLION, TEL......ivitiitieeietieteeeieet et et e ete et e ete et et eae et ess et et et eeteeteeaeeseeseeseessessensesesesennes $ 220 $ 220

(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.
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As of October 31, 2017, contractual maturities of our finance receivables are as follows:

Retail Wholesale
(in millions) Portfolio Portfolio Total

Due in:

$ 347 $§ 1,246 $ 1,593

114 — 114

80 — 80

43 — 43

18 — 18

1 — 1

603 1,246 1,849

Less: Unearned finance income 44 — 44
Total fINAanNCe reCEIVADIES. ..........ccuiiieiiiieieceee e $ 559 § 1,246 $ 1,805

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, 2017 and 2016, 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 wholesale finance receivables into the 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 $797 million and $829 million as of October 31, 2017 and 2016, respectively.

Other finance receivables related to secured transactions that do not qualify for sale accounting treatment were $163 million
and $108 million as of October 31, 2017 and 2016, 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.

Finance Revenues

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

As of October 31,

(in millions) 2017 2016 2015
Retail notes and fiNance 1€aSES TEVEINUE ..........cceeiuieiieiiriierieie ettt ettt eteebeesbessaesaeeseenne e $ 41 § 38 $ 48
WHhOLESALE NOTES INLETESE. ... c.vivviiiiiiciieieeieete ettt et te ettt est et ess e s e ssesaeebeebesaeeseeseeneessessens 102 107 97
OPETating I€ASE TEVEIUE ......vecuiiviiiietieieeeieeieeete ettt e et e eteeteebeesbeeaeeeseesseesseessessseseenseessesssessseseenseens 68 66 63
Retail and wholesale aCCOUNLS INLETEST........ccveruieriieiiieieiieie ettt e e sbe e esbessaesaeeseenne e 24 24 33

Gross finance revenues 235 235 241
Less: INtEICOMPANY TEVEIIUES ......eevieriereerieeeiesiiesteeteeseesseesseesseessesseesseesseessesssesssesseessesssesssesseessesssenns 93 100 96

FINANCE TEVEIMUES .......ovvieevetieeeeeteeeee ettt ettt ettt ettt ettt et e st s et ss s es et e st ese s s esens $ 142 § 135 § 145

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:
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For the Year Ended October 31, 2017

Trade and
Retail Wholesale Other

(in millions) Portfolio Portfolio Receivables Total
Allowance for doubtful accounts, at beginning of period...........ccccvveirinecnnne $ 19 § 2 3 28 $ 49
Provision for doubtful accounts, net of recoveries 5 1 2 8
Charge-off of accounts @) — 1) ®)
Oher™ ... — — (1) )

Allowance for doubtful accounts, at end of period $ 17 $ 3 S 28 § 48

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 . $ 22 3 4 3 22 3 48
Provision for doubtful accounts, net of recoveries 8 2) 6 12
Charge-off 0f @CCOUNLS ......ocuiiiiiieiieiieieeee e ) 3) (12)
OREI™ ettt e e e s e s s e e e s e s e () — 3 1

Allowance for doubtful accounts, at end of period............ccocoevvveveverennn. $ 19 3 2 8 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...........ccccceveveverennnn.n. $ 24§ 383 38 § 65
Provision for doubtful accounts, net of TeCOVETies.........ccoevvvveeeveeiceeeereeeeeeen. 6 1 — 7
Charge-off 0f ACCOUNLS .....cviiiieiiciieiecc et 3) %) (®)
ORET™ ... ®) — (11) (16)

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

(A) Amounts include impact from currency translation.

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, 2017 October 31, 2016
Retail ‘Wholesale Retail ‘Wholesale
(in millions) Portfolio Portfolio Total Portfolio Portfolio Total
Impaired finance receivables with specific loss reserves ........ $ 16 $ — $ 16 $ 15§ — $ 15
Impaired finance receivables without specific loss reserves ... — — — — — —
Specific loss reserves on impaired finance receivables........... 7 — 7 8 — 8
Finance receivables on non-accrual status..........c..cocceeveeeenee. 16 — 16 15 — 15

The average balances of the impaired finance receivables in the retail portfolio were $18 million, for both periods, during the
years ended October 31, 2017 and 2016. See Note 12, Fair Value Measurements, for information on the valuation of impaired
finance receivables.

82



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

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, 2017

Retail Wholesale

(in millions) Portfolio Portfolio Total
Current, and less than 30 days PASt AUE..............ccoeueviveviieeeeeee e eeeeen $ 524 $ 1,244 $ 1,768
30-90 daYS PASE QUEC ......icuiiiieiieieieteet ettt ettt et b et b reeteeneena s nneneas 21 1 22
OVEr 90 days PASE QUE ....eouiiieiiiiieciieeee ettt ettt be e et e st teebeenbeeneeeaeeres 14 1 15
Total fINANCE TECEIVADIES. .........iiviiiiii i eeee s $ 559 $ 1,246 $ 1,805

5. Inventories
The following table presents the components of /nventories in our Consolidated Balance Sheets:

As of October 31,

(in millions) 2017 2016
FIniSHed PrOAUELS ......ooviovieietiiceeece ettt ettt ettt ettt et et ae et e s essesesens $ 584 $ 678
WOTK I11 PIOCESS .....vvivieeiieeie ettt ettt ettt ettt et e e et e ete et e e st e e teeeteeebeesseesseeseebeenbeessessseeseesbeenseessenseereans 33 46
RAW MALETIALS ... eeitieiieii ettt ettt e et e et esbe e be e s e eseesbe e beessaessesseeseenseenseessenseenseens 240 220
TOLA] INVEILOTIES, TIET ..ottt ettt ettt e et e e e e e et et et e e e s aee et eeeeeeeeeneseeeneeeeneseeenanen $ 87 § 944
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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) 2017 2016
LLAIIA ettt h ettt a ekttt e a e Rt et e a e R et e ne et et ene et ent e st s st ete s eneetennenan $ 922 $ 89
BUIIAINES ..ttt ettt ettt et e b e e bt e aeese et s ese et e b e s e s e seeteeseeneeseeseene e st ensensenees 548 562
Leasehold IMPIOVEMENLS .......ccuieiieiiiieitieti ettt te et e ettt e e beesbeesaesse e beesseessesssesseesseessesssesseenseensenns 27 49
Machinery and SQUIPINCAL ............ceeiiieieeeieietetestesteste e eteereeseeseesseseessesesessessesseesessesseeseeseessessessenses 2,057 2,013
Furniture, fixtures, and €qQUIPIMENL............coiiiiieiiiieiieieeieee ettt et ebeeae e s e ereebeesbeessesseesseenseens 426 477
Equipment 1€aSed t0 OThETS........c.ocviiuiiiiiieiieicicicet ettt sttt se e ss s nnes 586 525
CONSIIUCTION 11 PIOZIESS ..eeuvieurieureeteeeteesteeeteeteeseesteesseeseesseeseesseeseesseesseesseaseesseessesssesseesesssesssasssenseeseans 64 79
Total property and eqUIPIMENt, At COSt......eivuiiriirrierierieeieeie et ete e see e e sae e eaeseeestaesaeenaeeeeeses 3,800 3,794
Less: Accumulated depreciation and amortiZation .............cocueeieeeieieieniesiesese et eeeenees 2,474 2,553
Property and eqUIPMENT, TIET .......ccvieiirieriieiiieieeeeeeeete et ete et e teesteebeesbeesaesseesseesseessesssesseesseensenes $ 1,326 $§ 1,241

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) 2017 2016
Equipment 1€aSed t0 OThETS ........cuiiiiiieiiiecieeiceeeteee ettt ettt beesb e e e e sreebeesbeesaessaesseenseens $ 586 $ 525
Less: Accumulated depreCiation............cveeeieieierieiiectiete ettt et e s ssesresbeeseeaeesaesaeseessessessennes 191 193
Equipment leased to Others, NEt ............coviiiiiiiiiiiiiciece et e $ 395 § 332
Buildings, machinery, and equipment under financing arrangements and capital lease obligations ..... $ 61 § 61
Less: Accumulated depreciation and amOTHZAtION .......c.cccvieierieriieiiieieeeestieie et sreesteereeaeeseesseenseens 41 38
Assets under financing arrangements and capital lease obligations, Net ..........cccccevveevrerieinennne. $ 20 § 23

For the years ended October 31, 2017, 2016, and 2015, 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) 2017 2016 2015

DEPIeCiation EXPEIISE ....ouvievivieriereereeereteeteeteeteeteeteeseeae et eseseesesseeseeseeseeseessessessesensesaesaeans $ 138 § 134§ 190
Depreciation of equipment leased to Others............c.ccvevieierieriiriiiciceceeeeeeee e 73 79 76
AMOTTIZATION EXPEIISE ..veeuvieiiiieiiitieiteeiteeteetesteesteesseeseeasesttesseesseeseessesssesseesseeseessesssesseens 3 5 5
Interest CapItaliZed .........coceeuieuieieiiiicieeeee et 2 3 1

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

Capital Expenditures

At October 31, 2017, 2016, and 2015, commitments for capital expenditures were $27 million, $24 million, and $17 million,
respectively. At October 31, 2017, 2016, and 2015, liabilities related to capital expenditures that are included in accounts
payable were $48 million, $21 million, and $26 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 2027. 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, 2017, 2016, and 2015
was $49 million, $53 million, and $57 million, respectively. Rental income from subleases for the years ended October 31,
2017, 2016, and 2015 was $11 million, $12 million, and $11 million, respectively.

Future minimum lease payments at October 31, 2017, 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
2018 ettt $ 10 8 45 3 55
2019 ettt ettt n ettt ees 9 39 48
2020 .t ettt ettt 9 36 45
02T ettt nae s 9 31 40
2022 .ttt ettt 2 17 19
TRETEATIET ...ttt — 27 27
39 8§ 195 § 234
Less: INterest POTtiON.......cc.eevieiiirieeriecieeie ettt 5
TOTAL 1.ttt $ 34

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 our reporting unit with goodwill, we perform a goodwill impairment test 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 the reporting unit
below its carrying amount. As part of our impairment analysis for this reporting unit in the current year, we performed a
qualitative assessment.

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 OCtODEr 31, 2014 .o $ $ 38 § — § 38
Impairments and currency translation...........c.c.ccoceeveenienenne. — — — —
AS OF October 31, 2015 ..o $ — % 38 §$ — $ 38
Impairments and currency translation .............cccceeceeeeneenene. — — —
AS 0f OCtober 31, 2016 ..o $ — % 38 §$ — $ 38
Impairments and currency translation .............ccocoecveereenenne. — — —
As of October 31, 2017 vt $ — 3 38 §$ — 3 38
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Our intangible assets that are not subject to amortization as of October 31, 2017 and 2016 includes trademarks in our Brazilian
engine reporting unit of $21 million, for both periods. During the third quarter of 2016, we determined that $1 million 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, 2017

Customer Trademarks,
Base and Patents and
(in millions) Relationships Other Total
GTOSS CAITYING VAIUC .....oviviiiieiiiceceeeeeeee ettt $ 73 8 117 $ 190
Accumulated amortization ...........c..cceeveieeeeeeeeeie et (69) (102) a7
Net 0f AMOTtIZATION .....vevieeiieeieiieieeeieeeie et $ 4 3 15 $ 19

As of October 31, 2016

Customer Trademarks,
Base and Patents and
(in millions) Relationships Other Total
GrOSS CAITYING VAIUE ......covvvieiietieeeeeteeee ettt $ 73 $ 121 °$ 194
Accumulated amOrtiZation ...........c.ccvevueerieeiieiie e (65) 97) (162)
Net of @MOTtiZAION ........cvevevevieiietcececece e $ 8 % 24§ 32

We recorded amortization expense for our finite-lived intangible assets of $12 million, $12 million, and $10 million for the
years ended October 31, 2017, 2016, and 2015, respectively. Future estimated amortization expense for our finite-lived
intangible assets for the remaining years is as follows:

Estimated
(in millions) Amortization

A= = NN b
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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 2017 and 2016.

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

(Unaudited)
(in millions) 2017 2016
Assets:
CUITENE @SSEES.......viviviesiseeeetiteseeteeteteetestete et eseete et eae et eesete et ess et essess et essessesessese s ess et sasese et essesessessesessenis $ 286 $ 300
INONCUITENE ASSELS.....vvietiietiieeiteestie ettt eriteestteeteeestaeeteeetaeessaeesseeesseeasseessseeasseeanseeanseeanseeassessnseesnseens 179 145
TOLAL ASSELS ....vvevieeeeietceeete ettt ettt ettt ettt ettt e et et ae et et eae et eatete et ess et e s eseese s easesereeasereneens $ 465 § 445
Liabilities and equity: -
CUITENE HADTIITIES .....c.vvivieeeeee ettt ettt ettt e et e e ae et eae et eaeete s enseseeeenis $ 257 § 251
INONCUITENE TIADTIIEIES ...ttt sttt b b ebesbeeseeseeneessensennes 38 44
TOtAl THADIIITIES ...t stieeiiete ettt ettt ettt et et este e e esbesteesbeesbaesseessesseesseenseensesssesseensens 295 295
Partners' capital and stockholders' equity:
INTC ettt ettt ettt ettt ettt ettt ettt et et et e et et e eteeaeereent et e s enrenns 56 62
TRITA PATTICS....cvvevviticticteete ettt ettt ettt ettt et et et e sbesteeteeteessessesse s e besseesesseeseeneessessessennas 114 88
Total partners' capital and stockholders' €qQUILY .........ccocvviiiiiieiiieiiciccieete e 170 150
Total [iabilities and EQUILY ......c.eccveriieiiieieeieeteee ettt se e e esbeesaeseaessaeseenseennesees $ 465 § 445

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) 2017 2016 2015
NEE SALES .vvievveeieeetet ettt ettt ettt ettt ettt ettt et et eae et et a ettt e st et eae et ettt an st nan s $ 497 § 584 § 554
Costs, expenses, and INCOME taX EXPEIISE .....cveerveerreerreeeeirieireeireeeeeeesreesreesseeseeseesseesseenns 488 571 536
NEE ITICOIMIE ...ttt ettt ettt ettt s et se et et eseess s e s et e e ess et eseeseesessesennas $ 9 % 13§ 18

We recorded sales to certain of these affiliates totaling $5 million, $6 million, and $7 million in 2017, 2016, and 2015,
respectively. We also purchased $156 million, $207 million, and $245 million of products and services from certain of these
affiliates in 2017, 2016, and 2015, 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) 2017 2016
Receivables due from affIlIAtES........ocvviiiiiiiiiieiee ettt e e e e e e s eeeennaeas $ 1 9
Payables due t0 AffIlIAtES ........ccccvieuiiiiieieieeeee ettt ettt eas 19 22

As of October 31, 2017 and 2016, our share of net unfunded earnings in non-consolidated affiliates totaled $7 million and $4
million, respectively.

Presented below is summarized information for Magnum Power Products, LLC which is considered a significant non-
consolidated affiliate in 2017.
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For the Year Ended
October 31, 2017
(in millions) (Unaudited)
INEE TEVEIUES ... eeveetieiieeeteeite et ete e e et e e et e teebeesteeseesteesseessaesaeeseessaessaesseessesssesseenseessaessessaesseenseansenseenseenseenes $ 115
INEE EXPEIISES ..euveeutieuieeuieiieteesteesteette s st eteenteesteettenteesteeabeeste st enteenbeeateestesseenteenbesnbesseenseenbeenbesnbenseenseensesnnas 107
INCOME DEOTE TAX EXPEIISE ...eevvieeiieiiiiieitieteeie ettt ettt et eeteete et e et e essesseesbeesbeessesseesseesbeessesssessseseesseensas 8
INCE ITICOIMIC ...ttt ettt ettt e vt eteeteete e st e st essessessesbeesesaesseeseeseessessessessesseseeseeseesaeseensessensensessesesensens 8

As of October 31, 2017

(in millions) (Unaudited)
CUITEIE ASSEES..uvveuveeutieureitiesteesteeteestesteesteeseesteaseesseesseasseassesseesseesseasseassesseesseesseessesseesseenseessesssesseenseessenssas $ 61
INOTICUITEIIE ASSELS ... eutetretientietietteettestteteeteesteette bt esteesbeestesseenteenseenteeseesseenseenbeenbesseenseenseenbesssenseenseensesnses 58

TOLAL ASSELS ...vevvieeietieti ettt ettt et et e et e et e bt e bt et e e st e e st e beesbeesbeesseessebeesbeesbeesseeseebeenbeesbeesaeeseenseenseeneas $ 119
CULTENE THADTIEIES ..ttt ettt ettt ettt e s e s e b e b e esesaeebeeseeseessessensessessensesseeseens $ 27
NONCUITENE TTADTIIEIES .....viviiiieiieeie ettt ettt et te e b e et esteesbeebe e b e essesaeebeesbeesseessesseesseenns —

TOLAl THADIIILIES .....viviceieiieiiciciet ettt ettt ettt esa e st e s e b b e eseeseesaeseeseessessensessesensesnea $ 27
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) 2017 2016

Manufacturing operations
Senior Secured Term Loan Credit Facility, as amended, due 2020, net of unamortized discount

of $7 and $14, respectively, and unamortized debt issuance costs of $9 and $7, respectively........ $ 1,003 § 1,009

8.25% Senior Notes, due 2022, net of unamortized discount of $13 and $15, respectively, and

unamortized debt issuance costs of $14 and $12, respectively........cccovvivviviveiieieieieieieieiee, 1,423 1,173

4.50% Senior Subordinated Convertible Notes, due 2018, net of unamortized discount of $5 and

$10, respectively, and unamortized debt issuance costs of $1 at both dates...........cccoceerireeennee. 194 189

4.75% Senior Subordinated Convertible Notes, due 2019, net of unamortized discount of $14

and $24, respectively, and unamortized debt issuance costs of $3 and $4, respectively................. 394 383

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

issuance costs 0f $5 at Both dates .........ccoiieiiiiiiii e 220 220

Financed 1€ase ODIIZALIONS ........c..ccuiiiiiieiieii ettt ettt e e te e beebeesaesaeesaeas 130 52

OERET ..ottt b et bbbt h st s et a et h e bttt be ettt nees 43 70
Total Manufacturing operations debt.............cccviriieiiiiiiiiicieie et 3,407 3,096

LeSS: CUITENE POTEION ...vvvieieiieiieeiieeiiesieeste et et e steesteeaeeeaeseeesteesseesseessessaessaenseessesssesssenseensenssesssensens 286 71
Net long-term Manufacturing operations debt .............ccoecivieieieiieieniereeereee e $ 3,121 $§ 3,025
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As of October 31,
(in millions) 2017 2016
Financial Services operations

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

2023, net of unamortized debt issuance costs of $5 and $6, respectively ..........ccocveieieieievennnne. $ 849 § 753

Bank credit facilities, at fixed and variable rates, due dates from 2018 through 2023, net of

unamortized debt issuance costs of $2 and $3, respectively .......coooveivviviiiiieiiiieiceeeee 616 861

Commercial paper, at variable rates, program matures in 2022...........ccoecvevveeierieneenreesieeeesreenenn 92 96

Borrowings secured by operating and finance leases, at various rates, due serially through 2022. 94 98
Total Financial Services operations debt..........c.ccviiiiiiiieiiieiiicie e 1,651 1,808

LeSS: CUITENE POTEION .euvieiiieiiieiieitieitieteeie st e st esteeteeetesteesteesteesseeseesseeseenseesseessesseeseenseansesssesseensens 883 836
Net long-term Financial Services operations debt ............cc.ecveveieiierierienieneieeeeeeeeeeeeieens $ 768 $ 972

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.

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 $1.0 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 Inferest expense over the life of the Senior Secured Term Loan Credit Facility.

In February 2017, the Senior Secured Term Loan Credit Facility ("Term Loan") was amended, pursuant to which the
Company's remaining approximately $1.0 billion loan was repriced and provisions regarding European Union bail-in legislation
were inserted. The amendment reduces the interest rate applicable to the outstanding loan by 1.50%. Under the terms of the
amendment, the interest rate on the outstanding loan is based, at our option, on an adjusted Eurodollar Rate, plus a margin of
4.00%, or a Base Rate, plus a margin of 3.00%. In connection with the amendment, we paid a consent fee equal to 0.25% of the
aggregate principal amount, a call protection fee equal to 1.00% of the aggregate principal amount, and certain other fees.
During the second quarter of 2017, we recorded a charge of $4 million related to certain third party fees and debt issuance costs
associated with the repricing of our Term Loan. The remaining debt issuance costs were recorded as a direct deduction from the
carrying amount of the Term Loan and will be amortized through Interest expense over the remaining life of the Term Loan.
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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.

In January 2017, we issued an additional $250 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.

We received net proceeds of approximately $250 million from the January 2017 issuance of additional Senior Notes, which
included accrued interest of $4 million, offset by underwriter fees of $4 million. The debt issuance costs were recorded as a
direct deduction from the carrying amount of the Senior Notes and will be amortized through /nferest expense over the
remaining life of the Senior Notes. As a result of the transaction, the effective interest rate of the Senior Notes became 8.51%.
The proceeds from the January 2017 sale of additional Senior Notes were being used for general corporate purposes, including
working capital and capital expenditures.

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.

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
recorded as an offset to the 2018 Convertible Notes in Long-term debt 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; (ii) 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.
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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.

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 recorded as an offset of the
2019 Convertible Notes in Long-term debt 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.
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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.

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, 2017, none of the $225 million remains to be reimbursed under the Tax Exempt Bonds.

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 2022
with interest rates ranging from 4.52% 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 $353 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.

In August 2017, we amended and extended our Amended and Restated Asset-Based Credit Facility which was originally due in
May 2018. The 2017 amendment extended the maturity date to August 2022 and reduced the revolving facility from $175
million to $125 million. Our borrowing capacity under the amended facility was previously subject to a $35 million liquidity
block and is now subject to a $13 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, 2017, we had no borrowings
but did have availability to borrow under the Amended and Restated Asset-Based Credit Facility. Additionally, we maintain
capacity under our various debt arrangements to incur incremental debt.

Subsequent Events

6.625% Senior Notes Offering

On November 6, 2017, we issued $1.1 billion aggregate principal amount of 6.625% senior notes due 2025 (“2025 Notes”).
Interest is payable on the 2025 Notes on May 1 and November 1 of each year beginning on May 1, 2018 until the maturity date
of November 1, 2025. In conjunction with the retiring of our 8.25% Senior Notes, we also commenced a cash tender offer
(“Tender Offer”), which resulted in the purchase of $1,051 million aggregate principal amount, or 72.50% of the total
outstanding 8.25% Senior Notes at a purchase price of $1,003.80 per $1,000 principal amount, plus accrued and unpaid interest.
The proceeds from the offering were used to repurchase a portion of our existing Senior Notes under the tender offer, to pay
accrued and unpaid interest thereon, and pay the associated prepayment premiums, certain transaction fees and expenses
incurred in connection with the new 2025 Notes. We expect to record approximately $31 million of charges in the first quarter
of fiscal 2018 related to the extinguishment of unamortized debt issuance costs and tender premiums associated with the Senior
Notes.

Senior Secured Term Loan Credit Agreement

On November 6, 2017, we signed a definitive credit agreement relating to a seven-year senior secured term loan credit facility
in an aggregate principal amount of $1.6 billion (“Term Loan Credit Agreement”), guaranteed by Navistar International
Corporation and twelve of its subsidiaries. Under the terms of the amendment, the interest rate on the outstanding loan is based,
at our option, on an adjusted Eurodollar Rate, plus a margin of 3.50%, or a Base Rate, plus a margin of 2.50%. The Term Loan
Credit Agreement requires quarterly amortization payments of $4 million with the balance due at maturity on November 6,
2024. A portion of the proceeds from the Term Loan Credit Agreement were used to repay all outstanding loans under our
existing Term Loan, to redeem the remaining portion of the outstanding Senior Notes and to pay accrued and unpaid interest
thereon, and pay certain transaction fees and expenses incurred in connection with the new Term Loan Credit Agreement. The
remainder of the proceeds of the term loan credit facility will be used for ongoing working capital purposes and general
corporate purposes. We expect to record approximately $16 million of charges in the first quarter of fiscal 2018 related to the
extinguishment of unamortized debt issuance costs associated with the Term Loan.
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Tax Exempt Bond Amendments

On November 6, 2017 the Company entered into the First Amendment to Loan Agreement with The County of Cook, Illinois
and the First Amendment to Loan Agreement with the Illinois Finance Authority (“Tax Exempt Bond Amendments”) to adjust
various covenants included in the loan agreements relating to the Tax Exempt Bonds, including to permit the Company to incur
secured debt up to $1.7 billion, in exchange for a coupon increase from 6.50% to 6.75% and the grant of a junior priority lien
on certain collateral securing the Company’s existing senior secured term loan and the New Term Loan Facility.

Financial Services Operations
Asset-backed Debt

In October 2015, the maximum capacity of the variable funding notes ("VFN") facility was reduced from $500 million to $375
million. In February 2016, the VEN facility 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. In May 2017, the VFN facility was extended to May 2018, and the maximum capacity was reduced to
$425 million. The VFN facility is secured by assets of the wholesale note owner trust.

In November 2014, Navistar Financial Securities Corporation ("NFSC"), a special purpose, wholly-owned subsidiary of 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, NFSC 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, NFSC 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.

In June 2017, NFSC issued $250 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 June 2017.

Our Mexican financial services affiliate, NFM, issues secured notes, denominated in Mexican pesos, which are secured by retail
finance receivables. The aggregate balance of these notes at October 31, 2017, was $67 million, net of issuance costs, and
matures at various dates through March 2023.

In May 2014, Truck Retail Accounts Corporation ("TRAC"), a special purpose, wholly-owned subsidiary of NFC, 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. In May 2017, this
facility was renewed to April 2018. 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 were $1.1 billion at both October 31, 2017 and 2016. 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 extended the maturity date to June 2018 and initially reduced the revolving portion of the facility from $500 million
to $400 million. 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.

In September 2017, the revolving portion of the bank credit facility was amended and extended to a maturity date of September
2021. The capacity of the facility will be reduced from $275 million to $269 million in June 2018. The borrowings on the
revolving portion of the facility totaled $127 million and $239 million as of October 31, 2017 and 2016, respectively. The
balance of the term loan portion of the facility was $75 million and $211 million as of October 31, 2017 and 2016, respectively.
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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, 2017, borrowings outstanding under these arrangements were
$414 million, of which 35% is denominated in U.S. dollars and 65% in Mexican pesos. As of October 31, 2016, borrowings
outstanding under these arrangements were $411 million, of which 37% is denominated in U.S. dollars and 63% in Mexican
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, 2017, 2016, and 2015, NFC paid cash dividends and returned capital to NI of zero, $220 million,
and $125 million, respectively. These payments are subject to the restricted payment covenants set forth in the NFC bank credit
facility.

Commercial Paper

Effective February 2017, our Mexican financial services operation entered into a five-year commercial paper program for up to
P1.8 billion (the equivalent of approximately $94 million at October 31, 2017). This program replaced the program that
matured in December 2016.

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, 2017 and 2016, ITLC issued new borrowings
of $31 million and $41 million, respectively. The balance of these secured borrowings issued by ITLC totaled $94 million and
$98 million as of October 31, 2017 and 2016, respectively. The carrying amount of assets used as collateral was $117 million
and $119 million as of October 31, 2017 and 2016, respectively. ITLC does not have any unsecured debt.

Future Maturities

The aggregate contractual annual maturities for debt as of October 31, 2017, are as follows:

Financial
Manufacturin; Services
Operations Operations Total
(in millions)
20 T8 ettt et ta e e ta e e taeeetae e bt e etaeeateenbaeesaeebaeenraean $ 292 $ 886 $ 1,178
2009 e ettt h e e nt et enbeebeenbesneenneens 443 546 989
2020 ettt et e et e e ta e e eaae e st e e taeenteenteeenteeneeenreen 1,017 61 1,078
2021 ettt b et h e e bt e be et e saeenbeen 41 156 197
20022 ettt ettt e h e e bt e e bt bt e e bt e ebeesbeeenbeeeas 1,460 9 1,469
THEICATTET ...ttt ettt esta e baesaeensessnesreens 225 — 225
TOtAl AEDL....eiiiieieieieeee et 3,478 1,658 5,136
Less: Unamortized discount and unamortized debt issuance costs....................... 71 7 78
NEEAEDE ...ttt et b et eb e eans $ 3,407 $ 1,651 $ 5,058

(A) Manufacturing Operations excludes the retirement of the Senior Notes and Term Loan and the issuance of the 2025 Notes and the Term Loan Credit
Agreement which occurred subsequent to October 31, 2017. After giving effect to these transactions, maturities of long-term debt would be as follows:
2018 - $294 million; 2019 - $448 million; 2020 - $35 million; 2021 - $57 million; 2022 - $26 million; Thereafter - $2.8 billion; In Total - $3.7 billion.

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
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, 2017, we were in compliance with these covenants.
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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, 2017, 2016, and 2015, 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, 2017, we were in compliance with those covenants.
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) 2017 2016 2017 2016
Change in benefit obligations
Benefit obligations at beginning of year...........ccccooceveeirenieieieeeenene $ 4027 $ 3979 $ 1,708 $§ 1,887
SETVICE COSL ..ottt ettt 7 9 5 5
Interest on ObIIZAtIONS........ccvveiuieriieieeieciieteee e 107 118 47 58
Actuarial 10SS (AIN)....cueeeeeeieeieeieeiiet et (18) 225 (183) (138)
SEHICMENES. .....viiiiiiciiiecie e ettt e (52) — — —
Contractual termination benefits...........cceveverereneneniieieeceeee 10 3 4 4
Curtailments and Other...........ccoevvieiiiiiiiecieeeeeeee e ?2) — (58) —
Currency translation.........c.ecverierieerieeienienieeeie et 17 @) — —
Plan participants' contributions............coeceerververienerenene e — — 36 34
SUDSIAY TECEIPLS 1.vveevviieeiieieeit ettt — — 42 37
Benefits Paid ......cooeieiiiieieee s 297) (300) (166) (179)
Benefit obligations at end of year...........cccooeevrerieireieieieee $ 3799 $ 4027 $ 1435 § 1,708
Change in plan assets..............c.coooiiiiiiiiiiiciicceeceeee e -
Fair value of plan assets at beginning of year............ccccooeveveeeeeeennnne. $ 2310 $§ 2422 $ 333 $ 369
Actual return on plan aSSetS........ccevieirieieieeee e 256 79 38 3
SEIEMENES. ....uiiiiiiiiiieecie ettt et et et eaae e (52) — — —
Currency translation.........c.ocveevierieerieeieniesiereeie et esre e ere e seeeeeas 18 (6) — —
Employer contributions ...........cocceeerieieieieieeseeeseee e 112 100 2 2
Benefits Paid ......cooveiiirieiieee e (281) (285) (40) (41)
Fair value of plan assets at end of year..........coccooveeeeeeereiennnn. $ 2363 $§ 2310 $ 333 $ 333
Funded status at yearend..................cc.ccooveeiiiniiniiieeie, $ (1,436) $ (1,717) § (1,102) § (1,375)
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Health and Life

Pension Benefits Insurance Benefits
(in millions) 2017 2016 2017 2016
Amounts recognized in our Consolidated Balance Sheets consist of:
NONCUITENE ASSEL 1vvvereieieiiiieieteteteteiete ettt ettt es bbbt s seeenens $ 16 $ 6 3 — —
Current Hability.......oooeeriieirireiiee s (16) 17) 41) (58)
Noncurrent Hability........cceoerireririei e (1,436) (1,706) (1,061) (1,317)
Net liability reCOZNIZEd .......cveevveeieriieieieieieieeee e $ (1436) § (1,717) § (1,102) § (1,375)
Amounts recognized in our accumulated other comprehensive loss consist of:
Net aCtUArial 10SS......ooviiiiieieiii e $ 2,183 §$§ 2442 $ 252§ 472
Net prior service benefit .......c.cccveveevieciiiieiieeeceee e — — — —
Net amount reCOZMIZEd ......ooveveririeiiiiieiieieieieieeieieeee e $ 2,183 $§ 2442 § 252§ 472

The accumulated benefit obligation for pension benefits, a measure that excludes the effect of prospective salary and wage
increases, was $3.8 billion and $4 billion for October 31, 2017 and 2016, respectively.

The cumulative postretirement benefit adjustment included in the Consolidated Statement of Stockholders' Deficit at October
31,2017 is net of $503 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) 2017 2016

Projected benefit OBIIZAtIONS.........ccueriiriieiicieciieei ettt ese b eseeneesaesseneensesenns $ 3487 $ 3,946
Accumulated benefit ODIIZALIONS ........c.ccviiieiieiicicciese ettt ettt sbeebeeaeesaesreebeens 3,471 3,934
Fair value Of Plan @SSCLS ........ceieierieieiiite ettt ettt sttt et tae e e s e s e b e seebesbeeseeseessessessensensenns 2,035 2,224

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, 2017, we
have met all regulatory funding requirements. In 2017, we contributed $112 million to our pension plans to meet regulatory
funding requirements. We expect to contribute approximately $134 million to our pension plans during 2018.

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 2017, we contributed $2 million to our OPEB plans to meet
legal funding requirements. We expect to contribute $1 million to our OPEB plans during 2018.

We have certain unfunded pension plans, under which we make payments directly to employees. Benefit payments of $16
million and $15 million for October 31, 2017 and 2016, respectively, 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 $48 million and $66 million for 2017 and 2016, respectively.
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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:

For the Years Ended October 31,

(in millions) 2017 2016 2015

PENSION EXPENSE....vvvvivieeeetieieteteeeeteteteet ettt et et ese et et ess s et esess et et eas et et eas et et esess et essaseseseesesesean $ 121 $ 82 % 69

Health and 1ife INSUrance €XPENSE ........c.eceevvieriieiieieeiieeie ettt eve e eee e sreesaeeae s A3) 71 81
Total postretirement benefits EXPENSE .........cocveeeuieverierieeeriereeeereeeeeeereeeee e $ 118 § 153§ 150

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:

For the Years Ended October 31,
Health and Life

Pension Benefits Insurance Benefits

(in millions) 2017 2016 2015 2017 2016 2015
Service cost for benefits earned during the period...........cccocoevieveieienennnes $ 7% 9% 138 58 58 6
Interest on ObIIGAtION .......cceevuieiiiiiieieieeie e 107 118 142 47 58 71
Amortization of cumulative L0SS .......c.eovverieireriiinieneeesese e 116 104 97 22 31 39
Amortization of prior service cost (benefit) ........cccoceevveciirvieniereerieenenen. — — 1 — (1) 4)
SELICTIIENIES .....ceeeieeiieieeitee et 23 — — — — —
Contractual termination benefits ..........cccceevueriierieriieieeieceeseeie e 10 3 ) 4 4 ()
Curtailments and Other ...........ccoovviiviiiiiiiecceceecee e — — — (58) — —
Premiums on pension iNSUTANCE ..........ceeeveerieieeierreeieereeeeesreesreeseeeneeenns 15 15 11 — — —
Expected return 0N @SSELS .....c.iecviiieriereeiieeie et see e eae e as7  (167)  (194) 23) (26) (30)

Net periodic benefit €XPense ..........ccvvveveveirveriirrerieieiereeieeieeeeeseeeeans $ 121 § 8 $§ 69 $ 3 $ 71 § 81
Other Changes in plan assets and benefit obligations recognized in
other comprehensive loss (income)
Actuarial net 10SS (ZAIN).......ocviveriiireriiieieeieieeeee e $(116) $ 313 $ 312 $(197) $(115 $ (7)
Amortization of cumulative 10SS ........ccceevureciiiiiiieriecce e (11e6) (104) 97) (22) 31) (39)
Amortization of prior service benefit (COSt) .......oovvrirvirierierierieieierienn, — — ) — 1 4
SEHISIMENLS .....eveieieeeie et e et eereeeaee e (23) — — — — —
CUTtATIMENTS L...eviiiiiceieceee et ?2) — — — — —
Currency translation ............oceeeeeeiieieieieieee e — ) — — — —

Total recognized in other comprehensive loss (income).................... $(257) § 208 $ 214 $(219) $(145) § (42)

Total net postretirement benefits (income) expense and other
comprehensive 10SS (INCOME) ........voveuiieveuiieieiieieeeeeeeee, $(136) $ 290 $ 283 $(222) $ (74 $ 39

In April 2016, we filed a qualified partial wind-up report for approval by FSCO related to the 2011 closure of our Chatham,
Ontario plant. FSCO provided formal approval in January 2017. As a result of an ongoing administration review ordered in
conjunction with the partial wind-up, we recognized $1 million of contractual termination charges in the first quarter of 2017.
During the third quarter of 2017, we finalized the Chatham closure agreement. This resulted in the release of $66 million in
other postemployment benefit ("OPEB") liabilities. In addition, a pension settlement accounting charge of $23 million was
recorded as a result of lump-sum payments made to certain pension plan participants. These charges and benefits were recorded
in our Truck segment within Restructuring charges in our Consolidated Statements of Operations. See Note 2, Restructurings
and impairments for further discussion. As a result of the pension and OPEB plan remeasurements in connection with the
finalization of the Chatham closure agreement, net actuarial gains of $21 million were recognized as a component of
Accumulated other comprehensive loss in the third quarter of 2017.
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In the third quarter of 2017, we committed to a plan to cease engine production at our Melrose Park Facility in the third quarter
of fiscal year 2018. As a result, in the third quarter of 2017, we recognized $9 million of pension and $4 million of OPEB
contractual termination benefits charges and $10 million of OPEB curtailment charges. These charges were recorded in our
Truck segment within Restructuring charges in our Consolidated Statements of Operations. See Note 2, Restructurings and
impairments for further discussion. A pension curtailment gain of $2 million and net actuarial gains of $91 million resulting
from pension and OPEB remeasurements in connection with our Melrose Park Facility announcement were recognized as a
component of Accumulated other comprehensive loss in the third quarter of 2017.

Also, during 2017, in accordance with the intraperiod tax allocation rules, we recorded a net benefit of $28 million related to
domestic continuing operations in Income tax expense in our Consolidated Statements of Operations, and an offsetting
reduction in other comprehensive income due to the remeasurement of certain pension and OPEB plans.

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).........ccocvverrieierieieieieiecieeeee e $ — 3 —
Amortization of cUMUIAtIVE 10SSES........cooiiiiieieie e 106 9

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, 2017 and 2016
were:

Health and Life

Pension Benefits Insurance Benefits
2017 2016 2017 2016
Discount rate used to determine present value of benefit obligation at end of
VEAT ittt ettt ettt et e a et s bt h ettt ettt be e 3.5% 3.5% 3.6% 3.5%
Expected rate of increase in future compensation levels............cccooeeininecincninnenn 3.5% 3.5% — —

The weighted average rate assumptions used in determining net postretirement benefits expense for 2017, 2016, and 2015 were:

Health and Life Insurance

Pension Benefits Benefits
2017 2016 2015 2017 2016 2015
Discount rate used to determine Service COSt.......ovurrrieruieruerierierreereeeeneeennes 39% 45% 3.7% 4.0% 4.6% 3.7%
Discount rate used to determine interest COSt ......ccvveruirriirrierienierieeienienieenes 28% 3.1% 3.7% 29% 33% 3.7%
Expected long-term rate of return on plan assets..........ccceeeevverierieevieeeenneenne. 72% 7.5% 78% 15% 75% 7.8%
Expected rate of increase in future compensation levels..........cccccveencnencne 3.5% 3.5% 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.
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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 32,000), the trend
assumptions are based upon both our specific trends and nationally expected trends.

The weighted average rate of increase in the per capita cost of postretirement health care benefits provided through U.S. plans
representing 93% of our other postretirement benefit obligation, is projected to be 7.1% in 2018 and was estimated as 9.0% for
2017. 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........cveveeerrerverrerierieerieiereeeeeeeennenns $ 8 (6)
Effect on postretirement benefit 0bligation...........ccvevverieriieriieieiiesieie e 196 (163)

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.

* 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.

o 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.

Pension Assets

The fair value of the pension plan assets by category is summarized below:
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As of October 31, 2017 As of October 31, 2016

Level Level Level Level Level Level
(in millions) 1 2 3 NAV Total 1 2 3 NAV Total

Asset Category
Cash and Cash Equivalents............. $8 $ — $— $— % 8 $76 $ — $— $ — § 76
Equity
U.S. Large Cap ....ccoceeevveeieeeieeennne — — — — — — — _ _ _
U.S. Small-Mid Cap ......ccceevervnnne — — — — — — — — _ _
Canadian ..........cccoeeevievneecieeieeeene — — — — — — — _ _ _
International............ccocceeveieienennnn. — — — — — — — _ _ _
Emerging Markets ..........c.ccccevuenn. — — — — — — — — _ _
Equity derivative...........ccceevenene. — — — — — — — _ _ _
Fixed Income
Corporate and Government Bonds . — — — — — — — _ _ _
Government Bonds .........c..cccenene. — — — — — — — _ _
Asset Backed Securities.................. — — — — — — — _ _ _
Collective Trusts and Other
U.S. EQUItY..cooovieeceeieeeeeeeeea 316 — — — 316 294 — — — 294
Canadian Equity..........cccooevveienennne 19 — — — 19 29 — — — 29
International Equity .........ccccoveeennne 327 — — — 327 291 — — — 291
Global Equity.......cccceveeeieieieienns 235 — — — 235 227 — — — 227

Fixed Income - Long Duration
Credit ..o — 508 — — 508 — 530 — — 530

Fixed Income - Long Duration
Government ...........eeeeveevieneeneene. — 20 — — 20 — — — — —

Fixed Income - High Yield ............. — 214 — — 214 — 204 — — 204
Fixed Income - Canadian Bond....... — 213 — — 213 — 203 — — 203
Global Real Estate ............ccoveneennnn. — 144 — — 144 — 141 — — 141
Global Infrastructure....................... — — — 10 10 — — — 14 14
Common and Preferred Stock......... — — — — — — — — — —
Commodities.........ceevevveevreereenennne. — — — — — — — — — —
Hedge Fund of Funds...................... — — — 210 210 — — — 230 230
Private EQUIty ......ccoooveviiiieieienee — — — 43 43 — — — 57 57
Exchange Traded Funds.................. — — — — — — — — — —
Mutual Funds..........ccooeevienieiennne. — — — — — — — — — —
Real Estate ........ccocceevveviieieeienne, — — 1 — 1 — — 1 — 1

Total™ ..o $983 $1,099 $ 1 $263 $2,346 $917 $1,078 $ 1 $301 $2,297

(A) Inaddition, the table above includes the fair value of Canadian pension assets translated at the exchange rates as of October 31, 2017 and 2016,
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, 2017 As of October 31, 2016
Level Level Level Level Level Level
(in millions) 1 2 3 NAV Total 1 2 3 NAV Total
Asset Category
Cash and Cash Equivalents ........... $ 6 8 — S — $ — 8§ 6 $198%$ — % — 8 — 8§ 19
Equity
U.S. Large Cap ....ccooeevieevieenieene — — — — — — — — — —
U.S. Small-Mid Cap .....ccccovveuenene — — — — — — — — — —
International..........cccoocenenencncnnnne — — — — — — — — — —
Emerging Markets ...........ccccooeeenee — — — — — — — — — —
Fixed Income
Corporate and Government Bonds — 62 — — 62 — 80 — — 80
Government Bonds........c..cccceceeeee — 8 — — 8 — — — — —
Asset Backed Securities ................ — — — — — — — — — —
Collective Trusts and Other
U.S. EQUItY oo 71 — — — 71 66 — — — 66
International EQuity.........ccccoevnenn. 74 — — — 74 71 — — — 71
Fixed Income - Multi-Asset Credit — 29 — — 29 — 41 — — 41
Real Estate (REITS)......ccccecvveenenne — — — 24 24 — — — — —
Mutual Fund ..o 9 — — — 9 — — — — —
Hedge Fund of Funds .................... — — — 39 39 — — — 42 42
Private EQUItY ....ccooovvvvevieiieiiene — — — 11 11 — — — 14 14
Total. oo $160 $ 99 $ — $ 74 $ 333 $156 $ 121 $§ — $ 56 $ 333

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, 2018 through 2022 and the five years ending
October 31, 2027 are estimated as follows:

Pension Benefit Other Postretirement

(in millions) Payments Benefit Payments

2018 ettt et ettt ene $ 293§ 86
200 ettt e ettt ettt et e ettt e nee e tee e teeenteeneeeseeenns 286 82
2020 ettt et ettt ettt enee 281 90
202 L ettt et a e h e e ht e e at e e he e e teeenee e bee e beeeneeenbeeereeenes 273 94
2022 ettt bbbttt h e b e b e et et sht e bt be et et e nneennes 266 96
2023 throUGH 2027 ..ottt ettt st ns 1,219 481

(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 2017, 2016 and
2015.

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 13, Commitments and Contingencies.
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11. Income Taxes

The following table presents the domestic and foreign components of Income (loss) from continuing operations before income
taxes in our Consolidated Statements of Operations:

For the Years Ended October 31,

(in millions) 2017 2016 2015

DIOMMIESLIC ...ttt ettt ettt ettt et ettt ettt e s et b et et s et ese st ebese e e s ebenesaesenensenas $ 74) $ 95) $ (215)

0] (3 3 s FO USRS 138 63 112
Income (loss) from continuing operations before income taxes ............cccveveverrennnnn. $ 64 $ (32) $ (103)

The following table presents the components of /ncome tax expense in our Consolidated Statements of Operations:

For the Years Ended October 31,

(in millions) 2017 2016 2015
Current:
FEACTAL....oeviieiiciie ettt ettt bt b et a e ne b ere e $ 4 3 1 $ )
State and LOCAL ......ecuiieeieiieie ettt st sraens 10 4) (1)
FOT@IZIN 1.ttt 30) (36) (64)
TOtal CUITENE EXPEIISE ....vvveeveerierreatiterieteereeteeseeseessessessessesseeseeseesseseessessessesesseeseans $ (16) $ 41) $ (67)
Deferred:
FRABTAL ...ttt 19 13 2
State ANd LOCAL ......ooueeeieiieieee e 4 ) —
FOT@IZIN 1ttt ettt ettt ettt e bt et s e sseesbeenseennesneas a7 @) 14
Total deferred DENefit ...........ccocvieviiuiirierieieieeceeeee et $ 6 $ 8 $ 16
Total INCOME tAX EXPENSE....vivvirieririerierieierierereereesessereseseesessesessessesesesseseseas $ 10) $ (33) $ (51)

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) 2017 2016 2015
Federal income tax benefit at the statutory rate of 35% ........ccceveveiiriiinieiereeee $ 22 $ 11 $ 36
State income taxes, net of federal benefit...........coocoevieviiriieniiiniiiniee e, A3 3) —
Credits and INCENTIVES......eeuieiieieiieeteete ettt ettt sttt se et e e eessenseeseeneeneeneens 8 3 4
Adjustments to valuation allOWanCes .........cceecvirierierieniieie ettt (57) (132) (41)
FOT@IZN OPEIALIONS ...ttt ettt ettt ettt ettt e et e saesaesteeneeneeneane 4 53 (48)
Unremitted fOreign €arnings........cccveeeeruieriieienienieeie et stesieeie et ste st eieereseaeseeesseeseeenens — 37 3D
Adjustments to uncertain tax POSItIONS.........ceueeieieierierteienteeteeeeeteeeeieeeee e seeseeeeeeneeneene 15 (10) (1)
Intraperiod tax allocation offset to equity COMPONENLS ........eevereieriierieeiirieiierierieeie e 28 — —
Non-controlling interest adjustMeENnt ...........cccverierieiieiieeiereee e ae e 9 11 11
OTRET .ttt bttt b et b ettt 8 3) 19
Recorded INCOME taX EXPEIISE .....evivierierierierieieiestesteeteeteeteereeseessessessessesseeseereeseeseenas $ (10) $ (33) $ (51

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.).

104



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

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 of income. During 2017, we
recorded a $28 million intraperiod allocation benefit in domestic continuing operations associated with certain post retirement
plan remeasurement gains.

For the year ended October 31, 2017 and 2016, we incurred additional losses in the U.S. and certain foreign jurisdictions and
recognized income tax expense of $57 million and $132 million, respectively, for the increase in the valuation allowance on our
deferred tax assets generated during the period.

At October 31, 2017, undistributed earnings of foreign subsidiaries were $551 million. Income taxes have not been provided on
foreign 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.

The following table presents the components of the deferred tax asset (liability):

As of October 31,

(in millions) 2017 2016
Deferred tax assets attributable to:
Employee benefits Habilities. ......cooueiiirieriieiiiiesieieeeee ettt naees $ 1,073 § 1,274
Net operating 10ss ("NOL™) carryfOrwardS..........ccveeierieriiiiirienieeeie et esre e see e eaesene e 1,383 1,324
Product liability and warranty aCCruals...........c.ccueieierierierieeieee sttt nees 290 362
Research and deVeIOPIMENLT ...........c.oiiiiieriieiieie ettt eeaesta e beeseesaeeneessees 209 172
Tax Credit CarTyTOIWAIS .......cveiiiiiieteee ettt ettt e se s ene e e e e eneenees 262 262
OLRNCT oottt ettt ettt ettt b et e et e teeteere st e st ent e b e be et e aeereeteeneeneenaentenns 277 232
GrosS deferred tAX @SSELS .....oiiivieieieeeee ettt e et e et enns 3,494 3,626
Less: Valuation allOWanCES..........cocueiiiiviiiiiiiiiie ettt etee e et e e eeateeeeeaaeeseaaeeeenaes 3,326 3,434
Net defeITed tAX @SSELS .....vevviiieieirietiete ittt ettt ettt e te ettt ettt s et et e et et e eveeaeeseese e s enseasennes $ 168 §$ 192
Deferred tax liabilities attributable to: -
ORET ottt ettt et ettt et ettt e ae ettt aeeabea b et et et et e eteeaeeteeae et et ereanas $ 39 $ 31
Total deferred tax HaDIIItIES .. ....ccoviiieiiiiiieeiee ettt et e $ 39 $ 31

At October 31, 2017, deferred tax assets attributable to NOL carryforwards include $988 million attributable to U.S. federal
NOL carryforwards, $152 million attributable to state NOL carryforwards, and $243 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 2018 to 2037. Approximately
one fourth of our foreign net operating losses will expire, beginning in 2029, 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 are 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 2037. 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, 2017, 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.
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We incurred additional domestic losses from continuing operations for the years ended October 31, 2017, 2016, and 2015,
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, 2017.

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
continue to maintain a valuation allowances on the majority of our U.S. deferred tax assets as well as certain 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 $3.3 billion and $3.4 billion at October 31, 2017 and 2016, 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.

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, 2017, the amount of liability for uncertain tax
positions was $34 million. The liability at October 31, 2017 has a recorded offsetting tax benefit associated with various issues
that total $14 million. If the unrecognized tax benefits are recognized, all would impact our effective tax rate, except for
positions for which we maintain a full valuation allowance against certain deferred tax assets. In this case, 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 31,2017
Liability for uncertain tax positions at NOVEMDET 1 ........ccccveieiiriiiiiiiiieieeeee e $ 50
Decrease as a result of positions taken in Prior PETiOdS .......ccueevverierierieerieeienieteie et (15)
NTc88 (53001301 £SO )
Liability for uncertain tax positions at OCtODET 31 ......ccverieriiriiiieiieiieie ettt sttt eee e $ 34

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 benefit of $6 million, income tax expense of less than $1 million,
and $1 million for the years ended October 31, 2017, 2016, and 2015, respectively. The total interest and penalties accrued were
$4 million and $8 million for the years ended October 31, 2017 and 2016, respectively.

We released $14 million of uncertain tax positions based on administrative practice and precedents of relevant tax authorities in
2017.

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.
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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—Cash equivalents are highly liquid investments with an original maturity
of 90 days or less which may include U.S. government and federal agency securities, commercial paper, and other highly liquid
investments. 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 may include investments in
U.S. government and federal agency securities, commercial paper and other investments 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
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.

Guarantees—We provide certain guarantees of payments and residual values, to which losses are generally capped, to specific
counterparties. The fair value of these guarantees includes a contingent component and a non-contingent component that are
based upon internally developed models using unobservable inputs. We classify these liabilities within Level 3. For more
information regarding guarantees, see Note 13, Commitments and Contingencies.

Impaired Finance Receivables and Impaired Assets Under Operating Leases—Fair values of the underlying collateral are
determined by current and forecasted sales prices, aging of and demand for used trucks, and the mix of sales through various
market channels. For more information regarding impaired finance receivables, see Note 4, Allowance for Doubtful Accounts,
and for more information regarding impaired assets under operating leases, see Note 2, Restructuring and Impairments.

Impaired Property, Plant and Equipment—We measure the fair value by discounting future cash flows expected to be received
from the operation of, or disposition of, the asset or asset group that has been determined to be impaired. For more information
regarding the impairment of property, plant and equipment, see Note 2, Restructuring and Impairments.
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The following table presents the financial instruments measured at fair value on a recurring basis:

As of October 31, 2017 As of October 31, 2016
(in millions) Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Assets
Marketable securities:
U.S. government and federal agency
SECUTTHES™ ..ooovevi e $ 30 $ — $ — $ 370 $ 39 $ — § — $ 39
Other™ ..., — — — — 7 — — 7
Derivative financial instruments:
Commodity forward contracts® ............. — 3 — 3 — 2 — 2
Foreign currency contracts® ... — 3 — 3 — — — —
Interest rate caps'™ .........cocveveveeeeeennn. — 1 — 1 — 1 — 1
Total ASSELS.eeeeeeeeeeeeeeeeeeeeeeeeeeeee $ 370 $ 7% — $ 377 $ 46 $ 3 8 — $ 49
Liabilities -
Derivative financial instruments:
Commodity forward contracts® ............ $ — 9 1 $ — S 1 $ —$ —$ — $ —
Foreign currency contracts™ .............. — 1 — 1 — — — —
GUATANEEES ..ottt — — 21 21 — — 23 23
Total liabilities .......cccoovvverierieennnne $ — S 2 $ 218 23§ — $§ — § 23 § 23

(A) Adjustments have been made to reclassify amounts within Other and U.S. government and federal agency securities in order to conform to the 2017
presentation. The reclassification did not impact our Consolidated Balance Sheets.

(B) The asset value of commodity forward contracts and foreign currency contracts is included in Other current assets in the accompanying Consolidated
Balance Sheets.

(C) The asset value of interest rate caps is included in Other noncurrent assets in the accompanying Consolidated Balance Sheets.

(D) 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) 2017 2016
Guarantees, at beginning of PEriod ...........cccciiiiiiiiiiii $ 23) $ (10)
Transfers out 0f LeVel 3.....c.ciiiiiiiiiciee et — —
ISSUANCES ... 2) a7
SEELIETIIEIIES ...ttt ettt ettt st ettt ettt 4 4
Guarantees, at end 0f PEriOd ........cccoiiiiiiiiiiiiii $ @21 3 (23)
Change in unrealized gains on assets (liabilities) still held ...........cocooeiiiiiiniini e, s — 5 —

The following table presents the financial instruments measured at fair value on a nonrecurring basis:

October 31, October 31,
(in millions) 2017 2016

Level 2 financial instruments

Carrying value of impaired finance receivables ™ .............co.coouiiviouieeeeeeeeeeeeeeeeeeeeeee e $ 16 $ 15
SPECIFIC 10SS TESEIVE....eviiiieiieiieiiectte ettt ettt et et e et e steesbeesbeesseeseesbeebeenseessesseeseenseensesssenseenseans @) ®)
FAIT VAIUC ...ttt ettt b e bbbttt $ 9 3§ 7

(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.
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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.

The following tables present the carrying values and estimated fair values of financial instruments:

As of October 31, 2017
Estimated Fair Value Carrying
(in millions) Level 1 Level 2 Level 3 Total Value
Assets
REtAIl NOLES ..ottt $ — 8§ — § 153 § 153 § 161
NOLES TECEIVADIEC ...t — — — — —
Liabilities
Debt:
Manufacturing operations
Senior Secured Term Loan Credit Facility, as Amended, due 2020....... — — 1,019 1,019 1,003
8.25% Senior Notes, due 2022 .......c.ooeevieeieeeeeeeeeee e 1,450 — — 1,450 1,423
4.50% Senior Subordinated Convertible Notes, due 2018 208 — — 208 194
4.75% Senior Subordinated Convertible Notes, due 2019™ ................. 446 — — 446 394
Loan Agreement related to 6.50% Tax Exempt Bonds, due 2040 ......... — 243 — 243 220
Financed lease obligations ...........cccceruerierieeiiieiieieieieieee e — — 130 130 130
(011115, o USRS — — 23 23 39
Financial Services operations
Asset-backed debt issued by consolidated SPEs, at various rates, due
serially through 2023 .........c.oooiiiiiieeeece e — — 851 851 849
Bank credit facilities, at fixed and variable rates, due dates from 2018
through 2023 ... — — 592 592 616
Commercial paper, at variable rates, program matures in 2022............. 92 — — 92 92
Borrowings secured by operating and finance leases, at various rates,
due serially through 2022.........ccceiiiiieiieiieieceeee e — — 94 94 94
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As of October 31, 2016
Estimated Fair Value Carrying
(in millions) Level 1 Level 2 Level 3 Total Value
Assets
RELAIL NOTES ...ttt $ — $ — $ 153 § 153 $ 151
NOLES TECEIVADIEC ..ot — — 1 1 3
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 ........cceevieiiiieeieneeie e eve e 1,180 — — 1,180 1,173
4.50% Senior Subordinated Convertible Notes, due 2018 ................ 190 — — 190 189
4.75% Senior Subordinated Convertible Notes, due 2019 ................. 381 — — 381 383
Loan Agreement related to 6.50% Tax Exempt Bonds, due 2040 ......... — 233 — 233 220
Financed lease obligations ............ccceeeervieeiieieeiesiecieeie e — — 52 52 52
(011115, U USRS — — 43 43 65
Financial Services operations
Asset-backed debt issued by consolidated SPEs, at various rates, due
serially through 2023 ........ccooiiiiiieicee e — — 754 754 753
Bank credit facilities, at fixed and variable rates, due dates from 2018
through 2023 ... — — 851 851 861
Commercial paper, at variable rates, program matures in 2022............. 96 — — 96 96
Borrowings secured by operating and finance leases, at various rates,
due serially through 2022..........ccooviiiiiiiiniiececeeeeeee e — — 98 98 98

(A) The carrying value represents the consolidated financial statement amount of the debt which excludes the allocation of the conversion feature to equity. As
of October 31, 2017 and 2016, the estimated fair value is derived from quoted prices in active markets which include the equity feature. Adjustments have
been made to the classification of these instruments for the prior year in order to conform to the 2017 presentation.

13. 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.

Under the terms of the Navistar Capital Operating Agreement, BMO Financial Group and its wholly-owned subsidiary BMO
Harris Bank N.A. (together "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 $1.4 billion and $1.5 billion of outstanding loan principal and operating lease payments receivable at
October 31, 2017 and 2016, 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 at both October
31,2017 and 2016. 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 $116 million and $48 million and financed lease obligations of
$129 million and $51 million, in our Consolidated Balance Sheets as of October 31, 2017 and 2016, respectively.
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We also have issued a limited number of residual value guarantees, for which losses are generally capped. If substantial risk of
loss has not transferred, we account for these arrangements as operating leases and revenue is recognized on a straight-line
basis 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. 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.

We have certain stand-by letters of credit and surety bonds issued on our behalf by third-party financial institutions in the
ordinary course of business when required under contracts or to satisfy insurance-related requirements. As of October 31, 2017,
the amount of stand-by letters of credit and surety bonds issued was $90 million.

In addition, as of October 31, 2017, we have entered into various purchase commitments of $26 million and contracts that have
cancellation fees of $34 million with various expiration dates through 2024.

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.

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 sites, we believe that we have
adequate accruals to cover costs to complete the cleanup of all sites.

We have accrued $19 million for these and other environmental matters, which are included within Other current liabilities and
Other noncurrent liabilities, as of October 31, 2017. The majority of these accrued liabilities are expected to be paid subsequent
to 2018.

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.
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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 secks damages in excess of $50 million, injunctive relief and reimbursement of attorneys' fees and costs.
Following the resolution of a procedural dispute by the U.S. Court of Appeals for the 6™ Circuit, 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. On June 29, 2017, the arbitrator ruled, among other things, that the arbitration will include Supplemental Benefit
Trust Profit Sharing Plan calculations for the years ending October 31, 2000 through October 31, 2014.

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.

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.

The Committee’s Complaint was filed against NIC, NI, NFC and a former affiliate, 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.
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The Committee Members request that the court order the 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 filed motions to dismiss each respective complaint on January 10, 2017. On May 10, 2017, the court dismissed
the Committee's Complaint with prejudice, stating that the Committee lacked standing to bring its claims. With respect to the
Committee Members’ Complaint, the court declined to dismiss the complaint, but ordered the parties to conduct discovery
regarding whether the Committee Members’ Complaint was barred by the applicable statute of limitations and to file a motion
for summary judgment thereafter on that issue of timeliness. The defendants filed their motion for summary judgment on
September 21, 2017, the Committee Members’ filed their opposition on November 2, 2017, and the defendants filed their reply
on November 22, 2017. The motion for summary judgment is pending before the court.

On April 6, 2017, a motion was 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 motion was filed by the current "Other
Member" of the Health Benefit Program Committee ("HBPC"). The HBPC is provided for in the 1993 Settlement Agreement
and the HBPC currently consists of the Other Member, three members appointed by the Company ("Company Members"), and
two members appointed by the UAW. NI and the Company Members are named as defendants in the motion. The motion
alleges that NI and the Company Members impermissibly interfered with the Other Member's ability to discharge his rights and
duties relating to eligibility for Plan benefits for an unknown number of non-represented employees and retirees. He requests
the court (a) find that all prior Plan eligibility determinations made by NI and the HBPC are invalid to the extent they were not
based on eligibility criteria in a plan which pre-dated the Plan; and (b) find all employees or retirees who were improperly
denied Plan benefits based on the application of incorrect eligibility criteria, to retroactively enroll them in the Plan, and to
reimburse those retirees for costs they incurred as a result of the prior improper determinations of Plan eligibility. He estimates
1,000 non-represented employees or retirees were wrongfully denied Plan benefits. He also requests the court direct him to
oversee NI's compliance with the requested relief order. The defendants filed their response to the motion on May 11, 2017 and
the Other Member filed his reply on May 17, 2017. The court overruled the Other Member's motion on October 20, 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. ("IIAA"), 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 sent waste 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, 2017), 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. IIAA disputes the allegations in the notice and intends to
vigorously defend itself. In August 2017, IIAA presented a motion to the District Attorney to set forth its defenses and correct
inaccuracies in the notice. In September 2017, the District Attorney informed IIAA that it intended to present a Consent
Agreement to all of the companies that sent waste to Natureza. [IAA then filed a motion requesting that the District Attorney
consider certain facts and circumstances before the District Attorney presented such Consent Agreement. Currently, no demands
or offers are outstanding.

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
October 31, 2017). In November 2014, ITAA extended a settlement offer. The parties remained in discussions and [TAA’s
settlement offer was never accepted, rejected or countered by the District Attorney.
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On August 31, 2016, the District Attorney filed civil actions against IIAA and other companies seeking soil and groundwater
investigation and remediation, together with monetary payment in an unspecified amount. I[TAA filed its defense to the civil
action on January 26, 2017, alleging that ITAA has made all necessary investigations and has taken remedial measures to
address the contamination and that Companhia Ambiental do Estado de Sdo Paulo (CETESB), the environmental agency of Sao
Paulo State, has agreed to the remedial measures taken by IIAA. On June 20, 2017, IIAA presented a petition requesting a 90
day suspension of the lawsuit. IIAA has since held and is currently engaged in discussions with the District Attorney regarding
settlement of this matter. The District Attorney agreed to the suspension on June 30, 2017. Settlement discussions between [TAA
and the District Attorney have since resumed; however, there are no current demands or offers outstanding.

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, seven
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 court in the N&C
Action denied certification to persons who operated but did not buy the trucks in question. On November 2, 2017, NIC, NI,
Navistar Canada Inc. and Harbour International Trucks filed a notice of appeal.

On June 5, 2017, a hearing was held in the Quebec putative class action lawsuit captioned 4037308 Canada Inc. v. Navistar
Canada Inc., NI, and NIC. At that hearing, the court ruled on certain motions regarding evidence related to certification but
deferred a ruling on plaintiff’s proposed amendment to narrow the proposed class to Quebec-only purchasers and lessees of
model year 2010-13 vehicles containing MaxxForce 11, 13, and 15 liter engines. The class authorization hearing in Quebec has
not been scheduled. On November 10, 2017, we informed the court that we intend to present a motion to stay the Quebec case
until the British Columbia Court of Appeal rules on the certification order in the N&C Action. The stay motion was filed on
November 23, 2017 and was granted on December 7, 2017.

In the Manitoba putative class action lawsuit captioned Vern Brown v. Navistar International Corporation and Navistar Canada,
Inc., a case management conference was held on November 17, 2017. Following the conference, the Manitoba court entered an
order setting a due date of May 31, 2018, for our application to stay the Manitoba proceedings pending resolution of the N&C
Action appeal. The court also set a schedule for briefing on certification, with a certification hearing to take place the last week
of January 2019. There are no authorization hearings 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").
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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. Non-class federal lawsuits presenting pre-trial issues similar to the MDL Action
continue to be transferred to the MDL Action. Approximately 20 such actions are currently pending.

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 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.

On May 27, 2016, Judge Gottschall entered a Case Management Order setting a July 13, 2017 date for plaintiffs' class
certification motion. On November 30, 2016, the court entered an order referring discovery matters to a magistrate judge for
supervision. Pursuant to the magistrate’s order, the parties jointly filed a new proposed case management order on January 25,
2017, which extended the fact discovery deadline to November 22, 2017. On January 31, 2017, the parties filed a joint motion
with Judge Gottschall requesting adjustment of the class action briefing schedule to April 24, 2018. On February 2, 2017, Judge
Gottschall granted the parties' motion extending the deadline to complete the class certification briefing to April 24, 2018. On
February 6, 2017, the magistrate approved the parties' schedule set forth in the case management order jointly filed on January
25,2017. In September 2017, the plaintiffs filed a motion to further extend the case deadlines. On October 5, 2017, Judge
Gottschall entered an Agreed Order Extending the Discovery Cutoff ordering that fact discovery relevant to class certification
be completed by March 13, 2018 and that the class certification briefing be completed by July 31, 2018.

On October 13, 2017, lead counsel for the plaintiffs filed a Motion for Leave to File a Second Amended Class Action
Complaint (“Proposed Second Amended Consolidated Complaint™), as well as a Motion for Voluntary Dismissal of Claims
without Prejudice relating to 15 previously named plaintiffs. According to the plaintiffs, the Proposed Second Amended
Consolidated Complaint “streamlines” the case by removing non-Class 8 trucks and 15 Liter engines from the class definition
and substitutes six new putative class representatives. NI and NIC’s responses to the Proposed Second Amended Consolidated
Complaint and the Motion for Voluntary Dismissal of Claims without Prejudice were filed November 17, 2017 and the
plaintiffs’ responses were filed on December 1, 2017.

There are also non-class action MaxxForce Advanced EGR engine lawsuits filed against the Company in various state courts. A
number of non-class action lawsuits have been resolved in favor of the Company prior to trial or settled for immaterial amounts.
Approximately 40 state court non-class actions are pending at this time. One of the non-class action lawsuits ("Milan"), alleging
violations of the Tennessee Consumer Protection Act and fraud and involving approximately 235 trucks, was tried in Tennessee
state court in August 2017. On August 10, 2017, the Milan jury returned a verdict of approximately $31 million against the
Company, including $20 million in punitive damages. On October 2, 2017, the Company filed various motions in the trial court
challenging the verdict, including a Motion for Judgment Notwithstanding the Verdict or, in the Alternative, a New Trial and
Motion to Disapprove of the Award of Punitive Damages. The hearing on these motions was held on December 1, 2017 and the
court denied our motions, denied Milan’s motion for pre-judgment interest and granted Milan $1.36 million in fees and costs.
The Company intends to challenge the verdict in the Tennessee appellate court. In the third quarter of 2017, we recorded $31
million of charges in SG&A expenses in our Consolidated Statements of Operations. 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.

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 NI'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.
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Discovery in the matter is proceeding in two phases. Fact discovery for the liability phase commenced on December 9, 2015.
Pursuant to the court's Minute Order entered on July 12, 2017, the Phase I liability fact discovery was completed by November
9, 2017. After completion of the liability phase, the court will set further dates for a remedy phase.

On May 13, 2016, the DOJ, on behalf of the EPA filed a motion for summary judgment on liability. On June 30, 2016, NIC and
NI opposed the EPA's motion for summary judgment, and NIC cross-moved for summary judgment against EPA. On March 1,
2017, the court entered a Memorandum Opinion and Order (i) granting the DOJ’s motion for summary judgment on the issue of
liability with respect to NI, (ii) denying the DOJ’s motion for summary judgment on the issue of liability with respect to NIC,
and (iii) denying NIC’s motion for summary judgment.

Based on our assessment of the facts underlying the complaint above, potential charges to the Consolidated Statement of
Operations and cash outlays in future periods could range from $2 million to $291 million related to the resolution of this
matter. Other than the aforementioned, we are unable to provide further meaningful quantification of how the final resolution of
this matter may impact our future consolidated financial condition, results of operations or cash flows.

Brazil Truck Dealer Disputes

In January 2014, IIAA 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, 2017), 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, IIAA 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 [IAA seeking the amount of R§128 million (approximately US$39 million as of
October 31, 2017) 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, IIAA presented its complaint
in July 2015, Navitrucks filed its answer and counterclaims on August 24, 2015, and ITAA 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 the hearing held on June
13-15, 2016. On September 30, 2016, the parties presented their final allegations. On April 20, 2017, the arbitral tribunal issued
a partial award (the "Initial Award") granting a portion of the relief sought by each of the parties. Specifically, the arbitral
tribunal's Initial Award held that: (a) Navitrucks failed to pay certain amounts to IIAA for the purchase of vehicles under its
agreements with IIAA, thereby breaching its contractual obligations; and (b) IIAA breached its contractual obligations under its
agreements with Navitrucks due to its failure to fulfill its promises to invest in products, infrastructure, and a dealership
network. Furthermore, the arbitral tribunal held that, due to the mutual breach of the agreements between IIAA and Navitrucks,
the agreements should be deemed terminated.

On June 3, 2017, ITAA and Navitrucks filed an application to clarify certain interpretations of the Initial Award and to correct
clerical errors in the Initial Award. IIAA also requested an award to (a) set the undisputable amount of the Initial Award, and (2)
order Navitrucks to promptly pay such amount. On June 8, 2017, the arbitral tribunal invited IIAA and Navitrucks to present
their respective comments on each other’s applications on or before June 27, 2017. On June 3, 2017 and June 27, 2017, [TAA
and Navitrucks, respectively, filed their comments. On September 29, 2017, the arbitral tribunal issued a decision on the
applications filed by both parties in which it rejected all of the requests made in the applications of both parties. On October 31,
2017, the arbitral tribunal issued a decision relating to the calculation phase in which the actual monetary amount of the
damages owed by each party to the other will be definitively determined.

The arbitral tribunal set the timeline for the production of the technical evidence to be used in the calculation phase.
Specifically, the arbitral tribunal ruled that the parties must (i) designate and identify their experts and the issues which such
experts will address by December 8, 2017; (ii) present a summary of Navitrucks' debts on December 22, 2017 according to the
previous calculation and to the award issued on April 20, 2017; and (iii) present their replies to the counterparties petitions on
January 19, 2018. The calculation phase is estimated to be one year or longer in duration.

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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In addition, another truck dealer 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.

Other
U.S. Department of Defense Matter

In the third quarter of 2016, 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 ("ISS") for military
vehicles to the government for the period from January 1, 2009 through December 31, 2010. On June 3, 2016, ND met with
government representatives, including representatives from the DOD IG and the United States Department of Justice ("DOIJ"),
to discuss the matter.

Since then, ND has been in ongoing discussions with the DOD IG and the DOJ. ND made submissions of documents
responsive to the subpoena in June and August 2016 and has substantially completed its subpoena response. On May 1, 2017,
ND met with government representatives, including representatives from the DOD IG and the DOJ, to further discuss the
matter, including assertions that ND may have overcharged the United States for the ISS components. ND agreed to provide
additional information relating to the pricing of the ISS components. The parties met again on June 13, 2017. In August 2017,
ND received a letter from the DOJ claiming that ND made false and misleading statements during the course of price
negotiations and during the Defense Contract Auditing Agency audit which resulted in ND overcharging the United States for
the ISS components by approximately $88 million and asking for treble damages and penalties for a total demand of
approximately $264 million. ND has responded to the DOJ’s demand letter explaining its position that it has no liability in this
matter and outlining the bases for such position, and that ND intends to vigorously defend its position. ND and the DOJ
communicated between October 5, 2017 and December 8, 2017 to discuss their respective positions on both liability and
damages. On December 8, 2017, the parties agreed to the possibility of pursuing mediation.

On December 8, 2017, ND received another subpoena from the DOD IG which requested documents relating to ND's pricing of
the Mine Resistant Ambush Protected (“MRAP”) vehicle and its parts to the government for the period from January 1, 2006
through December 31, 2013. At this time, we are unable to predict the outcome of this matter, including whether a settlement
will be reached, 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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14. 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 Brazil engine operations which produce diesel engines 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. This segment also facilitates financing relationships in other countries to support our Manufacturing
Operations.

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
benefit (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 is 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, 2017
External sales and revenues, Net ..........ccceovveenenne... $ 5770 $ 2,369 $ 279 $ 142 $ 10 $ 8,570
Intersegment sales and revenues..............ccoeevenen.. 39 23 30 93 (185) —
Total sales and revenues, Net ........c.cceevveeuneene... $ 5809 $ 2392 $ 309 $ 235§ 175) $ 8,570
Income (loss) from continuing operations
attributable to NIC, net of taX .......ccoeevevvevveriennennen. $ 6) $ 616 $ @ 3 77 % 651) $ 29
Income tax eXpense..........cocveveerueeierieneenieeieeeenee — — — — 10) 10)
Segment profit (10SS)........cceeveieveievierieiiieiennas $ 6 $ 616 $ 7 S 77 S 641) $ 39
Depreciation and amortization...........c.cceeeereeruennee $ 137 § 11 S 13 $ 51 $ 11 $ 223
Interest EXPenSse......cueeveeerieeeiiieeiieeiie e — — — 86 265 351
Equity in income (loss) of non-consolidated
AffIlIAteS. ...veiiececeecec e 4 3 1) — — 6
Capital expenditures™ ............coccooviviiirrerresrnenn. 82 2 5 1 12 102
Corporate
Global Financial and
(in millions) Truck Parts Operations  Services™  Eliminations Total
Year Ended October 31, 2016
External sales and revenues, net ...........cccccoeveeueene.n.. $ 5271 $ 2398 $§ 206 $ 135§ 10 § 8,110
Intersegment sales and revenues.............cccceeveeneneen. 132 29 45 100 (305) 1
Total sales and revenues, net ...........ccccceevveune.. $ 5403 $ 2427 $ 341§ 235§ (295) $ 8,111
Income (loss) from continuing operations
attributable to NIC, net of taX ..........cccoeeeveeeverenennne. § (189) § 640 $ 21) $ 100 $ 627) $ 97
Income taxX EXPense........ceecvereerueerrenvenvenreenreenennnes — — — — (33) (33)
Segment profit (108S).......ccccveveeveeeeveeeeeeenenne. $§ (189) § 640 $ 21) $ 100 $ (594) $  (64)
Depreciation and amortization..............cccccccveuvnene... $ 129 § 13 % 18 3 50 $ 15 § 225
Interest eXpense........oecvevveriereerieeieiie e — — — 80 247 327
Equity in income (loss) of non-consolidated
AfFIlIALES. ..t 5 4 3) — — 6
Capital expenditures™ ..o, 97 2 4 2 11 116
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Corporate
Global Financial and
(in millions) Truck Parts Operations  Services”  Eliminations Total
Year Ended October 31, 2015
External sales and revenues, Net...........ccccvevveeveeueenenne. $ 7,055 $2475 $ 455§ 145 § 10 $10,140
Intersegment sales and revenues ..............ccoeveveeenenen. 158 38 51 96 (343) —
Total sales and revenues, Net...........cccoveeueeueenenen. $ 7213 $2513 § 506 $§ 241 $ (333) $10,140
Income (loss) from continuing operations -
attributable to NIC, net of taX........c.ccocveveveeereeennnnen. § (141) § 592 § 67) $ 98 $ (669) $ (187)
Income taxX EXPense ........cccvereerueeiueeiesieneenieeieene e — — — — 51 51
Segment profit (10SS) ......c.ccoeveeveveeveeeeeeieeeeenns $§ (141) $§ 592 § 67) $ 98 % (618) $ (136)
Depreciation and amortization ................ccoceevevenennnne. § 173§ 14 § 23§ 51 % 20§ 281
Interest EXPense .......cecvevverierieeriieieeie e — — — 74 233 307
Equity in income (loss) of non-consolidated affiliates 5 4 3) — — 6
Capital expenditures®™...........o.coooovvieoeeeeeeeeeeeen. 92 3 4 4 12 115
Corporate
Global Financial and
(in millions) Truck Parts Operations Services Eliminations Total
Segment assets, as of:
October 31, 2017......c..ccoiieiieeeeeeeeeeeee e $ 1,621 $§ 632 $ 378 $ 2,207 $§ 1,297 $§ 6,135
October 31, 2016......cciiieieieieieieeeeee e 1,520 594 407 2,116 1,016 5,653

(A) Total sales and revenues in the Financial Services segment include interest revenues of $165 million, $167 million, and $175 million for the years ended
October 31,2017, 2016, and 2015, respectively.
(B) Exclusive of purchases of equipment leased to others and liabilities related to capital expenditures.

No single customer accounted for more than 10% of consolidated sales and revenues for the years ended October 31, 2017,
2016 and 2015.

Sales and revenues to external customers classified by significant products and services were as follows:

For the Years Ended October 31,

(in millions) 2017 2016 2015
Sales and revenues:
THUCKS 1ttt ettt ettt et et be bbbt enbe e bt s $ 5706 § 5176 $ 6,845
PaTES <.ttt e e et e et e ea e eteeenteeenneas 2,177 2,216 2,399
ENIZINC. ettt sttt st e et 545 583 751
FINANCIal SETVICES ...eovvieiieiieieiiieit ettt ettt ettt steesse e b e sseesraesseeseenne s 142 136 145
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Information concerning principal geographic areas is presented as follows:

For the Years Ended October 31,

(in millions) 2017 2016 2015
Sales and revenues:
UNIEEA STATES vttt ettt et et e e e e e e e e e eae e e et et e s e seeeesseeaeeeeeaeseeeeeeeas $ 6344 § 6,186 $ 7,699
CANAAA ..ottt ettt bbbt et ebe et enbesaeesaeebe e s 708 604 774
IMIEXICO . e eutieutieuteeiteett et eteette et esbe e bt e st e e saesseesseesseessesssenseenseessesssessaenseenseessessaeseensennsens 708 575 653
BIAZIL ..ottt st st s 237 240 383
(013115 TR U PP 573 506 631

As of October 31,

(in millions) 2017 2016
Long-lived assets:"
UNTEEA SEALES ...ttt ettt et et e et e e et et e et e e e easeeaseaeeaaeenseeaseeaeeaeeaneenes $ 1,068 $ 999
(T T TSRS PRRRPP 11 20
IMIEXACO «utteuteeite et ettt ettt et et et a et e e e et s et e bt et e e at e s et e eh e e bt ea b e e at e s h e e bt et e en b e eate bt e b e e b e entesaeennean 226 202
23 172 | DRSPS PSRRI 90 103
(019115, OO PP SUPORPRUPP 9 8

(A) Long-lived assets consist of Property and equipment, net, Goodwill, and Intangible assets, net.

15. 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, 2017
and 2016, there was one share of Series B Preference stock with a par value of $1.00 per share authorized and outstanding.

At both October 31, 2017 and 2016, there were 70,182 shares 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.
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Common Stock

Changes in shares of common stock and treasury stock were as follows:

Common Treasury Shares
(in millions) Stock Stock Outstanding
Balance as of October 31, 2014 ... ..o 86.8 5.4 81.4
SHATES ISSUCH.....cviiiviitieie ettt ettt ettt ve e e et et ete e teese s e eaeeeaeeanas — 0.1 0.1
Shares aCqUITEM..........couieiieiieieeieete ettt ettt b e b e seesbeesbeesbeessesseesseennas — — —
Balance as of October 31, 2015 .. .cuiiiiiiieeee ettt 86.8 53 81.5
SHATES ISSUCH.....cuiiiiitieieeicee ettt ettt ettt be b e e tbeeteeebe et e enbeessesnseseennas — 0.1) 0.1
Shares ACQUITEA ........cecvieiieieeieiieie ettt ettt ettt te et e et e sbeenbeensesssesseenseenses — — —
Balance as 0f October 31, 2016.......oiiiuiiiiiiie et e e e 86.8 5.2 81.6
SHATES ISSUCH.....eviiiieiieiieieetecte ettt ettt et e e b e et e e seesbeesbeensesssesseenseensas 16.3 0.7) 17.0
ShATeS ACAUITEA ... .cuieuiiiieiieiieieciet ettt ettt besbeeseeneeseeseenis — 0.1 (0.1)
Balance as of October 31, 2017 ....uuuiiiiiiieeeeee e 103.1 4.6 98.5

On February 28, 2017, we consummated our previously announced strategic alliance with VW T&B, which included 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 VW T&B Stock Purchase Agreement, on February
28,2017 we issued and VW T&B purchased 16.2 million of our shares for an aggregate purchase price of $256 million at
$15.76 per share (an estimated 19.9% stake (16.6% on a fully-diluted basis) in the Company).

Additional Paid in Capital

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 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 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, 2016 .........c.ocveiiieieeeeeceeeeeee e $ 1 $ (280) $ (2,361) $ (2,640)
Other comprehensive income (loss) before reclassifications™ .............. (1) 3) 279 275
Amounts reclassified out of accumulated other comprehensive loss...... — — 154 154
Net current-period other comprehensive income (loss)................... (1) 3) 433 429
Balance as of October 31, 2017 ....c.ooviieeeeieceeee et S — 3 (283) $ (1,928) $ (2,211)

(A) Other comprehensive income before reclassifications for Defined Benefit Plans includes a $28 million intraperiod tax allocation and $8 million of
deferred tax assets.
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Unrealized Foreign
Gain on Currency Defined
Marketable Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31, 2015 ........coviuiieicieeeceeeeeeee e $ 1 S 287) $ (2,315 $ (2,601)
Other comprehensive income (loss) before reclassifications.................. — 7 (177) (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 .........cocvievieiiieieieieiecieee e $ 1 $ (280) $ (2,361) $ (2,640)
Unrealized Foreign
Gain on Currency Defined
Marketable Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31, 2014 ........coovivioeeeeeeeeeeeeeeeeeeeeeee e $ 1 $ (127) $ (2,137) $ (2,263)
Other comprehensive loss before reclassifications..............c.ccoevvevenienns — (160) (309) (469)
Amounts reclassified out of accumulated other comprehensive loss...... — — 131 131
Net current-period other comprehensive 10Ss.........ccccvevverieeiennnenne. — (160) (178) (338)
Balance as of October 31, 2015 ...c.ooiiviiiiieieieeeeeeeee e $ 1 $ 287) $ (2,315 $ (2,601)

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 2017 2016 2015
Defined benefit plans
Amortization of prior service benefit.... Selling, general and administrative expenses ..... $ — 5 1 3 4
Amortization of actuarial loss............... Selling, general and administrative expenses ..... 138 133 136
Settlements.......ccoeceeveerienieeieeienieienn, ReEStrUCtUIING ...covveiieiieieeieeeeee e 23 — —
Total before tax .......ccevveveeieriereeieeeeeeeeeeeenen 161 132 132
Income tax eXPense........cevvereerreerieerueeeeneeneeennes (@) ) ()
Total reclassifications for the period, net Of taX ........ccecvevieriiririiicieeeeeeee e $ 154 $ 131 $ 131
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, 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.

16. 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 income (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) 2017 2016 2015
Numerator:

Amounts attributable to Navistar International Corporation common stockholders:

Income (loss) from continuing operations, Net 0f taX ...........ceevevveieriererierise s $ 29 § o7 $ (187
Income from discontinued operations, Net Of taX .........cccevvevuieriiiiiieieiiee e 1 — 3
NEt INCOME (10SS) 1.evvieivetieieeeteeeeeetet ettt ettt ettt ettt e et ees et seas s eseanana $ 30 0§ (97 $ (184)
Denominator:

Weighted average shares outstanding:

BaASIC ..ttt s ettt ebe et neeneeneene 93.0 81.7 81.6
Effect Of dilUtiVe SECUITHIES. .....vevireieeeetieeieiieieieiete ettt saesessesbeeteeseeneesaens 0.5 — —
DIHIUERA. ..ttt n et neens 93.5 81.7 81.6
Earnings (loss) per share attributable to Navistar International Corporation:
Basic:
CONINUING OPETALIONS ......c.vieviveeeetceeeeeeteeeeee et te ettt e se et eaeeseeseseeteesenseseneseeseneeseas $ 031 $ (1.19) $ (2.29)
DiSCONtINUEA OPETALIONS .....vvivvievieiieietieeieeeeiteetestetesessestesteeseeseeseeseeseesessesessesseeseeseeseesaens 0.01 — 0.04
INEt INCOME (10SS) ..evvievrieeiieiiieiieie ettt et ete ettt steesteeaaeeteesteesteeseessestaesaeesseesseennees $ 032 $ (1.19) $ (2.25)
Diluted: -
CONUNUING OPETATIONS ....vvievvieerieeieieereeteeeteeteeeteereeseesseeseesseeseessesssesseeseesseessesssessseseesseas $ 031 $ (1.19) $ (2.29)
DiSCONtINUEd OPETALIONS ....c.vieuvieeieiietieieeteettete et eteetee et esteeaeesaessaesseeseensesssessaesseensenssens 0.01 — 0.04
NEt INCOME (LOSS) wv.vvvieveeeeeieeeeeeteee ettt ettt ettt et ene s eeene et eee et ensereenensenn $ 032 $ (1.19) $ (2.25

The conversion rate on our 4.5% Senior Subordinated Convertible Notes due 2018 (the "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 4.75% Senior Subordinated Convertible Notes due 2019 (the "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 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 and 2015, 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, 2017, 2016, and 2015, the aggregate shares not included were 13.9 million, 15.0
million, and 15.7 million, respectively.

In February 2017, we consummated our previously announced strategic alliance with VW T&B, which included an equity
investment in the Company by VW T&B pursuant to a Stock Purchase Agreement (the "Stock Purchase Agreement"), a License
and Supply Framework Agreement and a Procurement JV Framework Agreement.

Pursuant to the Stock Purchase Agreement, on February 28, 2017 we issued and VW T&B purchased 16.2 million of our
common stock for an aggregate purchase price of $256 million at $15.76 per share (a 19.9% stake (16.6% on a fully-diluted
basis)) in the Company, excluding stock issuance costs.

For the years ended October 31, 2017, 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.
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17. 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 plan was amended on February 11, 2015. 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, 2017, 2,344,455 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 through 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; (ii) 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 satisfy 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, 2017. 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 29,712 PSUs outstanding as of October 31,
2017 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. PSUs and DSUs awarded between February 19, 2013 and October 31, 2013 were issued under
the 2013 PIP.

* 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, 2017, 50,609
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

125



Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements—(Continued)

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,

2017 2016 2015
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 .... 2,835 § 38.89 2,886 § 3933 3,657 § 39.46
Granted.........ccovvevveriereeeeiee e 301 27.88 35 10.60 40 37.03
Exercised.......cocoevvevienieiiiiiecieeeee (325) 30.25 — (44) 25.68
Forfeited/eXpired.......o.v.rmerveererereeereee (403) 38.13 (86) 42.30 (767) 40.60

Options outstanding, at end of year .............. 2,408 38.81 2,835 38.89 2,886 39.33

Options exercisable, at end of year............... 2,073 40.72 2,695 39.29 2,407 40.27

The following table summarizes information about stock options outstanding:

Weighted Average Weighted
Remaining Average Aggregate
Shares Contractual Life Exercise Price Intrinsic Value
Range of Exercise Prices: (in thousands) (in years) (in millions)
$10.60 -8 3119 i 927 45 % 2770 $ 13.6
$31.20- 83932 e 841 1.5 37.09 4.6
$39.33 -8 68.65...eiiiieeeeeeeeee e 640 0.5 57.16 —
Options OutStanding.........cceeevveeviiverieneerieeie e 2,408
The following table summarizes information about stock options exercisable:
Weighted Average Weighted
Remaining Average Aggregate
Shares Contractual Life Exercise Price Intrinsic Value
Range of Exercise Prices: (in thousands) (in years) (in millions)
$10.60 -8 3119 i 603 2.1 % 2827 $ 8.5
$31.20- 83932 e 830 1.5 37.09 4.5
$39.33 -8 68.65. i 640 0.5 57.16 —

Options EXercisable.........cccevieeiiiiinienieieeiecieceeieee e 2,073

The weighted average grant date fair value of options granted during the years ended October 31, 2017, 2016, and 2015 was
$13.61, $5.15, and $13.70, respectively. The total intrinsic value of stock options exercised during the years ended October 31,
2017, 2016, and 2015 was $2.6 million, zero, and $0.2 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,

2017 2016 2015
RiISK-TIE€ INEETEST TALE ....o.vivicviceietieeieee ettt et re et s s eae s 1.9% 1.7% 1.6%
EXPected VOIALILILY .....ccvicvieeiiiieiieieieiei ettt ettt ene e 55.2% 56.8% 40.2%
EXpected e (IN YEAIS) ...cviiiiiiiiiiiciieie ettt ettt sbe e eaaesaaesreens 5 4.8 4.9
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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,

2017 2016 2015
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-....... — 8 — — S — 41 $ 24.13
Granted ........ocevveveeiereieieeeee 5 24.62 5 12.52 2 29.50
VEStEd oo, 5) 24.62 5) 12.52 (43) 24.38

Nonvested, at end of year ................. — — — — _ _

The aggregate grant date fair value of restricted stock vested during the year ended October 31, 2017 was $0.1 million,
compared to $0.1 million and $1.1 million during the years ended October 31, 2016 and 2015, 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

2017 2016 2015
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..... 613 $ 8.74 69 § 28.60 188 § 28.75
Granted.......cccooeveeireneiinenne 210 27.28 624 8.76 — —
VESEEd vvorreeeeeeeeeeeseeeeeeeeeee (204) 8.74 (66) 28.66 (114) 28.91
Forfeited ..., — — (14) 13.07 (5) 27.24

Nonvested, at end of year............ 619 1504 613 874 69 28.60

Cash-Settled RSUs
2017 2016 2015
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..... 817 § 13.95 498 $ 29.96 469 $ 33.00
Granted........ocoeeevieieieeeene 258 27.48 650 7.26 280 27.67
AV s T (456) 15.92 (231) 26.06 (190) 33.82
FOTfeited ..o, (32) 20.17 (100) 22.19 (61) 30.75

Nonvested, at end of year............... 587 18.02 817 13.95 498 29.96

The aggregate grant date fair value of RSUs vested during the years ended October 31, 2017, 2016, and 2015 was $9 million,
$8 million, and $10 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,

2017 2016 2015
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... 973 $ 3047 1,409 $  31.64 941 $ 35.41
Granted ........coocevenieiieeeee e — — — — 729 27.61
FOITRItEd oo (374) 35.09 (436) 34.22 (261) 33.99

Options outstanding, at end of year............. 599 27.59 973 30.47 1,409 31.64
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There were no performance-based stock options subject to service and performance conditions exercisable during the years
ended October 31, 2017, 2016, and 2015.

The weighted average grant date fair value of the performance-based stock options subject to service and performance
conditions granted during the year ended October 31, 2015 was $10.53. 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 Year
Ended October
2015
RISK-TTEE INEEIESE TALC......ecuviiititietecteetiete ettt ettt ettt st ettt st ese e st et e b e s s e s e ebeebeeseeseessessessessessessesessesbeeseessesseseens 1.4%
EXPECLEA VOIALIIIEY ....eouieeteieteeteete ettt ettt ettt et e st et et e e s e s s e s s e eseeseeseeseeneensensensanseeseeseeseeneeseeneans 42.9%
EXPECIEA 1110 (1N YEATS) ..cuvieutieiieiieeiieitieste ettt ettt et et e e bt et e e st e saeesbeesbeesbessseseenseessesssesseenseensesssesssenseensennsens 4.7

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,

2017 2016 2015
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... 567 $ @ 27.24 615 § 2724 670 § 2724
Exercised .....c..coovevveeieiiiiicieeeeee (130) 27.24 — — — —
FOTTEIted covvoorveoereeeeeeee e (6) 27.24 (48) 27.24 (55) 27.24

Options outstanding, at end of year............. 431 27.24 567 27.24 615 27.24

Options exercisable, at end of year.............. 431 27.24 567 27.24 — —

The total intrinsic value of stock options exercised during the year ended October 31, 2017 was $1.5 million.
Performance-based Stock Units

Performance-based stock units ("PUs") represent the right to receive one share of common stock ("share-settled PUs") or cash
equal to the value of one share of common stock ("cash-settled PUs") 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 PUs 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 PUs 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 PUs are classified as liabilities and are remeasured at each reporting date until settlement.
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The following tables summarize PUs activity for the years ended October 31:

Share-Settled PUs subject to Service and Performance Conditions

2017 2016 2015
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.................. — 3 — 244§ 28.73 292§ 28.48
Forfeited ........ccoovvieiiieieieieeee — — (244) 28.73 (48) 27.24

Nonvested, at end of year..........c.cceevveenenne. — — — — 244 28.73

Cash-Settled PUs subject to Service and Performance Conditions
2017 2016 2015
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 .................. 379 $§  30.63 434 § 3064 $ 221§ 3511
Granted ........coceoeveneeneeeeeeee — — — — 277 27.61
Forfeited........c.oovevveeiiiiiieieeecee, 159) 34.86 (55) 30.65 (64) 32.95

Nonvested, at end of year..............ccccovnnen. 220 27.59 379 30.63 434 30.64

Cash Settled PUs subject to Service and Market Conditions
2017 2016 2015
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 .................. 70 $ 50.52 172 $ 69.64 172 3 69.64
FOTfEited. .ovvvomveeeeeeeeeeeeeeeeeeeeeeee e, (70) 50.52 (102) 82.86 — —

Nonvested, at end of year............cocceecenuennee. — — 70 50.52 172 69.64

Total Share-Based Compensation Expense

Total share-based compensation expense for the years ended October 31, 2017, 2016, and 2015 was $25 million, $15 million

and $9 million, respectively. As of October 31, 2017, the minimum performance measures for fiscal years 2011 and 2012 cash-
settled PUs with a five-year performance period, fiscal year 2013 performance-based stock options and share-settled PUs, and
fiscal year 2014 performance-based stock options and cash-settled PUs were not met and no share-based compensation expense
was recorded. However, fiscal year 2015 performance-based stock options and cash-settled PUs 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, 2017, there was $20 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 one year.

We received cash of $12 million, zero, and $1 million during the years ended October 31, 2017, 2016 and 2015, respectively,
related to stock options exercised. We used cash of $13 million, $2 million, and $6 million during the years ended October 31,
2017, 2016, and 2015, respectively, to settle cash-settled RSUs. We did not realize any tax benefit from stock options exercised
for fiscal years 2017 and 2015. There were no stock options exercised in 2016.
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18. 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) 2017 2016 2015
Equity in income of affiliated companies, net of dividends
Equity in income of non-consolidated affiliates............cccccevieiiieieieieieicciene, $ 6) $ ) $ (6)
Dividends from non-consolidated affiliates...........ccccevereverinininieieeeeeee, 7 12 12
Equity in income of non-consolidated affiliates, net of dividends..................... $ 1 3 6 $ 6
Other non-cash operating activities -
Loss (gain) on sale of property and equipment...........cceecververeerieecienieneeneeieseeneens $ O $ 2 3 4
Loss on sale and impairment of repossessed collateral ..............cooveeeerieeiinenennnne. 7 6 2
Income from NoN-cash 1€aSES.........ccuiiiiiiiiiiiieiiieiie e (26) (20) (33)
Other non-cash operating ACtIVItIES .......ccvevrverieririeieeeieeeeieieeeee e $ 28) $ (12) $ (3%5)
Changes in other assets and liabilities -
Other CUITENT ASSELS......cueeviiuieeieeieiectectect ettt ettt ettt ettt e eteete s ess s e s e sseeseenas $ 19 $ 8 $ 4
Other NONCUITENT SSELS...c.vvieiiieitieeetiieiieeiteeeteeeteeeteeebeeebeesebeessbeeeaseessseessseesaseessseas 38) (11) 12
Other current HabIlitIes ........eevieeiiiieiieeiee ettt 35) (165) 79
Postretirement benefits lHabilities.........ccocoiiiiiiiiieiicie e (65) 47) 54)
Other NoNCUIrent Habilities .......cveiveiierierieeie et (62) (114) (135)
OTNET, NMET...iiiieietieie ettt ettt ettt e e et e et e etbesteesbeesseeasesaeesseessaessesssesseans @) (41) 25
Changes in other assets and Habilities ..........c.ccevieriirririieeieieeeieee e $ (226) $ (370) $ 77)
Cash paid during the year -
Interest, net of amounts capitalized ............ccocveivviiiviiieieiiieeceeee e $ 294§ 291 § 239
Income taxes, NEt OF TETUNAS .....ooovuviiiiiiiii e e 19 44 52
Non-cash investing and financing activities
Property and equipment acquired under capital 1€ases...........coooerieceereieienencnenne. $ — 3 13 2
Transfers to inventories from property and equipment for leases to others............... @) 27 @)
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19. Condensed Consolidating Guarantor and Non-guarantor Financial Information

The following tables set forth condensed consolidating balance sheets as of October 31, 2017 and 2016, and condensed
consolidating statements of operations and comprehensive income (loss) for the years ended October 31, 2017, 2016, and 2015,
and condensed consolidating statements of cash flows for the years ended October 31, 2017, 2016, and 2015.

The information is presented as a result of NI’s guarantee, exclusive of its subsidiaries, of NIC’s indebtedness under our Senior
Notes. NI is a direct wholly-owned subsidiary of NIC. None of NIC’s other subsidiaries guarantee these notes. The guarantee is
"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 the Senior Notes 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, 2017

Navistar, GUI:I(‘);I;tOI‘ Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Sales and revenues, Net ....................cccoeeevveeiieiieieieieeeeeenns S — 8 6,196 $ 5769 $§ (3,395 §$ 8,570
Costs of products SOld ........ccccecuveiivieiieciiciicieceee e — 5,412 4,966 (3,341) 7,037
Restructuring charges .........cocevvevvevieveneseeeceeeeeeeenens — 33 30) — 3
Asset impairment Charges............ccoceveveeieeiieieieieens — 7 6 — 13
All other operating expenses (iNCOME)...........ccververveennenn 113 1,005 393 (52) 1,459
Total costs and eXpenses..............ccoeveveerieenienienieneeneenns 113 6,457 5,335 3,393) 8,512
Equity in income (loss) of affiliates ...........ccccceeveveeeceeneennen. 143 194 3 (334) 6
Income (loss) before income taxes........c.cceeevveevreieereeeneennenn 30 (67) 437 (336) 64
Income tax benefit (EXPense) .......ccvevveeeereerieenieeieeeesreenens — 41 (51) — 10)
Income (loss) from continuing operations ...............c.c.e.v..... 30 (26) 386 (336) 54
Income from discontinued operations, net of tax................. — — 1 — 1
Net income (10SS) ..oovvrivieerieeiecieieeeeeee e 30 (26) 387 (336) 55
Less: Net income attributable to non-controlling interests .. — — 25 — 25
Net income (loss) attributable to Navistar International
COrporation..............c.ccoovivuieuiiiieieieieieeee e $ 30§ 26) $ 362 $ (336) $ 30
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Condensed Consolidating Statement of Comprehensive Income (Loss) for the Year Ended October 31, 2017

Navistar, Gul;ll(');l;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net income (10SS) ...ooveevieeieieieieieieieece e $ 30 $ 26) $ 387 $ (336) $ 55
Other comprehensive income (loss):
Foreign currency translation adjustment ......................... 3 — A3 3 A3)
Unrealized gain on marketable securities, net of tax....... 1) — — — 0))
Defined benefit plans, net of taX...........ccoecveeeieeeieiennnns 433 372 61 (433) 433
Total other comprehensive income (10Ss)..........cceevveeeeenenne. 429 372 58 (430) 429
Comprehensive income (10SS) ......cceevereerieeriieieeienieieennnn 459 346 445 (766) 484
Less: Net income attributable to non-controlling interests .. — — 25 — 25
Total comprehensive income (loss) attributable to
Navistar International Corporation ... § 459 § 346 § 420 §  (766) § 459
Condensed Consolidating Balance Sheet as of October 31, 2017
Non-
Navistar, Guarantor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Assets
Cash and cash equivalents.............cccceevieiiieieeereienene, $ 425 $ 93 $ 188 §$ — 8 706
Marketable SeCUTTtIeS........ceeeieieieierierieeie e 338 — 32 — 370
Restricted cash.........oocvevierierieiieieceeee e 16 8 110 — 134
Finance and other receivables, net...............ccoceveeeeeneennn. 1 223 2,055 90) 2,189
INVENTOTICS ... — 543 318 ) 857
Investments in non-consolidated affiliates....................... (6,892) 6,443 53 452 56
Property and equipment, N€t.........c.ccceeveerriereeieseenreennnns — 802 531 @) 1,326
GOOAWILL ..ot — — 38 — 38
Deferred taxes, Net..........coovvevveeoiieeie e — 5 124 — 129
OheT ..o 6 138 187 1 330
Total ASSELS .......ooviiiiiiiiiiieee e $ (6,106) $ 8255 §$ 3,636 $ 350 § 6,135
Liabilities and stockholders’ equity (deficit) -
DIEDL oo $ 2232 § 1,165 $§ 1,661 $ — 8§ 5,058
Postretirement benefits liabilities .........oooeeveveveeeeereeens — 2,461 94 — 2,555
Amounts due to (from) affiliates ............cccoeerveieieiennns (7,686) 10,937 3,303) 52 —
Other Habilities ........ccvevvevieiieiecieceeie e 3,926 (105) (662) (63) 3,096
Total liabilities..............cccooooiiiiiiiiiii e (1,528) 14,458 (2,210) an 10,709
Stockholders’ equity attributable to non-controlling
TIEETESE Lvvieiieiete ettt ettt ettt e eteeae e eeeesveesaeesseenne e — — 4 — 4
Stockholders’ equity (deficit) attributable to Navistar
International Corporation .............cceeeeeveevieeeeeieneerieennn 4,578) (6,203) 5,842 361 4,578)
Total liabilities and stockholders’ equity (deficit)............ $ (6,106) $ 8255 $§ 3,636 $ 350 $§ 6,135
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Condensed Consolidating Statement of Cash Flows for the Year Ended October 31, 2017

Navistar, Gulzj;);l;tor Eliminations

(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net cash provided by (used in) operating activities......... S 244) $ (247) $ 39 $ 639 $ 109
Cash flows from investing activities

Net change in restricted cash and cash equivalents......... — ?2) 20) — (22)

Net purchases of marketable securities ...............ccocu....... 311) — 13) — (324)

Capital expenditures and purchase of equipment leased

£0 OLHETS L. — (156) (83) — (239)

Other INVesting actiVities.........cevvvereerieecieiieiieceeieeeiene (250) 2 36 255 43
Net cash provided by (used in) investing activities.......... (561) (156) (80) 255 (542)
Cash flows from financing activities

Net borrowings (repayments) of debt............ccccveveenennen. 539 320 (168) (642) 49

Issuance of common stock, net of issuance costs............ 245 — 255 (255) 245

Other financing activities ...........ccocevveerireiieeeeereeeennene 11 59 (29) 3 44
Net cash provided by (used in) financing activities......... 795 379 58 (894) 338
Effect of exchange rate changes on cash and cash
QUIVALENES.......ooviiiiiiiiecc e — — A3 — A3

Decrease in cash and cash equivalents............c.ccoceueenne. 10) 24) (64) — 98)

Cash and cash equivalents at beginning of the year-........ 435 117 252 — 804
Cash and cash equivalents at end of the year .................. $ 425 $ 93 $ 188 $ — 706
Condensed Consolidating Statement of Operations for the Year Ended October 31, 2016

Non-
Navistar, Guarantor Eliminations

(in millions) NIC Inc. Subsidiaries and Other Consolidated
Sales and revenues, Net ...................ccoeovveveeeeveeiereeeeennne, $ — 3 5,926 $ 5432 $ (3,247) $ 8,111

Costs of products SOld ........ccceecvevierieriiecieiieiiereeie e — 5,358 4,628 (3,174) 6,812

Restructuring charges ...........ccovveverienenieneneceeeeeeeeens — 3 7 — 10

Asset impairment Charges............ocveecveveeriiecveseeneenieennn — 11 16 — 27

All other operating expenses (INCOME)............c.ceerereennes 101 862 398 (61) 1,300
Total costs and eXpenses..............c..ccveeeerieriieieeeesieereenes 101 6,234 5,049 (3,235) 8,149
Equity in income (loss) of affiliates .............cccceeveveeeneennne. 4 181 2 (181) 6
Income (loss) before income taxes.........coeeeeeeeereiereeeeenenne. 97) (127) 385 (193) (32)
Income tax benefit (EXPEnse) .......ccvevveeverreerieerieeieseenieennns — 20 (55 2 (33)
Income (loss) from continuing operations ...............c.c.o.v..... 97) (107) 330 (191) (65)
Income (loss) from discontinued operations, net of tax....... — — — — —
Net income (10SS) ..oveevieiieiieiieeie ettt 97) (107) 330 (191) (65)
Less: Net income attributable to non-controlling interests .. — — 32 — 32
Net income (loss) attributable to Navistar International
COrporation..................ocoveuioveiiieeeeeeeeeeeeeeeeee e $ o7 $ (107) $ 298 § (191) $ 97)
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Condensed Consolidating Statement of Comprehensive Income (Loss) for the Year Ended October 31, 2016

Navistar, Gulzj;);l;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net iNCOME (10SS) v.vvuvivvieeerieeeeeeeeeeeeeeee e $ 97 $ (107) $ 330 $ (191) $ (65)
Other comprehensive income (loss):
Foreign currency translation adjustment ...............cccc.... 7 — 7 @) 7
Defined benefit plans, net of taX..........ccccevevvieverienirennnne (46) 1 (47) 46 (46)
Total other comprehensive income (10SS)..........ccoeveveeeeenenne. (39) 1 (40) 39 (39)
Comprehensive income (10SS) .....cvevvereerierererenieieieeeeene (136) (106) 290 (152) (104)
Less: Net income attributable to non-controlling interests .. — — 32 — 32
Total comprehensive income (loss) attributable to
Navistar International Corporation ....................c........... $ (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.............c.ccocovveveevereevereenne. $ 435 § 117 $ 252 % — 3 804
Marketable SECUTTtICS.......ccverieieieieieieeie e 27 — 19 — 46
Restricted cash........coocooiiieieieieeeeeee e 16 6 90 — 112
Finance and other receivables, net.............cccovveeeveeeinns 1 171 1,883 (84) 1,969
TNVENLOTIES ..ottt — 639 313 () 944
Investments in non-consolidated affiliates ...................... (7,714) 6,253 57 1,457 53
Property and equipment, Net.............occevverrerereeeeeeeennnns — 669 580 (8) 1,241
GOOAWIIL ..o — — 38 — 38
Deferred taxes, NEt..........ocovvvviiiieiieie e — 10 150 1 161
OFNET ..ttt e 2 110 175 (2) 285
TOtAl ASSEES ... $ (7,235 $ 7975 $§ 3,557 § 1,356 $ 5,653
Liabilities and stockholders’ equity (deficit)
DIEDE ..t $ 1,965 $ 1,100 $ 1,841 $ 2§ 4904
Postretirement benefits liabilities ........ccocevvveiveeeevveerenns — 2,865 233 — 3,098
Amounts due to (from) affiliates ...........ccccoeeeevivvennrennnne (7,724) 10,709 (3,040) 55 —
Other LHabilities ........ccocvevieieieieieieecee e 3,822 (152) (665) o1) 2,944
Total liabilities...............cccocoeviiiiie (1,937) 14,522 (1,631) (8) 10,946
Stockholders’ equity attributable to non-controlling
L L] AU — — 5 — 5
Stockholders’ equity (deficit) attributable to Navistar
International Corporation ............c.ecvevevververereeeeeeeennns (5,298) (6,547) 5,183 1,364 (5,298)
Total liabilities and stockholders’ equity (deficit)............ $ (7235 %8 7975 $ 3,557 §$ 1,356 $§ 5,653
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Condensed Consolidating Statement of Cash Flows for the Year Ended October 31, 2016

Navistar, Gulzj;);l;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net cash provided by (used in) operating activities......... $ (106) $ 187 § 337§ (151) $ 267
Cash flows from investing activities
Net change in restricted cash and cash equivalents......... — 1 4 — 5
Net sales of marketable securities ..........ccoceeevrereeeeennene 85 — 28 — 113
Capital expenditures and purchase of equipment leased
£0 OLHETS L.ttt — (94) (154) — (248)
Other INVesting actiVities.........cecvveveerieecieiieiiesieeie e — 2 61 — 63
Net cash provided by (used in) investing activities.......... 85 o1 (61) — (67)
Cash flows from financing activities
Net repayments of debt..........ccocvevvevieviiviiiiiciieeeee — (82) (191) (69) (342)
Other financing activities ..........cccevevververererreeeeeeeneene — 22 (253) 220 (11)
Net cash provided by (used in) financing activities......... — (60) (444) 151 (353)
Effect of exchange rate changes on cash and cash
eqUIVALENTES ...t — — 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 3 252 $ — 3 804

Condensed Consolidating Statement of Operations for the Year Ended October 31, 2015

Navistar, Gul;ll?;l;tor Eliminations
(in millions) NIC Inc. Subsidiaries and Other Consolidated
Sales and revenues, Net...................ccceevoieeeieeeieieeeeeeeens $ — $ 7267 $ 7413 $ (4,540) $ 10,140
Costs of products sold..........cccevverierievienericeeeeeeeeee — 6,614 6,510 (4,454) 8,670
Restructuring charges ..........ccoocvveveveeciieciieieeeeeeee e — 50 26 — 76
Asset impairment charges.............cccocvevveviveiieeeeeeenans — 13 17 — 30
All other operating expenses (INCOME) ..........ccceerreeennne 88 1,054 399 (68) 1,473
Total costs and eXPenses...............cceeveevueecrerienieneeniennens 88 7,731 6,952 (4,522) 10,249
Equity in income (loss) of affiliates ............ccccoeceevrrreennne. (96) 225 2 (125) 6
Income (loss) before income taxes........ccceeeveeveeeereeerneennnns (184) (239) 463 (143) (103)
Income tax benefit (€XPense).......c.ccevververrerrereereeeeeeeenenes — 1 (52) — (628
Income (loss) from continuing operations...............c.ccveee... (184) (238) 411 (143) (154)
Income from discontinued operations, net of tax................. — — 3 — 3
Net iNCOME (10SS)...cuvevieeieiiiiieieieieieee e (184) (238) 414 (143) (151)
Less: Net income attributable to non-controlling interests.. — — 33 — 33
Net income (loss) attributable to Navistar
International Corporation.................c..c.ccoeeveveverenennnn. $ (184) $ (238) $ 381 $ (143) $ (184)
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Notes to Consolidated Financial Statements—(Continued)

Condensed Consolidating Statement of Comprehensive Income (Loss) for the Year Ended October 31, 2015

Navistar, Gul'jro:l;tor Eliminations

(in millions) NIC Inc. Subsidiaries and Other Consolidated
Net inCOME (10SS).....vivviviieeeeereeeeeeeeeeeeeeeeeeeeee e $ (184) $ (238) $ 414 § (143) $ (151)
Other comprehensive income (loss):

Foreign currency translation adjustment ........................ (160) — (160) 160 (160)

Defined benefit plans, net of taX..........ccccceevevviereenirennnne (178) (192) 14 178 (178)
Total other comprehensive income (10Ss)..........ccceeveeveeneene. (338) (192) (146) 338 (338)
Comprehensive income (10SS) .....oovevverierierenieineeieieeenns (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 Statement of Cash Flows for the Year Ended October 31, 2015

Navistar, Gulz\tll(‘);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 “4) 43 — 42
Net sales of marketable securities..........ccccoeevererencnens 266 — 180 — 446
Capital expenditures and purchase of equipment leased
T0 OLNETS ..oovviiii e — (82) (116) — (198)
Other investing aCtiVities .........cecvevververiererereeeeeeeeeene — 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..........ccccceveeneenne. 2) (38) (113) 268 115
Other financing activities..........ccevververenerenenereneene 1 (35) (108) 125 (17)
Net cash provided by (used in) financing activities ........ 1) (73) (221) 393 98
Effect of exchange rate changes on cash and cash
EQUIVALENES ......ooiiiiiiiiiieiiciece e — — (45) — (45)
Increase in cash and cash equivalents.............c.ccoeueeeeee. 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

137
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Notes to Consolidated Financial Statements—(Continued)

20. 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) 2017 2016 2017 2016
Sales and TEVENUES, NEL ........ocueeiieiiieie ettt $ 1663 $ 1,765 $ 2,096 $ 2,197
Manufacturing gross margin®............co.cooeivvieieeeeeeeeeeeeeee e 259 264 287 319
Amounts attributable to Navistar International Corporation common
shareholders:
Income (loss) from continuing operations, net of taX .........cceeceveveereeeeennnne. $ 62) $ 33) % 80) $ 4
Income (loss) from discontinued operations, net of taX........ccocceevveevieevieneenne. — — — —
NEet INCOME (0SS) cuveeurieeriieieiiieiieie ettt ettt steeste et e e e sseesseenaeenae e $ (62) $ (33) § 80) $ 4
Earnings (loss) per share attributable to Navistar International Corporation:
Basic:
Continuing operations™ .............cccooooviiivireeeeeeseceeeeeeeeeeee e $ (0.76) $ (040) $ (0.86) $ 0.05
Discontinued operations™ .............c.cooooviioieoieeeeeeeeeeeee e, — — — —
$ (0.76) § (0.40) $ (0.86) $ 0.05
Diluted: -
Continuing 0perations™ ..o $ (0.76) $ (0.40) $ (0.86) $  0.05
Discontinued operations'™ ...............coocoooiiireiieeeeeeeeeeee e, — — — —
$ (0.76) § (0.40) $ (0.86) $ 0.05
Market price range-common stock: -
5 T | USRS $ 3346 $ 1521 $ 2953 $§ 16.39
LOW et et 22.36 5.78 22.89 6.24
Third Quarter Ended Fourth Quarter Ended
July 31, October 31,
(in millions, except for per share data and stock prices) 2017 2016 2017 2016
Sales aNd TEVENUES, NET .....ocvviuvieiiieeeecee ettt eesee e eeenns $ 2213 § 2,086 $ 2,598 §$§ 2,063
Manufacturing gross margin..............co.oouooviveeieoeeeeeeeees oo 375 295 470 286
Amounts attributable to Navistar International Corporation common
shareholders:
Income (loss) from continuing operations, net of tax ........ccccevvverierieeriennenne. $ 36 $ (34) $ 135§ (34)
Income from discontinued operations, net of taX.........cccooevuererenenieeeeenes 1 — — —
NE INCOME (LOSS) 1.vvvirririeriierietisietietesi ettt ettt ere st ese s b eseesessesesesaens $ 37 3 (34 8 135 $ (34)
Earnings (loss) per share attributable to Navistar International Corporation:
Basic:
Continuing operations™ ..o S 037 § (042) $ 1.37 $ (0.42)
Discontinued operations'™ ..............coccooiviiiiieeeeeeeeeeee e, 0.01 — — —
$ 038 § (042 8 137 §  (042)
Diluted: -
Continuing operations™ .............cccoooooviieireoeeeeeeeeee e $ 037 § (042) $ 136 $ (0.42)
Discontinued operations'™ .............c.cooooviioieiieeeeeeeeeeeee e 0.01 — — —

. $  (042)

Market price range-common stock:

$

15.77
10.30

(A) Manufacturing gross margin is calculated by subtracting Costs of products sold from Sales of manufactured products, net.

136 § (042)

4547 § 24.04
29.53 11.59

(B) Earnings per share in each quarter is computed using the weighted-average number of shares outstanding during that quarter while earnings per share for
the full year is computed using the weighted-average number of shares outstanding during the year. Thus, the sum of the four quarters earnings per share

may not equal the full year earnings per share.
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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, 2017. Based on that evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that, as of October 31, 2017, our disclosure controls and procedures were effective.

(b) Changes in Internal Control over Financial Reporting

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 quarter ended October 31, 2017 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:

*  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, 2017 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, 2017.

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, 2017. Their report appears in
this Annual Report on Form 10-K.

Item 9B. Other Information

None.
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PART III

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 2018 annual
meeting of stockholders scheduled to be held February 13, 2018 (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 "/ndependent
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.........ccccciiiirieiiiiiiieiiesieee ettt sae e seeesneens E-1
4)* Instruments Defining Rights of Security Holders, including Indentures ...........cccoccceceneincnccnenen E-2
(10)* IMALETTIAL COMNITACES ..vvivtiieietteteeie ettt et eete et e ste e bt e b e et e steesbeesbeenseeseeseeesseensaensesseesseenseensaensesseenseens E-3
(11)* Computation of Earnings (Loss) Per Share (incorporated by reference from Note 16. Earnings

(Loss) Per Share Attributable to Navistar International Corporation, to the accompanying

consolidated financial StAtEMENTS) .......c.eccvieiieiiiiieiiieie ettt ettt e e et beebe b eseesreenae e 130
(12)* Computation of Ratio of Earnings to Fixed Charges ..........ccoocveviieienienienieieeeeceeieeie e E-10
2D)* Subsidiaries of the REGISTIANL .........c.eoiiiiieieieieie ettt e e sae e e E-11
(23.1)* Consent of Independent Registered Public Accounting Firm ...........cccovvevieviiniieniinieniieieeeecee E-12
(24)* Lo e T AN A0} 01 1<) PSR SRUS S P E-13
(BL.1)* CEO Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 .........cccccvevvereiennenne. E-14
(31.2)* CFO Certification pursuant to Section 302 of the Sarbanes-Oxley Act 0f 2002 .........ccoveveererennne. E-15
(32.1)* CEO Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 ........c.ccevvevvencnnenne. E-16
(32.2)* CFO Certification pursuant to Section 906 of the Sarbanes-Oxley Act 0f 2002 .........ceevveeveverennenne. E-17
(99.1) Additional Financial Information (Unaudited) ...........ccceeeiiriiiieniiiiiiieiiesieeieeeeseseeie e E-18
(101.INS)*  XBRL INStance DOCUMENL ......c.cciiiuiiiiieieiiesiieite e eee st eteereeeaesreesseesessaessaesseesseensesssessaesseensesssessnes N/A
(101.SCH)*  XBRL Taxonomy Extension Schema DOCUMENL ............ccoviiiinieiiinieiiiiecneeeeeeeiee e N/A
(101.CAL)* XBRL Taxonomy Extension Calculation Linkbase Document...........c.cceccoererinerinenienenenenenenn N/A
(101.LAB)* XBRL Taxonomy Extension Label Linkbase DOCUMENL...........ccoevieriiriiriiriiiieieieieeeee e N/A
(101.PRE)*  XBRL Taxonomy Extension Presentation Linkbase Document ............ccccocererineriniiienencnencnenn, N/A
(101.DEF)*  XBRL Taxonomy Extension Definition Linkbase Document...............coccooeiiriniininienieieeee e N/A

* Indicates exhibits not included within this 2017 Annual Report to Shareholders. These exhibits were included within our Annual Report on Form 10-K for
the year ended October 31, 2017, which was filed on December 19, 2017.

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, 2017.

Item 16. Summary

None.

141



SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

NAVISTAR INTERNATIONAL CORPORATION
(Registrant)

/s/  SAMARA A. STRYCKER
Samara A. Strycker
Senior Vice President and Corporate Controller
(Principal Accounting Officer)

December 19, 2017

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

Chairman, President,

fs/ TROY A CLARKE Chief Executive Officer

December 19, 2017

/s/

Troy A. Clarke

WALTER G. BORST

/s/

Walter G. Borst

SAMARA A. STRYCKER

Samara A. Strycker

(Principal Executive Olfficer)

Executive Vice President and
Chief Financial Officer
(Principal Financial Officer)

Senior Vice President and
Corporate Controller
(Principal Accounting Officer)

December 19, 2017

December 19, 2017

/s/ JOSE M. ALAPONT Director December 19, 2017
Jose M. Alapont

/s/  STEPHEN R. D'ARCY Director December 19, 2017
Stephen R. D'Arcy

/s/ JEFFREY A. DOKHO Director December 19, 2017
Jeffrey A. Dokho

/s/ MATTIAS R. GRUNDLER Director December 19, 2017

Mattias R. Griindler

/s/ VINCENT J. INTRIERI Director
Vincent J. Intrieri

December 19, 2017

/s/ DANIEL A. NINIVAGGI Director
Daniel A. Ninivaggi

December 19, 2017

/s/ STANLEY A. MCCHRYSTAL Director
Stanley A. McChrystal

December 19, 2017

/s/ MARK H. RACHESKY Director December 19, 2017
Mark H. Rachesky
/s/  ANDREAS RENSCHLER Director December 19, 2017

Andreas Renschler

/s/ MICHAEL F. SIRIGNANO Director
Michael F. Sirignano

December 19, 2017

/s/  DENNIS A. SUSKIND Director
Dennis A. Suskind

December 19, 2017
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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 8, 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 (used in) 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, 2017

Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Operations
Sales of manufactured products..............cooevveieveiieeeieeeene, $ 8,428 $ — 3 — 8 8,428
FINance reVeNUES .........c.ccceevvieviieiieiiecreeereeieeee ettt — 235 93) 142
Sales and revenues, Net..............c.....ocoveveevvieeiiieeeeeieeeeene 8,428 235 93) 8,570
Costs of products SOId.........c.coeevviiivieiiieiicieceece e 7,037 — — 7,037
Restructuring charges ..........coceecvevieiienieiecieceeeee e 3 — — 3
Asset impairment Charges.............ocveveeeeeeierierierieniereseee e 13 — — 13
Selling, general and administrative eXpenses..........c.ccceeveenveeen. 797 83 2) 878
Engineering and product development coSts ...........ccceerieuennenne 251 — — 251
TNEETESt EXPENSE ..cvvievvieiiciiecieeie ettt 269 86 “) 351
Other (INCOME) EXPENSE, NCL.....cveviverirrieriereeiiereeieeerere e 77 a1 87 (21)
Total costs and eXPenses ...............cccoeeveveerrieiieieeeenreeneenn.s 8,447 158 93) 8,512
Equity in income of non-consolidated affiliates......................... 6 — — 6
Income (loss) before equity income from financial services
operations and INCOME tAXES.......c.ccverreerreerieeieirieireereeieereeereenns a3) 77 — 64
Equity income from financial services operations...................... 62 — (62) —
Income from continuing operations before income taxes........... 49 77 (62) 64
Income tax benefit (EXPenSse)......c.cvueveerreerieeierierieeieeiesreeseeenns 5 as) — (10)
Income from continuing OpPerations...........ceceevverververrerrerresnennnn. 54 62 (62) 54
Income from discontinued operations, net of tax ....................... 1 — — 1
INEE INCOME ...ttt et et eve e et evee e eas 55 62 (62) 55
Less: Income attributable to non-controlling interests........... 25 — — 25
Net income attributable to Navistar International
COrPoOration ...........coooviviiiiiieicieieeeee e $ 30 $ 62 $ 62) $ 30
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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.............ccoceevevieivieieinieieieinnn $ 7,976 $ — 3 — 3 7,976
FINance reVeNUES .........c.cccvevuieriieiieiiesiiecieete et — 235 (100) 135

Sales and revenues, Net....................ccovveeeevvieeieieeeeeineeeenns 7,976 235 (100) 8,111
Costs of products SOId.........c.ccceeviieviieiiieiecieceeeee e 6,812 — — 6,812
Restructuring charges ..........coceevevieiieniieieciecceeeeee e 10 — — 10
Asset impairment Charges..........coevvevveeereerieeieeieereeere e 27 — — 27
Selling, general and administrative eXpenses............ccceeveenvnen. 723 81 2) 802
Engineering and product development oSt ...........cceerveurnnenne 247 — — 247
TNEETESE EXPENSE ..vvieevieieciieieeie ettt 256 80 9 327
Other (INCOME) EXPENSE, NCL.....cverirererreeriereeieeereieierere e eeeens 39 (26) (89) (76)

Total costs and eXPenses ...............ccceecveveerierieeieeeenreeneenns 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 ......cvevvieereerieieieieierieeneeeee e (132) 100 — (32)
Equity income from financial services operations...................... 67 — ©67) —
Income (loss) from continuing operations before income taxes. (65) 100 67) (32)
TNCOME taX EXPENSE....ecvvivierieieeiieetiesieeieeteeiee st re e eeseeesreens — (33) — (33)
Income (loss) from continuing operations...............ccceeveeveruennene. (65) 67 (67) (65)
Income from discontinued operations, net of tax ....................... — — — —
Net iNCOME (10SS) ..uvviuriieiiieiieeieeieeie et (65) 67 (67) (65)

Less: Income attributable to non-controlling interests........... 32 — — 32
Net income (loss) attributable to Navistar International
COrporation ..............c.ccooveuiiviiieierieeieeeeeeteeee e $ o7 $ 67 $ 67) $ 97)
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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.............ccoceevevieivieieinieieieinnn $ 9,995 $ — 3 — 3 9,995
FINance reVeNUES .........c.cccvevuieriieiieiiesiiecieete et — 241 (96) 145

Sales and revenues, Net....................ccovvereevneeeeeieeeeeieeeeenns 9,995 241 96) 10,140
Costs of products SOId.........c.ccceevviiviieiiieieeieeeeeee e 8,670 — — 8,670
Restructuring charges ..........coceeevivieiieniieieeiecceeee e 75 1 — 76
Asset impairment Charges..........cceveeiveecreerieeieeeeereeeie e 30 — — 30
Selling, general and administrative eXpenses............cccceeveenvennen. 820 91 3) 908
Engineering and product development CoSts ...........cceerveernnenne 288 — — 288
TNEETESE EXPENSE ..cvvievvieieciiecieeie ettt 243 74 (10) 307
Other (INCOME) EXPENSE, NCL.....cvevirerirrieriereeiieeeeieierere e eeeens 76 (23) (83) (30)

Total costs and eXPenses ...............ccceeveeeeeriienieeieeeenreereennns 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 ......c.eevieuerereieieieieieieriesieeee e (201) 98 — (103)
Equity income from financial services operations...................... 71 — (71) —
Income (loss) from continuing operations before income taxes. (130) 98 (71) (103)
TNCOME taX EXPENSE....ecvvivierieieeiieetieiteeteeieeeesteete e eae s esreens 24) 27 — (&)
Income (loss) from continuing operations..............c.cceeveevereennene. (154) 71 (71) (154)
Income from discontinued operations, net of tax ....................... 3 — — 3
Net iNCOME (10SS) ..uvviuviieriieieeieeeieeee et (151) 71 (71) (151)

Less: Income attributable to non-controlling interests........... 33 — — 33
Net income (loss) attributable to Navistar International
COrporation ................ccooveieviieeieriieiieeeet e $ (184) $ 71 $ (71) $ (184)
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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, 2017

Financial
Manufacturing Services Consolidated

(in millions) Operations Operations Adjustments Balance Sheet
Assets
Cash and cash equivalents ...........cccoccevverieniece i $ 666 40 $ — 8 706
Marketable SECUTILICS ......cceveveieieieeiecieeie e 370 — — 370
Restricted cash .......cccooieiieiieiecieeee e 24 110 — 134
Finance and other receivables, net............cccceeevievvieiecieeneene. 404 1,854 (69) 2,189
TNVENLOTICS. ...ttt re e e 850 7 — 857
GOOAWILL ..ot 38 — — 38
Property and equipment, N€t.........c..cceeveeieirienrieieeieeeeere e 1,083 243 — 1,326
Investments in and advances to financial services operations... 517 — (517) —
Investments in non-consolidated affiliates..............cccccveeveennenne. 56 — — 56
Deferred taxes, Nt ........cccovviiiieiiiiiiee et 125 4 — 129
Oher @SSELS ....ovievieeieiieiieieiei ettt 312 18 — 330

TOtAL ASSELS ..ot $ 4,445 2,276 $ (586) $ 6,135
Liabilities and stockholders' equity (deficit)
Accounts Payable ..........c.cveiiieiiiiieieeceee e $ 1,330 31 $ ©9) $ 1,292
DIEDE i 3,407 1,651 — 5,058
Postretirement benefits liabilities.........ccccceovvvvieiiviieiiiiiieeieeee. 2,556 — — 2,556
Other HabIlItES. .......veiievieieieeeee e 1,726 77 — 1,803
Total liabilities ................cccooveevieiiiiiciec e, 9,019 1,759 (69) 10,709
Stockholders' equity attributable to non-controlling
IEETEST......ioiiiiiieie e 4 — — 4
Stockholders' equity (deficit) attributable to controlling
INEETEST......ooiiiiiiiiice e e (4,578) 517 (517) (4,578)

Total liabilities and stockholders' equity (deficit) ............ $ 4,445 $ 2,276 $ (586) $ 6,135
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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 ...........cccoccevverieniece i $ 761 43 — 3 804
Marketable SECUTILICS ......cceveveieieieeiecieeie e 39 7 — 46
Restricted cash .......cccooieiieiieiecieeee e 22 90 — 112
Finance and other receivables, Net.......ccccveevevueeiveoiieeeeeeeeeenennn. 292 1,952 (275) 1,969
TNVENLOTICS. ...ttt re e e 930 14 — 944
GOOAWILL ..ot 38 — — 38
Property and equipment, N€t.........c..cceeveeieirienrieieeieeeeere e 980 261 — 1,241
Investments in and advances to financial services operations... 466 — (466) —
Investments in non-consolidated affiliates..............cccccveeurenne.ne. 53 — — 53
Deferred taxes, NEt........cccouviiivuiiiieiee e 157 4 — 161
Oher @SSELS ....ovievieeieiieiieiieieiet ettt 265 20 — 285

Total ASSES ... $ 4,003 2,391 (741) $ 5,653
Liabilities and stockholders' equity (deficit)
ACCOUNtS PAYADIE ........oviviivieieieeeeeeeeeeeeeee e $ 1,345 43 (275) $ 1,113
DIEDL . 3,096 1,808 — 4,904
Postretirement benefits liabilities..............cocoeeeveeiiieieeceeene, 3,098 — — 3,098
Other Habilities.........cveieieieiiieciececeee e 1,757 74 — 1,831
Total liabilities..............cccooeviririie e 9,296 1,925 (275) 10,946
Stockholders' equity attributable to non-controlling
INEETEST......ooiiiiiecee e 5 — — 5
Stockholders' equity (deficit) attributable to controlling
INEETEST......ooviiiiiiiiee e (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 Cash Flows
Navistar International Corporation

(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2017

Condensed
Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Cash Flows
Cash flows from operating activities
Net inCoME (10SS)...cuviviiiiiiiieiieeeeeeeeee et $ 55§ 62 $ 62) $ 55
Adjustments to reconcile net income (loss) to cash provided by
(used in) operating activities:
Depreciation and amortization............ceccverveerieevesieseesieenens 148 2 — 150
Depreciation of equipment leased to others...........c.ccccveeenee. 24 49 — 73
Amortization of debt issuance costs and discount.................. 37 12 — 49
Deferred INCOME taXeS .......coveeveevieiieeieereeeieeie et 3 A3 — 6)
Asset impairment Charges.........cocveeviieeriereeciecieciese e 13 — — 13
Gain on sales of investments and businesses, net................... Q) — — Q)
Equity in income of non-consolidated affiliates..................... 6) — — 6)
Equity in income of financial services affiliates..................... (62) — 62 —
Dividends from financial services operations.............c.cc.c..... 8 — ®) —
Dividends from non-consolidated affiliates...............cccueennnn. 7 — — 7
Change in intercompany receivables and payables................. (106) 106 — —
Other, NEL ..o (100) 121) — (221)
Net cash provided by (used in) operating activities........... 10 107 ®) 109
Cash flows from investing activities
Purchases of marketable securities.............ccoeeeveeevieveeeieeeeeneennenn (1,011) — — (1,011)
Sales of marketable SECUTTHIES ........eoveveeieiieieiee e 652 7 — 659
Maturities of marketable SECUTItIES .........c.covevverreerieieirerieierieeans 28 — — 28
Net change in restricted cash and cash equivalents..................... ?2) (20) — (22)
Capital expenditures ...........ccceevueerieiieiieriee e ee e (101) 1) — (102)
Purchase of equipment leased to others...........ccoocevvvviieieiennne (84) (53) — 137)
Other INVeStiNg aCtIVILIES ....cceevveerieeieiiesieie e 29 14 — 43
Net cash used in investing activities .................c.ccooceeeene (489) (53) — (542)
Net cash provided by (used in) financing activities ........... 389 59) 8 338
Effect of exchange rate changes on cash and cash
EQUIVALENES ... ...t o) 2 — A3)
Decrease in cash and cash equivalents....................cccccoeeen. 95) A3) — (98)
Cash and cash equivalents at beginning of the year.............. 761 43 — 804
Cash and cash equivalents at end of the year ....................... $ 666 $ 40 $ — 9 706
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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 (L0SS)...viveeririeieeicieeeeiieeet ettt $ 65) $ 67 $ 67) $ (63)
Adjustments to reconcile net income (loss) to cash provided by
(used in) operating activities:
Depreciation and amortization............ceeverueecieevenrereesiennens 144 2 — 146
Depreciation of equipment leased to others............cccveeenene. 31 48 — 79
Amortization of debt issuance costs and discount.................. 24 13 — 37
Deferred INCOME taXeS ........cveeveeeuieiiieieereeereeee e (13) 4 — 9
Asset impairment Charges.........ooeeeviieereereeciecieciesie e 23 4 — 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 operations.................. (67) — 67 —
Dividends from financial services operations......................... 220 — (220) —
Dividends from non-consolidated affiliates.............c.ccccoeeeenee. 12 — — 12
Change in intercompany receivables and payables................ (74) 74 — —
Other, NET ..o (175) 219 — 44
Net cash provided by (used in) operating activities........... 56 431 (220) 267
Cash flows from investing activities
Purchases of marketable securities.............ccoeeevveevievieeveeeeeeneennnnn (485) — — (485)
Sales of marketable SECUTTHIES ........cveveerieieieieeee e 539 16 — 555
Maturities of marketable SECUTTtIES ........ccevereriirireierieieeeeee 43 — — 43
Net change in restricted cash and cash equivalents..................... 1 4 — 5
Capital expenditures ...........ccceevveeeieeieiiesiere e (114) 2) — (116)
Purchase of equipment leased to others...........ccoccevvvveiecienennnns (20) (112) — (132)
Other INVEStiNg aCtIVItICS .....ccveervieriieieeieeiesie e eeesee e 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
EQUIVALEIES .....ooviiiiiiiiie e 28 17 — 45
Increase (decrease) in cash and cash equivalents .................. (116) 8 — (108)
Cash and cash equivalents at beginning of the year............... 877 35 — 912
Cash and cash equivalents at end of the year ....................... $ 761 $ 43 3 — $ 804

E-24



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

Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Operations
Cash flows from operating activities
Net iNCOME (L0SS)...viveeririeieeicieeeeiieeet ettt $ (151) $ 71 $ (71) $ (151)
Adjustments to reconcile net income (loss) to cash provided by
(used in) operating activities:
Depreciation and amortization............ceeverueecieevenrereesiennens 203 2 — 205
Depreciation of equipment leased to others............cccveeenene. 28 48 — 76
Amortization of debt issuance costs and discount.................. 24 13 — 37
Deferred INCOME taXeS ........cveeveeeuieiiieieereeereeee e (16) 2) — (18)
Asset impairment Charges.........coceeeviieerierieecieciesiesie 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...............ceeue..n. 125 — (125) —
Dividends from non-consolidated affiliates...............cccoeue.... 12 — — 12
Change in intercompany receivables and payables................. (16) 16 — —
OLher, NET ... (59) (80) — (139)
Net cash provided by (used in) operating activities........... 98 73 (125) 46
Cash flows from investing activities
Purchases of marketable securities...........cccccvevvreeiieieseeseenieennenn (887) — — (887)
Sales of marketable SECUTITHES ..........cvevvvviieeeiieieiieecee s 1,244 3 — 1,247
Maturities of marketable SECUTItieS .........ccoververeereiririeiieieieeane 86 — — 86
Net change in restricted cash and cash equivalents..................... 1 43 — 42
Capital eXPenditures .........ccuevveruererieieeeieiereeseesre e ere e eeennens (111) 4) — (115)
Purchase of equipment leased to others...........cccccvevevveneenieennnne 1 (84) — (83)
Acquisition of iINtan@ibles...........ceovvuivierienieniceee e “) — — “)
Other INVeStiNg aCtIVILIES ....ccueevieieiieiieeieie e 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
QUIVALEIES ..ottt (70) 25 — 45)
Increase (decrease) in cash and cash equivalents ................... 437 (22) — 415
Cash and cash equivalents at beginning of the year............... 440 57 — 497
Cash and cash equivalents at end of the year ....................... $ 877 $ 35 8 — $ 912
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