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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

FORM 10-Q

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

For the quarterly period ended September 29, 2018

OR

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

For the transition period from to

Commission File Number: 000-19406

Zebra Technologies Corporation

(Exact name of registrant as specified in its charter)

Delaware 36-2675536

(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)

3 Overlook Point, Lincolnshire, IL 60069

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (847) 634-6700

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 y No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if

any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required

to submit and post such files). Yes y No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

LEINTS

smaller reporting company, or an emerging growth company. See definition of “large accelerated filer”, “accelerated
filer”, “smaller reporting company”, and “emerging growth company” in Rule 12b-2 of the Exchange Act.
Large accelerated filery Accelerated filer -
Non-accelerated filer ~ (Do not check if smaller reporting company) 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 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 Exchange

Act). Yes " Noy

As of October 30, 2018, there were 53,804,526 shares of Class A Common Stock, $.01 par value, outstanding.
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PART I - FINANCIAL INFORMATION

Item 1.Consolidated Financial Statements

ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In millions, except share data)

September 29, December 31,

2018 2017
(Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 45 $ 62
Accounts receivable, net of allowances for doubtful accounts of $3 million as of 575 479
September 29, 2018 and December 31, 2017
Inventories, net 493 458
Income tax receivable 37 40
Prepaid expenses and other current assets 51 24
Total Current assets 1,201 1,063
Property, plant and equipment, net 251 264
Goodwill 2,496 2,465
Other intangibles, net 260 299
Long-term deferred income taxes 91 119
Other long-term assets 101 65
Total Assets $ 4,400 $ 4,275
Liabilities and Stockholders’ Equity
Current liabilities:
Current portion of long-term debt $ 71 $ 51
Accounts payable 498 424
Accrued liabilities 285 296
Deferred revenue 199 186
Income taxes payable 52 43
Total Current liabilities 1,105 1,000
Long-term debt 1,829 2,176
Long-term deferred revenue 161 148
Other long-term liabilities 92 117
Total Liabilities 3,187 3,441

Stockholders’ Equity:
Preferred stock, $.01 par value; authorized 10,000,000 shares; none issued — —
Class A common stock, $.01 par value; authorized 150,000,000 shares; issued 72,151,857 1
shares

Additional paid-in capital 282 257
Treasury stock at cost, 18,349,215 and 18,915,762 shares at September 29, 2018 and

December 31, 2017, respectively (614 ) (620 )
Retained earnings 1,573 1,248
Accumulated other comprehensive income (loss) (29 ) (52 )
Total Stockholders’ Equity 1,213 834

Total Liabilities and Stockholders’ Equity $ 4,400 $ 4,275

See accompanying Notes to Consolidated Financial Statements.
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ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(In millions, except share data)

(Unaudited)
Three Months Ended Nine Months Ended
Septemtiaiz®mber 30, Septembeéte@flember 30,
2018 2017 2018 2017
Net sales:
Tangible products $959 §$ 810 $2,687 $ 2,324
Services and software 133 125 394 372
Total Net sales 1,092 935 3,081 2,696
Cost of sales:
Tangible products 495 420 1,368 1,207
Services and software 92 86 271 248
Total Cost of sales 587 506 1,639 1,455
Gross profit 505 429 1,442 1,241
Operating expenses:
Selling and marketing 120 113 361 336
Research and development 113 96 323 291
General and administrative 75 71 239 214
Amortization of intangible assets 25 49 71 151
Acquisition and integration costs 6 4 8 50
Exit and restructuring costs 4 5 9 10
Total Operating expenses 343 338 1,011 1,052
Operating income 162 91 431 189
Other (expenses) income:
Foreign exchange (loss) gain (1 ) 1 (5 ) 2
Interest expense, net (18 ) (95 )y (52 ) (176 )
Other, net — 4 ) 2 (5 )
Total Other expenses, net (19 ) (98 )y 55 ) (79 )
Income (loss) before income tax 143 (7 ) 376 10
Income tax expense (benefit) 16 5 70 3 )
Net income (loss) $127 $ (12 ) $306 $ 13
Basic earnings per share $2.37 $ (0.23 ) $5.72  $ 0.25
Diluted earnings per share $2.34 $ (0.23 ) $5.64 $ 0.25

See accompanying Notes to Consolidated Financial Statements.
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ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In millions)

(Unaudited)
Three Months Ended Nine Months Ended
SeptemBep&9nber 30, SeptembSeg@mber 30,
2018 2017 2018 2017

Net income (loss) $127 $ (12 ) $306 $ 13

Other comprehensive income (loss), net of tax:

Unrealized gain (loss) on anticipated sales hedging transactions — (1 ) 22 (15 )

Unrealized gain on forward interest rate swap hedging transactions 1 1 8 3

Foreign currency translation adjustment — 2 @ )2

Comprehensive income (loss) $128 $ (10 ) $329 $ 3

See accompanying Notes to Consolidated Financial Statements.

5




Edgar Filing: ZEBRA TECHNOLOGIES CORP - Form 10-Q

Table of Contents

ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)
(Unaudited)
Nine Months Ended
September 29,
2018
Cash flows from
operating activities:
Net income $ 306
Adjustments to
reconcile net income to
net cash provided by
operating activities:
Depreciation and

.. 131
amortization
Amortization of debt
issuance costs and 12
discounts
Share-based 34
compensation
Debt extinguishment |
costs

Deferred income taxes 17
Unrealized gain on

forward interest rate (24 )
swaps
Other, net 2

Changes in operating
assets and liabilities:
Accounts receivable,

net ©3 )
Inventories, net (16 )
Other assets (10 )
Accounts payable 69

Accrued liabilities (5 )
Deferred revenue 28

Income taxes 2

Other operating 6

activities

Net cash provided by 460

operating activities

Cash flows from

investing activities:

Purchases of property, 48 )

plant and equipment
Acquisition of
businesses, net of cash (72 )
acquired

September 30,
2017

209

30

25

49
(19

2

38

(145
19
10
2
25
(37

6

210

(36
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Proceeds from sale of
long-term investments
Purchases of long-term

investments & ) a )
Net cash used in (120 ) (37 )
vesting activities
Cash flows from
financing activities:
Payment of debt
issuance costs and 2 ) 5 )
discounts
Payments of long-term
debt (1,307 ) (1,373 )
Proceeds from issuance
of long-term debt 261 1,186
Payments of debt

/ a ) (49 )

extinguishment costs
Proceeds from exercise
of stock options and
stock purchase plan
purchases

Taxes paid related to
net share settlement of (10 ) 5 )
equity awards

Net cash used in
financing activities
Effect of exchange rate
changes on cash

Net decrease in cash
and cash equivalents
Cash and cash
equivalents at 62 156
beginning of period

Cash and cash

equivalents at end of  $ 45 $ 88
period

Supplemental

disclosures of cash

flow information:

Income taxes paid $ 46 $ 54
Interest paid $ 73 $ 148
See accompanying Notes to Consolidated Financial Statements.

(351 ) (237 )
© ) 4 )
a7 ) (68 )
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ZEBRA TECHNOLOGIES CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 Description of Business and Basis of Presentation

Zebra Technologies Corporation and its wholly-owned subsidiaries (“Zebra” or the “Company”) is a global leader
providing innovative Enterprise Asset Intelligence (“EAI”) solutions in the automatic identification and data capture
solutions industry. We design, manufacture, and sell a broad range of products that capture and move data. We also
provide a full range of services, including maintenance, technical support, repair, and managed services, including
cloud-based subscriptions. End-users of our products and services include those in retail and e-commerce,
transportation and logistics, manufacturing, healthcare, hospitality, warehouse and distribution, energy and utilities,
and education industries around the world. We provide our products and services globally through a direct sales force
and an extensive network of channel partners.

Management prepared these condensed unaudited interim consolidated financial statements according to the rules and
regulations of the Securities and Exchange Commission (“SEC”) for interim financial information and notes. As
permitted under Article 10 of Regulation S-X and the instructions of Form 10-Q, these condensed consolidated
financial statements do not include all the information and notes required by United States Generally Accepted
Accounting Principles (“GAAP”) for complete financial statements, although management believes that the disclosures
made are adequate to make the information not misleading. These condensed consolidated financial statements should
be read in conjunction with the audited consolidated financial statements and notes included in the Annual Report on
Form 10-K for the fiscal year ended December 31, 2017.

The Company reclassified $41 million of costs from Accrued liabilities to Accounts payable on the Consolidated
Balance Sheets for the period ended December 31, 2017 to conform to the current period presentation. A similar
reclassification was made to the Consolidated Statements of Cash Flows resulting in a change to Accounts payable
and Accrued liabilities within Net cash provided by operating activities for the period ended September 30, 2017.

In the opinion of the Company, these interim financial statements include all adjustments (of a normal, recurring
nature) necessary to present fairly its Consolidated Balance Sheets as of September 29, 2018, the Consolidated
Statements of Operations and Comprehensive Income for the three and nine-months ended September 29, 2018 and
September 30, 2017, and the Consolidated Statements of Cash Flows for the nine-months ended September 29, 2018
and September 30, 2017. These results, however, are not necessarily indicative of the results expected for the full year
ending December 31, 2018.

Note 2 Significant Accounting Policies

Revenue Recognition

Revenue includes sales of hardware, supplies and services (including repair services and product maintenance service
contracts, which typically occur over time, and professional services such as installation, integration and provisioning,
which typically occur in the early stages of a project). The average life of repair and maintenance service contracts is
approximately three years. The duration of professional service arrangements range from a day to several weeks or
months. We recognize revenues when we transfer control of promised goods or services to our customers in an
amount that reflects the consideration to which we expect to receive in exchange for those goods or services.

The Company elects to exclude from the transaction price sales and other taxes assessed by a governmental authority
and collected by the Company from a customer. The Company also considers shipping and handling activities as part
of the fulfillment costs, not as a separate performance obligation.
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Recently Adopted Accounting Pronouncements

On January 1, 2018, we adopted Accounting Standards Codification 606, Revenue from Contracts with Customers
(“ASC 606) applying the modified retrospective method to those contracts which were not completed as of January 1,
2018. Results for reporting periods beginning after January 1, 2018 are presented under ASC 606, while prior period
amounts are not adjusted and continue to be reported in accordance with our historic accounting under ASC 605,
Revenue Recognition (“ASC 6057). The adoption of ASC 606 did not have a material effect on the Company’s
consolidated financial statements or results of operations.

7
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The cumulative effect of the changes made to our consolidated January 1, 2018 balance sheet related to the adoption
of ASC 606 were as follows (in millions):

As As
Reported Adjustment Adjusted
December January
31,2017 1,2018
Assets:
Inventories, net (1) $ 458 $ 3 ) $ 455
Prepaid expenses and other current assets 2 24 7 31
Long-term deferred income taxes () 119 5 ) 114
Other long-term assets ) 65 12 77
Liabilities:
Deferred revenue ) 186 2 ) 184
Long-term deferred revenue © 148 6 ) 142
Stockholders’ Equity:
Retained earnings 1,248 19 1,267

(1)Reflects an adjustment of $(3) million related to changes in revenue recognition patterns.

(2)Reflects an adjustment of $7 million related to changes in revenue recognition patterns.

(3)Reflects the income tax effect of $(5) million related to the adjustments made for the adoption of ASC 606.

( 4)Reflects an adjustment of $12 million related to the capitalization of costs to obtain contracts (primarily comprised
of sales commissions associated with longer term support service contracts).

( 5)Reflects an adjustment of $(3) million related to reallocation of revenue between performance obligations and $1
million related to changes in the timing of revenue recognition.

(6)Reflects an adjustment of $(6) million related to reallocation of revenue between performance obligations.

Under the modified retrospective method of adoption, we are required to disclose the impact to the Consolidated
Financial Statements had we continued to follow our accounting policies under the previous revenue recognition
guidance. Had the Company applied the previous revenue recognition guidance, revenue would have been $1 million
lower for the quarter ended September 29, 2018 and $3 million lower for the nine-month period ended September 29,
2018.

See Note 3, Revenues for further information.

In January 2016, the FASB issued ASU 2016-01, “Financial Instruments - Overall (Subtopic 8§25-10): Recognition and
Measurement of Financial Assets and Financial Liabilities.” On January 1, 2018, the Company adopted this ASU. ASU
2016-01 amends various aspects of the recognition, measurement, presentation, and disclosure for financial
instruments. The adoption of this ASU did not have a material impact to the Company's consolidated financial
statements or related disclosures.

Recently Issued Accounting Pronouncements Not Yet Adopted

In June 2016, the FASB issued ASU 2016-13, “Financial Instruments - Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments.” The new standard requires the measurement and recognition of expected
credit losses for financial assets held at amortized cost. It replaces the existing incurred loss impairment model with an
expected loss methodology, which will result in more timely recognition of credit losses. There are two transition
methods available under the new standard dependent upon the type of financial instrument, either cumulative effect or

11
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prospective. The standard will be effective for the Company in the first quarter of 2020. Earlier adoption is permitted
for annual periods beginning after December 15, 2018. Management has assessed the impact of adoption of the new
standard and determined there will be no material impacts to the Company's consolidated financial statements or
disclosures resulting from the adoption of this ASU, which we expect to adopt in the first quarter of 2020.

In February 2016, the FASB issued ASU 2016-02, “Leases (Subtopic 842).” Also, in July 2018, the FASB issued ASU
2018-11, “Leases (Subtopic 842): Targeted Improvements.” Together, these ASUs increase the transparency and
comparability of organizations by recognizing lease assets and liabilities on the Consolidated Balance Sheets and
disclosing key quantitative and qualitative information about leasing arrangements. The principal difference from
previous guidance is that the lease assets

8
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and lease liabilities arising from operating leases were not previously recognized in the Consolidated Balance Sheets.
The recognition, measurement and cash flows arising from a lease by a lessee have not significantly changed. The
ASUs will be effective for the Company in the first quarter of 2019, with early adoption permitted. In transition,
lessees and lessors are required to recognize and measure leases at either the beginning of the earliest period presented
or the beginning of the period adopted, using a modified retrospective approach. Management expects to elect to not
adjust the comparative reporting periods, and apply the ASUs beginning in the period of adoption. In transition, there
are also a number of optional practical expedients that entities may elect to apply. Management expects to elect certain
practical expedients that it will apply upon transition, which principally include the election to not reassess existing or
expired contracts to determine if such contracts contain a lease or if the lease classification would differ, as well as the
election to not separate lease and non-lease components for arrangements where the Company is a lessee. While
Management is currently assessing the impact of these elections and adoption of this standard on its consolidated
financial statements, we have identified and collected data on our significant leases and selected a system to support
future accounting and disclosure requirements. At this time, we do not have an estimate of the expected increase in
assets and liabilities on the Company’s consolidated balance sheet upon adoption of these ASUs in the first quarter of
2019.

In August 2018, the FASB issued ASU 2018-15, “Intangibles - Goodwill and Other - Internal-Use Software (Subtopic
350-40): Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a
Service Contract”. This ASU clarifies existing guidance related to implementation costs incurred in cloud computing
arrangements, including the recognition, subsequent measurement, and financial statement presentation of such costs.
The standard will be effective for the Company in the first quarter of 2020, with earlier adoption permitted.
Management is still assessing the impact of adoption on its consolidated financial statements.

Note 3 Revenues

As prescribed in ASC 606, the Company recognizes revenue to depict the transfer of goods or services to a customer
at an amount that reflects the consideration which the entity expects to receive in exchange for those goods or
services.

Performance Obligations

We enter into contract arrangements that may include various combinations of tangible products and services, which
generally are capable of being distinct and accounted for as separate performance obligations. For these types of
contract arrangements, we evaluate whether two or more contracts should be combined and accounted for as one

single contract and whether the combined or single contract has more than one performance obligation. This

evaluation requires significant judgment and the decision to combine a group of contracts or separate the combined or
single contract into multiple performance obligations could change the amount of revenue recorded in the reporting
period. We use the accounting guidance on “capable of being distinct” and “distinct within the context of the contract” to
assist with the aforementioned evaluation.

For contract arrangements that include multiple performance obligations, we allocate the total transaction price to
each performance obligation in an amount based on the estimated relative standalone selling prices for the products
and/or services underlying each performance obligation. When the standalone selling prices are not directly
observable, we estimate the standalone selling prices primarily based on the expected cost-plus margin approach. For
arrangements comprised strictly of the sale of product and performance of maintenance type services where the
standalone selling price of the maintenance service is not discernible, we estimate the standalone selling price of the
maintenance contract through the use of the residual approach. When the residual approach cannot be applied,
regional pricing, marketing strategies and business practices are evaluated and analyzed to derive the estimated
standalone selling price through the use of a cost-plus margin methodology.

13
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The Company recognizes revenue when transfer of control has occurred for the goods or services sold. Control is
deemed to have been transferred when the customer has the ability to direct the use of and has obtained substantially
all of the remaining benefits from the goods and services sold. The Company uses judgment in the evaluation of the
following criteria: 1) the customer simultaneously receives and consumes the benefits provided by the transfer of
goods or service; 2) the performance creates or enhances an asset that is under control of the customer; 3) the
performance does not create an asset with an alternative use to the customer; and 4) the Company has an enforceable
right to payment, in order to determine whether control transfers at a point in time or over time. For each performance
obligation satisfied over time, the Company measures its progress toward completion to determine the timing of
revenue recognition. Judgment is also used in the evaluation of the following transfer of control criteria: 1) the
Company has a present right to payment for the asset; 2) the legal title to the asset has transferred to the customer; 3)
the customer has physical possession of the asset; 4) the customer has the significant risks and rewards of ownership
of the asset; and 5) the customer has accepted the asset, in order to determine when revenue should be recognized in a
point in time revenue recognition pattern. Assuming all other criteria for revenue recognition have been met, for
products and services sold on a standalone basis, revenue is generally recognized upon shipment and by using an
output

9
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method or time-based method respectively. In cases where a bundle of products and services are delivered to the
customer, judgment is required to select the method of progress which best reflects the transfer of control.

The Company’s remaining obligations that are greater than one year in duration relate primarily to repair and support
services. The aggregated transaction price allocated to remaining performance obligations related to these types of
service arrangements was $457 million as of September 29, 2018. We expect to recognize these performance
obligations over an approximate three-year average contract term.

For some of our transactions, products are sold with a right of return, and we may also provide other rebates, price
protection, or incentives, which are accounted for as variable consideration. The Company estimates the amount of
variable consideration by using the expected value or the most likely amount method and reduces the revenue by those
estimated amounts, only to the extent it is probable that a significant reversal in the cumulative revenue recognized
will not occur. These estimates are reviewed and updated, as necessary, at the end of each reporting period.

Revenue recognized in the reporting period from performance obligations satisfied in previous periods was not
material for the three and nine-month periods ended September 29, 2018.

Disaggregation of Revenue

The following table presents our revenues disaggregated by product category for each of our segments, Asset
Intelligence & Tracking (“AIT”) and Enterprise Visibility & Mobility (“EVM”), for the three and nine-months ended
September 29, 2018 (in millions):

Three Months Ended Nine Months Ended

September 29, September 29,

2018 2018

Product Category Product Category

..Services ... Services

SegmentTangﬂgr?d Total Tanglblfémd Total

Produ(§s ProductsS

oftware oftware

AIT $325 $ 28 $353 $960 $ 96 $1,056
EVM 634 105 739 1,727 298 2,025

Total $959 $ 133  $1,092 $2,687 $§ 394  $3,081
In addition, refer to Note 14, Segment Information for Net sales to customers by geographic region.

We recognize revenue arising from performance obligations outlined in contracts with our customers that are satisfied
at a point in time and over time. Substantially all of our revenue for tangible products is recognized at a point in time,
whereby revenue for services and software is predominantly recognized over time.

Contract Balances

Progress on satisfying performance obligations under contracts with customers and the related billings and cash
collections are recorded on the Consolidated Balance Sheets in Accounts receivable, net and Prepaid expenses and
other current assets. The opening and closing contract assets balances were $7 million and $5 million, as of January 1,
2018 and September 29, 2018, respectively, and were recorded within Prepaid expenses and other current assets on the
Consolidated Balance Sheets. These contract assets result from timing differences between the billing schedule and
the products and services delivery schedules, as well as, the impact from the allocation of the transaction price among
performance obligations for contracts that include multiple performance obligations. Our policy is to test these
contract asset balances for impairment in accordance with ASC 310 Receivables. No impairment losses have been
recorded for the three and nine-month periods ended September 29, 2018.

15
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Deferred revenue on the Consolidated Balance Sheets, consist of payments and billings in advance of our
performance. The combined short-term and long-term deferred revenue balances were $360 million and $334 million
at September 29, 2018 and December 31, 2017, respectively. During the three-month and nine-month period ended
September 29, 2018, the Company recognized $32 million and $152 million in revenue respectively, which was
previously included in the beginning balance of deferred revenue.

Our payment terms vary by the type and location of our customer and the products or services offered. The time
between invoicing and when payment is due is not significant. In instances where the timing of revenue recognition
differs from the timing of invoicing, we have determined that our contracts do not include a significant financing
component.

10
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Costs to obtain a contract

Our incremental direct costs of obtaining a contract, which consist of sales commissions and incremental fringe
benefits, are deferred and amortized over the weighted-average contract term, consistent with the guidance in ASC
340 Other Assets and Deferred Costs. The incremental costs to obtain a contract, which were previously expensed as
incurred under ASC 605, and the determination of the amortization period are derived at a portfolio level and the
amortization is recognized on a straight-line basis. The adoption of ASC 606 required the capitalization of these costs
which resulted in an adjustment to increase retained earnings. The Company recorded a $12 million increase to Other
long-term assets on the Consolidated Balance Sheet as of January 1, 2018. The Company recognized amortization
expense related to commissions during the three-month and nine-month period ended September 29, 2018 of $2
million and $7 million, respectively. The ending balance of the deferred commissions was $13 million as of
September 29, 2018. The Company elected a practical expedient permitted by ASC 606, whereby the incremental
costs of obtaining a contract are expensed as incurred if the amortization period of the assets would otherwise be one
year or less.

Note 4 Inventories

Inventories are stated at the lower of a moving-average cost (which approximates cost on a first-in, first-out basis) and
net realizable value. Manufactured inventory cost includes materials, labor, and manufacturing overhead. Purchased
inventory cost also includes internal purchasing overhead costs.

Provisions are made to reduce excess and obsolete inventories to their estimated net realizable values. Inventory
provisions are based on forecasted demand, experience with specific customers, the age and nature of the inventory,
and the ability to redistribute inventory to other programs or to rework into consumable inventory.

The components of Inventories, net are as follows (in millions):
September 29, December 31,

2018 2017
Raw material $ 132 $ 116
Work in process 5 1
Finished goods 356 341
Total $ 493 $ 458

Note 5 Business Acquisition

On August 14, 2018, the Company acquired all outstanding equity interests of Xplore Technologies Corporation
(“Xplore”). The Xplore business designs, integrates, and markets rugged tablets that are primarily used by industrial,
government, and field service organizations. The acquisition of Xplore was intended to expand the Company’s
portfolio of mobile computing devices to serve a wider range of customers.

The Xplore acquisition was accounted for under the acquisition method of accounting for business combinations. In
connection with this acquisition, the Company paid $87 million in cash during the third quarter of 2018, which
included, $72 million for the net assets acquired, a $9 million payment of Xplore debt as well as $6 million of other
Xplore transaction-related obligations. Additionally, we incurred $6 million of cash acquisition-related costs during
the third quarter (primarily third-party transaction and advisory fees), which are reflected as Acquisition and
integration costs on the Consolidated Statements of Operations.

The Company utilized estimated fair values as of August 14, 2018 to allocate the total consideration paid to the net
tangible and intangible assets acquired and liabilities assumed. The fair value of these net assets acquired was based
on a number of estimates and assumptions as well as customary valuation procedures and techniques. While we
believe these estimates provide a reasonable basis to record the net assets acquired, the purchase price allocation is
considered preliminary and subject to adjustment during the measurement period, which is up to one year from the

17
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acquisition date of August 14, 2018. The primary fair value estimates considered preliminary are identifiable
intangible assets, inventory, and income tax-related items.

The preliminary opening balance sheet of Xplore was included in the Company’s Consolidated Balance Sheet and
operating results beginning August 14, 2018. The Company has not included unaudited pro forma results, as if Xplore
had been acquired as of January 1, 2018, as it would not yield materially different results.

11
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The preliminary purchase price allocation to assets acquired and liabilities assumed was as follows (in millions):
Accounts receivable $10

Inventory 23
Identifiable intangible assets 32
Other assets acquired 4
Debt O )
Accounts payable @)
Deferred revenues (7 )
Other liabilities assumed 6 )
Net Assets Acquired $39
Goodwill on acquisition 33
Total consideration $72

The $33 million of goodwill will be non-deductible for tax purposes. The goodwill principally relates to the planned
expansion of the Xplore product offerings into current and new markets. This goodwill has been allocated to the EVM

segment.
The preliminary purchase price allocation to identifiable intangible assets acquired was:
Fair
Value Life
(in (in years)
millions)
Customer-related assets $ 16 9
Technology-based assets 15 7
Trademarks 1 3

Total identifiable intangible assets $ 32
Note 6 Costs Associated with Exit and Restructuring Activities

In the first quarter of 2017, the Company’s executive leadership approved an initiative to continue the Company’s
efforts to increase operational efficiency (the “Productivity Plan”). The Company expects the Productivity Plan to build
upon the exit and restructuring initiatives specific to the October 2014 acquisition of the Enterprise business from
Motorola Solutions, Inc. (the “Acquisition Plan”). The Company substantially completed all initiatives under the
Acquisition Plan as of December 31, 2017. Actions under the Productivity Plan include organizational design

changes, process improvements and automation. Exit and restructuring costs are not included in the operating results

of our segments as they do not impact the specific segment measures as reviewed by our Chief Operating Decision
Maker and therefore are reported as a component of Corporate, eliminations. See Note 14, Segment Information.

Total exit and restructuring charges of $21 million life-to-date specific to the Productivity Plan have been recorded
through September 29, 2018 and relate to employee severance and related benefits and other expenses. Exit and
restructuring charges of $4 million and $9 million were recorded in the respective three and nine-month periods ended
September 29, 2018. Total remaining charges associated with this plan are expected to be less than $2 million with
activities expected to be substantially complete by the end of fiscal 2018.
A rollforward of the exit and restructuring accruals is as follows (in millions):

Three Months Ended Nine Months Ended

Septemtfe@®mber 30, Septem®bept2thber 30,

2018 2017 2018 2017
Balance at the beginning of the period $ 4 $ 7 $8 $ 10
Charged to earnings 4 5 9 10
Cash paid 3 ) 4 )y (12) (12 )
Balance at the end of the period $5 $ 8 $5 §$ 8
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The $5 million accrual as of September 29, 2018 is reflected within the Consolidated Balance Sheet as $4 million
within Accrued liabilities and $1 million within Other long-term liabilities. The long-term portion of the accrual
relates to non-cancellable lease payments associated with exited facilities whose latest term expires May 2021.

Note 7 Fair Value Measurements

Financial assets and liabilities are measured using inputs from three levels of the fair value hierarchy in accordance
with ASC Topic 820, “Fair Value Measurements.” Fair value is defined as the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. It
establishes a fair value hierarchy that prioritizes observable and unobservable inputs used to measure fair value into
the following three broad levels:
Level 1: Quoted prices in active markets that are accessible at the measurement date for identical assets or liabilities.
The fair value hierarchy gives the highest priority to Level 1 inputs (e.g. U.S. Treasuries & money market funds).
Level 2: Observable prices that are based on inputs not quoted on active markets but corroborated by market data.
Level 3: Unobservable inputs are used when little or no market data is available. The fair value hierarchy gives the
lowest priority to Level 3 inputs.
In determining fair value, the Company utilizes valuation techniques that maximize the use of observable inputs and
minimize the use of unobservable inputs to the extent possible. In addition, the Company considers counterparty credit
risk in the assessment of fair value.
Financial assets and liabilities carried at fair value as of September 29, 2018, are classified below (in millions):
Level Level Level

| 5 3 Total
Assets:
Foreign exchange contracts (1) $— $16 $ -S16
Forward interest rate swap contracts (2 — 14 — 14
Money market investments related to the deferred compensation plan 18 — — 18
Total Assets at fair value $18 $30 $ —$48
Liabilities:
Liabilities related to the deferred compensation plan 8 — — 18
Total Liabilities at fair value $18 $— $ —$18

Financial assets and liabilities carried at fair value as of December 31, 2017, are classified below (in millions):

Level Level Level 3 Total

1 2
Assets:
Money market investments related to the deferred compensation plan $ 15 $ — $ —3$15
Total Assets at fair value $15 $— § —$15
Liabilities:
Forward interest rate swap contracts (%) $— $18 $ —$18
Foreign exchange contracts (1) 2 9 — 11
Liabilities related to the deferred compensation plan 5 — — 15
Total Liabilities at fair value $17 $27 § —$ 44

(1) The fair value of the foreign exchange contracts is calculated as follows:
a Fair value of a put option contract associated with forecasted sales hedges is calculated using bid and ask rates for
“similar contracts.
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Fair value of regular forward contracts associated with forecasted sales hedges is calculated using the period-end
“exchange rate adjusted for current forward points.
Fair value of hedges against net assets is calculated at the period-end exchange rate adjusted for current forward
c.points unless the hedge has been traded but not settled at period end (Level 2). If this is the case, the fair value is
calculated at the rate at which the hedge is being settled (Level 1).
The fair value of forward interest rate swaps is based upon a valuation model that uses relevant observable market
(2)inputs at the quoted intervals, such as forward yield curves, and is adjusted for the Company’s credit risk and the
interest rate swap terms. See gross balance reporting in Note 8, Derivative Instruments.

Note 8 Derivative Instruments

In the normal course of business, the Company is exposed to global market risks, including the effects of changes in
foreign currency exchange rates and interest rates. The Company uses derivative instrumen