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PART 1

Item 1. Financial Statements

STERLING CONSTRUCTION COMPANY, INC. & SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Amounts in thousands, except share and per share data)

ASSETS

Current assets:

Cash and cash equivalents

Contracts receivable, including retainage

Costs and estimated earnings in excess of billings on uncompleted contracts
Inventories

Receivables from and equity in construction joint ventures
Other current assets

Total current assets

Property and equipment, net

Goodwill

Other assets, net

Total assets

LIABILITIES AND EQUITY

Current liabilities:

Accounts payable

Billings in excess of costs and estimated earnings on uncompleted contracts
Current maturities of long-term debt

Income taxes payable

Accrued compensation

Other current liabilities

Total current liabilities

Long-term liabilities:

Long-term debt, net of current maturities

Member’s interest subject to mandatory redemption and undistributed earnings

Other long-term liabilities

Total long-term liabilities

Commitments and contingencies (Note 5)
Equity:

Sterling stockholders’ equity:

Preferred stock, par value $0.01 per share; 1,000,000 shares authorized, none issued

March 31, December
2016 31, 2015
(Unaudited)

$14,919 $4,426
94,758 82,112
28,188 26,905

2,930 2,535
8,316 12,930
4,627 6,013

153,738 134,921
72,481 73,475
54,820 54,820
2,968 2,949
$284,007 $266,165

$63,389 $58,959
39,083 30,556

4,857 4,856
67 67

9,395 5,977
4,572 3,896

121,363 104,311

27,273 15,324
46,211 50,438
355 338

73,839 66,100
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Common stock, par value $0.01 per share; 28,000,000 shares authorized, 19,768,724 and 198 198
19,753,170 shares issued

Additional paid in capital 188,534 188,147
Retained deficit (99,828 ) (92,500)
Total Sterling common stockholders’ equity 88,904 95,845
Noncontrolling interests 99 ) (91 )
Total equity 88,805 95,754
Total liabilities and equity $284,007 $266,165

The accompanying notes are an integral part of these condensed consolidated financial statements.
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STERLING CONSTRUCTION COMPANY, INC. & SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Amounts in thousands, except share and per share data)

(Unaudited)

Three Months Ended

March 31,

2016 2015
Revenues $126,567 $117,682
Cost of revenues (122,737 ) (124,518
Gross profit (loss) 3,830 (6,836
General and administrative expenses (10,542 ) (11,603
Other operating income, net 246 1,761
Operating loss (6,466 ) (16,678
Interest income 3 363
Interest expense (873 ) (382
Loss before income taxes and earnings attributable to noncontrolling interests (7,336 ) (16,697
Income tax expense - €
Net loss (7,336 ) (16,700
Noncontrolling owners’ interests in earnings of subsidiaries and joint ventures 8 (292
Net loss attributable to Sterling common stockholders $(7,328 ) $(16,992
Net loss per share attributable to Sterling common stockholders:
Basic and diluted $(0.37 ) $(0.90
Weighted average number of common shares outstanding used in computing per share
amounts:
Basic and diluted 19,760,221 18,901,739

The accompanying notes are an integral part of these condensed consolidated financial statements.
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STERLING CONSTRUCTION COMPANY, INC. & SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(Amounts in thousands)

(Unaudited)

Three Months

Ended

March 31,

2016 2015
Net loss attributable to Sterling common stockholders $(7,328) $(16,992)
Net (loss) income attributable to noncontrolling interests included in equity (8 ) 292
Other comprehensive income (loss), net of tax:
Realized loss from settlement of derivatives - 50
Change in the effective portion of unrealized loss in fair market value of derivatives - 8 )
Comprehensive loss $(7,336) $(16,658)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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STERLING CONSTRUCTION COMPANY, INC. & SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE THREE MONTHS ENDED MARCH 31, 2016

(Amounts in thousands)

(Unaudited)

STERLING CONSTRUCTION
COMPANY, INC. STOCKHOLDERS
Common Stock Ad.lelonal Retained Noncon-trolling
Paid in
Shares ~ Amount Capital Deficit  InterestEotal
Balance at January 1,2016 19,753 $ 198  $188,147 $(92,500) $(91) $95,754

Net loss - - - (7,328 ) (8 ) (7,336)
Stock-based compensation 20 - 400 - - 400
Other 4 ) - (13 ) - - 13 )

Balance at March 31,2016 19,769 $ 198 $188,534 $(99,828) $(99) $88,805

The accompanying notes are an integral part of these condensed consolidated financial statements.
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STERLING CONSTRUCTION COMPANY, INC. & SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

(Unaudited)

Cash flows from operating activities:

Net loss attributable to Sterling common stockholders

Plus: Noncontrolling owners’ interests in earnings of subsidiaries and joint ventures
Net loss

Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Depreciation and amortization

Loss (gain) on disposal of property and equipment

Stock-based compensation expense

Changes in operating assets and liabilities:

Contracts receivable

Costs and estimated earnings in excess of billings on uncompleted contracts
Inventories

Receivables from and equity in construction joint ventures
Other assets

Accounts payable

Billings in excess of costs and estimated earnings on uncompleted contracts
Accrued compensation and other liabilities

Member’s interest subject to mandatory redemption and undistributed earnings
Net cash provided by (used in) operating activities

Cash flows from investing activities:

Additions to property and equipment

Proceeds from sale of property and equipment

Net cash (used in) provided by investing activities

Cash flows from financing activities:

Cumulative daily drawdowns — Credit Facility

Cumulative daily repayments — Credit Facility

Cumulative repayments — equipment-based term loan and other
Cumulative drawdowns — equipment-based revolver
Cumulative repayments — equipment-based revolver

Other

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:

Cash paid during the period for interest

Cash paid during the period for income taxes

Three Months Ended
March 31,

2016 2015
$(7,328 ) $(16,992)
(8 ) 292
(7,336 ) (16,700)
4,162 4,274
175 (759 )
400 158
(12,646) (15,712)
(1,283 ) 7,576
395 ) 1,886
4,614 545 )
297 2,069
4,429 4,669
8,527 8,710
4,123 2,110
4,227 ) (679 )
840 (2,943 )
2,818 ) (1,161 )
715 2,864
(2,103 ) 1,703

- 65,840
- (69,672)
(1,298 ) -
14,000 -

900 ) -

(46 )y (575 )
11,756 (4,407 )
10,493 (5,647 )
4,426 22,843
$14919 $17,196
$820 $376

$- $437

10
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Non-cash items:
Transportation and construction equipment acquired through financing arrangements $81

The accompanying notes are an integral part of these condensed consolidated financial statements.

$588

11
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STERLING CONSTRUCTION COMPANY, INC. & SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. Business Summary and Significant Accounting Policies

Business Summary

Sterling Construction Company, Inc. (“Sterling” or “the Company”), a Delaware corporation, is a leading heavy civil
construction company that specializes in the building and reconstruction of transportation and water infrastructure
projects in Texas, Utah, Nevada, Colorado, Arizona, California, Hawaii and other states in which there are
construction opportunities. Its transportation infrastructure projects include highways, roads, bridges, airfields, ports
and light rail. Its water infrastructure projects include water, wastewater and storm drainage systems.

Presentation

The condensed consolidated financial statements included herein have been prepared by Sterling, without audit, in
accordance with the rules and regulations of the Securities and Exchange Commission (“SEC”) and should be read in
conjunction with the Annual Report on Form 10-K for the year ended December 31, 2015 (“2015 Form 10-K”). Certain
information and note disclosures prepared in accordance with accounting principles generally accepted in the United
States of America (“GAAP”) have been either condensed or omitted pursuant to SEC rules and regulations. The
condensed consolidated financial statements reflect, in the opinion of management, all normal recurring adjustments
necessary to present fairly the Company’s financial position at March 31, 2016 and the results of operations and cash
flows for the periods presented. The December 31, 2015 condensed consolidated balance sheet data herein was
derived from audited financial statements, but as discussed above, does not include all disclosures required by GAAP.
Interim results may be subject to significant seasonal variations, and the results of operations for the three months
ended March 31, 2016 are not necessarily indicative of the results to be expected for the full year or subsequent
quarters.

Significant Accounting Policies

The Company’s significant accounting policies are more fully described in Note 1 of the Notes to Consolidated
Financial Statements in the 2015 Form 10-K. These accounting policies include, but are not limited to, those related
to:

12
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revenue recognition

contracts receivable, including retainage
valuation of property and equipment, goodwill and other long-lived
assets

tncome taxes

segment reporting

There have been no material changes to significant accounting policies since December 31, 2015.

Principles of Consolidation

The accompanying condensed consolidated financial statements include the accounts of subsidiaries and construction
joint ventures in which the Company has a greater than 50% ownership interest or otherwise controls such entities.

For investments in subsidiaries and construction joint ventures that are not wholly-owned, but where the Company
exercises control, the equity held by the remaining owners and their portions of net income (loss) are reflected in the
balance sheet line item ‘“Noncontrolling interests” in “Equity” and the statement of operations line item ‘“Noncontrolling
owners’ interests in earnings of subsidiaries and joint ventures,” respectively. All significant intercompany accounts and
transactions have been eliminated in consolidation. For all years presented, the Company had no subsidiaries where its
ownership interests were less than 50%.

Where the Company is a noncontrolling joint venture partner, and otherwise not required to consolidate the joint
venture entity, its share of the operations of such construction joint venture is accounted for on a pro rata basis in the
condensed consolidated statements of operations and as a single line item (“Receivables from and equity in
construction joint ventures”) in the condensed consolidated balance sheets. This method is an acceptable modification
of the equity method of accounting which is a common practice in the construction industry. Refer to Note 7 for
further information regarding the Company’s construction joint ventures.

Under GAAP, the Company must determine whether each entity, including joint ventures in which it participates, is a
variable interest entity (“VIE”). This determination focuses on identifying which owner or joint venture partner, if any,
has the power to direct the activities of the entity and the obligation to absorb losses of the entity or the right to receive
benefits from the entity disproportionate to its interest in the entity, which could have the effect of requiring the
Company to consolidate the entity in which it has a noncontrolling variable interest. Refer to Note 8 for further
information regarding the Company’s consolidated VIE.

13
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Use of Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Certain of the Company’s accounting policies require higher
degrees of judgment than others in their application. These include the recognition of revenue and earnings from
construction contracts under the percentage-of-completion method, the valuation of long-term assets (including
goodwill) and income taxes. Management continually evaluates all of its estimates and judgments based on available
information and experience; however, actual results could differ from these estimates.

Reclassification

Reclassifications have been made to historical financial data on our condensed consolidated financial statements to
conform to our current year presentation.

Revenue Recognition

The Company is a general contractor which engages in various types of heavy civil construction projects principally
for public (government) owners. Credit risk is minimal with public owners since the Company ascertains that funds
have been appropriated by the governmental project owner prior to commencing work on such projects. While most
public contracts are subject to termination at the election of the government entity, in the event of termination the
Company is entitled to receive the contract price for completed work and reimbursement of termination-related costs.
Credit risk with private owners is minimized because of statutory mechanics liens, which give the Company high
priority in the event of lien foreclosures following financial difficulties of private owners.

Revenues are recognized on the percentage-of-completion method, measured by the ratio of costs incurred up to a
given date to estimated total costs for each contract. This cost to cost measure is used because management considers
it to be the best available measure of progress on these contracts. Contract costs include all direct material, labor,
subcontract and other costs and those indirect costs related to contract performance, such as indirect salaries and
wages, equipment repairs and depreciation, insurance and payroll taxes. Administrative and general expenses are
charged to expense as incurred. Provisions for estimated losses on uncompleted contracts are made in the period in
which such losses are determined. Changes in job performance, job conditions and estimated profitability, including
those changes arising from contract penalty provisions and final contract settlements may result in revisions to costs
and income and are recognized in the period in which the revisions are determined.

14
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Changes in estimated revenues and gross margin resulted in a net charge of $1.2 million and $12.0 million during the
three months ended March 31, 2016 and 2015, respectively, included in “operating loss” on the condensed consolidated
statements of operations.

Our contracts generally take 12 to 36 months to complete. The Company generally provides a one to two-year
warranty for workmanship under its contracts when completed. Warranty claims historically have been insignificant.

Financial Instruments and Fair Value

The fair value of financial instruments is the amount at which the instrument could be exchanged in a current
transaction between willing parties. The Company’s financial instruments are cash and cash equivalents, restricted cash
used as collateral for a letter of credit and restricted cash maintained in an escrow account, short-term contracts
receivable, accounts payable, notes payable, a revolving loan (the “Revolving Loan”) with Nations Fund I, LLC and
Nations Equipment Finance, LLC, as administrative agent and collateral agent for the lender (“Nations”), and a term
loan (the “Term Loan”) with Nations (combined, the “Equipment-based Facility”).

The recorded values of cash and cash equivalents, restricted cash, short-term contracts receivable and accounts
payable approximate their fair values based on their liquidity and/or short-term nature.

Refer to Note 11 regarding the fair value of the Revolving Loan and the Term Loan and notes payable. The Company
does not have any off-balance sheet financial instruments other than operating leases (refer to Note 12 of the Notes to
Consolidated Financial Statements in the 2015 Form 10-K).

15



Edgar Filing: STERLING CONSTRUCTION CO INC - Form 10-Q

In order to assess the fair value of the Company’s financial instruments, the Company uses the fair value hierarchy
established by GAAP which prioritizes the inputs used in valuation techniques into the following three levels:

Level 1 Inputs — Based upon quoted prices for identical assets in active markets that the Company has the ability to
access at the measurement date.

Level 2 Inputs — Based upon quoted prices (other than Level 1) in active markets for similar assets, quoted prices for
identical or similar assets in markets that are not active, inputs other than quoted prices that are observable for the
asset such as interest rates, yield curves, volatilities and default rates and inputs that are derived principally from or
corroborated by observable market data.

Level 3 Inputs — Based on unobservable inputs reflecting the Company’s own assumptions about the assumptions that
market participants would use in pricing the asset based on the best information available.

For each financial instrument, the Company uses the highest priority level input that is available in order to
appropriately value that particular instrument. In certain instances, Level 1 inputs are not available and the Company
must use Level 2 or Level 3 inputs. In these cases, the Company provides a description of the valuation techniques
used and the inputs used in the fair value measurement.

Recent Accounting Pronouncements

In March 2016, the Financial Accounting Standards Board (“FASB”) issued its new stock compensation guidance in
Accounting Standards Update (“ASU”) No. 2016-09 (Topic 718). First, under the new guidance, companies will be
required to recognize the income tax effects of share-based awards in the income statement when the awards vest or
are settled (i.e., additional paid-in capital (““APIC”) or APIC pools will be eliminated). In addition, the new guidance
allows a withholding amount of awarded shares with a fair value up to the amount of tax owed using the maximum,
instead of the minimum, statutory tax rate without triggering liability classification for the award. Lastly, the new
guidance allows companies to elect whether to account for forfeitures of share-based payments by (1) recognizing
forfeitures of awards as they occur or (2) estimating the number of awards expected to be forfeited and adjusting the
estimate when it is likely to change, as is currently required. The new standard is effective for annual periods
beginning after December 15, 2016, including interim periods within those fiscal years. Early adoption is permitted.
The Company has chosen to early adopt this guidance and chosen to account for forfeitures of share-based payments
by recognizing forfeitures of awards as they occur. The result of adopting this guidance was immaterial to the
Company’s condensed consolidated financial statements.

16
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In February 2016, the FASB issued its new lease accounting guidance in ASU No. 2016-02, Leases (Topic

842). Under the new guidance, lessees will be required to recognize for all leases (with the exception of short-term
leases) a lease liability, which is a lessee’s obligation to make lease payments arising from a lease, measured on a
discounted basis and a right-of-use asset, which is an asset that represents the lessee’s right to use, or control the use of,
a specified asset for the lease term. The new standard is effective for annual periods beginning after December 15,
2018, including interim periods within those fiscal years. The Company is currently evaluating the impact of the
adoption of this ASU to the Company’s consolidated financial statements and related disclosures.

2. Cash and Cash Equivalents and Restricted Cash

The Company considers all highly liquid investments with original or remaining maturities of three months or less at
the time of purchase to be cash equivalents. Cash and cash equivalents include cash balances held by our
wholly-owned and less than wholly-owned subsidiaries and majority-owned joint ventures, as well as the Company’s
VIE. Refer to Note 8 for more information regarding the Company’s consolidated VIE. At March 31, 2016, cash and
cash equivalents included $0.6 million belonging to a majority-owned joint venture which generally cannot be used
for purposes outside the joint venture.

Restricted cash of approximately $3.0 million is included in “other assets, net” on the condensed consolidated balance
sheet as of March 31, 2016 and represents cash deposited by the Company into a separate account and designated as
collateral for a standby letter of credit in the same amount in accordance with contractual agreements. Refer to Note 5
for more information about our standby letter of credit. In addition, restricted cash of approximately $2.0 million is
included in “other current assets” on the condensed consolidated balance sheet as of March 31, 2016 and represents cash
deposited by a customer, for the benefit of the Company, in an escrow account which is restricted until the customer
releases the restriction upon the completion of the job.

The Company holds cash on deposit in U.S. banks, at times, in excess of federally insured limits. Management does
not believe that the risk associated with keeping cash deposits in excess of federal deposit insurance limits represents a
material risk.

10
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3. Property and Equipment

Property and equipment are summarized as follows (amounts in thousands):

March 31, l?))le cember

2016 2015
Construction equipment $119,651 $114,724
Transportation equipment 18,652 18,056
Buildings 12,728 10,860
Office equipment 2,813 2,810
Leasehold improvement 894 894
Construction in progress 89 1,986
Land 3,509 4,257
Water rights 200 200

158,536 153,787
Less accumulated depreciation (86,055) (80,312)
Total property and equipment, net $72,481 $73,475

4. Income Taxes

The Company and its subsidiaries file U.S. federal and various U.S. state income tax returns. Current income tax
expense or (benefit) represents federal and state taxes based on tax paid or expected to be payable or receivable for the
periods shown in the condensed consolidated statements of operations.

The Company is not expecting a current federal tax liability due to sufficient net operating loss carry forwards. The
Company may incur current state tax liabilities in states in which the Company does not have sufficient net operating
loss carry forwards. No current tax expense and a minimal tax expense were recorded for the three months ended
March 31, 2016 and 2015, respectively. The effective income tax rate varied from the statutory rate primarily as a
result of the change in the valuation allowance, net income attributable to noncontrolling interest owners which is
taxable to those owners rather than to the Company, state income taxes, and other permanent differences.

The Company’s deferred tax expense or (benefit) reflects the change in deferred tax assets or liabilities. The Company
performs an analysis at the end of each reporting period to determine whether it is more likely than not the deferred
tax assets are expected to be realized in future years. Based upon this analysis, a full valuation allowance has been
applied to our net deferred tax assets as of March 31, 2016 and December 31, 2015. Therefore, there has been no
change in net deferred taxes for the three months ended March 31, 2016.
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As a result of the Company’s analysis, management has determined that the Company does not have any material
uncertain tax positions.

5. Commitments and Contingencies

The Company is required by our insurance provider to obtain and hold a standby letter of credit. This letter of credit
serves as a guarantee by the banking institution to pay our insurance provider the incurred claim costs attributable to
our general liability, workers compensation and automobile liability claims, up to the amount stated in the standby
letter of credit, in the event that these claims were not paid by the Company. Due to our Equipment-based Facility, we
have cash collateralized the letter of credit, resulting in the cash being designated as restricted. Refer to Note 2 for
more information on our restricted cash.

At March 31, 2016, the Company has recorded a legal reserve of $0.8 million as a result of a dispute between one of
the Company’s wholly-owned subsidiaries and a subcontractor. The dispute is currently in arbitration and the

Company has extended an offer of $0.8 million to settle the case. This amount was recorded in “other current liabilities”
and as “cost of revenues” in our condensed consolidated balance sheets and statements of operations, respectively.

The Company is the subject of certain other claims and lawsuits occurring in the normal course of business.
Management, after consultation with legal counsel, does not believe that the outcome of these actions will have a
material impact on the condensed consolidated financial statements of the Company.

11
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6. Subsidiaries and Joint Ventures with Noncontrolling Owners’ Interests

The amended agreements, as described in Note 2 of the Notes to Consolidated Financial Statements in the 2015 Form
10-K, resulted in an obligation to purchase Mr. Buenting’s and Myers’ 50% members’ interest that the Company is
certain to incur, either because of Mr. Buenting’s or Mr. Myers’ death; therefore, the Company has classified the
noncontrolling interest as mandatorily redeemable and has recorded a liability in “Members’ interest subject to
mandatory redemption and undistributed earnings” on the condensed consolidated balance sheets. The liability consists
of the following (amounts in thousands):

March  December

31,2016 31,2015
Members’ interest subject to mandatory redemption $40,000 $40,000
Net accumulated earnings 6,211 10,438
Total liability $46,211 $50,438

Earnings for the three months ended March 31, 2016 and 2015 were zero and $0.7 million, respectively, and were
included in “Other operating income, net” on the Company’s condensed consolidated statements of operations.

Changes in Noncontrolling Interests

The following table summarizes the changes in the noncontrolling owners’ interests in subsidiaries and joint ventures
(amounts in thousands):

Three Months
Ended

March 31,
2016 2015

Balance, beginning of period $91) $7,462
Net (loss) income attributable to noncontrolling interest included in equity @) 292
Balance, end of period $(99) $7,754

Due to the events above, the Company’s subsidiaries with noncontrolling interest earnings are minimal.

12
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7. Construction Joint Ventures

The Company participates in various construction joint ventures. Generally, each construction joint venture is formed
to construct a specific project and is jointly controlled by the joint venture partners. Refer to Note 6 of the Notes to
Consolidated Financial Statements in the 2015 Form 10-K for further information about our joint ventures. Condensed
combined financial amounts of joint ventures in which the Company has a noncontrolling interest and the Company’s
share of such amounts which are included in the Company’s condensed consolidated financial statements are shown
below (amounts in thousands):

March 31, December
2016 31, 2015
Total combined:

Current assets $22957 $17,312
Less current liabilities (49,634) (49,371)
Net assets $(26,677) $(32,059)
Backlog $123,672 $35,113
Sterling’s noncontrolling interest in backlog $53,818 $11,748

Sterling’s receivables from and equity in construction joint ventures $8,316 $12,930

Three Months

Ended

March 31,

2016 2015
Total combined:
Revenues $8,804 $13,006
Income before tax 535 2,413
Sterling’s noncontrolling interest:
Revenues $3,780 $4,552
Income before tax 258 335

Approximately $54 million of the Company’s backlog at March 31, 2016 was attributable to projects performed by
joint ventures. The majority of this amount is attributable to the Company’s joint venture with Granite Construction
Corporation, where the Company has a 49% interest.

The caption “Receivables from and equity in construction joint ventures” includes undistributed earnings and
receivables owed to the Company. Undistributed earnings are typically released to the joint venture partners after the
customer accepts the project as complete and the warranty period, if any, has passed.
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8. Variable Interest Entities

The Company owns a 50% interest in Myers, of which it is the primary beneficiary, and has consolidated Myers into
the Company’s financial statements. Because the Company exercises primary control over activities of the partnership
and it is exposed to the majority of potential losses of the partnership, the Company has consolidated Myers within the
Company’s financial statements since August 1, 2011, the date of acquisition. Refer to Note 3 of the Notes to
Consolidated Financial Statements included in the 2015 Form 10-K for additional information on the acquisition of
this limited partnership.

13
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The condensed financial information of Myers, which is reflected in the Company’s condensed consolidated balance
sheets and statements of operations, is as follows (amounts in thousands):

March  December
31,2016 31,2015

Assets:

Current assets:

Cash and cash equivalents $5,348 $3,226

Contracts receivable, including retainage 18,848 19,941

Other current assets 6,222 15,887

Total current assets 30,418 39,054

Property and equipment, net 10,249 10,080

Goodwill 1,501 1,501

Total assets $42.168 $50,635

Liabilities:

Current liabilities:

Accounts payable $16,499 $20,596

Other current liabilities 11,705 10,986

Total current liabilities 28,204 31,582

Long-term liabilities:

Other long-term liabilities 351 3,370

Total liabilities $28,555 $34,952
Three Months
Ended
March 31,
2016 2015

Revenues $26,943 $36,268

Operating income 194 582

Net income attributable to Sterling common stockholders 94 290

9. Stock-Based Compensation

The Company has a stock-based incentive plan which is administered by the Compensation Committee of the Board
of Directors. Refer to Note 14 of the Notes to Consolidated Financial Statements included in the 2015 Form 10-K for
further information. The Company recorded stock-based compensation expense of $0.4 million for the three months
ended March 31, 2016 and $0.2 million for the three months ended March 31, 2015.

At March 31, 2016, total unrecognized compensation cost related to unvested common stock awards was $2.8 million.
This cost is expected to be recognized over a weighted average period of 2.1 years. At March 31, 2016, there were 0.8
million shares of common stock covered by outstanding unvested common stock.
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10. Net Loss per Share Attributable to Sterling Common Stockholders

Basic net loss per share attributable to Sterling common stockholders is computed by dividing net loss attributable to
Sterling common stockholders by the weighted average number of common shares outstanding during the period.
Diluted net loss per common share attributable to Sterling common stockholders is the same as basic net loss per share
attributable to Sterling common stockholders but includes dilutive unvested stock using the treasury stock method.
The following table reconciles the numerators and denominators of the basic and diluted per common share
computations for net loss attributable to Sterling common stockholders (amounts in thousands, except per share data):

Three Months
Ended
March 31,
2016 2015
Numerator:
Net loss attributable to Sterling common stockholders $(7,328 ) $(16,992)
Denominator:
Weighted average common shares outstanding — basic 19,760 18,902

Shares for dilutive unvested stock - -
X;iltgelzlted average common shares outstanding and incremental shares assumed repurchased— 19760 18.902
Basic and diluted loss per share attributable to Sterling common stockholders $(0.37 ) $(0.90 )

In accordance with the treasury stock method, 0.3 million and no shares of unvested common stock were excluded
from the diluted weighted average common shares outstanding for the three months ended March 31, 2016 and 2015,
respectively, as the Company incurred a loss during these periods and the impact of such shares would have been
antidilutive.

11. Debt

Debt consists of the following (in thousands):

March  December
31,2016 31,2015

Equipment-based Facility $30,036 $17,957
Less deferred loan costs (1,063) (1,119 )
Equipment-based Facility, net 28,973 16,838
Notes payable for transportation and construction equipment and other 3,157 3,342

32,130 20,180
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Current maturities of long-term debt 5,193 5,192
Less current deferred loan costs (336 ) (@336 )
Less current maturities of long-term debt, net (4,857) (4,856 )
Total long-term debt $27273 $15,324

Equipment-based Facility

At March 31, 2016, the Company had a borrowing base of $30.0 million, which was the result of calculating 65% of
the appraised value (where appraised value equals net operating liquidated value) of the Company’s collateral. At
March 31, 2016, the Company had $13.1 million drawn on the revolving loan and $16.9 million of its term loan
outstanding.

15
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Fair Value

The Company’s debt is recorded at its carrying amount in the condensed consolidated balance sheets. The Company
uses an income approach to determine the fair value of its 12% Term Loan due May 29, 2019 using estimated cash
flows, which is a Level 3 fair value measurement. As of March 31, 2016, the carrying values and fair values are as
follows (amounts in thousands):

March 31, 2016 December 31, 2015
Carrying Fair Carrying Fair
Value Value Value Value

Revolving Loan $13,100 $- $- -
Term Loan 16,936 16,863 17,957 17,957
Total Equipment-based Facility debt $30,036 $16,863 $17,957 $17,957

$

The Revolving Loan’s fair value was not practicable to estimate at March 31, 2016 as the timing of cash drawdowns
and repayments cannot be determined.

Notes Payable for Transportation and Construction Equipment

The Company has purchased and financed various transportation and construction equipment to enhance the
Company’s fleet of equipment. The total long-term notes payable related to the purchase of financed equipment was
$3.2 million and $3.3 million at March 31, 2016 and December 31, 2015, respectively. The purchases have payment
terms ranging from 3 to 5 years and the associated interest rates range from 3.12% to 7.13%. The fair value of these
notes payable approximates their book value.

Interest Expense

Interest expense related to our Equipment-based Facility and other debt for the three months ended March 31, 2016
and 2015 was $0.9 million and $0.4 million, respectively. The increase in interest expense was due to the increased
interest rate on the Equipment-based Facility.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Cautionary Comment Regarding Forward-Looking Statements

This Report includes statements that are, or may be considered to be, “forward-looking statements” within the meaning

of Section 27A of the Securities Act of 1933, as amended, or the Securities Act and Section 21E of the Securities

Exchange Act of 1934, as amended, or the Exchange Act. These forward-looking statements are included throughout

this Report, including in this section, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” and relate to matters such as our industry, business strategy, goals and expectations concerning our market
position, future operations, margins, profitability, capital expenditures, liquidity and capital resources and other

financial and operating information. We have used the words “anticipate,” “assume,” “believe,” “budget,” “continue,” “could,”
“estimate,” “expect,” “forecast,” “future,” “intend,” “may,” “plan,” “potential,” “predict,” “project,” “should,” “will,” “would”
and phrases to identify forward-looking statements in this Report.

EEINT3 99 ¢

99 ¢ EEINT3

Forward-looking statements reflect our current expectations as of the date of this Report regarding future events,
results or outcomes. These expectations may or may not be realized. Some of these expectations may be based upon
assumptions or judgments that prove to be incorrect. In addition, our business and operations involve numerous risks
and uncertainties, many of which are beyond our control, that could result in our expectations not being realized or
otherwise could materially affect our financial condition, results of operations and cash flows.

Actual events, results and outcomes may differ materially from our expectations due to a variety of factors. Although
it is not possible to identify all of these factors, they include, among others, the following:

changes in general economic conditions, including recessions, reductions in federal, state and local government
funding for infrastructure services and changes in those governments’ budgets, practices, laws and regulations;

delays or difficulties related to the completion of our projects, including additional costs, reductions in revenues or
-the payment of liquidated damages, or delays or difficulties related to obtaining required governmental permits and
approvals;

actions of suppliers, subcontractors, design engineers, joint venture partners, customers, competitors, banks, surety
-companies and others which are beyond our control, including suppliers’, subcontractors’ and joint venture partners’
failure to perform;

-factors that affect the accuracy of estimates inherent in our bidding for contracts, estimates of backlog,
percentage-of-completion accounting policies, including onsite conditions that differ materially from those assumed
in our original bid, contract modifications, mechanical problems with our machinery or equipment and effects of
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other risks discussed in this document;

design/build contracts which subject us to the risk of design errors and omissions;

cost escalations associated with our contracts, including changes in availability, proximity and cost of materials such
-as steel, cement, concrete, aggregates, oil, fuel and other construction materials and cost escalations associated with
subcontractors and labor;

our dependence on a limited number of significant customers;

adverse weather conditions; although we prepare our budgets and bid contracts based on historical rain and snowfall
patterns, the incidence of rain, snow, hurricanes, etc., may differ materially from these expectations;

the presence of competitors with greater financial resources or lower margin requirements than ours and the impact of
competitive bidders on our ability to obtain new backlog at reasonable margins acceptable to us;

our ability to successfully identify, finance, complete and integrate acquisitions;

citations issued by any governmental authority, including the Occupational Safety and Health Administration;

federal, state and local environmental laws and regulations where non-compliance can result in penalties and/or
termination of contracts as well as civil and criminal liability;

adverse economic conditions in our markets; and

_the other factors discussed in more detail in our Annual Report on Form 10-K for the year ended December 31, 2015
(“2015 Form 10-K”) under “Item 1A. — Risk Factors.”

In reading this Report, you should consider these factors carefully in evaluating any forward-looking statements and
you are cautioned not to place undue reliance on any forward-looking statements. Although we believe that our plans,
intentions and expectations reflected in, or suggested by, the forward-looking statements that we make in this Report
are reasonable, we can provide no assurance that they will be achieved.

The forward-looking statements included in this Report are made only as of the date of this Report and we undertake
no obligation to update any information contained in this Report or to publicly release the results of any revisions to
any forward-looking statements to reflect events or circumstances that occur, or that we become aware of after the
date of this Report, except as may be required by applicable securities laws.
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Overview

Sterling Construction Company, Inc. (“Sterling” or “the Company”), is a leading heavy civil construction company that
specializes in building and reconstruction of transportation and water infrastructure projects in Texas, Utah, Nevada,
Colorado, Arizona, California, Hawaii and other states in which there are construction opportunities. Its transportation
infrastructure projects include highways, roads, bridges, airfields, ports and light rail. Its water infrastructure projects
include water, wastewater and storm drainage systems.

Although we describe our business in this Report in terms of the services we provide, our base of customers and the
geographic areas in which we operate, we have concluded that our operations consist of one reportable segment, one
operating segment and one reporting unit component: heavy civil construction. In making this determination, the
Company considered the discrete financial information used by our Chief Operating Decision Maker (“CODM”). Based
on this approach, the Company noted that the CODM organizes, evaluates and manages the financial information
around each heavy civil construction project when making operating decisions and assessing the Company’s overall
performance. Furthermore, we considered that each heavy civil construction project has similar characteristics,

includes similar services, has similar types of customers and is subject to similar economic and regulatory
environments.

Market Outlook and Trends

Market outlook: Our core business is primarily driven by Federal and state funding. The recent passage of the
federally funded five-year $305 billion surface transportation bill will increase the annual federal highway investment
by 15.1% over the five-year period from 2016 to 2020. In addition to the Federal program, several of the states in our
key markets have instituted actions to further increase annual spending. In Texas, two constitutional amendments were
passed, which will increase the annual funds allocated to transportation projects by $4.0 billion to $4.5 billion per
year. In Utah, a 20% gas tax increase was put into effect January 1, 2016, which is the first state gas tax increase in 18
years. In addition, California is currently trying to pass a $3.6 billion per year transportation bill. See “Item 1.
Business—Our Markets, Competition and Customers” in our 2015 Form 10-K for a more detailed discussion of our
markets and their funding sources.

Bid discipline and project execution: To ensure that we take full advantage of the improved market conditions and
maximize profitability we have completed an extensive evaluation of our projects’ historical success based on project
size, end customer, product delivered and geography. The knowledge gained has now been incorporated into a more
formal and rigorous bid evaluation and approval process, which along with the institution of common processes, we
believe will enable us to focus our resources on the most beneficial projects and significantly reduce our risk. In
addition, in order to strengthen these processes and capitalize further on the improved market conditions, we
appointed a Chief Operating Officer late in the first quarter of 2016.
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Backlog, backlog gross margin and gross margin trends:

Dollars ~ Gross Margin in Backlog
(amounts in thousands)

First quarter of 2016 $854,000 7.7 %
Fourth quarter of 2015  $761,000 7.0 %
Third quarter of 2015 $718,000 6.5 %
Second quarter of 2015 $743,000 6.3 %
First quarter of 2015 $745,000 6.0 %

Our total margin in backlog has increased approximately 170 basis points, from 6.0% at March 31, 2015 to 7.7% at
March 31, 2016. During the last two quarters, we have won approximately $390 million worth of new projects at an
average margin of more than 8.5%. In addition, once we complete approximately $70 million worth of legacy projects
with small or zero margins, we expect that our overall backlog margins will be in the 8.5% to 9.0% range by
December 31, 2016. The increases noted above are primarily the result of the improving market conditions and actions
that we have taken to improve #D9D9D?9 ;border-right:1pt none #D9D9ID9 ;padding:Opt;">

Weighted average diluted shares outstanding (thousands)

162,712
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164,482

163,964

164,162

See accompanying notes.
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OWENS-ILLINOIS, INC.

CONDENSED CONSOLIDATED COMPREHENSIVE INCOME

(Dollars in millions)

(Unaudited)

Net earnings

Other comprehensive income (loss):

Foreign currency translation adjustments

Pension and other postretirement benefit adjustments, net of tax
Change in fair value of derivative instruments, net of tax

Other comprehensive income (loss)

Total comprehensive income (loss)

Comprehensive income (loss) attributable to noncontrolling
interests

Comprehensive income (loss) attributable to the Company

See accompanying notes.

3

Three months ended

June 30,

2018 2017
$ 56 $ 143
(268) 14
29 4
(D “4)
(240) 14
(184) 157
9 7

$ (175) $ 164

Six months ended
June 30,

2018 2017
$ 158 $ 196

(141) 202
36 15
(6) (10)
(111) 207
47 403
2)

$ 45 $ 403
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OWENS-ILLINOIS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Dollars in millions)

(Unaudited)
December

June 30, 31, June 30,

2018 2017 2017
Assets
Current assets:
Cash and cash equivalents $ 365 $ 492 $ 335
Trade receivables, net of allowance of $35 million, $34 million, and $35 million at
June 30, 2018, December 31, 2017 and June 30, 2017 1,026 663 956
Inventories 985 1,036 1,049
Prepaid expenses and other current assets 248 229 214
Total current assets 2,624 2,420 2,554
Property, plant and equipment, net 3,025 3,131 2,996
Goodwill 2,533 2,590 2,588
Intangibles, net 419 439 486
Other assets 1,217 1,176 1,156
Total assets $928I18 $ 9756 $ 9,780
Liabilities and Share Owners' Equity
Current liabilities:
Accounts payable $ 1,088 $ 1,324 $ 1,065
Short-term loans and long-term debt due within one year 291 162 271
Current portion of asbestos-related liabilities 100 100 115
Other liabilities 576 579 564
Other liabilities - discontinued operations 115 115
Total current liabilities 2,170 2,280 2,015
Long-term debt 5,377 5,121 5,471
Asbestos-related liabilities 456 482 551
Other long-term liabilities 916 946 964
Share owners' equity 899 927 779
Total liabilities and share owners' equity $92818 $ 9756 $ 9,780

See accompanying notes.
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OWENS-ILLINOIS, INC.

CONDENSED CONSOLIDATED CASH FLOWS
(Dollars in millions)

(Unaudited)

Six months ended

June 30,

2018 2017
Cash flows from operating activities:
Net earnings $ 158 $ 196
Loss from discontinued operations 1 —
Non-cash charges
Depreciation and amortization 254 245
Pension expense 17 15
Restructuring, asset impairment and related charges 70 48
Cash payments
Pension contributions (18) (20)
Asbestos-related payments (26) (26)
Cash paid for restructuring activities (12) (16)
Change in components of working capital (586) (585)
Other, net (a) (8) (13)
Cash utilized in continuing operating activities (150) (156)
Cash utilized in discontinued operating activities 1)
Cash utilized in operating activities (151) (156)
Cash flows from investing activities:
Additions to property, plant and equipment (273) (186)
Acquisitions, net of cash acquired (25) 27
Net cash proceeds on disposal of assets 9 6
Other, net 2 2
Cash utilized in investing activities (287) (205)
Cash flows from financing activities:
Changes in borrowings, net 437 215
Treasury shares repurchased (95)
Distributions to noncontrolling interests (8) 9)
Payment of finance fees (12) 21D
Cash provided by financing activities 322 185
Effect of exchange rate fluctuations on cash (11D 19
Decrease in cash (127) (157)
Cash at beginning of period 492 492
Cash at end of period $ 365 $ 335

(a) Other, net includes other non-cash charges plus other changes in non-current assets and liabilities.
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See accompanying notes.
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OWENS-ILLINOIS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Tabular data dollars in millions, except per share amounts

1. Segment Information

The Company has three reportable segments and three operating segments based on its geographic

locations: Americas, Europe, and Asia Pacific. These three segments are aligned with the Company’s internal
approach to managing, reporting, and evaluating performance of its global glass operations. As previously disclosed,
to better leverage its scale and presence across a larger geography and market, the Company completed the
consolidation of the former North America and Latin America segments into one segment, named the Americas,
effective January 1, 2018. The consolidation resulted in the leadership roles of the former North America and Latin
America segments being combined into one position, President of the Americas, reporting to the Company’s chief
operating decision maker (“CODM”), who is the Company’s Chief Executive Officer. Beginning January 1, 2018, the
CODM reviews the operating results at the Americas level to make resource allocation decisions and to assess
performance. The consolidation also resulted in the elimination of duplicative costs as certain functions of the former
North America and Latin America segments were combined to simplify the management of the new Americas
segment. For example, the Company consolidated its business shared service centers in North America and Latin
America into one Americas shared service center.

Certain assets and activities not directly related to one of the regions or to glass manufacturing are reported with
Retained corporate costs and other. These include licensing, equipment manufacturing, global engineering, and
certain equity investments. Retained corporate costs and other also includes certain headquarters administrative and
facilities costs and certain incentive compensation and other benefit plan costs that are global in nature and are not
allocable to the reportable segments.

The Company’s measure of profit for its reportable segments is segment operating profit, which is a non-GAAP
financial measure that consists of consolidated earnings from continuing operations before interest income, interest
expense, and provision for income taxes and excludes amounts related to certain items that management considers not
representative of ongoing operations as well as certain retained corporate costs. The Company’s management uses
segment operating profit, in combination with net sales and selected cash flow information, to evaluate performance
and to allocate resources. Segment operating profit for reportable segments includes an allocation of some corporate
expenses based on both a percentage of sales and direct billings based on the costs of specific services provided.

Financial information for the three and six months ended June 30, 2018 and 2017 regarding the Company’s reportable
segments is as follows:

Three months ended Six months ended

June 30, June 30,

2018 2017 2018 2017
Net sales:
Americas $ 930 $ 942 $ 1,838 $ 1,811
Europe 674 635 1,317 1,189
Asia Pacific 153 155 326 328
Reportable segment totals 1,757 1,732 3,481 3,328
Other 15 19 27 38
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Net sales $ 1,772 $ 1,751 $ 3,508 $ 3,366
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Three months Six months ended

ended June 30, June 30,

2018 2017 2018 2017
Segment operating profit:
Americas $ 152 $ 161 $ 299 $ 300
Europe 101 80 173 139
Asia Pacific 2 11 7 31
Reportable segment totals 255 252 479 470
Items excluded from segment operating profit:
Retained corporate costs and other 30) (28) 57 (56)
Restructuring, asset impairment and other (73) (10) (73) 49)
Interest expense, net (74) (62) (136) (141)
Earnings from continuing operations before income taxes $ 78 $ 152 $ 213 $ 224

Financial information regarding the Company’s total assets is as follows:

December

June 30, 31, June 30,

2018 2017 2017
Total assets:
Americas $5402 $ 5411 $ 5,511
Europe 3,232 3,133 3,074
Asia Pacific 981 1,001 987
Reportable segment totals 9,615 9,545 9,572
Other 203 211 208
Consolidated totals $98I18 $ 9756 $ 9,780

2. Revenue

On January 1, 2018, the Company adopted accounting standard ASC 606, Revenue from Contracts with Customers,
and selected the modified retrospective transition method. The adoption of this new standard did not impact the
Company’s consolidated results of operations or balance sheet and there was no cumulative effect of initially applying
this new revenue standard to the opening balance of retained earnings.

Revenue is recognized when obligations under the terms of the Company’s contracts and related purchase orders with
its customers are satisfied. This occurs with the transfer of control of glass containers, which primarily takes place
when products are shipped from the Company’s manufacturing or warehousing facilities to the customer. Revenue is
measured as the amount of consideration the Company expects to receive in exchange for transferring goods, which
includes estimated provisions for rebates, discounts, returns and allowances. Sales, value added, and other taxes the
Company collects concurrent with revenue-producing activities are excluded from revenue. The Company’s payment
terms are based on customary business practices and can vary by customer type. The term between invoicing and
when payment is due is not significant. Also, the Company elected to account for shipping and handling costs as a
fulfillment cost at the time of shipment.

For the three and six months ended June 30, 2018, the Company had no material bad debt expense and there were no
material contract assets, contract liabilities or deferred contract costs recorded on the Condensed Consolidated
Balance Sheet. For the three and six months ended June 30, 2018, revenue recognized from prior periods (for
example, due to changes in transaction price) was not material.
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The following table for three months ended June 30, 2018 disaggregates the Company’s revenue by customer end use:

Three months ended June 30, 2018
Asia
AmericasEurope Pacific Total

Alcoholic beverages (beer, wine, spirits) $58 $493 $ 113 $ 1,191

Food and other 197 112 23 332
Non-alcoholic beverages 148 69 17 234
Reportable segment totals $930 $674 $ 153 $ 1,757
Other 15
Net sales $ 1,772

The following table for six months ended June 30, 2018 disaggregates the Company’s revenue by customer end use:

Six months ended June 30, 2018
Asia
Americas Europe  Pacific Total

Alcoholic beverages (beer, wine, spirits) $ 1,161 $ 964 $240 $ 2,365

Food and other 386 224 47 657
Non-alcoholic beverages 291 129 39 459
Reportable segment totals $ 1,838 $ 1,317 $ 326 $ 3,481
Other 27
Net sales $ 3,508

3. Inventories

Major classes of inventory at June 30, 2018, December 31, 2017 and June 30, 2017 are as follows:

June December

30, 31, June 30,

2018 2017 2017
Finished goods $ 821 $ 873 $ 879
Raw materials 123 122 130
Operating supplies 41 41 40

$ 985 $ 1,036 $ 1,049

4. Derivative Instruments

The Company has certain derivative assets and liabilities which consist of natural gas forwards and foreign exchange
option and forward contracts. The Company uses an income approach to value these contracts. Natural gas forward
rates and foreign exchange rates are the significant inputs into the valuation models. These inputs are observable in
active markets over the terms of the instruments the Company holds, and accordingly, the Company classifies its
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derivative assets and liabilities as Level 2 in the hierarchy. The Company also evaluates counterparty risk in
determining fair values.
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Commodity Forward Contracts Designated as Cash Flow Hedges

In several regions, the Company enters into commodity forward contracts related to forecasted natural gas
requirements, the objectives of which are to limit the effects of fluctuations in the future market price paid for natural
gas and the related volatility in cash flows. In the Americas, some of its customer contracts contain provisions that
pass the price of natural gas to its customers. In certain of these contracts, the customer has the option of fixing the
natural gas price component for a specified period of time. To limit the effects of fluctuations in cash flows resulting
from these customer contracts, the Company enters into commodity forward contracts related to forecasted natural gas
requirements. In Asia Pacific, the Company implemented a hedging program that included the execution of
commodity forward contracts for certain contracted natural gas requirements. The Company had entered into
commodity forward contracts covering approximately 8,000,000 MM BTUs at June 30, 2018, 8,800,000 MM BTUs at
December 31, 2017 and 9,800,000 MM BTUs at June 30, 2017, respectively.

The Company accounts for the above forward contracts as cash flow hedges at June 30, 2018 and recognizes them on
the Condensed Consolidated Balance Sheet at fair value. The effective portion of changes in the fair value of a
derivative that is designated as, and meets the required criteria for, a cash flow hedge is recorded in the Accumulated
Other Comprehensive Income component of share owners’ equity (“OCI”) and reclassified into earnings in the same
period or periods during which the underlying hedged item affects earnings. An unrecognized gain of $7 million at
June 30, 2018, an unrecognized gain of $3 million at December 31, 2017 and an unrecognized loss of $1 million at
June 30, 2017 related to the commodity forward contracts was included in Accumulated OCI, and will be reclassified
into earnings in the period when the commodity forward contracts expire. Any material portion of the change in the
fair value of a derivative designated as a cash flow hedge that is deemed to be ineffective is recognized in current
earnings. The ineffectiveness related to these natural gas hedges for the three and six months ended June 30, 2018 and
2017 was not material.

The effect of the commodity forward contracts on the results of operations for the three months ended June 30, 2018
and June 30, 2017 is as follows:

Amount of gain (loss)
Reclassified from
Amount of gain (loss)

Recognized in OCI on Accumulated OCI into Income
Commodity Forward Contracts (reported in cost of goods sold)
(Effective Portion) (Effective Portion)

2018 2017 2018 2017

$ 4 $ @ $  — $ —

The effect of the commodity forward contracts on the results of operations for the six months ended June 30, 2018 and
June 30, 2017 is as follows:

Amount of Gain (Loss)
Reclassified from
Amount of Gain

Recognized in OCI on Accumulated OCI into Income
Commodity Forward Contracts (reported in cost of goods sold)
(Effective Portion) (Effective Portion)

2018 2017 2018 2017

$ 5 $ 4 $ (D $  —
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Foreign Exchange Derivative Contracts and not Designated as Hedging Instruments

The Company may enter into short-term forward exchange or option agreements to purchase foreign currencies at set
rates in the future. These agreements are used to limit exposure to fluctuations in foreign currency exchange rates for
significant planned purchases of fixed assets or commodities that are denominated in currencies other than the
subsidiaries’ functional currency. The Company may also use foreign exchange agreements to offset the foreign
currency risk for receivables and payables, including intercompany receivables, payables, and loans, not denominated
in, or indexed to, their functional currencies. The Company records these short-term foreign exchange agreements on
the balance sheet at fair value and changes in the fair value are recognized in current earnings.

At June 30, 2018 and 2017, the Company had outstanding foreign exchange and option agreements denominated in
various currencies covering the equivalent of approximately $380 million and $340 million, respectively, related
primarily to intercompany transactions and loans.

The effect of the foreign exchange derivative contracts on the results of operations for the three and six months ended

June 30, 2018 and June 30, 2017 is as follows:

Amount of Gain (Loss)

Location of Gain (Loss) Recognized in Income on
Foreign Exchange

Recognized in Income on Contracts

Foreign Exchange Contracts 2018 2017

Other expense, net $ — $ 4

Amount of Gain

Location of Gain Recognized in Income on
Foreign Exchange

Recognized in Income on Contracts

Foreign Exchange Contracts 2018 2017

Other expense $ — $ 6

Hedges of Multiple Risks

The Company has variable-interest rate borrowings denominated in currencies other than the functional currency of
the borrowing subsidiaries. As a result, the Company is exposed to fluctuations in both the underlying variable interest
rate and the currency of the borrowing against the subsidiaries’ functional currency. The Company uses derivatives to
manage these exposures and designates these derivatives as cash flow hedges of both interest rate and foreign
exchange risks. The effective portion of changes in the fair value of derivatives designated and that qualify as cash
flow hedges of both interest rate risk and foreign exchange risk is recorded in Accumulated OCI and is subsequently
reclassified into earnings in the period for which the hedged forecasted transaction affects earnings. If there is an
ineffective portion of the change in fair value of the derivative it is recognized directly in earnings.

During the fourth quarter of 2017, one of the Company’s Euro-functional subsidiaries entered into a series of
cross-currency interest rate swaps to manage its exposure to fluctuations in the Euro-U.S. dollar exchange rate arising
from a U.S. dollar denominated borrowing. These swaps involve exchanging fixed rate Euro interest payments for
fixed rate U.S. dollar interest receipts, both of which will occur at the forward exchange rates in effect upon entering
into the instrument. An unrecognized loss of $8 million at June 30, 2018 and an unrecognized loss of less than $1
million at December 31, 2017, related to these cross-currency interest rate swaps, were included in Accumulated OCI,
and will be reclassified into earnings within the next twelve months. These instruments, in the aggregate, have a pay
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fixed notional amount of €263 million and a receive notional amount of $310 million. They reach final maturity in

2023. There was no ineffectiveness related to these cross-currency interest rate swaps for the three and six months
ended June 30, 2018.

10
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During the second quarter of 2018, two of the Company’s subsidiaries, a New Zealand dollar (“NZD”) functional
currency subsidiary and an Australian dollar (“AUD”) functional currency subsidiary, entered into a series of
cross-currency interest rate swaps to manage its exposure to fluctuations in the NZD-U.S. dollar exchange rate and the
AUD-U.S. dollar exchange rate arising from U.S. dollar denominated borrowings. These swaps involve exchanging
floating rate U.S. dollar interest receipts for fixed rate NZD and AUD interest payments, both of which will occur at
the forward exchange rates in effect upon entering into the instrument. An unrecognized loss of $3 million at June 30,
2018 related to these cross-currency interest rate swaps, was included in Accumulated OCI, and will be reclassified
into earnings within the next twelve months. The NZD to U.S. dollar instruments, in the aggregate, have a pay fixed
notional amount of NZD $161 million and a receive notional amount of $110 million. They reach final maturity in
2022. The AUD to U.S. dollar instruments, in the aggregate, have a pay fixed notional amount of AUD $231 million
and a receive notional amount of $170 million. They reach final maturity in 2022. There was no ineffectiveness
related to these cross-currency interest rate swaps for the three and six months ended June 30, 2018.

The effect of the cross-currency interest rate swaps on the results of operations for the three months ended June 30,
2018 is as follows:

Amount of gain (loss)
Reclassified from

Amount of gain (loss)

Recognized in OCl on Accumulated OCI into Income

Hedges of Multiple

Risks (reported in Other expense, net)
(Effective Portion) (Effective Portion)

$ 14 $ 18

The effect of the cross-currency interest rate swaps on the results of operations for the six months ended June 30, 2018
is as follows:

Amount of gain (loss)
Reclassified from

Amount of gain (loss)

Recognized in OCl on Accumulated OCI into Income

Hedges of Multiple

Risks (reported in Other expense, net)
(Effective Portion) (Effective Portion)

$ 1 $ 10

Interest Rate Swaps Designated as Fair Value Hedges

During 2017, the Company entered into a series of interest rate swap agreements with a total notional amount of €725
million that reach final maturity in 2024. The swaps were executed in order to maintain a capital structure containing
appropriate amounts of fixed and floating-rate debt.

The Company’s fixed-to-variable interest rate swaps were accounted for as fair value hedges. The relevant terms of the
swap agreements match the corresponding terms of the notes and therefore there is no hedge ineffectiveness. The
Company recorded the net of the fair market values of the swaps as a long-term liability and short-term asset along
with a corresponding net decrease in the carrying value of the hedged debt.

Under the swaps, the Company receives fixed rate interest amounts (equal to the interest on the corresponding hedged

note) and pays interest at a six-month Euribor rate (set in arrears) plus a margin spread (see table below). The interest
rate differential on each swap is recognized as an adjustment of interest expense during each six-month period over
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the term of the agreement.

The valuation of these instruments is determined using widely accepted valuation techniques, including discounted
cash flow analysis on the expected cash flows of each derivative. This analysis reflects the contractual terms of the
derivatives, including the period to maturity, and uses observable market-based inputs, including interest rate curves
and implied volatilities. The fair values of interest rate swaps are determined using the market standard methodology
of netting the discounted future fixed cash receipts (or payments) and the discounted expected variable cash payments
(or receipts). The variable cash payments (or receipts) are based on an expectation of future interest rates (forward
curves) derived from observable market interest rate curves. The Company has determined that the majority of the
inputs used to value these derivatives fall within Level 2 of the fair value hierarchy.

11
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The following selected information relates to fair value swaps at June 30, 2018:

Amount  Receive
Hedged  Rate
Senior Notes due 2024 € 725 3.125 %

Balance Sheet Classification

The Company records the fair values of derivative financial instruments on the balance sheet as follows:

(a) receivables if the instrument has a positive fair value and maturity within one year, (b) deposits, receivables, and
other assets if the instrument has a positive fair value and maturity after one year, (c) other accrued liabilities or other
liabilities (current) if the instrument has a negative fair value and maturity within one year, and (d) other accrued
liabilities or other liabilities if the instrument has a negative fair value and maturity after one year.

The following table shows the amount and classification (as noted above) of the Company’s derivatives at June 30,

2018, December 31, 2017 and June 30, 2017:

Asset Derivatives:

Derivatives designated as hedging instruments:
Commodity futures contracts

Interest rate swaps designated as fair value hedges
Hedges of multiple risks designated as cash flow
hedges

Derivatives not designated as hedging instruments:

Foreign exchange derivative contracts

Total asset derivatives

Liability Derivatives:

Derivatives designated as hedging instruments:
Commodity futures contracts

Interest rate swaps designated as fair value hedges
Hedges of multiple risks designated as cash flow
hedges

Derivatives not designated as hedging instruments:

Foreign exchange derivative contracts
Total liability derivatives

12

Fair Value

Current Balance
Sheet Location

June
30,
2018

$ 22

December
31,
2017
$ 3
6
4
4
$ 17
$ —
13
10
1
$ 24

June
30,
2017

[\

[98]
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5. Restructuring Accruals

Selected information related to the restructuring accruals for the three months ended June 30, 2018 and 2017 is as
follows:

Employee Asset Other Total
Exit
Costs Impairment Costs Restructuring
Balance at April 1, 2018 $ 63 $ — $17 $ 80
Charges 15 53 2 70
Write-down of assets to net realizable value (53) (53)
Net cash paid, principally severance and related benefits &) (1) (6)
Other, including foreign exchange translation ) ) 4
Balance at June 30, 2018 $ 71 $ — $16 $ 87
Employee Asset Other Total
Exit
Costs Impairment Costs Restructuring
Balance at April 1, 2017 $ 87 $ $17 $ 104
Charges 10 10
Net cash paid, principally severance and related benefits 5 3) )]
Other, including foreign exchange translation 2 3 5
Balance at June 30, 2017 $ 94 $ — $17 $ 111

Selected information related to the restructuring accruals for the six months ended June 30, 2018 and 2017 is as
follows:

Employee Asset Other Total
Exit
Costs Impairment Costs Restructuring
Balance at January 1, 2018 $ 67 $ $18 $ 85
Charges 15 53 2 70
Write-down of assets to net realizable value (53) (53)
Net cash paid, principally severance and related benefits (10) 2) (12)
Other, including foreign exchange translation (1) 2) 3
Balance at June 30, 2018 $ 71 $ — $16 $ 87
Employee Asset Other Total
Exit
Costs Impairment Costs Restructuring
Balance at January 1, 2017 $ 67 $ $18 $ 85
Charges 34 9 5 48
Write-down of assets to net realizable value 9) 9
Net cash paid, principally severance and related benefits (10) (6) (16)
Other, including foreign exchange translation 3 3
Balance at June 30, 2017 $ 94 $ — $17 $ 111
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When a decision is made to take restructuring actions, the Company manages and accounts for them programmatically
apart from the on-going operations of the business. Information related to major programs are presented separately

while minor initiatives are presented on a combined basis. As of June 30, 2018 and 2017, no major restructuring
programs were in effect.
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In the three and six months ended June 30, 2018, the Company implemented several discrete restructuring initiatives
and recorded restructuring, asset impairment and other charges of $70 million. These charges consisted of employee
costs, write-down of assets, and other exit costs primarily related to a plant closure in the Americas region. These
restructuring charges were discrete actions and are expected to approximate the total cumulative costs for those
actions as no significant additional costs are expected to be incurred. These restructuring charges primarily relate to
capacity curtailments and the Company plans to reallocate the products produced at these facilities to other facilities.
These charges were recorded to Cost of goods sold ($5 million) and Other expense, net ($65 million) on the
Condensed Consolidated Results of Operations. The Company expects that the majority of the remaining cash
expenditures related to the above charges will be paid out by the end of 2019.

In the three and six months ended June 30, 2017, the Company implemented several discrete restructuring initiatives
and recorded restructuring, asset impairment and other charges of $10 million and $48 million, respectively. For the
six months ended June 30, 2017, these charges primarily consisted of employee costs, write-down of assets, and other
exit costs in the following regions: Americas ($35 million) and Europe ($13 million). The restructuring charges
recorded were discrete actions and are expected to approximate the total cumulative costs for those actions as no
significant additional costs are expected to be incurred. The restructuring charges recorded in the Americas and
European regions primarily relate to capacity curtailments. The Company plans to reallocate the products produced at
these facilities to others in their respective regions. These charges were recorded to Other expense, net on the
Condensed Consolidated Results of Operations. The Company expects that the majority of the remaining cash
expenditures related to the above charges will be paid out by the end of 2018.

The Company’s decisions to curtail selected production capacity have resulted in write downs of certain long-lived
assets to the extent their carrying amounts exceeded fair value or fair value less cost to sell. The Company classified
the significant assumptions used to determine the fair value of the impaired assets as Level 3 (third party appraisal) in
the fair value hierarchy as set forth in the general accounting principles for fair value measurements. For the asset
impairments recorded through June 30, 2018 and June 30, 2017, the remaining carrying value of the impaired assets
was approximately $3 million and $0, respectively.

6. Pension Benefit Plans

The components of the net periodic pension cost for the three months ended June 30, 2018 and 2017 are as follows:

U.S. Non-U.S.

2018 2017 2018 2017
Service cost $ 4 $ 4 $ 3 $ 4
Interest cost 15 20 8 11
Expected asset return (25) (33) (14) (18)
Amortization:
Actuarial loss 13 15 3 5
Net periodic pension cost $ 7 $ 6 $ — $ 2

The components of the net periodic pension cost for the six months ended June 30, 2018 and 2017 are as follows:

U.S. Non-U.S.

2018 2017 2018 2017
Service cost $ 7 $ 8 $ 7 $ 8
Interest cost 30 40 16 22
Expected asset return 49) (66) 27 (36)
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Amortization:
Actuarial loss 26 29 7 10
Net periodic pension cost $ 14 $ 11 $ 3 $ 4
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7. Income Taxes

The Company calculates its interim tax provision using the estimated annual effective tax rate (“EAETR”) methodology
in accordance with ASC 740-270. The EAETR is applied to the year-to-date ordinary income, exclusive of discrete
items. The tax effect of discrete items are then included to arrive at the total reported interim tax provision. The
determination of the EAETR is based upon a number of estimates, including the estimated annual pretax ordinary
income or loss in each tax jurisdiction in which the Company operates. The tax effects of discrete items are
recognized in the tax provision in the quarter they occur. Depending on various factors such as the item’s significance
in relation to total income and the rate of tax applicable in the jurisdiction to which it relates, discrete items in any
quarter can materially impact the reported effective tax rate. The Company’s annual effective tax rate may be affected
by the mix of earnings in the U.S. and foreign jurisdictions and such factors as changes in tax laws, tax rates or
regulations, changes in business, changing interpretation of existing tax laws or regulations, the finalization of tax
audits and reviews, as well as other factors. As such, there can be significant volatility in interim tax provisions. The
annual effective tax rate differs from the statutory U.S. Federal tax rate of 21% for 2018 and 35% for 2017 primarily
because of varying non-U.S. tax rates and valuation allowances in some jurisdictions, respectively.

The Tax Cuts and Jobs Act (the “Act”) was enacted on December 22, 2017. The Act reduces the U.S. federal corporate
income tax rate from 35% to 21%, requires companies to pay a one-time transition tax on earnings of certain foreign
subsidiaries that were previously tax deferred and creates new taxes on certain foreign sourced earnings. The
Company is applying the guidance in Staff Accounting Bulletin No. 118, Income Tax Accounting Implications of the
Tax Cut and Jobs Act when accounting for the enactment-date effects of the Act. At June 30, 2018, the Company has
not completed its accounting for the tax effects of the Act; however, it has made reasonable estimates of the tax
effects. During the three and six months ended June 30, 2018, the Company has not recorded any adjustments to the
provisional amounts recorded at December 31, 2017 related to the remeasurement of its deferred balances and the
one-time transition tax. In all cases, the Company is continuing to make and refine its calculations as additional
analysis is completed. In addition, the Company’s estimates may also be affected as it gains a more thorough
understanding of the Act and certain aspects of the Act are clarified by the taxing authorities.

The Act subjects a U.S. shareholder to current tax on global intangible low-taxed income (“GILTI) earned by certain
foreign subsidiaries. At December 31, 2017, the Company elected to recognize the resulting tax on GILTT as a period
expense in the period the tax is incurred. The Company has made sufficient progress in its calculation to reasonably
estimate the tax expense related to GILTI for the year ended December 31, 2018 and included it in the EAETR. The
impact of GILTI resulted in no incremental tax expense for the three and six months ended June 30, 2018 due to net
operating loss carryforwards, foreign tax credits and a full valuation allowance on U.S. net deferred tax assets. The
Company will continue to refine its calculations, which may result in changes to the expected impact for 2018.

The Company maintains its assertion on a provisional basis that it intends to continue to indefinitely reinvest the gross
book-tax differences in its foreign consolidated subsidiaries. However, the Company records deferred foreign taxes on
gross book-tax basis differences to the extent of foreign distributable reserves for certain foreign subsidiaries.
Determining the amount of unrecognized deferred tax liability related to any remaining undistributed foreign earnings
not subject to the transition tax and additional outside basis differences in these entities (i.e., basis difference in excess
of that subject to the one-time transition tax) is not practicable.

The Company is currently under examination in various tax jurisdictions in which it operates, including Bolivia,
Brazil, Canada, China, Colombia, France, Germany, and Indonesia. The years under examination range from 2004
through 2015. The Company has received tax assessments in excess of established reserves for uncertain tax positions.
The Company is contesting these tax assessments, and will continue to do so, including pursuing all available
remedies such as appeals and litigation, if necessary. The Company believes that adequate provisions for all income
tax uncertainties have been made. However, if income tax assessments are settled against the Company at amounts in
excess of established reserves, it could have a material impact on the Company’s results of operations, financial
position or cash flows.
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8. Debt

The following table summarizes the long-term debt of the Company:

December

June 30, 31, June 30,

2018 2017 2017
Secured Credit Agreement:
Revolving Credit Facility:
Revolving Loans $ 397 $ — $ —
Term Loans:
Term Loan A 908
Previous Secured Credit Agreement:
Revolving Credit Facility:
Revolving Loans 209
Term Loans:
Term Loan A 1,148 1,370
Term Loan A (€279 million) 303
Senior Notes:
6.75%, due 2020 (€500 million) 580 594 569
4.875%, due 2021 (€330 million) 383 392 375
5.00%, due 2022 496 496 496
4.00%, due 2023 306 305
5.875%, due 2023 686 685 684
3.125%, due 2024 (€725 million) 833 849 819
6.375%, due 2025 295 295 294
5.375%, due 2025 297 297 297
Senior Debentures:
7.80%, due 2018 22
Capital Leases 50 54 58
Other 167 17 22
Total long-term debt 5,398 5,132 5,518
Less amounts due within one year 21 11 47
Long-term debt $ 5,377 $ 5,121 $ 5,471

On June 27, 2018, certain of the Company’s subsidiaries entered into a new Senior Secured Credit Facility (the
“Agreement”’), which amended and restated the previous credit agreement (the “Previous Agreement”). The proceeds
from the Agreement were used to repay all outstanding amounts under the Previous Agreement. The Company
recorded $11 million of additional interest charges for the write-off of unamortized fees in the second quarter of 2018.

The Agreement provides for up to $1.910 billion of borrowings pursuant to term loans and revolving credit

facilities. The term loans mature, and the revolving credit facilities terminate, in June 2023. At June 30, 2018, the
Agreement includes a $300 million revolving credit facility, a $700 million multicurrency revolving credit facility,
and a $910 million term loan A facility ($908 million net of debt issuance costs), each of which has a final maturity
date of June 2023. At June 30, 2018, the Company had unused credit of $591 million available under the Agreement.
The weighted average interest rate on borrowings outstanding under the Agreement at June 30, 2018 was 3.18%.

The Agreement contains various covenants that restrict, among other things and subject to certain exceptions, the
ability of the Company to incur certain indebtedness and liens, make certain investments, become liable under
contingent obligations in certain defined instances only, make restricted payments, make certain asset sales within
guidelines and limits, engage in certain affiliate transactions, participate in sale and leaseback financing arrangements,
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alter its fundamental business, and amend certain subordinated debt obligations.
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The Agreement also contains one financial maintenance covenant, a Total Leverage Ratio (the “Leverage Ratio”), that
requires the Company not to exceed a ratio of 4.5x calculated by dividing consolidated total debt, less cash and cash
equivalents, by Consolidated EBITDA, as defined in the Agreement. The maximum Leverage Ratio is subject to an
increase of 0.5x for (i) any fiscal quarter during which certain qualifying acquisitions (as specified in the Agreement)
are consummated and (ii) the following three fiscal quarters. The Leverage Ratio could restrict the ability of the
Company to undertake additional financing or acquisitions to the extent that such financing or acquisitions would
cause the Leverage Ratio to exceed the specified maximum.

Failure to comply with these covenants and other customary restrictions could result in an event of default under the
Agreement. In such an event, the Company could not request borrowings under the revolving facilities, and all
amounts outstanding under the Agreement, together with accrued interest, could then be declared immediately due and
payable. Upon the occurrence and for the duration of an event of default, an additional default interest rate equal to
2.0% per annum will apply to all obligations owed under the Agreement. If an event of default occurs under the
Agreement and the lenders cause all of the outstanding debt obligations under the Agreement to become due and
payable, this would result in a default under a number of other outstanding debt securities and could lead to an
acceleration of obligations related to these debt securities. As of June 30, 2018, the Company was in compliance with
all covenants and restrictions in the Agreement. In addition, the Company believes that it will remain in compliance
and that its ability to borrow funds under the Agreement will not be adversely affected by the covenants and
restrictions.

The Leverage Ratio also determines pricing under the Agreement. The interest rate on borrowings under the
Agreement is, at the Company’s option, the Base Rate or the Eurocurrency Rate, as defined in the Agreement, plus an
applicable margin. The applicable margin is linked to the Leverage Ratio. The margins range from 1.00% to 1.50%
for Eurocurrency Loans and from 0.00% to 0.50% for Base Rate Loans. In addition, a commitment fee is payable on
the unused revolving credit facility commitments ranging from 0.20% to 0.30% per annum linked to the Leverage
Ratio.

Borrowings under the Agreement are secured by substantially all of the assets, excluding real estate and certain other
excluded assets, of certain of the Company’s domestic subsidiaries and certain foreign subsidiaries. Borrowings are
also secured by a pledge of intercompany debt and equity investments in certain of the Company’s domestic
subsidiaries and, in the case of foreign borrowings, of stock of certain foreign subsidiaries. All borrowings under the
Agreement are guaranteed by certain domestic subsidiaries of the Company, and certain foreign borrowings under the
Agreement are guaranteed by certain foreign subsidiaries of the Company.

In March 2017, the Company expanded its borrowings under the Senior Notes due 2024 by issuing €225 million of
additional notes that bear interest at 3.125% and are due November 15, 2024. The notes were issued via a private
placement and are guaranteed by certain of the Company ‘s domestic subsidiaries. The net proceeds, after deducting
debt issuance costs, totaled approximately $237 million and were used to repay a portion of the Company’s revolving
credit facility.

During March 2017, the Company purchased in a tender offer approximately $228 million aggregate principal amount
of its 7.80% Senior Debentures due in 2018. In November 2017, the remaining $22 million of the 7.80% Senior
Debentures were repurchased by the Company, the indenture relating thereto was discharged, and all collateral and
guarantees thereunder were released. In 2017, the Company recorded $18 million of additional interest charges for
note repurchase premiums and the write-off of unamortized finance fees related to these actions.

During December 2017, the Company issued senior notes with a face value of $310 million that bear interest at 4.00%
and are due March 15, 2023. The notes were issued via a private placement and are guaranteed by certain of the
Company ‘s domestic subsidiaries. The net proceeds, after deducting debt issuance costs, totaled approximately $305
million and were used to repay a portion of the term loan A facility under the Amended Agreement.
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In order to maintain a capital structure containing appropriate amounts of fixed and floating-rate debt, the Company
has entered into a series of interest rate swap agreements. These swap agreements were accounted for as fair value
hedges (see Note 4).
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The Company assesses its capital raising and refinancing needs on an ongoing basis and may enter into additional
credit facilities and seek to issue equity and/or debt securities in the domestic and international capital markets if
market conditions are favorable. Also, depending on market conditions, the Company may elect to repurchase
portions of its debt securities in the open market.

As of June 30, 2018, the Company had a €185 million European accounts receivable securitization program. The
Company plans to terminate this program in the second half of 2018.

Information related to the Company’s accounts receivable securitization program is as follows:

December
June 30, 31, June 30,
2018 2017 2017
Balance (included in short-term loans) $ 147 $ 133 $ 182
Weighted average interest rate 098 % 076 % 0.74 %

The carrying amounts reported for the accounts receivable securitization program, and certain long-term debt
obligations subject to frequently redetermined interest rates, approximate fair value. Fair values for the Company’s
significant fixed rate debt obligations are based on published market quotations, and are classified as Level 1 in the
fair value hierarchy.

Fair values at June 30, 2018 of the Company’s significant fixed rate debt obligations are as follows:

Principal Indicated

Market Fair

Amount Price Value
Senior Notes:
6.75%, due 2020 (€500 million) $ 583 $ 113.13 $ 660
4.875%, due 2021 (€330 million) 384 110.13 423
5.00%, due 2022 500 99.72 499
5.875%, due 2023 700 101.63 711
4.00%, due 2023 310 93.65 290
3.125%, due 2024 (€725 million) 845 101.27 856
6.375%, due 2025 300 103.31 310
5.375%, due 2025 300 101.63 305

9. Contingencies
Asbestos

The Company is a defendant in numerous lawsuits alleging bodily injury and death as a result of exposure to

asbestos. From 1948 to 1958, one of the Company's former business units commercially produced and sold
approximately $40 million of a high-temperature, calcium-silicate based pipe and block insulation material containing
asbestos. The Company sold its insulation business unit at the end of April 1958. The typical asbestos personal injury
lawsuit alleges various theories of liability, including negligence, gross negligence and strict liability and seeks
compensatory and, in some cases, punitive damages in various amounts (herein referred to as "asbestos claims").

As of June 30, 2018, the Company has determined that it is a named defendant in asbestos lawsuits and claims
involving approximately 1,160 plaintiffs and claimants. Based on an analysis of the lawsuits pending as of December
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31, 2017, approximately 89% of plaintiffs either do not specify the monetary damages sought, or in the case of court
filings, claim an amount sufficient to invoke the jurisdictional minimum of the trial court. Approximately 8% of
plaintiffs specifically plead damages above the jurisdictional minimum up to, and including, $15 million or less, and
3% of plaintiffs specifically plead damages greater than $15 million but less than or equal to $100 million.
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As indicated by the foregoing summary, current pleading practice permits considerable variation in the assertion of
monetary damages. The Company’s experience resolving hundreds of thousands of asbestos claims and lawsuits over
an extended period demonstrates that the monetary relief alleged in a complaint bears little relevance to a claim’s
merits or disposition value. Rather, the amount potentially recoverable is determined by such factors as the type and
severity of the plaintiff’s asbestos disease, the plaintiff’s medical history and exposure to other disease-causing agents,
the product identification evidence against the Company and other co-defendants, the defenses available to the
Company and other co-defendants, the specific jurisdiction in which the claim is made, and the plaintiff’s firm
representing the claimant.

In addition to the pending claims set forth above, the Company has claims-handling agreements in place with many
plaintiffs’ counsel throughout the country. These agreements require evaluation and negotiation regarding whether
particular claimants qualify under the criteria established by such agreements. The criteria for such claims include
verification of a compensable illness and a reasonable probability of exposure to a product manufactured by the
Company's former business unit during its manufacturing period ending in 1958.

The Company has also been a defendant in other asbestos-related lawsuits or claims involving maritime workers,
medical monitoring claimants, co-defendants and property damage claimants. Based upon its past experience, the
Company believes that these categories of lawsuits and claims will not involve any material liability and they are not
included in the above description of pending matters or in the following description of disposed matters.

Since receiving its first asbestos claim, the Company as of June 30, 2018, has disposed of asbestos claims of
approximately 399,500 plaintiffs and claimants at an average indemnity payment per claim of approximately

$9,700. The Company’s asbestos indemnity payments have varied on a per claim basis, and are expected to continue
to vary considerably over time. Asbestos-related cash payments for 2017, 2016 and 2015 were $110 million, $125
million, and $138 million, respectively. The Company’s cash payments per claim disposed (inclusive of legal costs)
were approximately $83,000, $71,000, and $95,000 for the years ended December 31, 2017, 2016 and 2015,
respectively.

As discussed above, the Company’s objective is to achieve, where possible, resolution of asbestos claims pursuant to
claims-handling agreements. Failure of claimants to meet certain medical and product exposure criteria in the
Company’s administrative claims handling agreements has generally reduced the number of claims that would
otherwise have been received by the Company in the tort system. In addition, certain court orders and legislative acts
have reduced or eliminated the number of claims that the Company otherwise would have received by the Company in
the tort system. These developments generally have had the effect of increasing the Company’s per-claim average
indemnity payment over time.

Beginning with the initial liability of $975 million established in 1993, the Company has accrued a total of
approximately $4.9 billion through June 30, 2018, before insurance recoveries, for its asbestos-related liability. The
Company’s estimates of its liability have been significantly affected by, among other factors, the volatility of
asbestos-related litigation in the United States, the significant number of co-defendants that have filed for bankruptcy,
the inherent uncertainty of future disease incidence and claiming patterns against the Company, the significant
expansion of the defendants that are now sued in this litigation, and the continuing changes in the extent to which
these defendants participate in the resolution of cases in which the Company is also a defendant.

The Company continues to monitor trends that may affect its ultimate liability and analyze the developments and
variables likely to affect the resolution of pending and future asbestos claims against the Company. The material
components of the Company’s total accrued liability are determined by the Company in connection with its annual
comprehensive legal review and consist of the following estimates, to the extent it is probable that such liabilities have
been incurred and can be reasonably estimated: (i) the liability for asbestos claims already asserted against the
Company; (ii) the liability for asbestos claims not yet asserted against the Company; and (iii) the legal defense costs
estimated to be incurred in connection with the claims already asserted and those claims the Company believes will be
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As noted above, the Company conducts a comprehensive legal review of its asbestos-related liabilities and costs
annually in connection with finalizing and reporting its annual results of operations, unless significant changes in
trends or new developments warrant an earlier review. As part of its annual comprehensive legal review, the
Company provides historical claims filing data to a third party with expertise in determining the impact of disease
incidence and mortality on future filing trends to develop information to assist the Company in estimating the total
number of future claims to be filed. The Company uses this estimate of total future claims, along with an estimation
of disposition costs and related legal costs as inputs to develop its best estimate of its total probable liability. If the
results of the annual comprehensive legal review indicate that the existing amount of the accrued liability is lower
(higher) than its reasonably estimable asbestos-related costs, then the Company will record an appropriate charge
(credit) to the Company’s results of operations to increase (decrease) the accrued liability.

The significant assumptions underlying the material components of the Company’s accrual are:

a) settlements will continue to be limited almost exclusively to claimants who were exposed to the Company’s
asbestos containing insulation prior to its exit from that business in 1958;

b) claims will continue to be resolved primarily under the Company’s administrative claims agreements or on terms
comparable to those set forth in those agreements;

c) the incidence of serious asbestos related disease cases and claiming patterns against the Company for such cases do
not change materially;

d) the Company is substantially able to defend itself successfully at trial and on appeal;

e) the number and timing of additional co defendant bankruptcies do not change significantly the assets available to
participate in the resolution of cases in which the Company is a defendant; and

f) co-defendants with substantial resources and assets continue to participate significantly in the resolution of future
asbestos lawsuits and claims.

For the years ended December 31, 2017 and 2016, the Company concluded that accruals in the amounts of $582

million and $692 million, respectively, were required. These amounts have not been discounted for the time value of

money. The Company’s comprehensive legal reviews resulted in charges of $0 million, $0 million and $16 million for

the years ended December 31, 2017, 2016 and 2015, respectively.

The Company believes it is reasonably possible that it will incur a loss for its asbestos-related liabilities in excess of
the amount currently recognized, which was $582 million as of December 31, 2017. The Company estimated that
reasonably possible losses could result in asbestos-related liabilities as high as $725 million. This estimate of
additional reasonably possible loss reflects a qualitative legal judgment regarding the nature of contingencies that
could impact future claims and legal costs, which include, but are not limited to, successful attempts by plaintiffs to
challenge existing legal barriers to liability, enact plaintiff-oriented liability or damage-related legislation, establish
new theories of liability, revive long-dormant inventories of non-mesothelioma cases, or leverage changing
jurisdictional dynamics and a changing litigation environment to increase the volume of cases or claims presented or
per-claim values. However, it is also possible that the ultimate amount of asbestos-related liabilities could be above
this estimate.

The Company expects a significant majority of the total number of claims to be received in the next ten years. This
timeframe appropriately reflects the mortality of current and expected claimants in light of the Company’s sale of its
insulation business unit in 1958. As the Company’s potential claimants continues to age, this may introduce increased
year-over-year variability into the annual quantity of claims presented to and disposed by the Company. This
increased variability, jurisdictional dynamics, a changing litigation environment, the size of the remaining pool of
claimants, and the expected increase in mortality over the next ten years may present the Company with the
opportunity to accelerate disposition of discrete parts of its claimant pool. These influences may create increased
variability in the annual cash payments year-over-year.
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As noted above, the Company’s asbestos-related liability is based on a projection of new claims that will eventually be
filed against the Company and the estimated average disposition cost of these claims and related legal costs. Changes
in these projections, and estimates, as well as changes in the significant assumptions noted above, have the potential to
significantly impact the estimation of the Company’s asbestos-related liability.

Other Matters

On July 5, 2016, the Company learned that the Enforcement Division of the Securities and Exchange Commission
(“SEC”) was conducting an investigation into certain accounting and control matters pertaining to the Company’s
determination of its asbestos-related liabilities. On May 13, 2016, the Company restated its consolidated financial
statements for the years ended December 31, 2015, 2014 and 2013 in order to correct an error related to the Company’s
method for estimating its future asbestos-related liabilities.

On May 11, 2018, the SEC informed the Company that it concluded its investigation, and, based on information it had
as of that date, it did not intend to recommend an enforcement action against the Company.

Other litigation is pending against the Company, in many cases involving ordinary and routine claims incidental to the
business of the Company and in others presenting allegations that are non-routine and involve compensatory, punitive
or treble damage claims as well as other types of relief. The Company records a liability for such matters when it is
both probable that the liability has been incurred and the amount of the liability can be reasonably

estimated. Recorded amounts are reviewed and adjusted to reflect changes in the factors upon which the estimates are
based, including additional information, negotiations, settlements and other events.

10. Share Owners’ Equity

The activity in share owners’ equity for the three months ended June 30, 2018 and 2017 is as follows:

Share Owners’ Equity of the Company

Accumulated
Total
Capital in Other Non- Share
CommorExcess of  Treasury  Retained Comprehensive controlling Owners'
Stock Par Value  Stock Earnings Loss Interests Equity
Balance on April 1,2018  $ 2 $ 3,104 $ (595) $ 182 $ (1,704) $ 130 $ 1,119
Reissuance of common
stock (31,468 shares) 3 3
Treasury shares
purchased (2,676,363
shares) (50) (50)
Stock compensation 11 11
Net earnings 50 6 56
Other comprehensive
loss (225) (15) (240)
Balance on June 30,
2018 $ 2 $ 3,115 $ (642) $ 232 $ (1,929) $ 121 $ 899
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Share Owners’ Equity of the Company

Accumulated
Total
Capital in Other Non- Share
CommorExcess of  Treasury  Retained Comprehensive controlling Owners'
Stock  Par Value  Stock Earnings  Loss Interests Equity
Balance on April 1,2017  $§ 2 $ 3,083 $ (557) $ (48) $ (1,981) $ 116 $ 615
Reissuance of common
stock (199,478 shares) 2 2
Stock compensation 5 5
Net earnings 140 3 143
Other comprehensive
income (loss) 24 (10) 14
Balance on June 30,2017 $ 2 $ 3,088 $ (555) $ 92 $ (1,957) $ 109 $ 779
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The activity in share owners’ equity for the six months ended June 30, 2018 and 2017 is as follows:

Share Owners’ Equity of the Company

Accumulated
Total
Capital in Other Non- Share
CommorExcess of  Treasury  Retained Comprehensive controlling Owners'
Stock  Par Value  Stock Earnings Loss Interests Equity
Balance on January 1,
2018 $ 2 $ 3,099 $ (551) 85 $ (1,827) $ 119 $ 927
Reissuance of common
stock (286,455 shares) 4 4
Treasury shares
purchased (4,676,122
shares) 95) 95)
Stock compensation 16 16
Net earnings 147 11 158
Other comprehensive
loss (102) ) (111)
Balance on June 30,
2018 $ 2 $ 3,115 $ (642) $ 232 $ (1,929) $ 121 $ 899
Share Owners’ Equity of the Company
Accumulated
Total
Capital in Other Non- Share
CommorExcess of  Treasury  Retained Comprehensive controlling Owners'
Stock Par Value  Stock Earnings  Loss Interests Equity
Balance on January 1,
2017 $ 2 $ 3,080 $ (560) (96) $ (2,172) $ 109 $ 363
Reissuance of common
stock (297,875 shares) 5 5
Stock compensation 8 8
Net earnings 188 8 196
Other comprehensive
income (loss) 215 (8) 207
Balance on June 30,2017 $ 2 $ 3,088 $ (555) $ 92 $ (1,957) $ 109 $ 779

During the three and six months ended June 30, 2018, the Company purchased 2,676,363 and 4,676,122 shares,
respectively, of its common stock for approximately $50 million and $95 million, respectively, pursuant to the
authorization by its Board of Directors in January 2018 to purchase up to $400 million of the Company’s common
stock.

The Company has 250,000,000 shares of common stock authorized with a par value of $.01 per share. Shares
outstanding are as follows:
Shares Outstanding (in thousands)

June 30, December 31, June 30,
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2018 2017
Shares of common stock issued (including treasury shares) 186,423 185,728
Treasury shares 27,176 22,649

2017
185,692

22,816

70



Edgar Filing: STERLING CONSTRUCTION CO INC - Form 10-Q

11. Accumulated Other Comprehensive Loss

The activity in accumulated other comprehensive loss for the three months ended June 30, 2018 and 2017 is as

follows:

Balance on April 1, 2018

Change before reclassifications
Amounts reclassified from accumulated
other comprehensive income
Translation effect

Tax effect

Other comprehensive income (loss)
attributable to the Company

Balance on June 30, 2018

Balance on April 1, 2017

Change before reclassifications
Amounts reclassified from accumulated
other comprehensive income
Translation effect

Tax effect

Other comprehensive income (loss)
attributable to the Company

Balance on June 30, 2017

Net Effect of
Exchange Rate
Fluctuations
$ (603)

(253)

(253)
$ (856)

Net Effect of
Exchange Rate
Fluctuations
$ (602)

24

24
$ (578)

Change in Certain

Derivative

Instruments

$ an
18
(18)
(D
(D

$ (18

Change in Certain

Derivative
Instruments
$ @10
“4)
“4)
$ (14

(a)

(a)

Employee
Benefit Plans
$ (1,084)

3)

16 (b)
16

29
$ (1,055)

Employee
Benefit Plans
$ (1,369)

(6)

20 (b)
(10)

4
$ (1,365)

Total

Accumulated

Other

Comprehensive

Loss

$ (1,704)
(238)

2)
15

(225)
$ (1,929)

Total
Accumulated
Other
Comprehensive
Loss
$ (1,981)

18

16
(10)

24
$ (1,957)

(a) Amount is included in Cost of goods sold and Other expense, net on the Condensed Consolidated Results of
Operations (see Note 4 for additional information).
(b) Amount is included in the computation of net periodic pension cost (see Note 6 for additional information) and

net postretirement benefit cost.
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The activity in accumulated other comprehensive loss for the six months ended June 30, 2018 and 2017 is as follows:

Balance on January 1, 2018

Change before reclassifications
Amounts reclassified from accumulated
other comprehensive income
Translation effect

Tax effect

Other comprehensive income (loss)
attributable to the Company

Balance on June 30, 2018

Balance on January 1, 2017

Change before reclassifications
Amounts reclassified from accumulated
other comprehensive income
Translation effect

Tax effect

Other comprehensive income (loss)
attributable to the Company

Balance on June 30, 2017

Net Effect of

Fluctuations
$ (729
(132)

(132)
$ (856)

Net Effect of

Fluctuations
$ (788)
210

210
$ (578)

Change in Certain
Exchange Rate Derivative
Instruments

$

$

Change in Certain
Exchange Rate Derivative

Instruments

$ @
(10)
(10)

$ 14

(12)
4

©)
(1)

(6)
(18)

(a)

(a)

Employee

Benefit Plans

$ (1,091)
(7

33 (b)
10

36
$ (1,055)

Employee

Benefit Plans

$ (1,380)
(10)

39 (b)
(14)

15
$ (1,365)

Total

Accumulated

Other

Comprehensive

Loss

$ (1,827)
(135)

24
9

(102)
$ (1,929)

Total
Accumulated
Other
Comprehensive
Loss
$ (2,172)

200

29
(14)

215
$ (1,957)

(a) Amount is included in Cost of goods sold and Other expense, net on the Condensed Consolidated Results of
Operations (see Note 4 for additional information).
(b) Amount is included in the computation of net periodic pension cost (see Note 6 for additional information) and

net postretirement benefit cost.
12. Other Expense (Income), net

Other expense (income), net for the three and six months ended June 30, 2018 and 2017 included the following:

Restructuring, asset impairment and other charges
Foreign currency exchange gain

Three months

ended June 30,
2018 2017
$ 68 $ 10

6]

Six months ended

June 30,

2018

$ 68
(2)

2017
$ 49
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Intangible amortization expense 10 10 20
Royalty income (3) 3 (6)
Other income (3) Q) (11

$ 72 $ 11 $ 69

24

20
()
(6)
$ 56
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13. Earnings Per Share

The following tables set forth the computation of basic and diluted earnings per share:

Three months ended June

30,

2018
Numerator:
Net earnings attributable to the Company $ 50
Denominator (in thousands):
Denominator for basic earnings per share-weighted average shares outstanding 160,858
Effect of dilutive securities:
Stock options and other 1,854
Denominator for diluted earnings per share-adjusted weighted average shares
outstanding 162,712
Basic earnings per share:
Earnings from continuing operations $ 0.31
Loss from discontinued operations
Net earnings $ 0.31
Diluted earnings per share:
Earnings from continuing operations $ 0.31
Loss from discontinued operations
Net earnings $ 0.31

2017

$ 140
162,716
1,766
164,482

$ 0.86

$ 0.86

$ 0.85

$ 0.85

Options to purchase 1,989,521 and 1,617,748 weighted average shares of common stock which were outstanding
during the three months ended June 30, 2018 and 2017, respectively, were not included in the computation of diluted
earnings per share because the options exercise price was greater than the average market price of the common shares.

Six months ended June 30,

2018
Numerator:
Net earnings attributable to the Company $ 147
Denominator (in thousands):
Denominator for basic earnings per share-weighted average shares outstanding 161,904
Effect of dilutive securities:
Stock options and other 2,060
Denominator for diluted earnings per share-adjusted weighted average shares
outstanding 163,964
Basic earnings per share:
Earnings from continuing operations $ 091
Loss from discontinued operations (0.01)
Net earnings $ 0.90
Diluted earnings per share:
Earnings from continuing operations $ 0.90
Loss from discontinued operations
Net earnings $ 0.90

2017

$ 188
162,553
1,609
164,162

$ 1.16

$ 1.16

$ 1.15

$ 1.15

Options to purchase 1,895,822 and 1,912,832 weighted average shares of common stock which were outstanding
during the six months ended June 30, 2018 and 2017, respectively, were not included in the computation of diluted
earnings per share because the options exercise price was greater than the average market price of the common shares.
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14. Supplemental Cash Flow Information

Income taxes paid in cash were as follows:

Six months

ended June 30,

2018 2017
U.S. $ 7 $ 6
Non-U.S. 68 83
Total income taxes paid in cash 75 89

Interest paid in cash for the six months ended June 30, 2018 and 2017 was $128 million and $145 million,
respectively. Cash interest for the six months ended June 30, 2017 included $16 million for note repurchase premiums
related to debt that was repaid prior to its maturity.

The Company uses various factoring programs to sell certain receivables to financial institutions as part of managing
its cash flows. At June 30, 2018 and June 30, 2017, the amount of receivables sold by the Company was $221 million
and $205 million, respectively. Any continuing involvement with the sold receivables is immaterial.

15. Discontinued Operations

On April 4, 2016, the annulment committee formed by the World Bank’s International Centre for Settlement of
Investment Disputes (“ICSID”) ruled that OI European Group B.V. (“OIEG”), a subsidiary of the Company, is free to
pursue the enforcement of a prior arbitration award (the “Award”) against Venezuela. As of June 30, 2018, that Award
amounts to more than $500 million, including reimbursement of expenses and accrued interest. Venezuela’s
application to annul the Award was heard by an ad hoc committee of the ICSID in September 2017, but no decision
has been rendered yet.

On July 31, 2017, OIEG sold its right, title and interest in amounts due under the Award to an Ireland-domiciled
investment fund. Under the terms of the sale, OIEG received a payment, in cash, at closing equal to $115 million (the
“Cash Payment”). OIEG may also receive additional payments in the future (“Deferred Amounts”) calculated based on
the total compensation that is received from Venezuela as a result of collection efforts or as settlement of the Award
with Venezuela. In the event that the Award is partially or completely annulled by the ICSID ad hoc annulment
committee, OIEG may be required to repay to the purchaser up to the entire amount of the Cash Payment based on a
formula tied to the amount of the Award (if any) that is annulled. In addition, OIEG’s right to receive any Deferred
Amounts is subject to the limitations described below.

OIEG’s interest in any amounts received in the future from Venezuela in respect of the Award is limited to a
percentage of such recovery after taking into account reimbursement of the Cash Payment to the purchaser and
reimbursement of legal fees and expenses incurred by the Company and the purchaser. OIEG’s percentage of such
recovery will also be reduced over time. Because the Award has yet to be satisfied, the annulment proceeding is
pending, and the ability to successfully enforce the Award in countries that are party to the ICSID Convention is
subject to significant challenges, the Company is unable to reasonably predict the amount of recoveries from the
Award, if any, to which the Company may be entitled in the future. Any future amounts that the Company may
receive from the Award are highly speculative and the timing of any such future payments, if any, is highly
uncertain. As such, there can be no assurance that the Company will receive any future payments under the Award
beyond the Cash Payment. Except as noted above in connection with the annulment proceeding that is pending before
the ICSID ad hoc committee, the Cash Payment is not subject to any forfeiture or future adjustment.
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A separate arbitration involving other subsidiaries of the Company was initiated in 2012 to obtain compensation
primarily for third-party minority shareholders’ lost interests in the two expropriated plants. However, on November
13,2017, ICSID issued an award that dismissed this arbitration on jurisdiction grounds. In March 2018, the Company
submitted to ICSID an application to annul the November 13, 2017 award.

As of June 30, 2018, the Company deferred the gain contingency on the sale of its rights in amounts due under the
Award pending the ad hoc committee of the ICSID rendering its decision regarding Venezuela’s application to annul
the Award.

The loss from discontinued operations was less than $1 million and approximately $1 million for the three and six
months ended June 30, 2018, respectively, and less than $1 million for the three and six months ended June 30, 2017,
related to ongoing costs of the Venezuelan expropriation.

16. New Accounting Pronouncement

Revenue from Contracts with Customers - In May 2014, the Financial Accounting Standards Board ("FASB") issued
Accounting Standards Update ("ASU") No. 2014-09, "Revenue from Contracts with Customers," which requires an
entity to recognize the amount of revenue to which it expects to be entitled for the transfer of promised goods or
services to customers. On January 1, 2018, the Company adopted this accounting standard. See Note 2, Revenue, for
additional information.

Leases - In February 2016, the FASB issued ASU No. 2016-02, “Leases.” Under this guidance, lessees will be required
to recognize on the balance sheet a lease liability and a right-of-use asset for all leases, with the exception of
short-term leases. The lease liability represents the lessee's obligation to make lease payments arising from a lease,
and will be measured as the present value of the lease payments. The right-of-use asset represents the lessee’s right to
use a specified asset for the lease term, and will be measured at the lease liability amount, adjusted for lease
prepayment, lease incentives received and the lessee’s initial direct costs. The standard also requires a lessee to
recognize a single lease cost allocated over the lease term, generally on a straight-line basis. The new guidance is
effective for the Company on January 1, 2019. ASU No. 2016-02 is required to be applied using the modified
retrospective approach for all leases existing as of the effective date and provides for certain practical expedients that
the Company plans to elect. The Company anticipates the new guidance will significantly impact its consolidated
financial statements as the Company has a significant number of leases. As of December 31, 2017, the Company had
minimum lease commitments under non-cancellable operating leases totaling $258 million. The Company formed an
implementation team, commenced identification of its lease population and has begun the implementation of new
software to manage its leases in accordance with this new accounting standard.

Credit Losses - In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments. This guidance requires the measurement of all expected
credit losses for financial assets held at the reporting date based on historical experience, current conditions and
reasonable and supportable forecasts. This guidance also requires enhanced disclosures regarding significant estimates
and judgments used in estimating credit losses. The new guidance is effective for the Company on January 1, 2020.
Early adoption is permitted for fiscal years, and interim periods within those fiscal years, beginning after December
15, 2018. The Company is currently evaluating the impact that the adoption of this guidance will have on its
consolidated financial statements.

Statement of Cash Flows - In August 2016, the FASB issued ASU No. 2016-15, “Classification of Certain Cash
Receipts and Cash Payments” which was intended to reduce diversity in practice on how certain transactions are
classified in the statement of cash flows. Application of the standard is required for annual periods beginning after
December 15, 2017. The Company adopted this standard in the first quarter of 2018. The adoption of this standard did
not have a material impact on the Company’s condensed consolidated financial statements.

78



27

Edgar Filing: STERLING CONSTRUCTION CO INC - Form 10-Q

79



Edgar Filing: STERLING CONSTRUCTION CO INC - Form 10-Q

Compensation - Retirement Benefits - In March 2017, the FASB issued ASU No. 2017-07, “Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost” which requires the service
cost component to be presented with other employee compensation costs in operating income within the income
statement while the other components will be reported separately outside of operations. Application of the standard is
required for annual periods beginning after December 15, 2017. The Company adopted this standard in the first
quarter of 2018. The adoption of this standard did not have a material impact on the Company’s condensed
consolidated financial statements, except for in the Consolidated Results of Operations for the prior periods in which
there were pension settlement charges. These prior period pension settlement charges will be reclassed from the Cost
of goods sold and Selling and administrative expense lines into the Other expenses, net line.

Derivatives and Hedging - In August 2017, the FASB issued ASU No. 2017-12, “Targeted Improvements to
Accounting for Hedging Activities” which improves the financial reporting of hedging relationships to better portray
the economic results of an entity’s risk management activities in its financial statements. Application of the standard is
required for annual periods beginning after December 15, 2018. The Company adopted this standard in the first
quarter of 2018. The adoption of this standard did not have a material impact on the Company’s condensed
consolidated financial statements.

Income Taxes - In January 2018, the FASB issued ASU 2018-02, Income Statement — Reporting Comprehensive
Income (Topic 220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income, which
gives entities the option to reclassify to retained earnings the tax effects resulting from the Act related to items in
AOCIT that the FASB refers to as having been stranded in AOCI. The new guidance may be applied retrospectively to
each period in which the effect of the Act is recognized in the period of adoption. The Company must adopt this
guidance for fiscal years beginning after December 15, 2018 and interim periods within those fiscal years. Early
adoption is permitted for periods for which financial statements have not yet been issued or made available for
issuance, including the period the Act was enacted. The guidance, when adopted, will require new disclosures
regarding a company’s accounting policy for releasing the tax effects in AOCI and permit a company the option to
reclassify to retained earnings the tax effects resulting from the Act that are stranded in AOCI. The Company is
currently evaluating how to apply the new guidance and has not determined whether it will elect to reclassify stranded
amounts, if any. The adoption of ASU 2018-02 is not expected to have a material effect on the Company’s
consolidated financial statements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The Company’s measure of profit for its reportable segments is segment operating profit, which consists of
consolidated earnings from continuing operations before interest income, interest expense, and provision for income
taxes and excludes amounts related to certain items that management considers not representative of ongoing
operations as well as certain retained corporate costs. The segment data presented below is prepared in accordance
with general accounting principles for segment reporting. The lines titled “reportable segment totals” in both net sales
and segment operating profit, however, are non-GAAP measures when presented outside of the financial statement
footnotes. Management has included reportable segment totals below to facilitate the discussion and analysis of
financial condition and results of operations and believes this information allows the board of directors, management,
investors and analysts to better understand the Company’s financial performance. The Company’s management uses
segment operating profit, in combination with net sales and selected cash flow information, to evaluate performance
and to allocate resources. Segment operating profit is not, however, intended as an alternative measure of operating
results as determined in accordance with U.S. GAAP and is not necessarily comparable to similarly titled measures
used by other companies.

As previously disclosed, to better leverage its scale and presence across a larger geography and market, the Company
completed the consolidation of the former North America and Latin America segments into one segment, named the
Americas, effective January 1, 2018. The consolidation resulted in the leadership roles of the former North America
and Latin America segments being combined into one position, President of the Americas, reporting to the Company’s
chief operating decision maker (“CODM”), who is the Company’s Chief Executive Officer. Beginning January 1, 2018,
the CODM reviews the operating results at the Americas level to make resource allocation decisions and to assess
performance. The consolidation also resulted in the elimination of duplicative costs as certain functions of the former
North America and Latin America segments were combined to simplify the management of the new Americas

segment. For example, the Company consolidated its business shared service centers in North America and Latin
America into one Americas shared service center.

Financial information for the three and six months ended June 30, 2018 and 2017 regarding the Company’s reportable
segments is as follows (dollars in millions):

Three months ended Six months ended

June 30, June 30,

2018 2017 2018 2017
Net Sales:
Americas $ 930 $ 942 $ 1,838 $ 1,811
Europe 674 635 1,317 1,189
Asia Pacific 153 155 326 328
Reportable segment totals 1,757 1,732 3,481 3,328
Other 15 19 27 38
Net Sales $ 1,772 $ 1,751 $ 3,508 $ 3,366
29
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Three months

ended Six months ended

June 30, June 30,

2018 2017 2018 2017
Segment operating profit:
Americas $ 152 $ 161 $ 299 $ 300
Europe 101 80 173 139
Asia Pacific 2 11 7 31
Reportable segment totals 255 252 479 470
Items excluded from segment operating profit:
Retained corporate costs and other 30) (28) 57 (56)
Restructuring, asset impairment and other charges (73) (10) (73) 49)
Interest expense, net (74) (62) (136) (141)
Earnings from continuing operations before income taxes 78 152 213 224
Provision for income taxes (22) 9) 54 (28)
Earnings from continuing operations 56 143 159 196
Loss from discontinued operations (D
Net earnings 56 143 158 196
Net (earnings) attributable to noncontrolling interests (6) 3) (11D (8)
Net earnings attributable to the Company $ 50 $ 140 $ 147 $ 188
Net earnings from continuing operations attributable to the Company ~ $ 50 $ 140 $ 148 $ 188

Note: All amounts excluded from reportable segment totals are discussed in the following applicable sections.
Executive Overview — Quarters ended June 30, 2018 and 2017
Second Quarter 2018 Highlights

- Net sales in the second quarter of 2018 were higher than the same quarter in 2017, primarily due to the favorable
effects of changes in foreign currency exchange rates and higher prices

- Segment operating profit for reportable segments was up 1% in the second quarter of 2018 compared to the second
quarter of 2017. Higher segment profit in Europe more than offset lower segment profit in the other regions.

- The Company repurchased approximately 2.7 million shares of its common stock during the second quarter of 2018
for approximately $50 million

- The Company entered into a new $1.91 billion senior secured credit facility with a final maturity date of June 2023

Net sales for the second quarter of 2018 were $21 million higher than the second quarter of the prior year primarily

due to the favorable effect of changes in foreign currency exchange rates and higher prices, partially offset by

modestly lower shipments.

Earnings from continuing operations before income taxes were $74 million lower in the second quarter of 2018 than
the prior year quarter, primarily due to an increase in charges related to restructuring activities and the write-off of
finance fees in the second quarter of 2018 compared to the second quarter of 2017. Segment operating profit for
reportable segments for the second quarter of 2018 was $3 million higher than the second quarter of the prior year.
Higher segment profit in Europe more than offset lower segment profit in the other regions.

Net interest expense for the second quarter of 2018 increased $12 million compared to the second quarter of

2017. The increase was primarily due to $11 million of deferred finance fees written off in the second quarter of 2018
that were related to debt that was repaid prior to its maturity. No deferred finance fees were written off in the second
quarter of 2017 since no debt was repaid.
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For the second quarter of 2018, the Company recorded net earnings from continuing operations attributable to the
Company of $50 million, or $0.31 per share (diluted), compared to $140 million, or $0.85 per share (diluted), in the
second quarter of 2017. Earnings for the second quarter of 2018 and the second quarter of 2017 included items that
management considered not representative of ongoing operations as set forth in the following table (dollars in
millions).

Net Earnings Net Earnings

Increase Increase
(Decrease) (Decrease)
Description 2018 2017
Restructuring, asset impairment and other charges $ (73) $ (10)
Werite-off of finance fees (11D
Tax benefit recorded for certain tax adjustments 20
Net tax benefit for income tax on items above 9 4
Net impact of noncontrolling interests on items above 3
Total $ (75 $ 17

Results of Operations — Second Quarter of 2018 compared with Second Quarter of 2017
Net Sales

The Company’s net sales in the second quarter of 2018 were $1,772 million compared with $1,751 million for the
second quarter of 2017, an increase of $21 million, or 1%. Favorable foreign currency exchange rates, primarily due to
a stronger Euro, increased sales by $15 million in the second quarter of 2018 compared to the prior year quarter.
Higher selling prices also increased net sales by $30 million in the quarter. Total glass container shipments, in tonnes,
were approximately 1% lower in the second quarter of 2018 than the prior year quarter. Sales volume and mix
decreased net sales by $20 million.

The change in net sales of reportable segments can be summarized as follows (dollars in millions):

Reportable segment net sales - 2017 $ 1,732
Price $ 30

Sales volume and mix (20)

Effects of changing foreign currency rates 15

Total effect on reportable segment net sales 25
Reportable segment net sales - 2018 $ 1,757

Americas: Net sales in the Americas in the second quarter of 2018 were $930 million compared with $942 million for
the second quarter of 2017, a decrease of $12 million, or 1%. Higher selling prices increased net sales by $22 million
in the second quarter of 2018. Total glass container shipments in the region were down approximately 1% in the
second quarter of 2018 compared to the prior year quarter, driven primarily by lower shipments to alcoholic and
non-alcoholic beverage customers. Despite a temporary transportation strike in Brazil during the quarter, year over
year shipments in that country were strong again in the second quarter. Shipments in Mexico were also lower
compared to the second quarter in the prior year due to a raw material batch disruption issue that limited product
available for sale in the quarter. In the U.S., solid year over year growth in shipments to food customers in the second
quarter were more than offset by a decline in shipments to alcoholic beverage customers, which is largely due to
ongoing trends in megabeer. Overall, lower shipments and changes in mix in the region decreased net sales by $15
million in the second quarter of 2018. The unfavorable effects of foreign currency exchange rate changes decreased
net sales $19 million in the second quarter of 2018 compared to 2017.
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Europe: Net sales in Europe in the second quarter of 2018 were $674 million compared with $635 million for the
second quarter of 2017, an increase of $39 million, or 6%. Favorable foreign currency exchange rates impacted the
region by approximately $35 million in the second quarter of 2018 as the Euro strengthened in relation to the U.S.
dollar. Lower shipments to alcoholic beverage customers drove total glass container shipments in the second quarter
of 2018 down nearly 1% compared to the prior year quarter, resulting in $3 million of lower net sales. Selling prices in
Europe increased net sales by $7 million in the second quarter of 2018 compared to the same period in the prior

year.

Asia Pacific: Net sales in Asia Pacific in the second quarter of 2018 were $153 million compared with $155 million
for the second quarter of 2017, a decrease of $2 million, or 1%. Glass container shipments in the second quarter of
2018 were comparable with the prior year period, with sales mix resulting in a $2 million decline to net sales. Slightly
higher selling prices increased net sales by $1 million in the current quarter. The effects of foreign currency exchange
rate changes in the current year quarter decreased net sales by $1 million.

Earnings from Continuing Operations before Income Taxes and Segment Operating Profit

Earnings from continuing operations before income taxes were $78 million in the second quarter of 2018 compared to
$152 million in the second quarter of 2017, a decrease of $74 million, or 49%. This decrease was primarily related to

an increase in charges related to restructuring activities and the write-off of finance fees in the second quarter of 2018
compared to the second quarter of 2017.

Operating profit of the reportable segments includes an allocation of some corporate expenses based on a percentage
of sales and direct billings based on the costs of specific services provided. Unallocated corporate expenses and
certain other expenses not directly related to the reportable segments’ operations are included in Retained corporate
costs and other. For further information, see Segment Information included in Note 1 to the Condensed Consolidated
Financial Statements.

Segment operating profit of reportable segments in the second quarter of 2018 was $255 million compared to $252
million for the second quarter of 2017, an increase of $3 million, or 1%. The increase was largely attributable to
higher selling prices and favorable foreign currency effects. Higher operating costs in the second quarter of 2018
partially offset these gains and were driven by inflation, lower production volumes, and higher spend due to increased
asset repair activities.

The change in segment operating profit of reportable segments can be summarized as follows (dollars in millions):

Reportable segment operating profit - 2017 $ 252
Price $ 30

Sales volume and mix 2)

Operating costs 27)

Effects of changing foreign currency rates 2

Total net effect on reportable segment operating profit 3
Reportable segment operating profit - 2018 $ 255

Americas: Segment operating profit in the Americas in the second quarter of 2018 was $152 million compared with
$161 million in the second quarter of 2017, a decrease of $9 million, or 6%. Selling prices were $22 million higher in
the current year quarter compared to the prior year quarter. Segment operating profit was impacted by $26 million of
higher operating costs in the second quarter of 2018 than the same quarter in the prior year, driven by cost inflation, a
temporary transportation strike in Brazil, a raw material batch disruption issue at a plant in Mexico, and higher
transportation costs due to freight rate inflation. The Americas region undertook several restructuring actions in the
second quarter of 2018, but the region does not expect to realize any cost savings until the fourth quarter of 2018. The
effects of foreign currency exchange rates decreased segment operating profit by $5 million in the current year
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Inflation in Argentina in the second quarter of 2018 increased at an accelerated rate and effective June 30, 2018,
Argentina’s economy is considered highly inflationary. Beginning July 1, 2018, under a highly-inflationary basis of
accounting, the Company’s monetary assets (such as cash and receivables) and monetary liabilities (such as payables
and accruals) at its operations in Argentina will be remeasured at the end of each reporting period with such entries
recorded to the income statement rather than to accumulated other comprehensive loss on the balance sheet. Because
the Argentinian peso is subject to fluctuation, such remeasurement would increase the volatility of reported results of
operations in future periods. However, the Company has a small presence in Argentina with only one plant in that
country, so the impact from the highly-inflationary basis of accounting is not expected to be material.

Europe: Segment operating profit in Europe in the second quarter of 2018 was $101 million compared with $80
million in the second quarter of 2017, an increase of $21 million, or 26%. The effects of foreign currency exchange
rates increased segment operating profit by $6 million in the current year quarter. Selling prices were $7 million
higher in the current quarter compared to the prior year quarter. Segment operating profit in the second quarter of
2018 improved due to approximately $9 million of lower operating costs compared to the same period in the prior
year. This was primarily due to the receipt of an energy credit from a local government entity that was received in the
third quarter of the prior year and cost reductions. The prior year permanent footprint adjustment in the region
reduced operating costs and were in line with management’s expectations when the restructuring activities were
initiated. The decrease in sales volume discussed above reduced segment operating profit by $1 million.

Asia Pacific: Segment operating profit in Asia Pacific in the second quarter of 2018 was $2 million compared with
$11 million in the second quarter of 2017, a decrease of $9 million, or 82%. As planned, asset improvement projects
underway in the region drove operating costs higher and decreased segment operating profit by $10 million in the
quarter compared to the prior year quarter. Most of these projects have now been substantially completed. The
decrease in sales discussed above reduced segment operating profit by $1 million. Higher selling prices increased
segment operating profit in the second quarter of 2018 by $1 million. The effects of foreign currency exchange rates
increased segment operating profit by $1 million in the current year quarter.

Interest Expense, Net

Net interest expense for the second quarter of 2018 was $74 million compared with $62 million for the second quarter
of 2017. Net interest expense included $11 million and $0 in the second quarter of 2018 and 2017, respectively, for
the write off of deferred finance fees related to debt that was repaid prior to its maturity. Exclusive of these items, net
interest expense increased $1 million in the second quarter of 2018 compared to the same quarter in the prior year due
to higher interest rates on the Company’s variable debt and a stronger Euro.

Provision for Income Taxes

The Company’s effective tax rate from continuing operations for the three months ended June 30, 2018 was 28.2%
compared with 5.9% for the three months ended June 30, 2017. The effective tax rate for the second quarter of 2018
was higher than the second quarter of 2017 primarily due to the nonoccurrence of a resolution of a tax matter in 2017
that resulted in approximately $26 million of tax accruals reversed in the second quarter of 2017, as well as the mix of
earnings in the U.S. and foreign jurisdictions.
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Net Earnings from Continuing Operations Attributable to the Company

For the second quarter of 2018, the Company recorded net earnings from continuing operations attributable to the
Company of $50 million, or $0.31 per share (diluted), compared to $140 million, or $0.85 per share (diluted), in the
second quarter of 2017. Earnings in the second quarter of 2018 and the second quarter of 2017 included items that
management considered not representative of ongoing operations. These items decreased earnings attributable to the
company by $75 million, or $0.46 per share, in the second quarter of 2018 and increased net earnings attributable to
the Company by $17 million, or $0.10 per share in the second quarter of 2017 as set forth in the following table
(dollars in millions):

Net Earnings Net Earnings

Increase Increase
(Decrease) (Decrease)
Description 2018 2017
Restructuring, asset impairment and other charges $ (73) $ (10)
Werite-off of finance fees (11D
Tax benefit recorded for certain tax adjustments 20
Net tax benefit for income tax on items above 9 4
Net impact of noncontrolling interests on items above 3
Total $ (75 $ 17

Executive Overview — Six Months ended June 30, 2018 and 2017
2018 Highlights

- The Company combined the North America and Latin America segments into one segment, named the Americas, to
better leverage its scale and presence across a larger geography and market, and to reduce costs

- Net sales in the first half of 2018 were up over 4% from the same period in 2017, primarily due to the favorable
effects of changes in foreign currency exchange rates and higher prices

- Segment operating profit for reportable segments was up 2% in the first half of 2018 compared to the same period in
2017. Higher segment profit in Europe more than offset lower segment profit in Asia Pacific.

- The Company repurchased approximately 4.7 million shares of its common stock during the first half of 2018 for
approximately $95 million

- The Company entered into a new $1.91 billion senior secured credit facility with a final maturity date of June 2023

Net sales for the first six months of 2018 were $142 million higher than the same period in the prior year primarily

due to the favorable effect of changes in foreign currency exchange rates and higher prices.

Earnings from continuing operations before income taxes were $11 million lower in the first half of 2018 than the
same period in 2017, primarily due to an increase in charges related to restructuring activities. Segment operating
profit for reportable segments for the first half of 2018 was $9 million higher than the same period in the prior year.
The increase was largely attributable to higher selling prices and the favorable effect of changes in foreign currency.
Higher segment profit in Europe more than offset lower segment profit in Asia Pacific.

Net interest expense for the first half of 2018 decreased $5 million compared to the same period in 2017. The
decrease was primarily due to $11 million and $17 million of note repurchase premiums and the write off of deferred
finance fees recorded in the first half of 2018 and the first half of 2017, respectively, that were related to debt that was
repaid prior to its maturity.
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Net earnings from continuing operations attributable to the Company for the first six months of 2018 was $148
million, or $0.90 per share (diluted), compared with $188 million, or $1.15 per share (diluted), in the first six months
of 2017.

Earnings in 2018 and 2017 included items that management considered not representative of ongoing operations as set
forth in the following table (dollars in millions).

Net Earnings

Increase

(Decrease)
Description 2018 2017
Restructuring, asset impairment and other charges $(73) $ 49
Note repurchase premiums and write-off of finance fees (1) (17
Tax benefit recorded for certain tax adjustments 20
Net tax benefit for income tax on items above 9 12
Net impact of noncontrolling interests on items above 4
Total $ (75 $ @30

Results of Operations — First six months of 2018 compared with first six months of 2017
Net Sales

The Company’s net sales in the first six months of 2018 were $3,508 million compared with $3,366 million for the first
six months of 2017, an increase of $142 million, or 4%. Favorable foreign currency exchange rates, primarily due to a
stronger Euro, increased sales by $114 million in the first six months of 2018 compared to the prior year period.

Higher selling prices also increased net sales by $58 million in 2018. Total glass container shipments, in tonnes, were
less than 1% lower in the first half of 2018 compared to the prior year period. Sales volume and mix decreased net
sales by $19 million.

Reportable segment net sales - 2017 $ 3,328
Price $ 58

Sales volume and mix (19)

Effects of changing foreign currency rates 114

Total effect on reportable segment net sales 153
Reportable segment net sales - 2018 $ 3,481

Americas: Net sales in the Americas in the first six months of 2018 were $1,838 million compared with $1,811
million for the same period in 2017, an increase of $27 million, or 2%. Higher selling prices increased net sales by
$44 million in 2018. Total glass container shipments in the region were comparable in the first half of 2018 to the
same prior in the prior year with higher shipments to food customers offset by lower shipments to alcoholic beverage
customers. Year over year shipments in Brazil were also strong in the first half of 2018. In the U.S., solid year over
year growth in shipments to food customers in the first half of 2018 were more than offset by a decline in shipments to
alcoholic beverage customers, which is largely due to ongoing trends in megabeer. Overall, the change in sales mix in
the region decreased net sales by $6 million in the first half of 2018. The effects of foreign currency exchange rate
changes decreased net sales $11 million in the first half of 2018 compared to 2017.

Europe: Net sales in Europe in the first half of 2018 were $1,317 million compared with $1,189 million for the first
quarter of 2017, an increase of $128 million, or 11%. The effects of foreign currency exchange rates increased net
sales in the region by approximately $122 million in the first six months of 2018 as the Euro strengthened in relation
to the U.S. dollar. Glass container shipments in the first half of 2018 were down less than 1% compared to the first
half of 2017, resulting in $4 million of lower net sales. Selling prices in Europe increased net sales by $10 million in
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the first half of 2018 compared to the same period in the prior year.
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Asia Pacific: Net sales in Asia Pacific in the first half of 2018 were $326 million compared with $328 million for the
same period of 2017, a decrease of $2 million, or 1%. Glass container shipments in the first half of 2018 were down
3% compared to the first half of 2017, primarily driven by the timing of returnable float replenishment in Southeast
Asia, resulting in $9 million of lower net sales. Slightly higher selling prices increased net sales by $4 million in 2018.
The favorable effects of foreign currency exchange rate changes increased net sales by $3 million.

Earnings from Continuing Operations before Income Taxes and Segment Operating Profit

Earnings from continuing operations before income taxes were $213 million in the first half of 2018 compared to
$224 million in the first half of 2017, a decrease of $11 million, or 5%. This decrease was primarily due to an increase
in charges related to restructuring activities.

Operating profit of the reportable segments includes an allocation of some corporate expenses based on a percentage
of sales and direct billings based on the costs of specific services provided. Unallocated corporate expenses and
certain other expenses not directly related to the reportable segments’ operations are included in Retained corporate
costs and other. For further information, see Segment Information included in Note 1 to the Condensed Consolidated
Financial Statements.

Segment operating profit of reportable segments in the first half of 2018 was $479 million compared to $470 million
for the first half of 2017, an increase of $9 million, or 2%. The increase was largely attributable to higher selling
prices and favorable foreign currency effects. Higher operating costs in the first half of 2018 partially offset these
gains and were driven by inflation, lower production volumes and higher spend due to increased asset repair activities.

The change in segment operating profit of reportable segments can be summarized as follows (dollars in millions):

Reportable segment operating profit - 2017 $ 470
Price $ 58

Sales volume and mix 1

Operating costs (60)

Effects of changing foreign currency rates 10

Total net effect on reportable segment operating profit 9
Reportable segment operating profit - 2018 $ 479

Americas: Segment operating profit in the Americas in the first six months of 2018 was $299 million compared with
$300 million in the first half of 2017, a decrease of $1 million, or less than 1%. The change in sales volume and mix
discussed above improved segment operating profit in the current year quarter by $5 million. Selling prices were $44
million higher in the current year period compared to the prior year. Segment operating profit was impacted by $53
million of higher operating costs in the first half of 2018 than the same period in the prior year, driven by cost
inflation, a temporary transportation strike in Brazil, a raw material batch disruption issue at a plant in Mexico, and
higher transportation costs due to freight rate inflation. The region also benefitted from $10 million of insurance
proceeds in the first half of 2018. The effects of foreign currency exchange rates decreased segment operating profit
by $7 million in the current year period. The Americas region undertook several restructuring actions in the second
quarter of 2018, but the region does not expect to realize any cost savings until the fourth quarter of 2018.

Europe: Segment operating profit in Europe in the first six months of 2018 was $173 million compared with $139
million in the first half of 2017, an increase of $34 million, or 24%. The effects of foreign currency exchange rates
increased segment operating profit by $16 million in the current year period. Selling prices were $10 million higher in
2018 compared to the prior year period. Segment operating profit in the first six months of 2018 improved due to
approximately $9 million of lower operating costs compared to the same period in the prior year. This was primarily
due to the receipt of an energy credit from a local government entity that was received in the third quarter of the prior
year and cost reductions. The prior year permanent footprint adjustment in the region reduced operating costs by an
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immaterial amount in the first half of 2018 and were in line with management’s expectations when the restructuring
activities were initiated. The change in sales volume and mix described above reduced segment operating profit by $1
million.

Asia Pacific: Segment operating profit in Asia Pacific in the first six months of 2018 was $7 million compared with
$31 million in the first six months of 2017, a decrease of $24 million, or 77%. As planned, asset improvement projects
underway in the region drove operating costs higher and decreased segment operating profit by $32 million in the first
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half of 2018 compared to the same period in the prior year. These projects have now been substantially completed in
the region. The decrease in sales volume discussed above reduced segment operating profit by $3 million. Higher
selling prices increased segment operating profit in the first half of 2018 by $4 million. In addition, the region
recorded $6 million of gains related to land sales in the first half of 2018. The effects of foreign currency exchange
rates increased segment operating profit by $1 million in the current year period.

Interest Expense, Net

Net interest expense for the first six months of 2018 was $136 million compared with $141 million for the first six
months of 2017. Net interest expense included $11 and $17 million in the first half of 2018 and 2017, respectively,
for note repurchase premiums and the write off of deferred finance fees that were related to debt that was repaid prior
to its maturity. Exclusive of these items, net interest expense increased $1 million in the first six months of 2018
compared to the same period in the prior year due to higher interest rates on the Company’s variable debt and a
stronger Euro.

Provision for Income Taxes

The Company’s effective tax rate from continuing operations for the six months ended June 30, 2018 was 25.4%
compared with 12.5% for the six months ended June 30, 2017. The effective tax rate for the first half of 2018 was
higher than the same period in 2017 due to the nonoccurrence of a resolution of a tax matter in 2017 that resulted in
approximately $26 million of tax accruals reversed.

The Company expects that the full year effective tax rate for 2018 will range between approximately 22% and 24%
(excluding the tax on items that management considers not representative of ongoing operations).

Net Earnings from Continuing Operations Attributable to the Company

For the first six months of 2018, the Company recorded net earnings from continuing operations attributable to the
Company of $148 million, or $0.90 per share (diluted), compared to $188 million, or $1.15 per share (diluted), in the
first six months of 2017. Earnings in 2018 and 2017 included items that management considered not representative of
ongoing operations as set forth in the following table (dollars in millions):

Net Earnings

Increase

(Decrease)
Description 2018 2017
Restructuring, asset impairment and other charges $(73) $ 49
Note repurchase premiums and write-off of finance fees (11D (17
Tax benefit recorded for certain tax adjustments 20
Net tax benefit for income tax on items above 9 12
Net impact of noncontrolling interests on items above 4
Total $ (75 $ @30

Items excluded from Reportable Segment Totals
Retained Corporate Costs and Other
Retained corporate costs and other for the second quarter of 2018 were $30 million and comparable with the $28

million recorded in the second quarter of 2017. For the first six months of 2018, retained corporate costs and other
were $57 million compared with $56 million for the same period in 2017.
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Restructuring, Asset Impairments and Other Charges

In the three and six months ended June 30, 2018, the Company implemented several discrete restructuring initiatives
and recorded restructuring, asset impairment and other charges of $73 million. These charges consisted of employee
costs, write-down of assets, and other exit costs primarily related to a plant closure in the Americas region. These
restructuring charges were discrete actions and are expected to approximate the total cumulative costs for those
actions as no significant additional costs are expected to be incurred. These restructuring charges primarily relate to
capacity curtailments and the Company plans to reallocate the products produced at these facilities to other facilities.
These charges were recorded to Cost of goods sold ($5 million) and Other expense, net ($68 million) on the
Condensed Consolidated Results of Operations. The Company expects that the majority of the remaining cash
expenditures related to the above charges will be paid out by the end of 2019.

In the three and six months ended June 30, 2017, the Company implemented several discrete restructuring initiatives
and recorded restructuring, asset impairment and other charges of $10 million and $49 million, respectively. For the
six months ended June 30, 2017, these charges primarily consisted of employee costs, write-down of assets, and other
exit costs in the following regions: Americas ($36 million) and Europe ($13 million). The restructuring charges
recorded were discrete actions and are expected to approximate the total cumulative costs for those actions as no
significant additional costs are expected to be incurred. The restructuring charges recorded in the Americas and
European regions primarily relate to capacity curtailments. The Company plans to reallocate the products produced at
these facilities to others in their respective regions. These charges were recorded to Other expense, net on the
Condensed Consolidated Results of Operations. The Company expects that the majority of the remaining cash
expenditures related to the above charges will be paid out by the end of 2018.

See Note 5 to the Condensed Consolidated Financial Statements for additional information.
Discontinued Operations

On April 4, 2016, the annulment committee formed by the World Bank’s International Centre for Settlement of
Investment Disputes (“ICSID”) ruled that OI European Group B.V. (“OIEG”), a subsidiary of the Company, is free to
pursue the enforcement of a prior arbitration award (the “Award”) against Venezuela. As of June 30, 2018, that Award
amounts to more than $500 million, including reimbursement of expenses and accrued interest. Venezuela’s
application to annul the Award was heard by an ad hoc committee of the ICSID in September 2017, but no decision
has been rendered yet.

On July 31, 2017, OIEG sold its right, title and interest in amounts due under the Award to an Ireland-domiciled
investment fund. Under the terms of the sale, OIEG received a payment, in cash, at closing equal to $115 million (the
“Cash Payment”). OIEG may also receive additional payments in the future (“Deferred Amounts”) calculated based on
the total compensation that is received from Venezuela as a result of collection efforts or as settlement of the Award
with Venezuela. In the event that the Award is partially or completely annulled by the ICSID ad hoc annulment
committee, OIEG may be required to repay to the purchaser up to the entire amount of the Cash Payment based on a
formula tied to the amount of the Award (if any) that is annulled. In addition, OIEG’s right to receive any Deferred
Amounts is subject to the limitations described below.

OIEG’s interest in any amounts received in the future from Venezuela in respect of the Award is limited to a
percentage of such recovery after taking into account reimbursement of the Cash Payment to the purchaser and
reimbursement of legal fees and expenses incurred by the Company and the purchaser. OIEG’s percentage of such
recovery will also be reduced over time. Because the Award has yet to be satisfied, the annulment proceeding is
pending, and the ability to successfully enforce the Award in countries that are party to the ICSID Convention is
subject to significant challenges, the Company is unable to reasonably predict the amount of recoveries from the
Award, if any, to which the Company may be entitled in the future. Any future amounts that the Company may
receive from the Award are highly speculative and the timing of any such future payments, if any, is highly
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uncertain. As such, there can be no assurance that the Company will receive any future payments under the Award
beyond the Cash Payment. Except as noted above in connection with the annulment proceeding that is pending before
the ICSID ad hoc committee, the Cash Payment is not subject to any forfeiture or future adjustment.

A separate arbitration involving other subsidiaries of the Company was initiated in 2012 to obtain compensation
primarily for third-party minority shareholders’ lost interests in the two expropriated plants. However, on November

13,

38

97



Edgar Filing: STERLING CONSTRUCTION CO INC - Form 10-Q

2017, ICSID issued an award that dismissed this arbitration on jurisdiction grounds. In March 2018, the Company
submitted to ICSID an application to annul the November 13, 2017 award.

As of June 30, 2018, the Company deferred the gain contingency on the sale of its rights in amounts due under the
Award pending the ad hoc committee of the ICSID rendering its decision regarding Venezuela’s application to annul
the Award.

The loss from discontinued operations was less than $1 million and approximately $1 million for the three and six
months ended June 30, 2018, respectively, and less than $1 million for the three and six months ended June 30, 2017,
related to ongoing costs of the Venezuelan expropriation.

Capital Resources and Liquidity

On June 27, 2018, certain of the Company’s subsidiaries entered into a new Senior Secured Credit Facility (the
“Agreement”’), which amended and restated the previous credit agreement (the “Previous Agreement”). The proceeds
from the Agreement were used to repay all outstanding amounts under the Previous Agreement. The Company
recorded $11 million of additional interest charges for the write-off of unamortized fees in the second quarter of 2018.

The Agreement provides for up to $1.910 billion of borrowings pursuant to term loans and revolving credit

facilities. The term loans mature, and the revolving credit facilities terminate, in June 2023. At June 30, 2018, the
Agreement includes a $300 million revolving credit facility, a $700 million multicurrency revolving credit facility,
and a $910 million term loan A facility ($908 million net of debt issuance costs), each of which has a final maturity
date of June 2023. At June 30, 2018, the Company had unused credit of $591 million available under the Agreement.
The weighted average interest rate on borrowings outstanding under the Agreement at June 30, 2018 was 3.18%.

The Agreement contains various covenants that restrict, among other things and subject to certain exceptions, the
ability of the Company to incur certain indebtedness and liens, make certain investments, become liable under
contingent obligations in certain defined instances only, make restricted payments, make certain asset sales within
guidelines and limits, engage in certain affiliate transactions, participate in sale and leaseback financing arrangements,
alter its fundamental business, and amend certain subordinated debt obligations.

The Agreement also contains one financial maintenance covenant, a Total Leverage Ratio (the “Leverage Ratio”), that
requires the Company not to exceed a ratio of 4.5x calculated by dividing consolidated total debt, less cash and cash
equivalents, by Consolidated EBITDA, as defined in the Agreement. The maximum Leverage Ratio is subject to an
increase of 0.5x for (i) any fiscal quarter during which certain qualifying acquisitions (as specified in the Agreement)
are consummated and (ii) the following three fiscal quarters. The Leverage Ratio could restrict the ability of the
Company to undertake additional financing or acquisitions to the extent that such financing or acquisitions would
cause the Leverage Ratio to exceed the specified maximum.

Failure to comply with these covenants and other customary restrictions could result in an event of default under the
Agreement. In such an event, the Company could not request borrowings under the revolving facilities, and all
amounts outstanding under the Agreement, together with accrued interest, could then be declared immediately due and
payable. Upon the occurrence and for the duration of an event of default, an additional default interest rate equal to
2.0% per annum will apply to all obligations owed under the Agreement. If an event of default occurs under the
Agreement and the lenders cause all of the outstanding debt obligations under the Agreement to become due and
payable, this would result in a default under a number of other outstanding debt securities and could lead to an
acceleration of obligations related to these debt securities. As of June 30, 2018, the Company was in compliance with
all covenants and restrictions in the Agreement. In addition, the Company believes that it will remain in compliance
and that its ability to borrow funds under the Agreement will not be adversely affected by the covenants and
restrictions.
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The Leverage Ratio also determines pricing under the Agreement. The interest rate on borrowings under the
Agreement is, at the Company’s option, the Base Rate or the Eurocurrency Rate, as defined in the Agreement, plus an
applicable margin. The applicable margin is linked to the Leverage Ratio. The margins range from 1.00% to 1.50%
for Eurocurrency Loans and from 0.00% to 0.50% for Base Rate Loans. In addition, a commitment fee is payable on
the unused revolving credit facility commitments ranging from 0.20% to 0.30% per annum linked to the Leverage
Ratio.

Borrowings under the Agreement are secured by substantially all of the assets, excluding real estate and certain other
excluded assets, of certain of the Company’s domestic subsidiaries and certain foreign subsidiaries. Borrowings are
also secured by a pledge of intercompany debt and equity investments in certain of the Company’s domestic
subsidiaries and, in the case of foreign borrowings, of stock of certain foreign subsidiaries. All borrowings under the
Agreement are guaranteed by certain domestic subsidiaries of the Company, and certain foreign borrowings under the
Agreement are guaranteed by certain foreign subsidiaries of the Company.

In March 2017, the Company expanded its borrowings under the Senior Notes due 2024 by issuing €225 million of
additional notes that bear interest at 3.125% and are due November 15, 2024. The notes were issued via a private
placement and are guaranteed by certain of the Company ‘s domestic subsidiaries. The net proceeds, after deducting
debt issuance costs, totaled approximately $237 million and were used to repay a portion of the Company’s revolving
credit facility.

During March 2017, the Company purchased in a tender offer approximately $228 million aggregate principal amount
of its 7.80% Senior Debentures due in 2018. In November 2017, the remaining $22 million of the 7.80% Senior
Debentures were repurchased by the Company, the indenture relating thereto was discharged, and all collateral and
guarantees thereunder were released. In 2017, the Company recorded $18 million of additional interest charges for
note repurchase premiums and the write-off of unamortized finance fees related to these actions.

During December 2017, the Company issued senior notes with a face value of $310 million that bear interest at 4.00%
and are due March 15, 2023. The notes were issued via a private placement and are guaranteed by certain of the
Company ‘s domestic subsidiaries. The net proceeds, after deducting debt issuance costs, totaled approximately $305
million and were used to repay a portion of the term loan A facility under the Amended Agreement.

In order to maintain a capital structure containing appropriate amounts of fixed and floating-rate debt, the Company
has entered into a series of interest rate swap agreements. These swap agreements were accounted for as fair value
hedges (see Note 4).

The Company assesses its capital raising and refinancing needs on an ongoing basis and may enter into additional
credit facilities and seek to issue equity and/or debt securities in the domestic and international capital markets if
market conditions are favorable. Also, depending on market conditions, the Company may elect to repurchase
portions of its debt securities in the open market.

As of June 30, 2018, the Company had a €185 million European accounts receivable securitization program. The
Company plans to terminate this program in the second half of 2018.

Information related to the Company’s accounts receivable securitization program is as follows:

December
June 30, 31, June 30,
2018 2017 2017
Balance (included in short-term loans) $ 147 $ 133 $ 182
Weighted average interest rate 098 % 076 % 074 %
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Cash Flows

Operating activities: Cash utilized in continuing operating activities was $150 million for the six months ended June
30, 2018, compared to $156 million for the six months ended June 30, 2017. Working capital was a use of cash of
$586 million in the 2018 period compared to a use of cash of $585 million in the same period in 2017. The primary
reasons for the use of working capital for the first six months of 2018 were higher accounts receivable balances and
lower accounts payable balances than at year end 2017. As of June 30, 2018, the Company reduced its level of
accounts receivable factoring compared to year end 2017 and this led to a use of working capital through the second
quarter of 2018. Also, the Company has experienced higher sales levels in Brazil and lower sales levels in the U.S.,
year over year. This change in the Company’s sales mix has impacted its receivables as longer payment terms are
more common outside the U.S. Together, the impact of less factoring and a higher mix of sales outside the U.S. have
negatively impacted the Company’s operating cash flows in the first half of 2018. In addition, the Company’s accounts
payable balances have declined as a significant amount of capital projects that were in process at year-end 2017 and in
the early part of 2018 have been completed and paid. Net earnings were also lower for the first six months of 2018,
but were mostly offset by higher non-cash charges, such as restructuring, depreciation and pension expense.

Through the first six months of 2018, asbestos-related payments were comparable to the same period in the prior
year. However, as the Company’s potential claimants continue to age, this may introduce increased year-over-year
variability into the annual quantity of claims presented to, disposed and paid by the Company. See Note 9 to the
Consolidated Financial Statements for additional information.

Investing activities: Cash utilized in investing activities was $287 million for the six months ended June 30, 2018,
compared to $205 million for the six months ended June 30, 2017. Capital spending for property, plant and equipment
was $273 million during the first six months of 2018 compared to $186 million in the same period in 2017. Capital
spending increased in the first six months of 2018 due to the payment of a higher level of vendor invoices accrued at
the end of 2017, as well as a higher level of project activity in the Asia Pacific region.

Acquisition activities were $25 million and $27 million in the first six months of 2018 and 2017, respectively, and
were primarily related to contributions made to the Company’s investment in a joint venture with Constellation Brands
(“Constellation”) in Mexico. In October 2017, the Company signed an agreement to expand this joint venture. To meet
rising demand from Constellation’s adjacent brewery, the newly-expanded relationship provides for the addition of a
fifth furnace, which is expected to be operational by the end of 2019. This capacity expansion, which is estimated to
cost approximately $140 million, will be financed by equal contributions from both partners throughout 2018 and
2019. The term of the joint venture agreement was also extended for ten additional years, to 2034.

Financing activities: Cash provided by financing activities was $322 million for the six months ended June 30, 2018,
compared to $185 million for the six months ended June 30, 2017. The increase in cash provided by financing
activities was primarily due to higher net borrowings in the first six months of 2018 and a decrease in finance fees
paid for debt issuances in 2018.

Also, in January 2018, the Board of Directors authorized a $400 million share repurchases program. The Company
repurchased $95 million in shares of the Company’s stock in the first six months of 2018 and expects to repurchase
approximately $100 million in shares throughout the full year 2018.

The Company anticipates that cash flows from its operations and from utilization of credit available under the
Agreement will be sufficient to fund its operating and seasonal working capital needs, debt service and other
obligations on a short-term (twelve-months) and long-term basis. Based on the Company's expectations regarding
future payments for lawsuits and claims and also based on the Company's expected operating cash flow, the Company
believes that the payment of any deferred amounts of previously settled or otherwise determined lawsuits and claims,
and the resolution of presently pending and anticipated future lawsuits and claims associated with asbestos, will not
have a material adverse effect upon the Company's liquidity on a short-term or long-term basis.
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Critical Accounting Estimates

The Company’s analysis and discussion of its financial condition and results of operations are based upon its
consolidated financial statements that have been prepared in accordance with accounting principles generally accepted
in the United States (“U.S. GAAP”). The preparation of financial statements in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and
expenses, and the disclosure of contingent assets and liabilities. The Company evaluates these estimates and
assumptions on an ongoing basis. Estimates and assumptions are based on historical and other factors believed to be
reasonable under the circumstances at the time the financial statements are issued. The results of these estimates may
form the basis of the carrying value of certain assets and liabilities and may not be readily apparent from other
sources. Actual results, under conditions and circumstances different from those assumed, may differ from estimates.

The impact of, and any associated risks related to, estimates and assumptions are discussed within Management’s
Discussion and Analysis of Financial Condition and Results of Operations, as well as in the Notes to the Condensed
Consolidated Financial Statements, if applicable, where estimates and assumptions affect the Company’s reported and
expected financial results.

There have been no other material changes in critical accounting estimates at June 30, 2018 from those described in
the Company’s Annual Report on Form 10-K for the year ended December 31, 2017.

Forward-Looking Statements

This document contains "forward-looking" statements within the meaning of Section 21E of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”) and Section 27A of the Securities Act of 1933. Forward-looking
statements reflect the Company's current expectations and projections about future events at the time, and thus involve
uncertainty and risk. The words “believe,” “expect,” “anticipate,” “will,” “could,” “would,” “should,” “may,” “plan,
“predict,” “potential,” “continue,” and the negatives of these words and other similar expressions generally identify
forward-looking statements. It is possible the Company's future financial performance may differ from expectations
due to a variety of factors including, but not limited to the following: (1) foreign currency fluctuations relative to the
U.S. dollar, (2) changes in capital availability or cost, including interest rate fluctuations and the ability of the
Company to refinance debt at favorable terms, (3) the general political, economic and competitive conditions in
markets and countries where the Company has operations, including uncertainties related to economic and social
conditions, disruptions in the supply chain, competitive pricing pressures, inflation or deflation, and changes in tax
rates and laws, (4) the Company’s ability to generate sufficient future cash flows to ensure the Company’s goodwill is
not impaired, (5) consumer preferences for alternative forms of packaging, (6) cost and availability of raw materials,
labor, energy and transportation, (7) the Company’s ability to manage its cost structure, including its success in
implementing restructuring plans and achieving cost savings, (8) consolidation among competitors and customers, (9)
the Company’s ability to acquire businesses and expand plants, integrate operations of acquired businesses and achieve
expected synergies, (10) unanticipated expenditures with respect to environmental, safety and health laws, (11)
unanticipated operational disruptions, including higher capital spending, (12) the Company’s ability to further develop
its sales, marketing and product development capabilities, (13) the failure of the Company’s joint venture partners to
meet their obligations or commit additional capital to the joint venture, (14) the Company’s ability to prevent and
detect cybersecurity threats against its information technology systems, (15) the Company’s ability to accurately
estimate its total asbestos-related liability or to control the timing and occurrence of events related to asbestos-related
claims, (16) changes in U.S. trade policies, (17) the Company’s ability to achieve its strategic plan, and the other risk
factors discussed in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017 and any
subsequently filed Quarterly Report on Form 10-Q. It is not possible to foresee or identify all such factors. Any
forward-looking statements in this document are based on certain assumptions and analyses made by the Company in
light of its experience and perception of historical trends, current conditions, expected future developments, and other
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factors it believes are appropriate in the circumstances. Forward-looking statements are not a guarantee of future
performance and actual results or developments may differ materially from expectations. While the Company
continually reviews trends and uncertainties affecting the Company's results of operations and financial condition, the
Company does not assume any obligation to update or supplement any particular forward-looking statements
contained in this document.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

There have been no material changes in market risk at June 30, 2018 from those described in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2017.

Item 4. Controls and Procedures.

The Company maintains disclosure controls and procedures that are designed to ensure that information required to be
disclosed in the Company’s Exchange Act reports is recorded, processed, summarized and reported within the time
periods specified in the SEC’s rules and forms and that such information is accumulated and communicated to the
Company’s management, including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow
timely decisions regarding required disclosure. In designing and evaluating the disclosure controls and procedures,
management recognizes that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving the desired control objectives, and management is required to apply its judgment in
evaluating the cost-benefit relationship of possible controls and procedures. Also, the Company has investments in
certain unconsolidated entities. As the Company does not control or manage these entities, its disclosure controls and
procedures with respect to such entities are necessarily substantially more limited than those maintained with respect
to its consolidated subsidiaries.

As required by Rule 13a-15(b) of the Exchange Act, the Company carried out an evaluation, under the supervision
and with the participation of management, including its Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of the Company’s disclosure controls and procedures as of the end of the
period covered by this report. Based on the foregoing, the Company’s Chief Executive Officer and Chief Financial
Officer concluded that the Company’s disclosure controls and procedures were effective at the reasonable assurance
level as of June 30, 2018.

As required by Rule 13a-15(d) of the Exchange Act, the Company carried out an evaluation, under the supervision
and with the participation of management, including its Chief Executive Officer and Chief Financial Officer, of any
change in the Company’s internal controls over financial reporting that has materially affected, or is reasonably likely
to materially affect, the Company’s internal controls over financial reporting. There have been no changes in the
Company’s internal controls over financial reporting during the fiscal quarter ended June 30, 2018 that have materially
affected, or are reasonably likely to material affect, the Company’s internal controls over financial reporting.
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PART II — OTHER INFORMATION

Item 1. Legal Proceedings.

For further information on legal proceedings, see Note 9 to the Condensed Consolidated Financial Statements,
“Contingencies,” that is included in Part I of this Quarterly Report and incorporated herein by reference.

Item 1A. Risk Factors.

There have been no material changes in risk factors at June 30, 2018 from those described in the Company’s

Annual Report on Form 10-K for the year ended December 31, 2017.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

The Company purchased 4,676,122 shares of its common stock for the six months ended June 30, 2018 for
approximately $95 million pursuant to authorization by its Board of Directors in January 2018 to purchase up to $400
million of the Company’s common stock. The following table provides information about the Company’s purchases of
its common stock during the six months ended June 30, 2018:

Issuer Purchases of Equity Securities

Total Approximate
Number of Dollar Value
Shares of Shares
Total Purchased that May
Number of as Part of Yet Be
Shares Average  Publicly Purchased
Purchased Price Announced Under the
(in Paid per  Plan (in Plan (in
Period thousands) Share thousands) millions)
January 1 - January 31, 2018 $ $ 400
February 1 - February 28, 2018 400
March 1 - March 31, 2018 2,000 2243 2,000 355
April 1 - April 30, 2018
May 1 - May 31, 2018 1,857 18.73 3,857 320
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June 1 - June 30, 2018 819 18.31 4,676 305
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Item 6. Exhibits.

Exhibit4.1  Second Amended and Restated Credit Agreement and Syndicated Facility Agreement. dated June 27,
2018. by and among the Borrowers named therein. Owens-Illinois General Inc.. as Borrowers’ Agent,
Deutsche Bank AG New York Branch. as Administrative Agent. and the other Agents. Arrangers and
Lenders named therein (filed as Exhibit 4.1 to Owens-Illinois. Inc.’s Form 8-K filed June 29, 2018,
File No. 1-9576. and incorporated herein by reference).

Exhibit 4.2  Fourth Amended and Restated Intercreditor Agreement. dated as of June 27, 2018. by and among
Deutsche Bank AG New York Branch. as Administrative Agent and Collateral Agent for the lenders
party to the Credit Agreement (as defined therein) and any other parties thereto (filed as Exhibit 4.2 to
Owens-lllinois. Inc.’s Form 8-K. File No. 1-9576. and incorporated herein by reference).

Exhibit 4.3  Domestic Guarantor Consent and Reaffirmation. dated as of June 27, 2018. by and among
Owens-Illinois Group. Inc.. the Subsidiary Grantors (as defined therein) and Deutsche Bank AG New
York Branch. as the Collateral Agent. (filed as Exhibit 4.3 to Owens-Illinois. Inc.’s Form 8-K. File No.
1-9576. and incorporated herein by reference).

Exhibit 12 Computation of Ratio of Earnings to Fixed Charges.

Exhibit 31.1 Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Exhibit 31.2 Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Exhibit 32.1*% Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350.

Exhibit 32.2* Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350.

Exhibit 101  Financial statements from the Quarterly Report on Form 10-Q of Owens-Illinois, Inc. for the quarter
ended June 30, 2018, formatted in XBRL: (i) the Condensed Consolidated Results of Operations, (ii)
the Condensed Consolidated Comprehensive Income, (iii) the Condensed Consolidated Balance
Sheets, (iv) the Condensed Consolidated Cash Flows and (v) the Notes to Condensed Consolidated
Financial Statements.

*This exhibit shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as
amended, and is not incorporated by reference into any filing of the Company, whether made before or after the date
hereof, regardless of any general incorporation language in such filing.
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SIGNATURES

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.

OWENS-ILLINOIS, INC.

Date July 24,2018 By /s/ Jan A. Bertsch
Jan A. Bertsch
Senior Vice President and Chief Financial Officer
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