Edgar Filing: WATERS CORP /DE/ - Form 10-Q

WATERS CORP /DE/
Form 10-Q
August 03, 2018

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2018

or

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

For the transition period from to

Commission File Number: 01-14010

Waters Corporation

(Exact name of registrant as specified in its charter)



Edgar Filing: WATERS CORP /DE/ - Form 10-Q

Delaware 13-3668640
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)
34 Maple Street

Milford, Massachusetts 01757
(Address, including zip code, of principal executive offices)
(508) 478-2000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of

this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yes No

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

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

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

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

Indicate the number of shares outstanding of the registrant s common stock as of July 27, 2018: 77,067,003



Edgar Filing: WATERS CORP /DE/ - Form 10-Q

WATERS CORPORATION AND SUBSIDIARIES

QUARTERLY REPORT ON FORM 10-Q

INDEX
PART 1 FINANCIAL INFORMATION Page
Item 1. Financial Statements
Consolidated Balance Sheets (unaudited) as of June 30. 2018 and December 31. 2017 3
Consolidated Statements of Operations (unaudited) for the three months ended June 30.
2018 and July 1. 2017 4
Consolidated Statements of Operations (unaudited) for the six months ended June 30. 2018
and July 1. 2017 5
Consolidated Statements of Comprehensive Income (unaudited) for the three and six months
ended June 30. 2018 and July 1. 2017 6
Consolidated Statements of Cash Flows (unaudited) for the six months ended June 30, 2018
and July 1. 2017 7
Condensed Notes to Consolidated Financial Statements (unaudited) 8
Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations 28
Item 3. Quantitative and Qualitative Disclosures About Market Risk 39
Item 4. Controls and Procedures 39
PART II OTHER INFORMATION
Item 1. Legal Proceedings 40
Item 1A. Risk Factors 40
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 40
Item 6. Exhibits 41
Signature 42



Edgar Filing: WATERS CORP /DE/ - Form 10-Q

WATERS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(unaudited)

June 30, 2018 December 31, 2017

(In thousands, except per share data)
ASSETS
Current assets:
Cash and cash equivalents $ 742,204 $ 642,319
Investments 1,506,289 2,751,382
Accounts receivable, net 492,826 533,825
Inventories 299,595 270,294
Other current assets 83,086 72,314
Total current assets 3,124,000 4,270,134
Property, plant and equipment, net 335,709 349,278
Intangible assets, net 218,175 228,395
Goodwill 357,507 359,819
Other assets 122,353 116,728
Total assets $ 4,157,744 $ 5,324,354

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Notes payable and debt $ 499 $ 100,273
Accounts payable 71,190 64,537
Accrued employee compensation 36,729 69,024
Deferred revenue and customer advances 203,715 166,840
Accrued income taxes 64,425 73,008
Accrued warranty 12,499 13,026
Other current liabilities 85,860 119,449
Total current liabilities 474,917 606,157
Long-term liabilities:

Long-term debt 1,147,951 1,897,501
Long-term portion of retirement benefits 67,634 67,334
Long-term income tax liabilities 417,267 456,949
Other long-term liabilities 74,881 62,625
Total long-term liabilities 1,707,733 2,484,409
Total liabilities 2,182,650 3,090,566

Commitments and contingencies (Notes 6, 7 and 11)

Stockholders equity:

Preferred stock, par value $0.01 per share, 5,000 shares authorized, none
issued at June 30, 2018 and December 31, 2017
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Common stock, par value $0.01 per share, 400,000 shares authorized,
160,298 and 159,845 shares issued, 77,032 and 79,337 shares
outstanding at June 30, and December 31, 2017, respectively
Additional paid-in capital

Retained earnings

Treasury stock, at cost, 83,266 and 80,509 shares at June 30, 2018 and
December 31, 2017, respectively

Accumulated other comprehensive loss

Total stockholders equity

Total liabilities and stockholders equity

The accompanying notes are an integral part of the interim consolidated financial statements.

1,603
1,798,708
5,669,039

(5,361,355)
(132,901)

1,975,094

$ 4,157,744 $

1,598
1,745,088
5,405,380

(4,808,211)
(110,067)

2,233,788

5,324,354
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WATERS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)
Three Months Ended
June 30, 2018 July 1, 2017
(In thousands, except per share data)

Revenues:
Product sales $ 388,869 $ 372,838
Service sales 207,350 185,412
Total net sales 596,219 558,250
Costs and operating expenses:
Cost of product sales 159,979 148,023
Cost of service sales 83,156 81,604
Selling and administrative expenses 136,645 130,093
Research and development expenses 35,644 32,937
Litigation settlement 10,018
Purchased intangibles amortization 1,602 1,693
Total costs and operating expenses 417,026 404,368
Operating income 179,193 153,882
Other income (1,828) o7
Interest expense (11,692) (14,083)
Interest income 8,888 8,370
Income before income taxes 174,561 148,072
Provision for income taxes 18,884 16,250
Net income $ 155,677 $ 131,822
Net income per basic common share $ 2.00 $ 1.65
Weighted-average number of basic common shares 77,833 79,979
Net income per diluted common share $ 1.98 $ 1.63
Weighted-average number of diluted common shares and equivalents 78,438 80,756

The accompanying notes are an integral part of the interim consolidated financial statements.
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WATERS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)
Six Months Ended
June 30, 2018 July 1, 2017
(In thousands, except per share data)
Revenues:
Product sales $ 727,986 $ 697,134
Service sales 398,903 359,085
Total net sales 1,126,889 1,056,219
Costs and operating expenses:
Cost of product sales 300,445 281,179
Cost of service sales 164,111 159,543
Selling and administrative expenses 267,052 260,766
Research and development expenses 70,124 63,689
Litigation settlement (1,672) 10,018
Purchased intangibles amortization 3,261 3,422
Acquired in-process research and development 5,000
Total costs and operating expenses 803,321 783,617
Operating income 323,568 272,602
Other income (1,482) 52
Interest expense (25,530) (26,808)
Interest income 18,554 15,713
Income before income taxes 315,110 261,559
Provision for income taxes 47,482 24,180
Net income $ 267,628 $ 237,379
Net income per basic common share $ 342 $ 2.97
Weighted-average number of basic common shares 78,330 80,029
Net income per diluted common share $ 3.39 $ 2.94
Weighted-average number of diluted common shares and equivalents 79,041 80,769

The accompanying notes are an integral part of the interim consolidated financial statements.
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WATERS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Net income
Other comprehensive (loss) income:
Foreign currency translation

Unrealized gains (losses) on investments before income taxes

Income tax benefit (expense)

Unrealized gains (losses) on investments, net of tax

Retirement liability adjustment before reclassifications

Amounts reclassified to other income

Retirement liability adjustment before income taxes
Income tax expense

Retirement liability adjustment, net of tax
Other comprehensive (loss) income

Comprehensive income

(unaudited)
Three Months Ended
June 30, July 1,
2018 2017
(In thousands)
$155,677 $131,822
(47,159) 38,241
1,453 794
164 (77)
1,617 717
669 (1,075)
909 922
1,578 (153)
(306) 43)
1,272 (196)
(44,270) 38,762
$111,407 $170,584

Six Months Ended
June 30, July 1,
2018 2017
(In thousands)
$267,628 $237,379
(23,246) 67,382
(1,523) 1,382
257 99)
(1,266) 1,283
284 (1,531)
1,816 1,758
2,100 227
(422) (387)
1,678 (160)
(22,834) 68,505
$244,794  $305,884

The accompanying notes are an integral part of the interim consolidated financial statements.
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WATERS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Stock-based compensation

Deferred income taxes

Depreciation

Amortization of intangibles

In-process research and development

Change in operating assets and liabilities:

Decrease in accounts receivable

Increase in inventories

Increase in other current assets

Decrease (increase) in other assets

Decrease in accounts payable and other current liabilities
Increase in deferred revenue and customer advances
(Decrease) increase in other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Additions to property, plant, equipment and software capitalization
Investment in unaffiliated company

Payments for intellectual property licenses

Purchases of investments

Maturities and sales of investments

Net cash provided by (used in) investing activities
Cash flows from financing activities:

Proceeds from debt issuances

Payments on debt

Proceeds from stock plans

Purchases of treasury shares

(Payments for) proceeds from derivative contracts

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

Increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Six Months Ended
June 30, 2018 July 1, 2017
(In thousands)

$ 267,628 237,379
18,971 17,794
(2,992) 5,208
30,585 30,796
25,251 21,609
5,000

36,591 41,945
(33,877) (19,169)
(15,264) (9,253)
159 (1,154)
(68,414) (34,802)
40,134 53,601
(22,215) 2,306
276,557 351,260
(36,831) (35,358)
(3,215) (7,000)
(5,000)
(513,342) (1,554,769)
1,759,770 1,308,275
1,206,382 (293,852)
226 85,000
(850,000) (64)
34,845 58,182
(553,144) (165,834)
(2,158) 430
(1,370,231) (22,286)
(12,823) 26,502
99,885 61,624
642,319 505,631
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Cash and cash equivalents at end of period $ 742,204 $

The accompanying notes are an integral part of the interim consolidated financial statements.

567,255
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
1 Basis of Presentation and Summary of Significant Accounting Policies

Waters Corporation (the Company ) is a specialty measurement company that has pioneered analytical workflow
solutions involving liquid chromatography, mass spectrometry and thermal analysis innovations serving the life,
materials and food sciences for nearly 60 years. The Company primarily designs, manufactures, sells and services
high performance liquid chromatography ( HPLC ), ultra performance liquid chromatography ( UPHC and together
with HPLC, referred to as LC ) and mass spectrometry ( MS ) technology systems and support products, including
chromatography columns, other consumable products and comprehensive post-warranty service plans. These systems
are complementary products that are frequently employed together ( LC-MS ) and sold as integrated instrument
systems using common software platforms. LC is a standard technique and is utilized in a broad range of industries to
detect, identify, monitor and measure the chemical, physical and biological composition of materials, and to purify a
full range of compounds. MS technology, principally in conjunction with chromatography, is employed in drug
discovery and development, including clinical trial testing, the analysis of proteins in disease processes (known as
proteomics ), nutritional safety analysis and environmental testing. LC-MS instruments combine a liquid phase sample
introduction and separation system with mass spectrometric compound identification and quantification. In addition,
the Company designs, manufactures, sells and services thermal analysis, rheometry and calorimetry instruments
through its TA™ product line. These instruments are used in predicting the suitability and stability of fine chemicals,
pharmaceuticals, water, polymers, metals and viscous liquids for various industrial, consumer goods and healthcare
products, as well as for life science research. The Company is also a developer and supplier of advanced
software-based products that interface with the Company s instruments, as well as other manufacturers instruments.

The Company s interim fiscal quarter typically ends on the thirteenth Saturday of each quarter. Since the Company s
fiscal year end is December 31, the first and fourth fiscal quarters may have more or less than thirteen complete
weeks. The Company s second fiscal quarters for 2018 and 2017 ended on June 30, 2018 and July 1, 2017,
respectively.

The accompanying unaudited interim consolidated financial statements have been prepared in accordance with the
instructions to the Quarterly Report on Form 10-Q and do not include all of the information and footnote disclosures
required for annual financial statements prepared in accordance with generally accepted accounting principles

( GAAP ) in the United States of America. The consolidated financial statements include the accounts of the Company
and its subsidiaries, which are wholly owned. All inter-company balances and transactions have been eliminated.

The preparation of consolidated financial statements in conformity with GAAP requires the Company to make
estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent liabilities at the dates of the financial statements. Actual amounts may differ from these
estimates under different assumptions or conditions.

It is management s opinion that the accompanying interim consolidated financial statements reflect all adjustments
(which are normal and recurring) that are necessary for a fair statement of the results for the interim periods. The
interim consolidated financial statements should be read in conjunction with the consolidated financial statements
included in the Company s Annual Report on Form 10-K for the year ended December 31, 2017, as filed with the U.S.
Securities and Exchange Commission on February 27, 2018.

Translation of Foreign Currencies

11
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The functional currency of each of the Company s foreign operating subsidiaries is the local currency of its country of
domicile, except for the Company s subsidiaries in Hong Kong, Singapore and the Cayman Islands, where the
underlying transactional cash flows are denominated in currencies other than the respective local currency of domicile.
The functional currency of the Hong Kong, Singapore and Cayman Islands subsidiaries is the U.S. dollar, based on the
respective entity s cash flows.

For most of the Company s foreign operations, assets and liabilities are translated into U.S. dollars at exchange rates
prevailing on the balance sheet date, while revenues and expenses are translated at average exchange rates prevailing
during the respective period. Any resulting translation gains or losses are included in accumulated other
comprehensive income in the consolidated balance sheets.

12
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

Cash, Cash Equivalents and Investments

Cash equivalents represent highly liquid investments, with original maturities of 90 days or less, while investments
with longer maturities are classified as investments. The Company maintains cash balances in various operating
accounts in excess of federally insured limits, and in foreign subsidiary accounts in currencies other than the U.S.
dollar. As of June 30, 2018 and December 31, 2017, $1,165 million out of $2,248 million and $3,326 million out of
$3,394 million, respectively, of the Company s total cash, cash equivalents and investments were held by foreign
subsidiaries. In addition, $324 million out of $2,248 million and $304 million out of $3,394 million of cash, cash
equivalents and investments were held in currencies other than the U.S. dollar at June 30, 2018 and December 31,
2017, respectively.

Accounts Receivable and Allowance for Doubtful Accounts

Trade accounts receivable are recorded at the invoiced amount and do not bear interest. The Company has very
limited use of rebates and other cash considerations payable to customers and, as a result, the transaction price
determination does not have any material variable consideration. The allowance for doubtful accounts is the best
estimate of the amount of probable credit losses in the existing accounts receivable. The allowance is based on a
number of factors, including historical experience and the customer s credit-worthiness. The allowance for doubtful
accounts is reviewed on at least a quarterly basis. Past due balances over 90 days and over a specified amount are
reviewed individually for collectibility. Account balances are charged against the allowance when the Company
determines it is probable that the receivable will not be recovered. The Company does not have any off-balance sheet
credit exposure related to its customers. Historically, the Company has not experienced significant bad debt losses.

The following is a summary of the activity of the Company s allowance for doubtful accounts for the six months ended
June 30, 2018 and July 1, 2017 (in thousands):

Balance at Balance at
Beginning End of
of Period Additions Deduction Period
Allowance for Doubtful Accounts

June 30, 2018 $ 6,109 $ 1,825 $ (1,778) $ 6,156
July 1, 2017 $ 5,140 $ 1,571 $ (1,228) $ 5483
Other Investments

During the six months ended June 30, 2018, the Company made a $3 million investment in a developer of laboratory
solutions to increase productivity and reproducibility for use in any industry.

Fair Value Measurements

In accordance with the accounting standards for fair value measurements and disclosures, certain of the Company s
assets and liabilities are measured at fair value on a recurring basis as of June 30, 2018 and December 31, 2017. Fair
values determined by Level 1 inputs utilize observable data, such as quoted prices in active markets. Fair values
determined by Level 2 inputs utilize data points other than quoted prices in active markets that are observable either
directly or indirectly. Fair values determined by Level 3 inputs utilize unobservable data points for which there is little

13
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or no market data, which require the reporting entity to develop its own assumptions.

14
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

The following table represents the Company s assets and liabilities measured at fair value on a recurring basis at
June 30, 2018 (in thousands):

Quoted Prices
in Active
Markets Significant
for Other Significant
Total at Identical Observable Unobservable
June 30, Assets Inputs Inputs
2018 (Level 1) (Level 2) (Level 3)

Assets:
U.S. Treasury securities $ 237,759 $ $ 237,759 $
Foreign government securities 2,954 2,954
Corporate debt securities 1,198,549 1,198,549
Time deposits 238,314 238,314
Equity securities 147 147
Waters 401(k) Restoration Plan assets 36,309 36,309
Foreign currency exchange contracts 167 167
Total $1,714,199 $ 36,309 $ 1,677,890 $
Liabilities:
Contingent consideration $ 3,550 $ $ $ 3,550
Foreign currency exchange contracts 875 875
Total $ 4,425 $ $ 875 $ 3,550

The following table represents the Company s assets and liabilities measured at fair value on a recurring basis at
December 31, 2017 (in thousands):

Quoted Prices
in Active
Markets Significant
for Other Significant
Total at Identical Observable Unobservable
December 31, Assets Inputs Inputs
2017 (Level 1) (Level 2) (Level 3)

Assets:
U.S. Treasury securities $ 591988 $ $ 591,988 %
Foreign government securities 6,952 6,952
Corporate debt securities 1,975,160 1,975,160

Time deposits 371,511 371,511
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Equity securities
Waters 401(k) Restoration Plan assets
Foreign currency exchange contracts

Total
Liabilities:
Contingent consideration

Foreign currency exchange contracts

Total

147

35,645

566

$ 2,981,969
$ 3,247
182

$ 3,429

10

147
35,645
566

35,645 $ 2,946,324

182

$ 182

$

$

3,247

3,247
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

Fair Value of 401(k) Restoration Plan Assets

The 401(k) Restoration Plan is a nonqualified defined contribution plan and the assets were held in registered mutual
funds and have been classified as Level 1. The fair values of the assets in the plan are determined through market and
observable sources from daily quoted prices on nationally recognized securities exchanges.

Fair Value of Cash Equivalents, Investment and Foreign Currency Exchange Contracts

The fair values of the Company s cash equivalents, investments and foreign currency exchange contracts are
determined through market and observable sources and have been classified as Level 2. These assets and liabilities
have been initially valued at the transaction price and subsequently valued, typically utilizing third-party pricing
services. The pricing services use many inputs to determine value, including reportable trades, benchmark yields,
credit spreads, broker/dealer quotes, current spot rates and other industry and economic events. The Company
validates the prices provided by third-party pricing services by reviewing their pricing methods and obtaining market
values from other pricing sources.

Fair Value of Contingent Consideration

The fair value of the Company s liability for contingent consideration relates to earnout payments in connection with
the July 2014 acquisition of Medimass Research, Development and Service Kft. and is determined using a
probability-weighted discounted cash flow model, which uses significant unobservable inputs, and has been classified
as Level 3. Subsequent changes in the fair value of the contingent consideration liability are recorded in the results of
operations. The fair value of the contingent consideration liability associated with future earnout payments is based on
several factors, including the estimated future results and a discount rate that reflects both the likelihood of achieving
the estimated future results and the Company s creditworthiness. A change in any of these unobservable inputs can
significantly change the fair value of the contingent consideration. Although there is no contractual limit, the fair
value of future contingent consideration payments was estimated to be $4 million and $3 million at June 30, 2018 and
December 31, 2017, respectively, based on the Company s best estimate, as the earnout is based on future sales of
certain products, some of which are currently in development, through 2034.

Fair Value of Other Financial Instruments

The Company s cash, accounts receivable, accounts payable and variable interest rate debt are recorded at cost, which
approximates fair value due to their short-term nature. The carrying value of the Company s fixed interest rate debt
was $510 million and $610 million at June 30, 2018 and December 31, 2017, respectively. The fair value of the
Company s fixed interest rate debt was estimated using discounted cash flow models, based on estimated current rates
offered for similar debt under current market conditions for the Company. The fair value of the Company s fixed
interest rate debt was estimated to be $499 million and $608 million at June 30, 2018 and December 31, 2017,
respectively, using Level 2 inputs.

Derivative Transactions

The Company is a global company that operates in over 35 countries and, as a result, the Company s net sales, cost of
sales, operating expenses and balance sheet amounts are significantly impacted by fluctuations in foreign currency
exchange rates. The Company is exposed to currency price risk on foreign currency exchange rate fluctuations when it
translates its non-U.S. dollar foreign subsidiaries financial statements into U.S. dollars, and when any of the

17
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Company s subsidiaries purchase or sell products or services in a currency other than its own currency.

The Company s principal strategy in managing exposure to changes in foreign currency exchange rates is to naturally
hedge the foreign-currency-denominated liabilities on the Company s balance sheet against corresponding assets of the
same currency, such that any changes in liabilities due to fluctuations in foreign currency exchange rates are typically
offset by corresponding changes in assets.

The Company does not specifically enter into any derivatives that hedge foreign-currency-denominated assets,
liabilities or commitments on its balance sheet, other than a portion of certain third-party accounts receivable and
accounts payable, and the Company s net worldwide intercompany receivables and payables, which are eliminated in
consolidation. The Company periodically aggregates its net worldwide balances by currency and then enters into
foreign currency exchange contracts that mature within 90 days to hedge a portion of the remaining balance to
minimize some of the Company s currency price risk exposure. The foreign currency exchange contracts are not
designated for hedge accounting treatment.

11
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

Principal hedged currencies include the Euro, Japanese yen, British pound, Mexican peso and Brazilian real. At
June 30, 2018 and December 31, 2017, the Company held foreign currency exchange contracts with notional amounts
totaling $168 million and $147 million, respectively.

The Company s foreign currency exchange contracts included in the consolidated balance sheets are classified as
follows (in thousands):

June 30, 2018 December 31, 2017
Other current assets $ 167 $ 566
Other current liabilities $ 875 $ 182
The following is a summary of the activity included in cost of sales in the statements of operations related to the
foreign currency exchange contracts (in thousands):

Three Months Ended Six Months Ended
June 30,2018 July 1, 2017 June 30,2018 July 1, 2017
Realized (losses) gains on closed contracts $ (4,096) $ 1,868 $(2,158) $ 430
Unrealized (losses) gains on open contracts (105) 2,209 (1,092) 2,077
Cumulative net pre-tax (losses) gains $(4,201) $ 4,077 $(3,250) $ 2507

In July 2018, the Company entered into a $150 million U.S.-to-Euro interest rate cross-currency swap agreement that
hedges the Company s net investment in its Euro denominated net assets.

Stockholders Equity

In April 2018, the Company s Board of Directors authorized the Company to repurchase up to $3 billion of its
outstanding common stock over a three-year period. This new program adds the remaining $526 million from the
pre-existing program, allowing for the purchase of a total of $3.5 billion of the Company s common stock over a
three-year period. Upon commencement of the new authorization, the May 2017 authorization was terminated. During
the six months ended June 30, 2018 and July 1, 2017, the Company repurchased 2.7 million and 0.9 million shares of
the Company s outstanding common stock at a cost of $546 million and $159 million, respectively, under the April
2018 authorization and other previously announced programs. As of June 30, 2018, the Company had repurchased an
aggregate of 1.4 million shares at a cost of $271 million under the April 2018 repurchase program and had a total of
$3.3 billion authorized for future repurchases. In addition, the Company repurchased $8 million and $7 million of
common stock related to the vesting of restricted stock units during the six months ended June 30, 2018 and July 1,
2017, respectively. The Company believes that it has the financial flexibility to fund these share repurchases given
current cash levels and debt borrowing capacity, as well as to invest in research, technology and business acquisitions.

Product Warranty Costs

The Company accrues estimated product warranty costs at the time of sale, which are included in cost of sales in the
consolidated statements of operations. While the Company engages in extensive product quality programs and
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processes, including actively monitoring and evaluating the quality of its component suppliers, the Company s
warranty obligation is affected by product failure rates, material usage and service delivery costs incurred in
correcting a product failure. The amount of the accrued warranty liability is based on historical information, such as
past experience, product failure rates, number of units repaired and estimated costs of material and labor. The liability
is reviewed for reasonableness at least quarterly.

12
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

The following is a summary of the activity of the Company s accrued warranty liability for the six months ended
June 30, 2018 and July 1, 2017 (in thousands):

Balance at Balance at
Beginning Accruals for Settlements End of
of Period Warranties Made Period
Accrued warranty liability:
June 30, 2018 $ 13,026 $ 3,588 $ 4,115 $ 12,499
July 1, 2017 $ 13,391 $ 3,842 $ (4,369 $ 12,864

Other Commitments

In February 2018, the Company s Board of Directors approved expanding its precision chemistry consumable
manufacturing operations. The Company anticipates spending an estimated $215 million to build and equip the new
state-of-the-art manufacturing facility, which will be paid for with existing cash and investments.

2 Revenue Recognition

The Company adopted new accounting guidance regarding the recognition of revenue from contracts with customers
as of January 1, 2018.

The Company recognizes revenue upon transfer of control of promised products and services to customers in an
amount that reflects the consideration the Company expects to receive in exchange for those products or services. The
Company generally enters into contracts that include a combination of products and services. Revenue is allocated to
distinct performance obligations and is recognized net of allowances for returns and discounts.

The Company recognizes revenue on product sales at the time control of the product transfers to the customer. In
substantially all of the Company s arrangements, title of our products transfers at shipping point and, as a result, we
have determined control transfers at the point of shipment. In more limited cases, there are destination-based shipping
terms and, thus, control is deemed to transfer when the products arrive at the customer site. Incremental costs of
obtaining a contract are expensed as and when incurred if the expected amortization period of the asset that would
have been recognized is one year or less. Shipping and handling costs are included as a component of cost of sales. In
situations where the control of the goods transfers prior to the completion of the Company s obligation to ship the
products to its customers, the Company has elected the practical expedient to account for the shipping services as a
fulfillment cost. Accordingly, such costs are recognized when control of the related goods is transferred to the
customer. In more rare situations, we have revenue associated with products that contain specific customer acceptance
criteria and the related revenue is not recognized before the customer acceptance criteria are satisfied. The Company
elected to exclude from the measurement of the transaction price all taxes assessed by a governmental authority that
are both imposed on and concurrent with specific revenue-producing transaction and collected by the Company from a
customer.

Generally, the Company s contracts for products include a performance obligation related to installation. The
Company has determined that the installation represents a distinct performance obligation and revenue is recognized
separately upon the completion of installation. The Company determines the amount of the transaction price to
allocate to the installation service based on the standalone selling price of the product and the service, which requires
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judgment. The Company determines relative standalone selling price of installation based upon a number of factors,
including hourly service billing rates and estimated installation hours. In developing these estimates, the Company
considers past history, competition, billing rates of current services and other factors.

The Company has sales from standalone software, which is included in instrument systems revenue. These
arrangements typically include software licenses and maintenance contracts, both of which the Company has
determined are distinct performance obligations. The Company determines the amount of the transaction price to
allocate to the license and maintenance contract based on the relative standalone selling price of each performance
obligation. Software license revenue is recognized at the point in time when control has been transferred to the
customer. The revenue allocated to the software maintenance contract is recognized on a straight-line basis over the
maintenance period, which is the contractual term of the contract, as a time-based measure of progress best reflects the
Company s performance in satisfying this obligation. Unspecified rights to software upgrades are typically sold as part
of the maintenance contract on a when-and-if-available basis.

13
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

Payment terms and conditions vary among the Company s revenue streams, although terms generally include a
requirement of payment within 30 to 60 days of product shipment. Prior to providing payment terms to customers, an
evaluation of the customer s credit risk is performed. Returns and customer credits are infrequent and insignificant and
are recorded as a reduction to sales. Rights of return are not included in sales arrangements and, therefore, there is
minimal variable consideration included in the transaction price of our products.

Service revenue includes (i) service and software maintenance contracts and (ii) service calls (time and materials).
Instrument service contracts and software maintenance contracts are typically annual contracts, which are billed at the
beginning of the contract or maintenance period. The amount of the service and software maintenance contract is
recognized on a straight-line basis to revenue over the maintenance service period, which is the contractual term of the
contract, as a time-based measure of progress best reflects the Company s performance in satisfying this obligation.
There are no deferred costs associated with the service contract, as the cost of the service is recorded when the service
is performed. Service calls are recognized to revenue at the time a service is performed.

The Company s deferred revenue liabilities on the consolidated balance sheets consists of the obligation on instrument
service contracts and customer payments received in advance, prior to shipment of the instrument. The Company
records deferred revenue primarily related to its service contracts, where consideration is billable at the beginning of
the service period.

The following is a summary of the activity of the Company s deferred revenue and customer advances for the six
months ended June 30, 2018 and July 1, 2017 (in thousands):

June 30, 2018 July 1, 2017

Balance at the beginning of the period $ 192,590 $ 173,780
Recognition of revenue included in balance at

beginning of the period (138,227) (122,930)
Revenue deferred during the period, net of revenue

recognized 186,392 184,529
Balance at the end of the period $ 240,755 $ 235379

As of June 30, 2018 and December 31, 2017, $37 million and $26 million of deferred revenue and customer advances
were classified in other long-term liabilities, respectively.

The estimated amount of deferred revenue and customer advances equals the transaction price allocated to unfufilled
performance obligations for the period presented and the amount expected to be recognized in the future is as follows
(in thousands):

June 30, 2018
Deferred revenue and customer advances expected to be
recognized:
In one year or less $ 203,715
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In 13-24 months 24,522

In 25 months and beyond 12,518

Total $ 240,755
14
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

3 Marketable Securities

(Continued)

The Company s marketable securities within cash equivalents and investments included in the consolidated balance

sheets are detailed as follows (in thousands):

U.S. Treasury securities
Foreign government securities
Corporate debt securities
Time deposits

Equity securities

Total

Amounts included in:
Cash equivalents
Investments

Total

U.S. Treasury securities
Foreign government securities
Corporate debt securities
Time deposits

Equity securities

Total
Amounts included in:
Cash equivalents

Investments

Total

Amortized
Cost

$ 239,150

2,992

1,202,456

238,315

77

$1,682,990

$ 171,433
1,511,557

$1,682,990

Amortized
Cost

$ 593,599

6,982

1,977,329

371,515

77

$2,949,502
$ 194,377
2,755,125

$2,949,502

June 30, 2018
Unrealized Unrealized
Gain Loss
$ 3 $ (1,394)

(38)
384 (4,291)

(1)
70

$ 457 $  (5,724)

456 (5,724)

$ 457 $  (5,724)

December 31, 2017
Unrealized Unrealized
Gain Loss
$ 82 $ (1,693)

(30)
897 (3,066)

4)
70

$ 1,049 $ (4,793)

$ $ (D
1,049 (4,792)

$ 1,049 $§ (4,793)

The estimated fair value of marketable debt securities by maturity date is as follows (in thousands):

Fair
Value
$ 237,759
2,954
1,198,549
238,314
147

$1,677,723

$ 171,434
1,506,289

$1,677,723

Fair
Value
$ 591,988
6,952
1,975,160
371,511
147

$2,945,758
$ 194,376
2,751,382

$2,945,758
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June 30, 2018 December 31, 2017
$ 1,002,140 $ 1,722,553

Due in one year or less
437,122 851,547

Due after one year through three years

Total $ 1,439,262 $ 2,574,100

15
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

4 Inventories

Inventories are classified as follows (in thousands):

June 30, 2018 December 31, 2017

Raw materials $ 107,688 $ 99,033
Work in progress 16,459 15,324
Finished goods 175,448 155,937
Total inventories $ 299,595 $ 270,294

5 Goodwill and Other Intangibles

The carrying amount of goodwill was $358 million and $360 million at June 30, 2018 and December 31, 2017,
respectively. During the six months ended June 30, 2018, the effect of foreign currency translation decreased goodwill
by $2 million.

The Company s intangible assets included in the consolidated balance sheets are detailed as follows (dollars in
thousands):

June 30, 2018 December 31, 2017
Weighted- Weighted-
Gross Average Gross Average

Carrying Accumulated Amortization Carrying Accumulated Amortization

Amount Amortization Period Amount Amortization Period
Capitalized software $442294 $§ 294,533 Syears $438,652 $ 285,461 5 years
Purchased intangibles 167,762 140,521 11 years 169,870 138,750 11 years
Trademarks and IPR&D 13,815 13,923
Licenses 5,716 4,767 6 years 5,840 4,628 6 years
Patents and other intangibles 75,042 46,633 8 years 72,815 43,866 8 years
Total $704,629 § 486,454 7 years $701,100 $ 472,705 7 years

The gross carrying value of intangible assets and accumulated amortization for intangible assets decreased by

$15 million and $11 million, respectively, in the six months ended June 30, 2018 due to the effects of foreign currency
translation. Amortization expense for intangible assets was $12 million for both the three months ended June 30, 2018
and July 1, 2017. Amortization expense for intangible assets was $25 million and $22 million for the six months
ended June 30, 2018 and July 1, 2017, respectively. Amortization expense for intangible assets is estimated to be

$52 million per year for each of the next five years.

In July 2018, the Company acquired the sole intellectual property rights to the Desorption Electrospray Ionization
( DESI ) imaging technology for $30 million. DEST is a mass spectrometry imaging technique that is used to develop
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medical therapies.
6 Debt

In November 2017, the Company entered into a new credit agreement (the 2017 Credit Agreement ) that provides for a
$1.5 billion revolving facility and a $300 million term loan. The revolving facility and term loan both mature on
November 30, 2022 and require no scheduled prepayments before that date.

The interest rates applicable to the 2017 Credit Agreement are, at the Company s option, equal to either the alternate
base rate (which is a rate per annum equal to the greatest of (a) the prime rate in effect on such day, (b) the Federal

Reserve Bank of New York Rate on such day plus 1/2 of 1% per annum and (c) the adjusted LIBO rate on such day
(or if such day is not a business day, the immediately preceding business day) for a deposit in U.S. dollars with a
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

maturity of one month plus 1% per annum) or the applicable 1, 2, 3 or 6 month adjusted LIBO rate or EURIBO rate

for Euro-denominated loans, in each case, plus an interest rate margin based upon the Company s leverage ratio, which
can range between 0 and 12.5 basis points for alternate base rate loans and between 80 and 112.5 basis points for

LIBO rate or EURIBO rate loans. The facility fee on the 2017 Credit Agreement ranges between 7.5 and 25 basis
points per annum, based on the leverage ratio, of the amount of the revolving facility commitments and the

outstanding term loan. The 2017 Credit Agreement requires that the Company comply with an interest coverage ratio
test of not less than 3.50:1 as of the end of any fiscal quarter for any period of four consecutive fiscal quarters and a
leverage ratio test of not more than 3.50:1 as of the end of any fiscal quarter. In addition, the 2017 Credit Agreement
includes negative covenants, affirmative covenants, representations and warranties and events of default that are
customary for investment grade credit facilities.

As of June 30, 2018 and December 31, 2017, the Company had a total of $560 million and $700 million of
outstanding senior unsecured notes, respectively. Interest on the fixed rate senior unsecured notes is payable
semi-annually each year. Interest on the floating rate senior unsecured notes is payable quarterly. The Company may
prepay all or some of the senior unsecured notes at any time in an amount not less than 10% of the aggregate principal
amount outstanding, plus the applicable make-whole amount or prepayment premium for Series H and J senior
unsecured notes. In the event of a change in control of the Company (as defined in the note purchase agreement), the
Company may be required to prepay the senior unsecured notes at a price equal to 100% of the principal amount
thereof, plus accrued and unpaid interest. These senior unsecured notes require that the Company comply with an
interest coverage ratio test of not less than 3.50:1 for any period of four consecutive fiscal quarters and a leverage ratio
test of not more than 3.50:1 as of the end of any fiscal quarter. In addition, these senior unsecured notes include
customary negative covenants, affirmative covenants, representations and warranties and events of default.

The Company had the following outstanding debt at June 30, 2018 and December 31, 2017 (in thousands):

June 30,2018  December 31, 2017

Foreign subsidiary lines of credit $ 499 $ 273
Senior unsecured notes Series D - 3.22%, due

March 2018 100,000
Total notes payable and debt, current 499 100,273
Senior unsecured notes Series B - 5.00%, due

February 2020 100,000 100,000
Senior unsecured notes Series E - 3.97%, due

March 2021 50,000 50,000
Senior unsecured notes Series F - 3.40%, due

June 2021 100,000 100,000
Senior unsecured notes Series G - 3.92%, due

June 2024 50,000 50,000
Senior unsecured notes Series H - floating

rate*, due June 2024 50,000 50,000
Senior unsecured notes Series I - 3.13%, due

May 2023 50,000 50,000
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Senior unsecured notes Series J - floating

rate**, due May 2024 40,000

Senior unsecured notes Series K - 3.44%, due

May 2026 160,000 160,000

Credit agreement 590,000 1,300,000

Unamortized debt issuance costs (2,049) (2,499)
Total long-term debt 1,147,951 1,897,501

Total debt $ 1,148,450 $ 1,997,774

*  Series H senior unsecured notes bear interest at a 3-month LIBOR for that floating rate interest period plus
1.25%.
**  Series J senior unsecured notes bore interest at a 3-month LIBOR for that floating rate interest period plus 1.45%.
As of June 30, 2018 and December 31, 2017, the Company had a total amount available to borrow under existing
credit agreements of $1,208 million and $498 million, respectively, after outstanding letters of credit. During the six
months ended June 30, 2018, the Company reduced its outstanding debt by $850 million using cash repatriated under
the 2017 Tax Cuts and Jobs Act. The weighted-average interest rates applicable to the senior unsecured notes and
credit agreement borrowings collectively were 3.59% and 2.98% at June 30, 2018 and December 31, 2017,
respectively. As of June 30, 2018, the Company was in compliance with all debt covenants.
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

The Company and its foreign subsidiaries also had available short-term lines of credit totaling $90 million and

$91 million at June 30, 2018 and December 31, 2017, respectively, for the purpose of short-term borrowing and
issuance of commercial guarantees. The weighted-average interest rate applicable to these short-term borrowings was
1.48% for both June 30, 2018 and December 31, 2017.

7 Income Taxes

In December 2017, the U.S. enacted legislation informally referred to as the Tax Cuts and Jobs Act (the 2017 Tax
Act ). For the year ended December 31, 2017 the Company accrued a $550 million tax provision related to the 2017
Tax Act. The $550 million expense was comprised of $490 million related to the federal toll charge, $40 million for
state income taxes and foreign withholding taxes and $20 million for the revaluation of the Company s deferred tax
assets and liabilities at the new federal tax rate of 21%. The Company continues to analyze its information and review
new guidance from the Internal Revenue Service and state tax authorities. The Company has not made any adjustment
to its provisional accrual established at December 31, 2017 during the six months ended June 30, 2018.

As part of the 2017 Tax Act, there is a provision for the taxation of certain off-shore earnings referred to as the Global
Intangible Low-Taxed Income ( GILTI ) provision. This new provision taxes the off-shore earnings at a rate of 10.5%,
partially offset with foreign tax credits. In connection with this new provision, the Company has adopted an

accounting policy to treat this new tax as a current period cost.

The four principal jurisdictions in which the Company manufactures are the U.S., Ireland, the U.K. and Singapore,
where the statutory tax rates are 21%, 12.5%, 19% and 17%, respectively, as of June 30, 2018. The Company has a
contractual tax rate of 0% on qualifying activities in Singapore through March 2021, based upon the achievement of
certain contractual milestones, which the Company expects to continue to meet. The effect of applying the contractual
tax rate rather than the statutory tax rate to income from qualifying activities in Singapore increased the Company s net
income for the six months ended June 30, 2018 and July 1, 2017 by $13 million and $11 million, respectively, and
increased the Company s net income per diluted share by $0.17 and $0.14, respectively.

The Company s effective tax rate for the three months ended June 30, 2018 and July 1, 2017 was 10.8% and 11.0%,
respectively. The Company s effective tax rate for the six months ended June 30, 2018 and July 1, 2017 was 15.1%
and 9.2%, respectively. The effective tax rate for the three and six months ended June 30, 2018 reflects the enactment
of the 2017 Tax Act. The most significant changes applicable to the Company under the new law are the reduction in
the U.S. federal income tax rate from 35% to 21% and the new GILTI provision described above. The impact of the
GILTI provision is an increase of approximately 2.5 percentage points to our effective tax rates for both the three and
six months ended June 30, 2018. In addition, the tax provision for the three months ended June 30, 2018 includes a
$9 million reduction in the income tax expense related to the change in foreign currency exchange rates on the
earnings taxed in December 2017 under the toll charge of the 2017 Tax Act and a $1 million tax benefit related to
stock-based compensation. The impact of these two discrete items decreased the effective tax rate by 5.6 percentage
points for the three months ended June 30, 2018. The effective income tax rate for the three months ended July 1,
2017 included a $4 million tax benefit related to stock-based compensation. Income tax expense for the six months
ended June 30, 2018 includes a $7 million tax benefit related to stock-based compensation and $4 million of
additional income tax expense related to the change in foreign currency exchange rates on the earnings taxed in
December 2017 under the toll charge of the 2017 Tax Act. The net impact of these two discrete items for the six
months ended June 30, 2018 was a decrease in the effective income tax rate of 1.0 percentage points. The effective
income tax rate for the six months ended July 1, 2017 included a $12 million tax benefit related to stock-based
compensation. The remaining differences between the effective tax rates can primarily be attributed to differences in
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the proportionate amounts of pre-tax income recognized in jurisdictions with different effective tax rates.

The Company accounts for its uncertain tax return reporting positions in accordance with the accounting standards for
income taxes, which require financial statement reporting of the expected future tax consequences of uncertain tax
reporting positions on the presumption that all concerned tax authorities possess full knowledge of those tax reporting
positions, as well as all of the pertinent facts and circumstances, but prohibit any discounting of unrecognized tax
benefits associated with those reporting positions for the time value of money. The Company continues to classify
interest and penalties related to unrecognized tax benefits as a component of the provision for income taxes.
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (Continued)

The following is a summary of the activity of the Company s unrecognized tax benefits for the six months ended
June 30, 2018 and July 1, 2017 (in thousands):

June 30, 2018 July 1, 2017

Balance at the beginning of the period $ 5,843 $ 9,964
Net changes in uncertain tax benefits 217 (1,870)
Balance at the end of the period $ 6,060 $ 8,094

With limited exceptions, the Company is no longer subject to tax audit examinations in significant jurisdictions for the
years ended on or before December 31, 2013. However, carryforward tax attributes that were generated in years
beginning on or before January 1, 2014 may still be adjusted upon examination by tax authorities if the attributes are
utilized. The Company continuously monitors the lapsing of statutes of limitations on potential tax assessments for
related changes in the measurement of unrecognized tax benefits, related net interest and penalties, and deferred tax
assets and liabilities. As of June 30, 2018, the Company expects to record additional reductions in the measurement of
its unrecognized tax benefits and related net interest and penalties of approximately $1 million within the next twelve
months due to potential tax audit settlements and the lapsing of statutes of limitations on potential tax assessments.
The Company does not expect to record any other material reductions in the measurement of its unrecognized tax
benefits within the next twelve months.

The Company adopted new accounting guidance which eliminates the deferral of tax effects on intra-entity transfers
other than inventory and requires an entity to recognize the income tax consequences when the transfer occurs. The

Company adopted this standard as of January 1, 2018 with a $4 million charge to beginning retained earnings in the
consolidated balance sheet.

8 Stock-Based Compensation

The Company maintains various shareholder-approved, stock-based compensation plans which allow for the issuance
of incentive or non-qualified stock options, stock appreciation rights, restricted stock or other types of awards (e.g.
restricted stock units and performance stock units).

The Company accounts for stock-based compensation costs in accordance with the accounting standards for
stock-based compensation, which require that all share-based payments to employees be recognized in the statements
of operations, based on their grant date fair values. The Company recognizes the expense using the straight-line
attribution method. The stock-based compensation expense recognized in the consolidated statements of operations is
based on awards that ultimately are expected to vest; therefore, the amount of expense has been reduced for estimated
forfeitures. Forfeitures are estimated based on historical experience. If actual results differ significantly from these
estimates, stock-based compensation expense and the Company s results of operations could be materially impacted. In
addition, if the Company employs different assumptions in the application of these standards, the compensation
expense that the Company records in the future periods may differ significantly from what the Company has recorded
in the current period.

The consolidated statements of operations for the three and six months ended June 30, 2018 and July 1, 2017 include
the following stock-based compensation expense related to stock option awards, restricted stock awards, restricted
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stock unit awards, performance stock unit awards and the employee stock purchase plan (in thousands):

Three Months Ended Six Months Ended
June 30, 2018 July 1,2017 June 30,2018 July 1, 2017
Cost of sales $ 603 $ 787 $ 1,208 $ 1,525
Selling and administrative expenses 7,639 7,602 16,123 14,790
Research and development expenses 837 750 1,640 1,479
Total stock-based compensation $ 9,079 $ 9,139 $18,971 $ 17,794
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Stock Options

In determining the fair value of the stock options, the Company makes a variety of assumptions and estimates,
including volatility measures, expected yields and expected stock option lives. The fair value of each option grant was
estimated on the date of grant using the Black-Scholes option pricing model. The Company uses implied volatility on
its publicly-traded options as the basis for its estimate of expected volatility. The Company believes that implied
volatility is the most appropriate indicator of expected volatility because it is generally reflective of historical
volatility and expectations of how future volatility will differ from historical volatility. The expected life assumption
for grants is based on historical experience for the population of non-qualified stock option exercises. The risk-free
interest rate is the yield currently available on U.S. Treasury zero-coupon issues with a remaining term approximating
the expected term used as the input to the Black-Scholes model. The relevant data used to determine the value of the
stock options granted during the six months ended June 30, 2018 and July 1, 2017 are as follows:

Six Months Ended
Options Issued and Significant Assumptions Used to Estimate Option Fair Values June 30, 2018uly 1, 2017
Options issued in thousands 140 207
Risk-free interest rate 2.7% 2.2%
Expected life in years 6 6
Expected volatility 0.232 0.232
Expected dividends

Six Months Ended

June 30,  July 1,

Weighted-Average Exercise Price and Fair Value of Options on the Date of Grant 2018 2017
Exercise price $205.97 $149.74
Fair value $ 5826 $ 4039

The following table summarizes stock option activity for the plans for the six months ended June 30, 2018 (in
thousands, except per share data):

Weighted-Average
Exercise Price

Number of Exercise Price per per
Shares Share Share
Outstanding at December 31, 2017 2,039 $ 38.09 to $194.26 $ 124.41
Granted 140 $192.62 to $208.47 $ 205.97
Exercised (305) $ 38.09 to $154.33 $ 101.09
Canceled (137) $ 98.21to $154.33 $ 126.04
Outstanding at June 30, 2018 1,737 $ 38.09 to $208.47 $ 134.95

Restricted Stock
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During the six months ended June 30, 2018, the Company granted four thousand shares of restricted stock. The
weighted-average fair value per share of these awards on the grant date was $195.69.
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Restricted Stock Units

The following table summarizes the unvested restricted stock unit award activity for the six months ended June 30,
2018 (in thousands, except per share data):

Weighted-Average
Fair Value per

Shares Share
Unvested at December 31, 2017 374 $ 124.81
Granted 88 $ 208.26
Vested (116) $ 117.35
Forfeited (12) $ 118.07
Unvested at June 30, 2018 334 $ 149.63

Restricted stock units are generally granted annually in February and vest in equal annual installments over a five-year
period.

Performance Stock Units

The Company s performance stock units are equity compensation awards with a market vesting condition based on the
Company s Total Shareholder Return ( TSR ) relative to the TSR of the components of the S&P Health Care Index. TSR
is the change in value of a stock price over time, including the reinvestment of dividends. The vesting schedule ranges
from 0% to 200% of the target shares awarded.

In determining the fair value of the performance stock units, the Company makes a variety of assumptions and
estimates, including volatility measures, expected yields and expected terms. The fair value of each performance stock
unit grant was estimated on the date of grant using the Monte Carlo simulation model. The Company uses implied
volatility on its publicly-traded options as the basis for its estimate of expected volatility. The Company believes that
implied volatility is the most appropriate indicator of expected volatility because it is generally reflective of historical
volatility and expectations of how future volatility will differ from historical volatility. The expected life assumption
for grants is based on the performance period of the underlying performance stock units. The risk-free interest rate is
the yield currently available on U.S. Treasury zero-coupon issues with a remaining term approximating the expected
term used as the input to the Monte Carlo simulation model. The correlation coefficient is used to model the way in
which each company in the S&P Health Care Index tends to move in relation to each other during the performance
period. The relevant data used to determine the value of the performance stock units granted during the six months
ended June 30, 2018 and July 1, 2017 are as follows:

Six