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Disclosure Regarding Forward-Looking Statements

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

Such forward-looking statements include, but are not limited to, statements concerning:
* estimates we have made in preparing our financial statements;

» the implementation of, and expected benefits from, our strategic alliance with TRATON SE and certain of its
subsidiaries and affiliates ("TRATON Group");

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

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

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

*  our ability to implement our strategy as well as the results we expect to achieve from the implementation of our
strategy;

*  our expectations related to new product launches;
» anticipated results from acquisitions, dispositions, strategic alliances, and joint ventures we complete;

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

*  our expectations relating to debt refinancing activities;

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

*  our expectations relating to our cost-reduction actions and actions to reduce discretionary spending;

*  our expectations relating to our ability to service our long-term debt;

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

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

*  our anticipated capital expenditures;

*  our expectations relating to payments of taxes;

*  our expectations relating to warranty costs;

*  our expectations relating to interest expense;

e our expectations relating to impairment of goodwill, other intangible assets and property, plant and equipment;
»  costs relating to litigation and similar matters;

»  estimates relating to pension plan contributions and unfunded pension and postretirement benefits;

*  our expectations relating to commodity price risk, including the impact of tariff increases or potential new tariffs; and

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

nn "nons

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

We are subject to the reporting and information requirements of the Securities Exchange Act of 1934, as amended (the
"Exchange Act") and as a result, are obligated to file annual, quarterly, and current reports, proxy statements, and other
information with the United States ("U.S.") Securities and Exchange Commission ("SEC"). We make these filings available free
of charge on our website (http://www.navistar.com) as soon as reasonably practicable after we electronically file them with, or
furnish them to, the SEC. Information on our website does not constitute part of this Annual Report on Form 10-K. In addition,
the SEC maintains a website (http://www.sec.gov) that contains our annual, quarterly, and current reports, proxy and information
statements, and other information we electronically file with, or furnish to, the SEC.



PART 1

Item 1. Business

Navistar International Corporation ("NIC"), incorporated under the laws of the State of Delaware in 1993, is a holding company
whose principal operating entities are Navistar, Inc. ("NI") and Navistar Financial Corporation ("NFC"). References herein to
the "Company," "we," "our," or "us" refer to NIC and its consolidated subsidiaries, including certain variable interest entities
("VIEs") of which we are the primary beneficiary. We report our annual results for our fiscal year, which ends October 31. As
such, all references to 2019, 2018, and 2017 contained within this Annual Report on Form 10-K relate to the applicable fiscal
year unless otherwise indicated.

Overview

We are an international manufacturer of International® brand commercial trucks, proprietary diesel engines, and IC Bus® ("1C"M
brand school and commercial buses, as well as a provider of service parts for trucks and diesel engines. We also provide retail,
wholesale, and lease financing services for our trucks and parts.

Our Products and Services
Our principal products and services include:

¢ Trucks—We manufacture and distribute Class 4 through 8 trucks and buses in the common carrier, private carrier,
government, leasing, construction, energy/petroleum, and student and commercial transportation markets under the

International® and IC brands. We design and manufacture proprietary diesel engines for our International branded trucks
and IC branded buses.

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

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

Our Strategy
Our Business

Our Core business is the truck and parts markets for the U.S. and Canada, where we participate primarily in the Class 6 through
8 vehicle markets and this year expanded into the Class 4/5 market with our International® CV™ product. With more than a
million of our trucks on the road in the U.S. and Canada, one in five Class 6 through 8 vehicles is an International® truck.
Nearly half of all school buses on the road today are our IC brand. We have one of the largest commercial vehicle parts
distribution networks in the U.S. and a captive finance company. Further, this year we put into operation a partnership with
Love’s Travel Stops expanding our service network in North America through our Dealers and Network Service Partners to
over 1,000 locations, one of the largest networks in North America. Outside of our Core markets, International® is one of the
leading truck brands in Mexico and much of Latin America. We are the largest independent diesel engine company in Brazil,
with our wholly-owned subsidiary International Industria Automotiva da America do Sul Ltda. (“IIAA”), formerly MWM
International Industria de Motores da America Do Sul Ltda. We also export trucks, buses, and engines to niche markets around
the world.

We continue to take actions that we believe will improve our performance and evaluate additional opportunities to enhance
value for our customers. The following is a summary of our 2019 accomplishments and our expectations going forward.

Our 2019 Accomplishments

We continue to demonstrate the growth of our business, focusing our efforts on becoming the #1 choice in our industry. In
2019, we made several notable advancements on our strategic vision.

I.  Customer-Centric: Our focus on customer and market segmentation to better align our efforts with customer needs
led to the following accomplishments in 2019:

*  Opened a new parts distribution center in Olive Branch, Mississippi near the FedEx World Hub in Memphis,
Tennessee will provide next day parts delivery to 95% of our dealer locations

*  Enhanced our predictive parts stocking through digitalization

*  Expanded to the industry’s largest service network with over 1,000 locations through our partnership with Love’s
Travel Stops
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Operational Excellence: We made improvements to operations as follows:

Reduced our warranty expense as a percentage of manufacturing revenue from 1.7% in 2018 to 1.4% in 2019
Announced investments in our manufacturing footprint to expand our capabilities in Huntsville, Alabama for an
integrated powertrain with TRATON Group and building a benchmark truck manufacturing facility in San
Antonio, Texas

Core Business: We now have the industry’s newest and most comprehensive vehicle line-up supported by our unique
open architecture all-brands remote diagnostic system OnCommand Connection ("OCC"). In addition:

Our core market share improved from 17.5% in 2018 to 18.8% in 2019
We expanded the footprint of parts availability by adding 5 new Fleetrite retail outlets in the U.S. and Canada

Business Transformation: Our strategic transformation has been and will continue to be a crucial element of how we
play to win. The following are a few ways we have gained significant momentum during 2019:

Created a new aftersales function that will manage every facet of the business after the initial sale of the truck,
including oversight of parts and service, warranty, and dealer development

Launched a new business unit, NEXT eMobility Solutions ("NEXT"), to deliver customized electrification
solutions in the truck and school bus markets using lean, agile practices. NEXT establishes a comprehensive "four
Cs" approach to developing eMobility solutions: Consulting, Constructing, Charging and Connecting

Additional actions to de-risk the balance sheet through the purchase of a Canadian pension annuity, paying off
$411 million in subordinated convertible notes with cash on hand in April, expanding the revolving credit
facilities of NFC, and ending the year with $1.4 billion in consolidated cash, cash equivalents and marketable
securities

Selling off non-core business units including a 70% equity interest in our former defense business, ND Holdings,
LLC (“Navistar Defense”), and our ownership interest in our former joint venture in China with Anhui Jianghuai
Automobile Co., Ltd (“JAC”)

We believe these actions coupled with our strategic alliance with the TRATON Group and our winning culture anchored by our
high performing cross-functional teams, continue to position us for success.

Our Expectations Going Forward

Moving forward, we will continue our intense focus on costs to fund our growth initiatives, grow our market share and margins,
and deliver superior shareholder return. We are focused on our Navistar 4.0 playing to win strategy, which is based on three
critical elements:

People: Driving high performing cross-functional teams while recruiting and developing key leadership roles by:

o Expanding on our lean culture through visual management, agile approaches, and a focus on execution
o Developing our best resources and redeploying resources to focus on our growth initiatives, and
o Leveraging our strong values

Performance: Creating a sustainable long-term performance advantage within our products and services by investing
in those areas with the greatest impact on our margins and overall financial performance. These areas include the
following:

o Enterprise platform strategy: A shared platform strategy for all key vehicle systems

o Advanced modular architecture: Optimizing parts used in our vehicles to be able to deliver a customized
solution to customers with the least amount of engineering work. This creates the potential to significantly
improve productivity in engineering and research & development and provide us more flexibility to invest in
new products and technologies

o Integrated manufacturing: Investments that will allow us to optimize our manufacturing network by having a
strong supplier footprint, and provide mutually beneficial relationships with our suppliers

o Aftersales acceleration: Builds on our commitment to organically grow the parts business by helping our
dealers improve their parts sales through enhanced training, data analysis and market knowledge

o Integrated powertrains: Joint effort between Navistar and TRATON Group to incorporate the requirements
we need for the North American market into their next generation of products that, when combined with our
investment in our Hunstville, Alabama facility for localizing the next generation big-bore diesel powertrain,
will provide significant growth and margin opportunities




¢ #1 Choice: Identifying and focusing on key markets where we have a differentiated value, defining how we will
operate in that market, and how to prove to our customers that we are their #1 choice by:

o Following a Listen - Understand - Deliver approach to provide our customers what they truly need to
succeed

o Understanding our customers better than our competitors, ensuring that our products and services provide
value to our customers, and by organizing to be aligned with our customers

o Ensuring our products and services provide leading uptime and low total cost of ownership

o Strengthening our brand and residual values to capture more of the 2" and 3™ owner markets, and

o Strengthening our dealers and building stronger partnerships with them through our Vision 2025 strategy

We believe Navistar 4.0 is built upon the right vision and the right strategy. We are confident that success will result in “the best
team”, an operating performance advantage, and a brand preference that will result in our leadership in key markets and
continued improvement in our financial performance.

Our Operating Segments

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

Truck Segment

Our Truck segment manufactures and distributes Class 4 through 8 trucks and buses along with production of proprietary
engines, primarily in the North America markets that include the U.S., Canada, and Mexico. Our Truck segment also includes
our truck export business under the International and IC brands. The proprietary engines produced in North America are
primarily used in our trucks and buses. Our goal is to deliver the highest quality commercial trucks and buses. The Truck
segment is our largest operating segment based on total external sales and revenues.

We compete primarily in our Core (collectively referred to as school buses, Class 6 and 7 medium trucks, Class 8 heavy trucks
and Class 8 severe service trucks) markets. The Truck segment's manufacturing operations in the U.S. and Mexico consist
principally of assembling components manufactured by our suppliers, as well as designing, engineering, and producing certain
sheet metal components, including truck cabs, and proprietary engines.

The Truck segment's manufacturing operations also include the production of diesel engines, which are primarily used in our
trucks. The operations at our engine manufacturing facility consist principally of the assembly of components manufactured by
our suppliers, as well as machining operations relating to steel and grey-iron components. We market our commercial products
directly to large fleets which offer a comprehensive range of services and other support functions to our end users. Our
commercial trucks are distributed in virtually all key markets through our distribution and retail service network, which is
comprised of 1,052 outlets in the U.S. and Canada, which includes 342 of Love’s Travel Stops locations, 89 outlets in Mexico,
and our export truck operations, primarily in Latin America. In addition, our network of used truck centers and International
certified used truck dealers in the U.S. and Canada provides trade-in support to our dealers and national accounts group, and
markets all makes and models of reconditioned used trucks to owner-operators and fleet buyers.

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

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



Refer to Note 15, Segment Reporting, to the accompanying consolidated financial statements, for Truck sales to external
customers.

Parts Segment

Our Parts segment provides customers with proprietary products needed to support the International commercial truck, IC Bus,
proprietary engine lines, and export parts business, as well as our other product lines by providing customers with proprietary
products together with a wide selection of other standard truck, trailer, and engine service parts. We distribute service parts
through the dealer network that supports our trucks and engines. The Parts segment is our second largest operating segment
based on total external sales and revenues and generates a significant portion of our net income.

Our extensive dealer channel provides us with an advantage in serving our customers by having our parts available when and
where our customers require service. Goods are delivered to our customers either through one of our twelve parts distribution
centers operated out of North America, or through direct shipment from our suppliers. We have a dedicated parts sales team
within North America, as well as national account teams focused on large fleet customers. We also serve our global markets
through our dedicated export business which supports customers globally in Latin America, the Middle East, northern Africa,
South Africa, Europe, Australia, Asia and Russia. In conjunction with the Truck sales and technical service group, we provide
an integrated support team that works to find solutions to support our customers.

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

Also included in the Parts segment is our Blue Diamond Parts, LLC ("BDP") joint venture with Ford, which manages the
sourcing, merchandising and distribution of certain service parts for North America Ford diesel vehicles. Major competitors for
our BDP joint venture include Alliant Power, Jasper Engine Transmissions, and Delphi Automotive. In October 2019, Ford
notified the Company of its intention to dissolve the BDP joint venture effective October 2021.

Refer to Note 15, Segment Reporting, to the accompanying consolidated financial statements, for Parts sales to external
customers.

Global Operations Segment

Our Global Operations segment includes businesses that derive revenue from outside our Truck and Parts segments and
primarily consists of the operations of our wholly-owned subsidiary, International Industria Automotiva da América do Sul
Ltda. ("ITAA"). [TAA is a leader in the South American mid-range diesel engine market, manufacturing and distributing mid-
range diesel engines and providing customers with additional engine offerings in the agriculture, marine, genset, and light truck
markets. Additionally, we also sell our engines to global OEMs for various on-and-off-road applications. We offer contract
manufacturing services under IIAA's MWM brand to OEMs for the assembly of their engines, particularly in South America.
ITAA has a very significant dealer network and parts distribution center, responsible for internal and export sales of spare parts.
As part of the Global Operations segment, IIAA has engine manufacturing operations in Brazil. The Global Operations segment
is our third largest operating segment based on total external sales and revenues.

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

ITAA also has a commercial agreement with an Indian company, Mahindra Heavy Engines Ltd. ("Mahindra"), under which
MWM engines (4.8L and 7.2L) are manufactured at a plant located in the Chakan Industrial Area in the city of Pune, India. The
engines produced at that plant are exclusively sold by MWM outside of the Indian market, providing a cost competitive export
platform in support of the Asian markets.

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



Financial Services Segment

Our Financial Services segment provides and manages wholesale, retail, and lease financing of products sold by the Truck and
Parts segments and their dealers. We also finance wholesale and retail accounts receivable. Substantially all revenues earned by
the Financial Services segment are derived from supporting the sales of our vehicles and products. The Financial Services
segment continues to meet the primary goal of providing and managing financing to our customers in U.S., Canadian and
Mexican markets by providing or arranging cost-effective funding sources, while working to mitigate credit losses and impaired
vehicle asset values. NFC provides wholesale financing for 100% of new Truck inventory sold to our dealers and distributors in
the U.S. through the customary free interest period offered by NI. At October 31, 2019 and 2018, NFC retained floor plan
financing for approximately 72% and 74% of the dealers, respectively, after the expiration of any free interest period. The
Financial Services segment also facilitates financing relationships in other countries to support our Manufacturing Operations.

The Financial Services segment manages the relationship with Navistar Capital (a program of BMO Harris Bank N.A. and
Bank of Montreal (together, "BMO")). Navistar Capital is our third-party preferred source of retail and lease customer financing
for equipment offered by us and our dealers in the U.S. In addition, Navistar Capital Canada (also a BMO program) provides
financing to support the sale of our products in Canada.

Engineering and Product Development

Our engineering and product development programs are focused on the development of new products, enhancements of current
products, quality improvements and continuous material cost reductions across our product lines, complying with future
regulatory requirements, and investigating future technologies for our product lines. We have shifted our investment focus to
developing driver-centric designs with world class uptime and fuel economy that incorporates industry leading connected
technologies utilizing Navistar’s OCC open architecture telematics solution. In 2019, we completed the launch of the Horizon
suite of vehicles for the Global markets and also launched the International CV Series in conjunction with General Motors
Company ("GM") for the Class 4/5 market.

In 2020, Navistar’s product development programs will be developing advances in acrodynamics, powertrain and software
systems that are increasing fuel efficiency in the International LT and RH Series on-highway vehicles. In addition, we will be
introducing to our products further enhancements in our Advanced Driver Assistance Systems (“ADAS”) offerings, more fuel
efficient features, and engines to comply with the 2021 greenhouse gas (“GHG”) requirements. Navistar will continue to invest
in ADAS, connected technologies and electric vehicles, working with strategic suppliers and partners. We introduced our first
electric medium duty vehicle at the recent North American Commercial Vehicle Show. We believe that the alliance with
TRATON Group will further expand our capabilities in these areas.

We participate in very competitive markets with more stringent regulatory requirements and faster technology adoptions, and
we continue to believe that our strong commitment to engineering and product development is required to drive long-term
growth. Our engineering and product development costs were $319 million in 2019, compared to $297 million in 2018 and
$251 million in 2017. We expect that GHG phase 2 regulations announced in 2016 will drive significant investments in product
development by us and our competitors.

Backlog

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

The following table provides our worldwide backlog of unfilled truck orders as of October 31, 2019 and 2018:

Units Value
As of October 31: (in billions)
2000 ettt ettt e ettt e et e e bt e et e e bt e e bt e nateenbe e taeenteebeeenbeenteesnbeenseennrs 41,800 $ 2.5
20 L8 ettt e et e et e e beeett e ettt e bt e abe e tte e beeatteeabeeasaeanbe e taeenbeebeeanseenseessreesaeners 51,000 3.9

Production of our October 31, 2019 backlog is expected to be substantially completed during 2020. The backlog of unfilled
orders is one of many indicators of market demand; factors such as changes in production rates, internal and supplier available
capacity, new product introductions, and competitive pricing actions may affect point-in-time comparisons.

Employees

As our business requirements change, fluctuations may occur within our workforce from year to year. We carefully managed
our attrition, approving the replacement of key positions that we believe are critical to sustaining the improved business
performance in 2019. For more information, see Note 3, Restructurings, Impairments and Divestitures, to the accompanying
consolidated financial statements.



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

As of October 31,
2019 2018 2017
Employees worldwide:
Total aCtiVE EMPLOYEES. ....ecuviericeiiericiieteete ettt ettt v e e re e ees 12,300 13,100 11,400
Total INACIVE EMPLOYEES. ... .ccvieeiierieiieiieieetierteetete st steste e eeesteeesesseessesseessesseensenes 1,000 900 900
Total employees WOrldWide...........cceevviiieriiiiiiiicieieeeee et 13,300 14,000 12,300
Total active union employees: -
TOTAL AW L.ttt sttt ettt se bt be bt et ebesbentenaennens 3,000 3,300 2,900
TOtal OTNET UNIOMS ..oeiiiiieiiiiiieeeeeeeee ettt ettt ettt e e e e e e e e e eataeeeeesenaneeessesnnees 4,500 5,100 3,800

See Item 1A, Risk Factors, for further discussion related to the risk associated with labor and work stoppages.

Patents and Trademarks

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

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

Supply

We purchase raw materials, parts, and manufactured components from numerous third-party suppliers. To avoid duplicate
tooling expenses and to maximize volume benefits, single-source suppliers fill a majority of our requirements for parts and
manufactured components. Some parts and manufactured components are generic to the industry while others are of a
proprietary design requiring unique tooling, which require additional effort to relocate. However, we believe our exposure to a
disruption in production as a result of an interruption of raw materials and supplies is no greater than the industry as a whole.

Our costs for trucks and parts sold consist primarily of material costs which are influenced by commodities prices such as steel,
precious metals, resins, and petroleum products. We continue to look for opportunities to mitigate the effects of market-based
commodity cost increases through a combination of design changes, material substitution, alternate supplier resourcing, global
sourcing efforts, and hedging activities. The objective of this strategy is to ensure cost stability and competitiveness in an often
volatile global marketplace. Generally, the impact of commodity cost fluctuations in the global market will be reflected in our
financial results on a delayed basis, depending on many factors including the terms of supplier contracts, special pricing
arrangements, and any commodity hedging strategies employed.

Impact of Government Regulation

Truck and engine manufacturers continue to face significant governmental regulation of their products, especially in the areas
of environmental and safety matters, including on-highway emissions standards which require reducing allowable particulate
matter and oxides of nitrogen ("NOx"). Meeting these emissions standards resulted in a significant increase in the cost of our
products.

In 2010, the initial phase-in of onboard diagnostic ("OBD") requirements commenced for the initial family of truck engines and
those products were certified. The phase-in for the remaining engine families occurred in 2013. Canadian heavy-duty engine
emissions regulations essentially mirror those of the U.S. Environmental Protection Agency (the "EPA"). In Mexico, we offer
EPA 2004 and Euro IV engines that comply with current standards in that country. Mexico lowered NOx emission standards in
2019 and will be lowering NOx emission standards in 2021 to Euro V and VI levels, respectively. Navistar Heavy Duty Diesel
("HDD") engines meet the EURO V and VI with current controls technology.

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

Government regulation related to climate change is under consideration at the U.S. federal and state levels. Because our
products use fossil fuels, they may be impacted indirectly due to regulation, such as a cap and trade program, affecting the cost
of fuels. The EPA and the NHTSA issued final rules for GHG emissions and fuel economy in 2011, which were fully
implemented in model year 2017. We are complying with these rules through use of existing technologies and implementation
of emerging technologies as they become available. The EPA and NHTSA adopted a final rule in October 2016 with a second
phase of federal GHG emission and fuel economy regulations. This rule contains significantly more stringent emissions levels
for engines and vehicles, which will require substantial investments of capital. The GHG emission standards in the rule will
take effect in model year 2021 and be implemented in three stages culminating in model year 2027. We continue to assess the
impact of the rule on us and our stakeholders as we develop our product planning for that period.

Canada adopted its version of fuel economy and GHG emission regulations in February 2013. These regulations are
substantially aligned with U.S. fuel economy and GHG emission regulations. Canada has finalized heavy duty phase 2 GHG
rulemaking, which is substantially similar to EPA regulations with more stringent requirements for heavy haul tractors.

In December 2014, California adopted GHG emission rules for heavy duty vehicles equivalent to EPA phase 1 rules and is in
the process of adopting its phase 2 equivalent rules. In 2014 California also adopted an optional lower emission standard for
NOx in California. California has stated its intention to lower NOx standards for California-certified engines and has requested
that the EPA lower its standards. In June 2016, several regional air quality management districts in California and other states,
as well as the environmental agencies for several states, petitioned the EPA to adopt lower NOx emission standards for on-road
heavy duty trucks and engines. In addition to lower NOx, EPA and the California Air Resources Board ("CARB") may consider
other actions, including extending emission warranty periods. On November 14, 2018 the EPA announced the “Cleaner Trucks
Initiative” which will begin the regulatory process for a reduced NOx emissions regulation while also streamlining compliance
and certification requirements. In addition to lower NOx, EPA and California may consider other actions, including extending
warranty periods, mandating sales of zero emission trucks, and requiring certification of zero emission heavy duty vehicles. We
will monitor and participate in this rulemaking. We expect that heavy duty vehicle and engine fuel economy and GHG
emissions rules will be under consideration in other global jurisdictions in the future. These standards will require significant
investments of capital, will significantly increase costs of development for engines and vehicles, and will require us to incur
administrative costs arising from implementation of the standards.

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

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

Information About Our Executive Officers

The following selected information for each of our current executive officers (as defined by regulations of the SEC) was
prepared as of November 30, 2019.

Name Age  Position with the Company

Troy A. Clarke..........cc.c..... 64  Chairman, President and Chief Executive Officer
Walter G. Borst.......c.c....... 57  Executive Vice President and Chief Financial Officer
Persio V. Lisboa................. 54  Executive Vice President and Chief Operating Officer
William V. McMenamin.... 60  President, Financial Services and Treasurer

Samara A. Strycker ........... 47  Senior Vice President and Corporate Controller

Curt A. Kramer.........c........ 51  Senior Vice President and General Counsel

Richard E. Bond................ 66  Associate General Counsel and Corporate Secretary
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Troy A. Clarke has served as our President and Chief Executive Officer and as a member of our Board of Directors since April
2013 and has served as Chairman of our Board of Directors since February 2017. Mr. Clarke served as our President and Chief
Operating Officer from August 2012 to April 2013. Prior to holding these positions, Mr. Clarke served at NI as President of the

Truck and Engine Group from June 2012 to August 2012, as President of Asia-Pacific Operations of NI from 2011 to 2012, and
as Senior Vice President of Strategic Initiatives of NI from 2010 to 2011. Prior to joining NI, Mr. Clarke held various positions

at GM, including President of GM North America from 2006 to 2009 and President of GM Asia Pacific from 2003 to 2006.

Walter G. Borst has served as our Executive Vice President and Chief Financial Officer since June 2013. Prior to joining NI,
Mr. Borst served as Chairman, President and CEO of GM Asset Management and Vice President of GM since 2010. Prior to
that, Mr. Borst served as Vice President and Treasurer of GM from 2009 to 2010 and as Treasurer of GM from 2003 to 2009.

Persio V. Lisboa has served as Executive Vice President and Chief Operating Officer of NIC since March 2017. Prior to
holding this position, Mr. Lisboa served as the President, Operations of NI from November 2014 to March 2017, as Senior Vice
President, Chief Procurement Officer of NI from December 2012 to November 2014, as Vice President, Purchasing and
Logistics and Chief Procurement Officer of NI from October 2011 to November 2012 and Vice President, Purchasing and
Logistics of NI from August 2008 to October 2011. Prior to these positions, Mr. Lisboa held various management positions
within the Company’s North American and South American operations.

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

Samara A. Strycker has served as Senior Vice President and Corporate Controller of NIC since August 2014. Prior to joining
NIC, Ms. Strycker served as Regional Controller, Americas, of General Electric Healthcare ("GE Healthcare") from July 2010
to July 2014 and prior to that position she served as Assistant Controller of GE Healthcare from September 2008 to July 2010.
Prior to joining GE Healthcare, Ms. Strycker was employed at PricewaterhouseCoopers LLP from 1993 to 2008. Ms. Strycker
is a Certified Public Accountant.

Curt A. Kramer has served as our Senior Vice President and General Counsel since April 2017. Prior to holding this position,
Mr. Kramer served as Associate General Counsel and Corporate Secretary of NIC and NI since December 2007. Prior to
holding these positions, Mr. Kramer served as General Attorney of NI from April 2007 to December 2007, Senior Counsel of
NI from 2004 to 2007, Senior Attorney of NI from 2003 to 2004, and Attorney of NI from 2002 to 2003. Prior to joining NI,
Mr. Kramer was in private practice.

Richard E. Bond has served as our Associate General Counsel and Corporate Secretary since June 2017. Mr. Bond joined NI
in 2009 as Assistant General Attorney and became General Attorney and Assistant Corporate Secretary in June 2015. Prior to
joining NI, he served Monaco Coach Corporation as Senior Vice President, Secretary and Chief Administrative Officer from
1999 to 2009, Vice President, Secretary and Chief Administrative Officer from 1998 to 1999 and as Vice President, General
Counsel and Secretary from 1997 to 1998. Prior to 1997, Mr. Bond was the senior legal officer of another recreational vehicle
manufacturer, after beginning his career in private practice.
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Item 1A. Risk Factors

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

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

Key elements of our operating strategy are to focus on our Core markets and grow revenue and market share. The extent to
which, and the rate at which, we achieve market acceptance and penetration of our current and future products is a function of
many variables including, but not limited to: price, safety, efficacy, reliability, conversion costs, competitive pressures,
regulatory approvals, marketing and sales efforts, operating costs, residual values, and general economic conditions affecting
purchasing patterns. Any failure to gain and retain market share could have an adverse effect on our business, liquidity, results
of operations and financial condition.

We operate in the highly competitive North American truck and parts markets which are subject to considerable cyclicality
and to remain competitive we must maintain profitability throughout the entire cycle.

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

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

Our business has significant liquidity requirements, and while recent operating results have improved our liquidity position,
the Company'’s overall credit profile and the cyclicality of the industry could have an adverse impact on our liquidity
position.

We believe that in the absence of significant extraordinary cash demands, our: (i) level of cash, cash equivalents, and
marketable securities, (ii) current and forecasted cash flow from our Manufacturing operations and Financial Services
operations, (iii) availability under various funding facilities, (iv) current and forecasted availability from various funding
alliances, and (v) access to capital in the capital markets will provide sufficient funds to meet operating requirements (including
the MaxxForce Advanced EGR engine class action settlement), capital expenditures, investments, and financial obligations on
both a short-term and long-term basis. Significant assumptions underlie our beliefs with respect to our liquidity position,
including, among other things, assumptions relating to North American truck volumes, the continuing availability of trade credit
from certain key suppliers, the ability to gain and retain market share and grow revenue and margins, the absence of material
adverse developments in our competitive market position, and access to the capital markets and our capital requirements. As a
result, we cannot assure you that we will continue to have sufficient liquidity to meet our operating needs. In the event that we
do not have sufficient liquidity, we may be required to seek additional capital, sell assets, reduce or cut back our operating
activities or otherwise alter our business strategy.

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

Our significant amount of outstanding indebtedness and the covenants contained in our debt agreements could have important
consequences for our operations. The terms of certain of our agreements limit our ability to obtain additional debt financing to
fund future working capital, acquisitions, capital expenditures, engineering and product development costs, and other general
corporate requirements; however, due to the recent refinancing transactions and amendments, we have additional incremental
debt financing capacity as compared to the restrictions contained in our previous debt agreements. Other consequences for our
operations could include:
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* increasing our vulnerability to general adverse economic and industry conditions;

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

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

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

* placing us at a competitive disadvantage compared to our competitors that have less debt, lower interest rates and/or less
restrictive debt covenants.

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

Our debt agreements contain certain restrictive covenants and customary events of default. These restrictive covenants limit our
ability to take certain actions, such as, among other things: make restricted payments; incur additional debt and issue preferred
or disqualified stock; create liens; create or permit to exist restrictions on our ability or the ability of our restricted subsidiaries
to make certain payments or distributions; engage in sale-leaseback transactions; engage in mergers or consolidations or
transfer all or substantially all of our assets; designate restricted and unrestricted subsidiaries; make certain dispositions and
transfers of assets; limit the ability of our restricted subsidiaries to make distributions; enter into transactions with affiliates; and
guarantee indebtedness. One or more of these restrictive covenants may limit our ability to execute our preferred business
strategy, take advantage of business opportunities, or react to changing industry conditions. However, the refinancing
transactions that closed in November 2017 (as discussed below) increase our flexibility in certain of the areas described above.

Upon an event of default, if not waived by our lenders, our lenders may declare all amounts outstanding as due and payable,
which may cause cross-defaults under our other debt obligations. If our current lenders accelerate the maturity of our
indebtedness, we may not have sufficient capital available at that time to pay the amounts due to our lenders on a timely basis,
and there is no guarantee that we would be able to repay, refinance, or restructure the payments on such debt. Further, under our
senior secured, term loan credit facility in an aggregate principal amount of $1.6 billion, which was refinanced in November
2017 (the "Term Loan Credit Agreement"), the $225 million Recovery Zone Facility Revenue Bonds (“Tax Exempt Bonds”)
which obtained a junior lien in November 2017 on certain of the assets that underlie the Term Loan Credit Agreement and our
amended and restated asset-based credit agreement in an aggregate principal amount of $125 million (the "Amended and
Restated Asset-Based Credit Facility"), the lenders would have the right to foreclose on certain of our assets, which could have
a material adverse effect on us.

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

Our indebtedness under our Term Loan Credit Agreement, Amended and Restated Asset-Based Credit Facility, NFC bank credit
facility, Term Asset Backed Securitization, VFN and TRAC credit facilities bears interest at variable interest rates that use the
London Inter-Bank Offered Rate ("LIBOR") as a benchmark rate. On July 27, 2017, the United Kingdom's Financial Conduct
Authority, which regulates LIBOR, announced that it intends to stop persuading or compelling banks to submit LIBOR
quotations after 2021 (the "FCA Announcement"). The FCA Announcement indicates that the continuation of LIBOR on the
current basis cannot and will not be assured after 2021, and LIBOR may cease to exist or otherwise be unsuitable for use as a
benchmark. Recent proposals for LIBOR reforms may result in the establishment of new methods of calculating LIBOR or the
14



establishment of one or more alternative benchmark rates. As a result, this change may adversely impact the interest rate paid
on some of our loans, credit facilities, other financial instruments and interest rate swaps, our interest expense may increase and
our available cash flow and /or financial condition may be adversely affected.

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

The major debt-rating agencies routinely evaluate and rate our debt according to a number of factors, among which are our
perceived financial strength and our ability to gain market share. In January, March and April 2019, S&P, Fitch and Moody’s
upgraded our corporate rating and certain of the ratings of our other debt securities by one level. Additionally, each rating
agency also changed their rating outlook from Positive to Stable during that same period. The rating agencies have noted
concerns with respect to our high levels of debt but expect continued improvement in our credit metrics and cash flow
generation. However, any material deterioration in our market share, warranty expense, earnings or cash flow generation could
lead to a downgrade by the rating agencies in our credit ratings. Any downgrade in our credit ratings and any resulting negative
publicity could adversely affect our continued access to trade credit on customary terms as well as our ability to access capital
in the future under acceptable terms and conditions.

We have significant underfunded postretirement obligations.

On a U.S. generally accepted accounting principles ("GAAP") basis, the underfunded portion of our projected benefit
obligation was $1.3 billion and $1.2 billion for pension benefits at October 31, 2019 and 2018, respectively, and $804 million
and $948 million for postretirement healthcare benefits at October 31, 2019 and 2018, respectively. In calculating these
amounts, we have assumed certain mortality rates, interest rates and growth rates of retiree medical costs. The fair value of
invested assets held in our postretirement benefit plans are measured at October 31 each year and are used to compute funded
status. Future mortality assumption changes and growth rates of retiree medical costs actually experienced by the postretirement
benefit plans, as well as reductions in interest rates and the investment performance of the assets, could have an adverse impact
on our underfunded postretirement obligations, financial condition, results of operations and cash flows.

The continued restructuring and rationalization of our business could also accelerate our pension funding obligations under the
Employee Retirement Income Security Act of 1974, as amended ("ERISA"). The volatility in the financial markets affects the
valuation of our pension assets and liabilities, resulting in potentially higher pension costs and higher levels of under-funding in
future periods. Even though our funding requirements over the next three years would have been higher without the pension
funding relief legislation, Preservation of Access to Care for Medicare Beneficiaries and Pension Relief Act of 2010, the
Moving Ahead for Progress in the 21st Century Act ("MAP-21 Act"), the Highway and Transportation Funding Act of 2014
("HATFA") and the Bi-Partisian Budget Act of 2015, as well as possible future legislative or governmental agency relief the
requirements set forth in ERISA and the Internal Revenue Code of 1986, as amended (the "IRC"), as applicable to our U.S.
pension plans (including timing requirements) mandated by the Pension Protection Act of 2006 (the "PPA") to fully fund our
U.S. pension plans, could have an adverse impact on our business, financial condition, results of operations and cash flows.

We may not achieve all of the expected benefits from our strategic alliances and other corporate transactions.

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

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

As a result of our decision to use third party engines in some of our products and a decline in operation of certain units due to
lower market share in recent years, we are experiencing a decline in our engine-related parts business revenue. BDP supplies
aftermarket parts to support the diesel engines supplied to Ford prior to December 2009. We have experienced declines in
BDP’s engine-related parts sales and profitability, and we expect to see further declines as diesel engines transition out of
service and due to the future termination of the BDP joint venture in October 2021.

Warranty claims and related costs often have high variability and can be influenced by many external factors which may
affect our operating results and cash flow.

Warranty estimates are established using historical information about the nature, frequency, timing, and average cost of
warranty claims. However, warranty claims inherently have high variability in timing and severity and can be influenced by
many external factors. As a result, actual warranty related costs may vary from the accruals for warranty related costs. We
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accrue warranty related costs for the trucks and engines that we manufacture under standard warranty terms and for certain
claims made outside the contractual obligation period as accommodations to our customers. In addition, with respect to our
optional extended warranty contracts, we recognize losses on defined pools of extended warranty contracts when the expected
costs for a given pool of contracts exceeds the related unearned revenues. Over time, we have substantially reduced our engine
offerings, thereby reducing our new product warranty accruals and potentially reducing the warranty exposure associated with
engine specific service contracts. Although we continue to identify opportunities to refine and improve the design, efficiency
and manufacturing of our products to reduce the volume and severity of warranty claims, we may incur additional charges for
recalls or field campaigns to address issues which arise during this process. These charges could have an adverse effect on our
financial condition, results of operations and cash flows.

Pricing allowances and sales incentives offered to U.S. fleet customers can be influenced by many external factors which
may affect our operating results and cash flow.

Pricing allowances and sales arrangements with U.S. fleet customers are often complex and non-standard, and may include
other sales incentives, such as rebates, residual value guarantees, and financing incentives. Such pricing allowances and sales
arrangements may have terms which could have an adverse effect on our financial condition, results of operations and cash
flows.

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

Meeting or exceeding many government-mandated safety standards is costly and often technologically challenging.
Government safety standards require manufacturers to remedy defects related to motor vehicle safety through safety recall
campaigns. A manufacturer is obligated to recall vehicles if it determines that they do not comply with a safety standard. In
addition, we may decide to take action with respect to a product issue not related to safety. Should we or government safety
regulators determine that a safety standard noncompliance, safety-related defect or other product issue exists with respect to
certain types of our vehicles, there could be a delay in the launch of a new model or a significant increase in warranty claims or
a recall for existing models, the costs of which could be substantial. Our partnerships with other companies in engine or vehicle
development can increase this risk due to the added complexity inherent in such an effort. Additionally, if we experience failure
in some of our emissions components and the emission component defect rates of our engines exceed a certain level set by
CARB or the EPA, those engines may be subject to corrective actions by such agencies, which may include extending the
warranties of those engines. This could increase exposure beyond the stated warranty period to the relevant regulatory useful
life of the engine which could have an adverse effect on our financial condition, results of operations and cash flows. In
addition, our role as secondary engine manufacturer or as emissions certification holder for engines primarily manufactured by
other companies could impair our identification of defects and increase the chance of warranty costs or recalls.

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

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

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

Our continued success depends, in large part, on our continued ability to identify, attract, develop, motivate and retain qualified
employees in key functions and geographic areas, including the United States (“U.S.”), Canada, Mexico and Brazil. Although
we continue to compete for top talent in large metropolitan areas outside of large automotive hubs, we have achieved a leaner
and targeted workforce while reducing and controlling costs. In addition, to effectively manage our domestic and global
operations, we will need to continue engaging our workforce throughout the entire employee lifecycle to create sustained high
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performance for our organization. Failure to do so could impair our ability to execute our business strategy and could have an
adverse effect on our business prospects.

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

Recent and future changes to on-highway emissions or performance standards (including fuel efficiency, noise, and safety), as
well as compliance with additional environmental requirements, are expected to continue to add to the cost of our products and
increase the engineering and product development programs of our business. Implementation of our emissions strategy is
ongoing and we may experience increased costs or compliance or timing risks as we continue implementation of OBD systems
requirements as they phase in and manage GHG emission credit balances. The EPA, the U.S. Department of Transportation and
the government of Canada have issued final rules on GHG emissions and fuel economy for medium and heavy duty vehicles
and engines. The emission standards establish required minimum fuel economy and GHG emissions levels for both engines and
vehicles primarily through the increased use of existing technology. The rules, which apply to our engines and vehicles, initially
required EPA certification for vehicles and engines to GHG emissions standards in calendar year 2014 and were fully
implemented in model year 2017. EPA and NHTSA adopted a second phase of GHG emissions reductions that will apply in
three emission standards beginning in model year 2021 and culminating in model year 2027. These rules reduce emission levels
for engines and vehicles. In addition, California has adopted GHG emissions standards for heavy duty vehicles and engines,
published its draft proposal for lowering NOx standards for California certified engines and requested EPA to lower NOx
emission standards as well. In addition to lower NOx, EPA and California may consider other actions, including extending
warranty periods, mandating sales of zero emission trucks, and requiring certification of zero emission heavy duty vehicles. In
addition, we are responsible for emission certification for certain partner companies which can introduce complexity into the
certification process.

These standards will require significant investments of capital, will significantly increase costs of development for engines and
vehicles, and will require us to incur administrative costs arising from implementation of the standards. These regulatory
proposals under consideration or those that are proposed in the future may set standards that are difficult to achieve or adversely
affect our results of operations due to increased research, development, and warranty costs.

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

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

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

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

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

We are currently involved in a number of pending litigation matters. For additional information regarding certain lawsuits in
which we are involved, see Note 14, Commitments and Contingencies, to our consolidated financial statements.
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We are exposed to political, economic, and other risks that arise from operating a multinational business.

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

. trade protection measures, export limitations and import and export licensing requirements;

. tariffs imposed on key raw materials could potentially disrupt our existing supply chains and impose additional costs
on our business, including costs with respect to raw materials upon which our business depends;

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

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

. currency exchange rate risk; and

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

In addition, we are subject to the Foreign Corrupt Practices Act (the "FCPA") and other laws which prohibit improper payments
to foreign governments and their officials by U.S. and other business entities. Certain of the countries in which we operate
present heightened corruption risks, which therefore increases the risks of our exposure under the FCPA and other applicable
anti-bribery and corruption laws and regulations.

Our operations are subject to environmental, health and safety laws and regulations that could adversely affect our
financial condition.

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

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

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

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

. allow our government clients to terminate existing contracts for the convenience of the government;

. require us to prevent unauthorized access to classified information; and

. require us to comply with laws and regulations intended to promote various social or economic goals.

We are subject to industrial security regulations of the U.S. Departments of State and Commerce and other federal agencies that
are designed to safeguard against foreigners' access to classified or restricted information. Similarly, our international
operations are subject to the rules and regulations of foreign jurisdictions.

A failure to comply with applicable laws, regulations, policies or procedures, including federal regulations regarding the
procurement of goods and services and protection of classified information, could result in contract termination, loss of security
clearances, suspension or debarment from contracting with the federal government, civil fines and damages and criminal
prosecution and penalties, any of which could adversely affect our business.
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We are exposed to, and may be adversely affected by, interruptions to our computer and information technology systems and
sophisticated cyber-attacks.

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

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

We are subject to risk of work stoppages and other labor relations matters because a significant portion of our workforce is
unionized. As of October 31, 2019, approximately 7,400 of our hourly workers and approximately 700 of our salaried workers
were represented by labor unions and were covered by collective bargaining agreements. Many of these agreements include
provisions that limit our ability to realize cost savings from restructuring initiatives such as plant closings and reductions in
workforce. In January 2019, certain of our UAW represented employees executed a new six-year master collective bargaining
agreement with a ratification date of December 17, 2018 that replaced the prior agreement which expired in October 2018.

Any strikes, threats of strikes, arbitration or other resistance in connection with the negotiation of new labor agreements, or
increases in costs under a newly negotiated labor agreement, could adversely affect our business as well as impair our ability to
implement further measures to reduce structural costs and improve production efficiencies. A lengthy strike that involves a
significant portion of our manufacturing facilities could have an adverse effect on our financial condition, results of operations,
and cash flows.

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

In October 2012, we entered into settlement agreements with two of our significant stockholders, Carl C. Icahn and several
entities controlled by him (collectively, the "Icahn Group") and Mark H. Rachesky, MD, and several entities controlled by him
(collectively, the "MHR Group") pursuant to which the Icahn Group and the MHR Group each had one representative
appointed to our Board of Directors, and together the Icahn Group and the MHR Group mutually agreed upon a third
representative appointed to our Board of Directors. In July 2013, we entered into amended settlement agreements with the
Icahn Group and the MHR Group pursuant to which the Icahn Group and the MHR Group each had two representatives
nominated for election as directors at our 2014 annual meeting, and each has continued to have two representatives nominated
for election each year. On September 5, 2016, we entered into a Stockholder Agreement with TRATON Group which, among
other things, provides for the appointment of two individuals designated by TRATON Group to our Board of Directors, subject
to our approval, and on February 28, 2017, we appointed the two individuals designated by TRATON Group to our Board of
Directors. As of October 31, 2019, based on filings made with the SEC and other information made available to us as of that
date, we believe that: (i) the Icahn Group held approximately 16.7 million shares, or 16.9% of our outstanding common stock,
(i1) the MHR Group held approximately 16.3 million shares, or 16.4% of our outstanding common stock, (iii) TRATON Group
held approximately 16.6 million shares, or 16.8% of our outstanding common stock, and (iv) the Icahn Group, the MHR Group,
TRATON Group, and two other stockholders, collectively hold approximately 66% of our outstanding common stock.

As a result of the foregoing, these stockholders are able to exercise significant influence over the election of our Board of
Directors as well as matters requiring stockholder approval. Further, this concentration of ownership may adversely affect the
market price of our common stock.
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Provisions in our charter and by-laws and Delaware law could delay and discourage takeover attempts that stockholders
may consider favorable.

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

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

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

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

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

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

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

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

As of October 31, 2019, we had $2.2 billion of NOL carryforwards with which to offset our future taxable income for U.S.
federal income tax reporting purposes. Presently, there is no annual limitation on our ability to use U.S. federal NOLs to reduce
future income taxes. However, we may be subject to substantial annual limitations provided by the IRC if an "ownership
change," as defined in Section 382 of the IRC, occurs with respect to our capital stock. Generally, an ownership change occurs
if certain persons or groups increase their aggregate ownership by more than 50 percentage points of our total capital stock in a
three-year period. If an ownership change occurs, our ability to use domestic NOLSs to reduce taxable income is generally
limited to an annual amount based on (i) the fair market value of our stock immediately prior to the ownership change
multiplied by the long-term tax-exempt interest rate plus (ii) under certain circumstances, realized built-in gains on certain
assets held prior to the ownership change for the first five years after the ownership change. Although NOLs that exceed the
Section 382 limitation in any year continue to be allowed as carryforwards for the remainder of the 20-year carryforward period
and can be used to offset taxable income for years within the carryover period subject to the limitation in each year, the use of
the remaining NOLSs for the loss year will be prohibited if the carryover period for any loss year expires. If we should fail to
generate a sufficient level of taxable income prior to the expiration of the NOL carryforward periods, then we will lose the
ability to apply the NOLs as offsets to future taxable income. Similar limitations also apply to certain U.S. federal tax credits.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties

Our Truck segment operates four manufacturing and assembly facilities, which contain in the aggregate approximately five
million square-feet of floor space. Of these four facilities, three are located in the U.S. and one is located in Mexico. Three
facilities are owned and one facility is subject to lease. Three plants manufacture and assemble trucks, buses, and chassis. One
plant is used to build diesel engines.

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

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

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

Our principal product development and engineering facilities are currently located in Lisle, Illinois; Melrose Park, Illinois; New
Carlisle, Indiana; and Monterrey, Mexico. Additionally, we own or lease other significant properties in the U.S., Canada and
Mexico including vehicle and parts distribution centers, sales offices, and our headquarters in Lisle, Illinois.
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We believe that all of our facilities have been adequately maintained, are in good operating condition, and are suitable for our
current needs. These facilities, together with planned capital expenditures, are expected to meet our needs in the foreseeable
future. Our Lisle, Illinois and Brookfield, Wisconsin, properties are subject to liens in favor of the lenders under our Term Loan
Credit Agreement. Subsequent to October 31, 2018, our Melrose Park Facility is now subject to a lien in favor of the lenders
under our Term Loan Credit Agreement.

Item 3. Legal Proceedings

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

Item 4. Mine Safety Disclosures
Not applicable.
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PART II

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

Our common stock is listed on the New York Stock Exchange ("NYSE"), under the stock symbol "NAV."

Number of Holders

As of November 30, 2019, there were approximately 6,217 holders of record of our common stock.

Dividend Policy

Holders of our common stock are entitled to receive dividends when and as declared by the Board of Directors out of funds
legally available therefore, provided that, so long as any shares of our preference stock are outstanding, no dividends (other
than dividends payable in common stock) or other distributions (including purchases) may be made with respect to the common
stock unless full cumulative dividends, if any, on our shares of preference stock have been paid. Under the General Corporation
Law of the State of Delaware, dividends may only be paid out of surplus or out of net profits for the year in which the dividend
is declared or the preceding year, and no dividend may be paid on common stock at any time during which the capital of
outstanding preference stock exceeds our net assets. Certain debt instruments contain terms that include negative covenants and
restrictions, including, among others, certain limitations on dividends. We have not paid dividends on our common stock since
1980.

Recent Sales of Unregistered Securities

There were no sales of unregistered securities by us or any of our affiliates during the three months ended October 31, 2019.

Purchases of Equity Securities

There were no purchases of equity securities by us or any of our affiliates during the three months ended October 31, 2019.
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Stock Performance

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

The comparison graph assumes $100 was invested on October 31, 2014 in our common stock and in each of the indices shown
and assumes reinvestment of all dividends. Data is complete through October 31, 2019. Shareholder returns over the indicated
period are based on historical data and should not be considered indicative of future sharcholder returns.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of 5100
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Navistar International COrporation...............ceeeveeeueueoerireeeesreresenennn. $ 100 $ 35 § 63 § 120 § 95 § 88
S&P 500 Index - Total Returns..........cccceevevereneneneneieiccieeenn 100 105 110 136 146 167
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The above graph uses peer group only performance (excludes us from the peer group). Peer group indices use beginning of periods' market capitalization
weighting. Prepared by Zacks Investment Research, Inc. Used with permission. All rights reserved. Copyright 1980-2019. Index Data: Copyright Standard and
Poor’s, Inc. Used with permission. All rights reserved.
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Item 6. Selected Financial Data

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

Five-Year Summary of Selected Financial and Statistical Data

As of and for the Years Ended October 31,

(in millions, except per share data) 2019 2018 2017 2016 2015
RESULTS OF OPERATIONS DATA

Sales and 1eVENUES, NEL.........cvevvvvieiieiee e $ 11,251 $ 10,250 $ 8,570 $ 8,111 $ 10,140
Income (loss) from continuing operations before taxes ..... 262 420 64 (32) (103)
INCOME taX EXPENSEC. .. .eruvenrieneeiieieeeieeeeeeenee e see e seeeaennens (19) (52) (10) (33) 51
Income (loss) from continuing operations...............cceeee.... 243 368 54 (65) (154)
Income from discontinued operations, net of tax ............... — — 1 — 3
Net IN1comMEe (10SS) ..evvevieieirieieiieie ettt 243 368 55 (65) (151)
Less: Net income attributable to non-controlling interests. 22 28 25 32 33

Net income (loss) attributable to Navistar International
COIPOTALION ...ttt $ 221 § 340 $ 30 8 97 § (184)

Amounts attributable to Navistar International
Corporation common shareholders:

Income (loss) from continuing operations net of tax.......... $ 221 3§ 340 $ 29 $ o7 $ 187
Income from discontinued operations, net of tax ............... — — 1 — 3
Net income (10SS)....covieiiiuieieirieiecreeeeete et $ 221 3§ 340 $ 30 § [CH 184
Basic earnings (loss) per share -
Continuing OPErations ............cevevverevverereeeseereseeeinennns $ 223 § 344 § 031 $ (1.19) $ (2.29
Discontinued Operations ...........ccecceeeveeeerveereerveseennenes — — 0.01 — 0.04
Net income (10SS) ...veevveevieeeriieieriecieie e $ 223 § 344 § 032 § (1.19) § (2.25)
Diluted earnings (loss) per share -
Continuing OPerations ..........c.ceceeeeeeeerererrenenvensennene $ 222 $§ 341 $ 031 $ (1.199 $ (229
Discontinued Operations ...........cceeceeceeeververeeneereeneenes — — 0.01 — 0.04
Net income (10SS) ..cvoveveeverirreerieeeireeereeereeeveeenn $ 222 § 341 § 032 § (1.19) § (2.25)
Weighted average number of shares outstanding: -
BaSIC cveeviieiiieieee e 99.3 98.9 93.0 81.7 81.6
DiIlUted ...t 99.5 99.6 93.5 81.7 81.6
BALANCE SHEET DATA
TOtAl ASSELS....veuevenieieieteieieete ettt $ 6917 $§ 7230 $ 6,135 § 5653 § 6,649
Long-term debt:»
Manufacturing Operations............cceoeeeeveeveereeereeesnennns $ 2900 $ 2965 $ 3,121 $ 3,025 $ 3,059
Financial services operations.............ccceeveeeervereeennenne 1,417 1,556 768 972 1,088
Total long-term debt ..........ccovveveieieieiiicrierecreerenn $ 4317 $ 4521 $ 3,889 $ 3997 $ 4,147

(A) Exclusive of current portion of long-term debt.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Continuing Operations

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

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

Executive Overview

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

Executive Summary

During 2019, we continued to demonstrate the growth of our business, focusing our efforts on becoming the #1 choice in our
industry. The areas of focus centered around: being customer centric, driving operational excellence, improving on our Core
business and business transformation. We believe these actions coupled with our strategic alliance with the TRATON Group
and our winning culture anchored by our high performing cross-functional teams continue to position us for success.

In December 2018, we completed the sale of a 70% equity interest in the defense business, Navistar Defense, to an affiliate of
Cerberus Capital Management, L.P. In connection with the closing of the transaction, we entered into an exclusive long-term
agreement to supply military and commercial parts and chassis to Navistar Defense. We also entered into an intellectual
property agreement and a transition services agreement in connection with the sale. We recognized a gain on the sale in our
Truck segment of $51 million in Other expense, net in our Consolidated Statements of Operations.

In January 2019, a new six-year master collective bargaining agreement was ratified with the UAW. This replaces the prior
contract that expired in October 2018.

In January 2019, we purchased group annuity contracts which transferred approximately $268 million in obligations, and
related assets, of defined benefit pension plans in Canada to certain third-party insurers. The transactions were funded by
existing plan assets and required no cash contributions to our Navistar Canada pension plans. We recognized a non-cash
pension settlement charge of $142 million and an income tax benefit of $38 million during the first quarter of 2019. The
transactions are aligned with our strategic priority to strengthen our balance sheet by lowering risk volatility in our pension plan
obligations.

In March 2019, we entered a service partnership agreement with Love’s Travel Stops, which adds more than 300 Love’s Truck
Tire Care and Speedco locations to the International® service network, creating the commercial transportation industry’s largest
service network and bringing the total International® service network to more than 1,000 locations in North America. Building
on our commitment to Uptime leadership, this partnership will expand our customers’ access to same-day service for a wide
array of light mechanical repairs and will also provide customers with faster repair service.

In April 2019, we repaid in full our 4.75% Senior Subordinated Convertible Notes issued in March 2014. The repayment of the
outstanding principal of $411 million at maturity was funded with cash on hand.

In May 2019, we and certain plaintiffs in the outstanding putative United States class action lawsuits related to Model Year
2011-2014 Class 8 trucks sold in the U.S. with the Company’s 11 and 13-liter EGR only engines entered into a Stipulation and
Agreement of Settlement (the "Settlement Agreement") to settle the putative class action lawsuits pending in the United States.
During the second quarter, we incurred charges of $159 million to address the expected obligations under the Settlement
Agreement, as well as the costs associated with current period liabilities and future potential settlements with respect to certain
other MaxxForce Advanced EGR engine lawsuits that are not included in the Settlement Agreement. We expect that this
preliminary step toward the settlement of these United States class action lawsuits will accelerate our efforts to address legacy
engine issues.

We continue to make operational improvements. In June 2019, we stated our commitment to make capital investments of
approximately $125 million in new and expanded manufacturing facilities in the State of Alabama. The investment is expected

25



to bring 145 additional jobs to our Huntsville facility. In September 2019, we also announced we will be making a capital
investment of more than $250 million to build a new manufacturing facility in Texas. The investment, which is contingent on
the finalization of various incentive packages, is expected to bring approximately 600 jobs to the San Antonio area.

In August 2019, we opened a parts distribution center in Olive Branch, Mississippi, to help respond to the growing demand for
parts and quicker maintenance turnaround times. This is our seventh parts distribution center in the U.S. and tenth in North
America. Our centralized location and proximity to the FedEx World Hub in Memphis, Tennessee enables us to deliver parts the
next day to over 95% of our dealers’ service locations. We are committed to uptime to enhance customer value.

2019 Financial Summary
Continuing Operations Results

Continuing Operations Results — Consolidated net sales and revenues were $11.3 billion in 2019, an increase of 10%
compared to 2018. The increase primarily reflects higher volumes in our Core markets.

In 2019, we earned income from continuing operations before income taxes of $262 million compared to $420 million in 2018.
Our gross margin increased by $73 million primarily due to the impact of higher volumes.

In 2019, we recognized income tax expense from continuing operations of $19 million, compared to income tax expense of $52
million in the prior year. The decrease to income tax expense is primarily due to a $38 million benefit associated with a group
annuity contract purchase for certain retired pension plan participants in Canada, recorded in the first quarter of 2019. Other
differences for the year include the impact of earnings, geographical mix and certain discrete items.

In 2019, after income taxes, income from continuing operations attributable to NIC was $221 million, or $2.22 per diluted
share, compared to income of $340 million, or $3.41 per diluted share, in 2018.

In 2019, consolidated net income from continuing operations attributable to NIC, before manufacturing interest, taxes,
depreciation and amortization expenses (“EBITDA”) was $640 million, compared to EBITDA of $838 million in 2018.
Excluding certain net adjustments of $242 million and $12 million in 2019 and 2018, respectively, Adjusted EBITDA was $882
million in 2019 compared to $826 million in 2018. In 2019, adjusted consolidated net income attributable to NIC, excluding
certain net impacts ("Adjusted Net Income"), was $423 million compared to $327 million in 2018. EBITDA, Adjusted
EBITDA, and Adjusted Net Income are not determined in accordance with GAAP, nor are they presented as alternatives to
GAAP measures. For more information regarding this non-GAAP financial information, see Non-GAAP Financial Performance
Measures.

We ended 2019 with $1,370 million of consolidated cash, cash equivalents and marketable securities, compared to $1,421
million as of October 31, 2018. The decrease in consolidated cash, cash equivalents and marketable securities was primarily
attributable to increases in finance receivables and other current assets, decreases in accounts payable and other noncurrent
liabilities, capital expenditures, purchases of equipment leased to others, the repayment on our convertible notes and dividends
paid with respect to non-controlling interests partially offset by net income, decreases in accounts receivable and inventories, an
increase in other current liabilities, proceeds from financed lease obligations and proceeds from the sales of a majority interest
in our former defense business, Navistar Defense and the sale of our joint venture in China with JAC.

Business Outlook and Key Trends

We continually look for ways to improve the efficiency and performance of our operations, and our focus is on improving our
Core businesses. Certain trends have affected our results of operations for 2019 as compared to 2018. These trends, as well as
the key trends that we expect will impact our future results of operations, are as follows:

»  Engine Strategy and Emissions Standards Compliance—We are focused on new product introductions, enhancements of
current products, quality improvements and continuous material cost-reductions across our truck and bus product lines. We
have shifted our investment focus to develop more driver-centric designs. We are also expanding our powertrain offerings
with a mix of proprietary engines and Cummins engines. We have incurred significant research and development and
tooling costs to design and produce our product lines to meet the EPA and CARB on-highway HDD emissions standards,
including OBD requirements. GHG phase 2 regulations will further increase significant investments in product
development by us and our competitors. CARB also continues to advocate for stricter emission standards, OBD
requirements and in-use oversight. These emissions standards have and will continue to result in significant increases in the
costs of our products.

*  TRATON Group Alliance—We and TRATON Group have a similar vision for the role of technology, including the
importance of driver-focused open architecture solutions. We expect the alliance will be a source of powertrain options
and other high-value technologies, including advanced driver assistance systems, connected vehicle solutions and
autonomous technologies, electric vehicles, and cab and chassis subsystems. We expect to have a fully integrated
proprietary powertrain and launch an electric medium-duty truck and electric school bus based on TRATON Group's
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technology. In addition, our Procurement JV Framework Agreement with TRATON Group will deliver further material cost
savings in the years to come.

Core Truck Market—The Core market in which we compete is cyclical in nature and strongly influenced by
macroeconomic factors such as industrial production, consumer spending, demand for durable goods, construction
spending, business investment, and state and local government spending. During the past two years, truck customers in the
U.S. and Canada have significantly replaced and expanded their fleets and truck sales have reached cyclical peaks.
However, over the past year, economic momentum has softened and freight volume and rates have eased, which may
continue to negatively impact Class 8 truck demand. The medium truck market is expected to ease from its currently
elevated level, but solid consumer spending may continue to support medium truck demand. The school bus market is
expected to be solid since school-age population increases slowly, but steadily. We anticipate that our Core market retail
industry deliveries will range between 335,000 to 365,000 units for 2020.

Used Truck Inventory—Our gross used truck inventory increased to approximately $200 million at October 31, 2019 from
$154 million at October 31, 2018, offset by reserves of $37 million and $31 million, respectively. During 2019, additions to
our used truck reserves were $69 million, compared to $50 million in 2018. The increase was primarily due to higher trade-
ins from strong new truck sales including an increase in other OEM used trucks related to market share gains, largely offset
by used truck sales.

Parts—The Parts business remains a significant source of revenue and profit. We are focusing on retail customer
segmentation and improving dealer-lead generation. Our private label brands help provide All-Make parts to customers,
attract incremental price sensitive customers, and offset the decline in late-in-lifecycle products. We are leveraging
technology such as eCommerce to attract and retain new customers, to expand our existing customers’ portfolio of
products, and to improve the ease of doing business. We have embraced improving uptime via parts availability, dedicated
same-day deliveries and expanded hours at our parts distribution centers.

Warranty Costs—Warranty expense continues to reflect our current product portfolio and our commitment to quality and
customer uptime. Warranty expense as a percentage of manufacturing revenue declined to 1.4% from 1.7% a year ago. We
recognized a charge for adjustments to pre-existing warranties of $3 million in 2019, and a benefit for adjustments to pre-
existing warranties of $9 million in 2018. Pre-existing warranties during the period were primarily driven by proactive
campaign actions on units built in prior years and was partially offset by a favorable warranty experience on trucks and
engines sold prior to fiscal year 2019. For more information, see Note 1, Summary of Significant Accounting Policies, to
the accompanying consolidated financial statements.

Income Taxes—At October 31, 2019, we had $2.2 billion of U.S. federal net operating loss carryforwards and $179 million
of federal tax credit carryforwards. We expect our cash payments of U.S. taxes will be minimal for as long as we are able
to offset our U.S. taxable income by these U.S. net operating losses and tax credits, which have carryforward periods of up
to 20 years. We also have state and foreign net operating losses that are available to reduce cash payments of state and
foreign taxes in future periods.

We maintain valuation allowances on our U.S. and certain foreign deferred tax assets because it is more likely than not that
those deferred tax assets will not be realized. It is reasonably possible within the next twelve months that additional
valuation allowances may be required on certain foreign deferred tax assets. For more information, see Note 12, Income
Taxes, to the accompanying consolidated financial statements.

Business Evaluation—We are focused on improving our Truck and Parts businesses in our Core markets. We are working
to fix, divest or close under-performing and non-strategic areas and expect to realize incremental benefits from these
actions. While we are making investments in our manufacturing footprint to expand our capabilities, we continue to
rationalize our manufacturing operations in an effort to optimize our cost structure. This effort is ongoing and may lead to
additional divestitures of businesses or discontinuing programs that are outside of our Core operations or are not
performing to our expectations.

As a result of these evaluations, we ceased production at our MWM Motores engine facility in Jesus Maria, Argentina in
October 2019. We sold a majority interest in our former defense business, Navistar Defense, and our former joint venture
in China with JAC in December 2018. We ceased engine production at our Melrose Park Facility in May 2018. We also
completed the sale of our former railcar business in Cherokee, Alabama in February 2018.

North and Latin American Economy—U.S. economic growth has softened over the past year. Slower global growth, rising
trade tensions, and ongoing policy uncertainty will likely continue to soften economic momentum. However, with a tight
labor market, the consumer sector provides a solid base for growth. In addition, the U.S. Federal Reserve Board is expected
to maintain its current monetary policy to support a moderate economic expansion. With domestic fundamental weakness,
the Canadian economy is expected to continue growing at a modest pace. Expansion in Latin America, including Brazil,
Chile, Colombia, and Peru, is projected to slow since the growth trajectory continues to be challenged by country-specific
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factors and global headwinds. The Mexican economy has decelerated significantly over the past year due to the
deterioration of business conditions, but economic activity is expected to slowly rebound in the next year.

During 2019, we identified a triggering event related to continued economic weakness in Brazil and the initiation of
strategic cost reduction actions in the Brazilian asset group, which is included in the Global Operations segment. We test
for impairment of long-lived assets whenever events or changes in circumstances indicate that the carrying value of an
asset or asset group (hereinafter referred to as "asset group") may not be recoverable by comparing the sum of the
estimated undiscounted future cash flows expected to result from the operation of the asset group and its eventual
disposition to the carrying value. As a result of the triggering event, we estimated the recoverable amount of the asset group
and determined that the sum of the undiscounted future cash flows exceeds the carrying value and the asset group was not
impaired. It is reasonably possible that within the next twelve months, we could recognize impairment charges if we
experience adverse changes in our business including further declines in profitability due to changes in volume, market
pricing, cost, or the business environment. Significant adverse changes to our business environment and future cash flows,
or our inability to realize cost savings from our restructuring activities, could cause us to record impairment charges in
future periods, which could be material.
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Results of Continuing Operations

The following information summarizes our Consolidated Statements of Operations and illustrates the key financial indicators
used to assess our consolidated financial results. Refer to Item 7 - MD&A in Part II of our Annual Report on Form 10-K for the
fiscal year ended October 31, 2018 for additional information regarding Results of Operations for the year ended October 31,
2018 as compared to the year ended October 31, 2017 and Segment Results of Continuing Operations for 2018 as compared to
2017.

Results of Continuing Operations for the year ended October 31, 2019 as compared to the year ended October 31, 2018.

(in millions, except per share data and % change) 2019 2018 Change % Change
Sales and TEVENUES, NEL..........cccviiieiiiieiesiiereee ettt sre e sreeae e esesreesseseaens $11,251 $10,250 $ 1,001 10 %
Costs of Products SOIA ........covevveieiieieirirceer e 9,245 8,317 928 11 %
Restructuring Charges .........coeoeiereeieieieieeeiese et 12 ) 13 N.M.
Asset ImPaIrment CHATZESs .........coceveirerirenirineneneetee ettt 7 14 @) (50)%
Selling, general and adminiStrative €XPenses.........coveerveerveerveerueereenenens 934 828 106 13 %
Engineering and product development COStS.........cccevervevveveneeeninencnennenn 319 297 22 7 %
INEETESt EXPEISE ....vieuviiiiieiieeitteieeet ettt et s 312 327 (15) %)%
Other EXPENSE, NET.....c..eovirieriiieieieieiietec ettt ettt 164 48 116 242 %
Total COStS ANA EXPENSES. .. .eerviruieriieiiriieie ettt 10,993 9,830 1,163 12 %
Equity in income of non-consolidated affiliates............c.ccccoevneincinccinccncnns 4 — 4 N.M.
Income from continuing operations before income taxes ..........ccceceeveeivencnnene 262 420 (158) (38)%
INCOME TAX EXPEIISE ...uvenvnreniinieiieiieiieieeieeie sttt et ettt ettt ebe et sbe b b e (19) (52) 33 63 %
Income from continUing OPEIationsS........c..cevrvererrererrereereriererieereereeereeeesreesnenens 243 368 (125) B34)%
Less: Net income attributable to non-controlling interests..............c.ccevvvevenenen. 22 28 (6) 2D%
Net income attributable to Navistar International Corporation................... $ 221 § 340 § (119 (35)%
Diluted income per share® $ 222 $ 341 $ (1.19) (35)%
Diluted weighted average shares outstanding T 995 996  (0.1) — %

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

Sales and revenues, net

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

(in millions, except % change) 2019 2018 Change % Change
THUCK ..ttt ettt sb et e e nbeeneensesreeseeneas $ 8585 §$§ 7490 $ 1,095 15 %
PaTES .t ettt e e e et e e e e ateebeeeraeeree e 2,245 2,407 (162) (M%
G1ODal OPETALIONS......c.eeiieeieiieieeiieeeeeete ettt te e te s e sseensesseesesseesseenees 343 360 (17) 5)%
FINancial SEIVICES......cuovuieuiiiiieiiciieie ettt ettt et e ae e saeennas 297 257 40 16 %
Corporate and ElIMINations............cceevereerienenienieeieneeeeseeeeseeeseseeessesseessesnnes (219) (264) 45 17 %
TOLAL...ceeee ettt b et beeab e reenns $ 11,251 $ 10,250 $ 1,001 10 %

In 2019, our Truck segment net sales increased by $1,095 million, or 15%, primarily due to higher volumes in our Core
markets, the commencement of sales of GM-branded units manufactured for GM, partially offset by the impact of the sale of a
majority interest in Navistar Defense. Chargeouts from our Core markets were up 18%, which is reflective of an improvement
in our Class 8 truck volumes and market share. The improvement represents a 24% increase in Class 8 severe service trucks, a
20% increase in Class 6 and 7 medium trucks, a 19% increase in Class 8 heavy trucks and a 7% increase in buses.
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In 2019, our Parts segment net sales decreased by $162 million, or 7%, primarily due to the impact of the new revenue standard
as certain elements of core component transactions are no longer recognized within revenue and also as we are now an agent in
certain direct shipment transactions that are recorded on a net basis, and lower BDP sales, partially offset by higher sales in our
North American markets.

In 2019, our Global Operations segment net sales decreased by $17 million, or 5%, primarily driven by the depreciation of the
Brazilian real against the U.S. dollar as the average conversion rate weakened by 9% compared with the prior year, partially
offset by higher volumes in our South America operations.

In 2019, our Financial Services segment net revenues increased by $40 million or 16%. The increase was primarily driven by
higher average finance receivable balances in the U.S. and higher operating lease balances in the U.S. and Mexico. The increase
was partially offset by a reduction in finance fees charged to the Manufacturing operations.

Costs of products sold

In 2019, Costs of products sold increased by $928 million compared to the prior year primarily driven by the impact of higher
volumes in our Core markets. The increase is partially offset by the impact of the new revenue standard as we are now an agent
in certain direct shipment transactions that are recorded on a net basis and also due to certain elements of core component
transactions that are no longer recognized within revenue.

In 2019, we recognized charges for adjustments to pre-existing warranties of $3 million compared to a benefit of $9 million in
2018. Pre-existing warranty expense during the period was primarily driven by proactive campaign actions on units built in
prior years and was partially offset by a favorable warranty experience on both trucks and engines sold prior to fiscal year 2019.

Restructuring Charges

In 2019, Restructuring charges increased by $13 million compared to the prior year primarily related to the cessation of
production at our MWM Motores engine facility in Jesus Maria, Argentina and structural cost reductions in Brazil. For
additional information, see Note 3, Restructurings, Impairments and Divestitures.

Selling, general and administrative expenses

In 2019, our SG&A expenses increased by $106 million compared to the prior year primarily due to a MaxxForce Advanced
EGR engine class action settlement and related litigation charges of $159 million, partially offset by the release of a liability
of $32 million recognized primarily in 2017 related to certain MaxxForce Advanced EGR engine product litigation, and lower
profit sharing accruals related to supplemental benefits for certain retirees. For more information on our legal proceedings, see
Note 14, Commitments and Contingencies, to the accompanying consolidated financial statements.

Engineering and product development costs

In 2019, our Engineering and product development costs increased by $22 million compared to the prior year primarily due to
our development agreements with TRATON Group involving the expense of certain engine and transmission development costs
and higher research and product development costs to meet future emission standard regulatory requirements.

Interest expense

In 2019, our Interest expense decreased by $15 million compared to the prior year primarily driven by lower effective interest
rates related to our issuance of the 6.625% Senior Notes, partially offset by the impact of higher average finance portfolio
funding levels.

Other expense, net

In 2019, our Other expenses increased by $116 million compared to the prior year. The increase was primarily driven by a
group annuity contract purchase for certain retired pension plan participants which resulted in a plan remeasurement. As a
result, we recorded pension settlement accounting charges of $142 million compared to $9 million in the prior year. The
increase in expense is also impacted by a $70 million non-recurring gain from the settlement of a business economic loss claim
relating to our Alabama engine manufacturing facility representing the net present value from the Deepwater Horizon
Settlement Program recorded in 2018. These impacts were partially offset by a gain of $51 million related to the sale of a
majority interest in Navistar Defense and a gain on sale of $5 million related to our joint venture in China with JAC. The
increase was also partially offset by $46 million of non-recurring charges related to the extinguishment of unamortized debt
issuance costs, discounts and tender premium payments associated with the repurchase of our previous 8.25% senior notes and
refinancing of our previous Senior Secured Term Loan Credit Facility in 2018.

Income tax expense

In 2019, we recognized income tax expense from continuing operations of $19 million, compared to $52 million in the prior
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year. The decrease to income tax expense is largely the result of a $38 million benefit associated with a group annuity contract
purchase for certain retired pension plan participants, recorded in the first quarter of 2019. Other differences for the year
include the impact of earnings, geographical mix and certain discrete items.

Net income attributable to non-controlling interests

Net income attributable to non-controlling interests is the result of our consolidation of subsidiaries that we do not wholly own.
Substantially all of our net income attributable to non-controlling interests in 2019 and 2018 relates to Ford's non-controlling
interest in BDP.

Segment Results of Continuing Operations for 2019 as Compared to 2018
We operate in four reporting segments: Truck, Parts, Global Operations, and Financial Services.

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

Truck Segment

(in millions, except % change) 2019 2018 Change % Change
Truck segment sales, net $ 858 $ 7490 $ 1,095 15 %
Truck segment Profit ........cc.ocvieiiiieiiiiieie ettt e 269 397 (128) (32)%

Segment sales

In 2019, our Truck segment net sales increased by $1,095 million, or 15%, primarily due to higher volumes in our Core
markets, the commencement of sales of GM-branded units manufactured for GM, partially offset by the impact of the sale of a
majority interest in Navistar Defense. Chargeouts from our Core markets were up 18%, which is reflective of an improvement
in our Class 8 truck volumes and market share. The improvement represents a 24% increase in Class 8 severe service trucks, a
20% increase in Class 6 and 7 medium trucks, a 19% increase in Class 8 heavy trucks and a 7% increase in buses.

Segment profit

In 2019, our Truck segment profit decreased by $128 million, or (32)%. The decrease is primarily driven by charges related to a
MaxxForce Advanced EGR engine class action settlement, the impact of the sale of a majority interest in Navistar Defense, an
increase in used truck losses, and lower other income, partially offset by higher volumes in our Core markets, and the release of
a liability recognized in a prior year related to certain MaxxForce Advanced EGR engine litigation.

In 2019, we recorded a charge of $3 million in our Truck segment for adjustments to pre-existing warranties compared to a
benefit of $8 million in the prior year. Pre-existing warranties during the period was primarily driven by proactive campaign
actions on units built in prior years and was partially offset by a favorable warranty experience on trucks and engines sold prior
to fiscal year 2019.

In 2019, we recorded a gain of $51 million related to the sale of a 70% equity interest in Navistar Defense and had a reduction
in finance fees charged from our Financial Services operations. In 2018, we recorded a $70 million gain related to the
settlement of a business economic loss claim which was recognized in Other expense, net in our Consolidated Statements of
Operations.

Parts Segment
(in millions, except % change) 2019 2018 Change % Change
Parts segment Sales, NEt........ccoecieeieriirierie e $ 2245 $§ 2407 $ (162) (M%
Parts segment Profit..........ccccceeciiiieriiiieiiceeeceee e 598 569 29 5%

Segment sales

In 2019, our Parts segment net sales decreased by $162 million, or 7%. The decrease is primarily due to the impact of the new
revenue standard as certain elements of core component transactions are no longer recognized within revenue and also as we

are now an agent in certain direct shipment transactions that are recorded on a net basis, and lower BDP sales, partially offset
by higher sales in our North American markets.
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Segment profit

In 2019, our Parts segment profit increased by $29 million, or 5%, primarily due to higher U.S. margins and lower
intercompany access fees, partially offset by lower BDP volumes and higher freight-related expenses. Access fees are allocated
to our Parts segment from our Truck segment, primarily for the development of new products, and consist of certain
engineering and product development costs, depreciation expense, and SG&A expenses.

Global Operations Segment

(in millions, except % change) 2019 2018 Change % Change
Global Operations segment Sales, NEt...........cocvevereerireeririeriieeeireeeereeereeereeereanas $ 343 $ 360 $ (17) 5)%
Global Operations segment Profit ..........c..ccevieeerieieiieieeeeeeeee e — 2 2) (100)%

Segment sales

In 2019, our Global Operations segment net sales decreased by $17 million, or 5%, primarily driven by the depreciation of the
Brazilian real against the U.S. dollar as the average conversion rate weakened by 9% compared with the prior year, partially
offset by higher volumes in our South America operations.

Segment profit

In 2019, our Global Operations segment profit decreased by $2 million, or 100%. The decrease was primarily driven by the
impact of product mix and an increase in restructuring charges related to cost reduction actions, partially offset by lower SG&A
expenses and higher other income of $5 million related to the sale of our former joint venture in China with JAC.

Financial Services Segment

(in millions, except % change) 2019 2018 Change % Change
Financial Services segment reVenues, NEt ..........cecvevevrueueeerereruereineeeeesesesnseeeenenes $ 297 § 257 § 40 16%
Financial Services segment profit .............ccceeeeieriieieiieieeeeeeeeeeeeeee e 123 88 35 40%

Segment revenues

In 2019, our Financial Services segment net revenues increased by $40 million, or 16%. The increase was primarily driven by
higher average finance receivable balances in the U.S. and higher operating lease balances in the U.S. and Mexico. The increase
was partially offset by a reduction in finance fees charged to the Manufacturing operations.

Segment profit

In 2019, our Financial Services segment profit increased by $35 million, or 40%. The increase was primarily driven by the
higher revenue and higher other income from an intercompany loan from our Financial Services operations to our
Manufacturing operations. The higher profit is also the result of an improved funding strategy whereby NFC has replaced
certain term debt with revolving debt. This allows NFC to utilize manufacturing cash in lieu of certain borrowings on an intra-
quarter basis. The increase was partially offset by the write-off of debt issuance costs and higher depreciation expense on
operating leases.
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Supplemental Information

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

Truck Industry Retail Deliveries

The following table summarizes approximate industry retail deliveries for our Core markets, categorized by relevant class,
according to Wards Auto and IHS Markit ("Polk") and our Core retail deliveries:

For the Years Ended October 31, 2019 vs 2018 2018 vs 2017
(in units) 2019 2018 2017 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses™ .........coovveeeeeeennn. 33,900 33,100 35,100 800 2%  (2,000) (6)%
Class 6 and 7 medium trucks............. 112,200 98,800 86,100 13,400 14% 12,700 15 %
Class 8 heavy trucks .........cceeveeueennnnns 235,700 206,400 146,200 29,300 14% 60,200 41 %
Class 8 severe service trucks............. 79,700 70,300 60,600 9,400 13% 9,700 16 %
Total Core Markets..................ccoccueene.ee. 461,500 408,600 328,000 52,900 13% 80,600 25 %
Combined class 8 trucks ............cccooor...... T 315400 276,700 206,800 38,700 14% 69,900 34 %
Navistar Core retail deliveries .................. 86,800 71,400 56,700 15,400 22% 14,700 26 %

(A) The School bus retail market deliveries include buses classified as B, C, and D and are being reported on a one-month lag.
Truck Retail Delivery Market Share

The following table summarizes our approximate retail delivery market share percentages for our Core markets, based on
market-wide information from Wards Auto and Polk:

For the Years Ended October 31,

2019 2018 2017
Core Markets (U.S. and Canada)

SCROOL DUSES ...ttt 35.8% 33.2% 31.9%
Class 6 and 7 medium trucks...........ccoevevierierierienieieeesee e 27.0% 23.3% 24.5%
Class 8 heavy trUCKS .....cc.ecvecvieeieiiciicieceecie et 13.8% 13.7% 11.2%
Class 8 severe Service trucks ..........ocervevierierieniene e 14.8% 12.9% 13.3%

Total Core Markets .................coooeeiieiiierieeiecieeeeee e 18.8% 17.5% 17.3%
Combined class 8 truCKS .......ccoecverieeiirieiereeie et 14.1% 13.5% 11.8%

Truck Orders, net

We define orders as written commitments received from customers and dealers during the year to purchase trucks. Net orders
represent new orders received during the year less cancellations of orders made during the same year. Orders do not represent
guarantees of purchases by customers or dealers and are subject to cancellation. Orders may be either sold orders, which will be
built for specific customers, or stock orders, which will generally be built for dealer inventory for eventual sale to customers.
These orders may be placed at our assembly plants in the U.S. and Mexico for destinations anywhere in the world and include
trucks and buses. Historically, we have had an increase in net orders for stock inventory from our dealers at the end of the year
due to a combination of demand and, from time to time, incentives to the dealers. Increases in stock orders typically translate to
higher future chargeouts. The following table summarizes our approximate net orders for Core units:
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For the Years Ended October 31, 2019 vs 2018 2018 vs 2017

(in units) 2019 2018 2017 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses .......ccccveevvevenieiieiene 12,600 12,800 11,000 (200) (2)% 1,800 16%
Class 6 and 7 medium trucks............. 23,600 34,700 21,200 (11,100) (32)% 13,500 64%
Class 8 heavy trucks ..........ccoevvevennne 23,300 42,400 18,900 (19,100) (45)% 23,500 124%
Class 8 severe service trucks............. 10,300 15,000 8,800 (4,700) (BDH% 6,200 70%
Total Core Markets..................ccooeuvnenee. 69,800 104,900 59,900 (35,100) (33)% 45,000 75%
Combined class 8 trucks................... W W W (23—,800) “41)% W 107%
Truck Backlogs

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

For the Years Ended October 31, 2019 vs 2018 2018 vs 2017
(in units) 2019 2018 2017 Change % Change Change % Change
Core Markets (U.S. and Canada)
School buses ........cceevveciieieiiceene 2,100 2,400 1,700 (300) (13)% 700 41%
Class 6 and 7 medium trucks............. 8,900 14,500 4,600 (5,600) (39)% 9,900 215%
Class 8 heavy trucks.........cccceveeveennenne 11,200 20,800 6,800 (9,600) (46)% 14,000 206%
Class 8 severe service trucks............. 6,100 7,700 2,500 (1,600) 21H)% 5,200 208%
Total Core Markets .................ccoeevenen. 28,300 45,400 15,600 (17,100) (38)% 29,800 191%
Combined class 8 trucks.................... 17,300 28,500 9,300 (11,200) (39)% 19,200 206%
Truck Chargeouts

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

For the Years Ended October 31, 2019 vs 2018 2018 vs 2017
(in units) 2019 2018 2017 Change % Change Change % Change
Core Markets (U.S. and Canada)
School BUSES .....ccveveeeeieieieiieeeeeeeee 13,000 12,200 11,300 800 7% 900 8 %
Class 6 and 7 medium trucks................ 29,200 24,300 20,900 4,900 20 % 3,400 16 %
Class 8 heavy trucks .......cc.ccocvvveerennne 33,100 27,800 16,800 5,300 19 % 11,000 65 %
Class 8 severe service trucks ................ 11,900 9,600 8,300 2,300 24 % 1,300 16 %
Total Core Markets...............cccoocoevveennnnnne. 87,200 73,900 57,300 13,300 18 % 16,600 29 %
Non "Core" defense ........ccccoeevveeeeennnnns 100 700 800 (600) (86)% (100) (13)%
Other markets™ ........oooooveeeeereeenn 19,200 9,600 10,800 9,600 100 % (1,200) (11)%
Total worldwide units........................o....... 106,500 84,200 68,900 22,300 26 % 15,300 22 %
Combined class 8 trucks.......ccccocenee... m W m W 20 % W 49 %
(A) Other markets primarily consist of Class 4/5 vehicles, Export Truck, Mexico, and post-sale Navistar Defense. Other markets include certain Class 4/5

vehicle chargeouts of 9,000 GM-branded units sold to GM for the year ended October 31, 2019.
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Liquidity and Capital Resources

Consolidated cash, cash equivalents, and marketable securities

As of October 31,
(in millions) 2019 2018 2017
Consolidated cash and cash eqUIVAIENLS .........c.coevierieiieniinieiiieceee e $ 1,370 $ 1,320 $§ 706
Consolidated marketable SECUTTIES.........cevuirieriirientieieniceie et — 101 370
Consolidated cash, cash equivalents, and marketable securities .............c.ccocceerennee $ 1,370 $§ 1421 $§ 1,076

As of October 31,

(in millions) 2019 2018 2017

Manufacturing OPEIATIONS ......cc.eeuiruieriiriierieitieieeitent ettt ettt et saee et saeentesseeseeeeenbeas $ 1,328 § 1,362 $§ 1,036

Financial Services OPeTations........c.ccuevieiriririniineriintentene ettt ettt sae e 42 59 40
Consolidated cash, cash equivalents, and marketable securities ............c.ccecereeneenee. $ 1,370 $§ 1421 $ 1,076

Manufacturing cash, cash equivalents, and marketable securities

Manufacturing cash, cash equivalents, and marketable securities, and Financial Services cash, cash equivalents and marketable
securities are not presented in accordance with, and should not be viewed as an alternative to, GAAP. This non-GAAP financial
information should be considered supplemental to, and not as a substitute for, or superior to, financial measures calculated in
accordance with GAAP. However, we believe that non-GAAP reporting provides meaningful information and therefore we use
it to supplement our GAAP reporting by identifying items that may not be related to the core manufacturing business. We
provide this information for an additional analysis of our ability to meet our operating requirements, capital expenditures,
equity investments, and financial obligations. Manufacturing cash, cash equivalents, and marketable securities represent our
consolidated cash, cash equivalents, and marketable securities, which excludes cash, cash equivalents, and marketable securities
of our Financial Services operations. We include marketable securities with our cash and cash equivalents when assessing our
liquidity position as our investments are highly liquid in nature. Consolidated cash, cash equivalents, and marketable securities
totaled $1.4 billion at October 31, 2019.

Cash Requirements

We generate cash flows for operations from the sale of trucks, buses, diesel engines, and parts, as well as from product
financing provided to our dealers and retail customers by our Financial Services operations. We fund our operations and
strategic plans primarily with cash, cash generated from operations, debt and equity. It is our opinion that, in the absence of
significant extraordinary cash demands, our: (i) level of cash, cash equivalents, and marketable securities, (ii) current and
forecasted cash flow from our Manufacturing operations and Financial Services operations, (iii) availability under various
funding facilities, (iv) current and forecasted availability from various funding alliances, and (v) access to capital in the capital
markets, will provide sufficient funds to meet operating requirements (including the MaxxForce Advanced EGR engine class
action settlement), capital expenditures, investments, and financial obligations on both a short-term and long-term basis. Future
Manufacturing operations debt obligations are expected to be met through a combination of cash generation from operations
and refinancing activities. We also believe the quality of our underlying portfolio of receivables will ensure the ongoing funding
from various sources and alliance partners and will permit our Financial Services operations to meet our financing requirements
and those of our dealers, and retail customers.

We have capacity under our various debt arrangements to raise additional cash by incurring incremental debt. The covenants in
all of our debt agreements permit us to refinance existing debt instruments as they mature. Our 4.75% Senior Secured
Convertible Notes were fully repaid upon maturity in April 2019, with cash on hand.

In May 2019, NFC increased the capacity of its revolving bank credit facility from $269 million to $748 million and extended
the maturity from September 2021 to May 2024. The additional capacity was used, in part, to fully repay the senior secured
NFC Term Loan balance of $398 million.

In April 2019, we increased the capacity of our retail accounts funding facility from $100 million to $150 million, and further
increased the capacity to $200 million in October 2019, reverting to $150 million in November 2019. Also in April 2019, we
temporarily increased the capacity of our wholesale variable funding facility from $350 million to $550 million until the
issuance of $300 million of two-year investor notes in June 2019. The issuance replaced the $250 million of investor notes that
matured in June 2019.
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Our Manufacturing operations sold $10.5 billion, $8.5 billion and $7.4 billion of wholesale notes and accounts receivable to our
Financial Services operations during the years ended October 31, 2019, 2018 and 2017, respectively. The total outstanding
balance of wholesale notes and accounts receivable purchased was $1.7 billion as of both October 31, 2019 and 2018.

NFC paid a $20 million dividend to NI in October 2019, and total loans outstanding from our Financial Services operations to
our Manufacturing operations were $281 million and $212 million as of October 31, 2019 and 2018, respectively. Included is
an unsecured loan balance with NFC of $200 million and $150 million, respectively. Also included in loans made from
Financial Services operations to Manufacturing operations is an intercompany financing from NFC that is secured by a first
priority lien on used truck inventory, and certain related assets (the "Intercompany Used Truck Loan"). As of October 31, 2019
and 2018, our borrowings under the Intercompany Used Truck Loan were $25 million and zero, respectively. Our
Manufacturing operations also have an intercompany revolving loan agreement (the "Intercompany Revolving Loan") with our
captive insurance company under our Financial Services segment. As of October 31, 2019 and 2018, our borrowings under the
Intercompany Revolving Loan were $16 million and $7 million, respectively.

Our Financial Services operations in Mexico extend working capital loans to our Manufacturing operations in Mexico for
orders received. As of October 31, 2019 and October 31, 2018, the borrowings of our Manufacturing operations in Mexico
under these loan agreements were $40 million and $55 million, respectively.

See Note 10, Debt, to the accompanying consolidated financial statements for a description of our credit facilities and long-term
debt obligations.

Cash Flow Overview

Year Ended October 31, 2019

Financial
Services Consolidated
Manufacturing Operations and Statement of
(in millions) Operations™ Adjustments® Cash Flows
Net cash provided by operating activities ..........cocceerererienienieneeieieeeenenennens $ 395 § 55 § 450
Net cash provided by (used in) investing activities..........cccevereereeeeneeceenennn. 70 (138) (68)
Net cash provided by (used in) financing activities ..........ccceevevveveceeerenenennens (373) 115 (258)
Effect of exchange rate changes on cash, cash equivalents and restricted cash ) A3 (12)
Increase in cash, cash equivalents and restricted cash .........c.ccceceveeninnenne. 83 29 112
Cash, cash equivalents and restricted cash at beginning of the year-................. 1,295 150 1,445
Cash, cash equivalents and restricted cash at end of the year.................... $ 1,378 $ 179 $ 1,557

Year Ended October 31, 2018

Financial
Services Consolidated
Manufacturing Operations and Statement of
(in millions) Operations™ Adjustments® Cash Flows
Net cash provided by (used in) operating activities ..........coceeveveeeeeeererenennens $ 417 $ (150) $ 267
Net cash provided by (used in) investing activities........coceeververvecuecreeeenenennens 66 (132) (66)
Net cash provided by financing activities ...........occeerererierienienieieieeneneneeeens 137 277 414
Effect of exchange rate changes on cash, cash equivalents and restricted cash (15) 5 (10)
Increase in cash, cash equivalents and restricted cash .........c.ccceceecencnenne. 605 — 605
Cash, cash equivalents and restricted cash at beginning of the year................. 690 150 840
Cash, cash equivalents and restricted cash at end of the year.................... $ 1,295 $ 150 $ 1,445
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Year Ended October 31, 2017

Financial
Services Consolidated
Manufacturing Operations and Statement of
(in millions) Operations™ Adjustments® Cash Flows
Net cash provided by operating activities ..........ccccevevvererenenenenneniereeeneneenens $ 10 $ 99 $ 109
Net cash used in INVESHNG ACHIVITIES. ...c.erverrerrertirieienieieieeeeeeieeee e (487) (33) (520)
Net cash provided by (used in) financing activities ..........cocceevveevevvereeerrencnnens 389 (51) 338
Effect of exchange rate changes on cash, cash equivalents and restricted cash 5) 2 3)
Increase (decrease) in cash, cash equivalents and restricted cash.............. (93) 17 (76)
Cash, cash equivalents and restricted cash at beginning of the year-................. 783 133 916
Cash, cash equivalents and restricted cash at end of the year................... $ 690 $ 150 $ 840

(A) Manufacturing operations cash flows and Financial Services operations cash flows are not presented in accordance with, and should not be viewed as an
alternative to, GAAP. This non-GAAP financial information should be considered supplemental to, and not as a substitute for, or superior to, financial
measures calculated in accordance with GAAP. However, we believe that non-GAAP reporting provides meaningful information and therefore we use it
to supplement our GAAP reporting by identifying items that may not be related to the Core manufacturing business. Management often uses this
information to assess and measure the performance and liquidity of our operating segments. Our Manufacturing operations, for this purpose, include our
Truck segment, Global Operations segment, Parts segment, and Corporate items which include certain eliminations. The reconciling differences between
these non-GAAP financial measures and our GAAP consolidated financial statements in Item 8, Financial Statements and Supplementary Data, are our
Financial Services operations and adjustments required to eliminate certain intercompany transactions between Manufacturing operations and Financial
Services operations. Our Financial Services operations cash flows are presented consistent with their treatment in our Consolidated Statements of Cash
Flows and may not be consistent with how they would be treated on a stand-alone basis. We have chosen to provide this supplemental information to
allow additional analysis, to illustrate the respective cash flows giving effect to the equity basis cash flow shown above, and to provide an additional
measure of performance and liquidity.

Manufacturing Operations
Manufacturing Operations Cash Flow from Operating Activities

Cash provided by operating activities was $395 million, $417 million and $10 million in 2019, 2018 and 2017, respectively.
The lower amount of cash generation from operating activities in 2019 compared to 2018 was primarily attributable to
decreases in accounts payable and other noncurrent liabilities and a higher increase in other current assets partially offset by a
decrease in inventories, higher collections of accounts receivable, a decrease in intercompany receivables from Financial
Services and a dividend received from Financial Services. The higher amount of cash generation from operating activities in
2018 compared to 2017 was primarily attributable to higher net income, lower increases in accounts receivable, other current
and noncurrent assets, and net payables with our Financial Services operations, increases in accounts payable and other current
and noncurrent liabilities, partially offset by higher inventories.

Cash paid for interest, net of amounts capitalized, was $196 million, $226 million, and $223 million in 2019, 2018, and 2017,
respectively.

We paid $203 million, $186 million, and $193 million for 2019, 2018, and 2017 respectively, for costs associated with
postretirement benefits including pension and postretirement health care expenses for employees and surviving spouses and
dependents, the funding of trust assets, and other postretirement payments. These postretirement benefits did not include any
cash payments made from trust assets to beneficiaries.

Manufacturing Operations Cash Flow from Investing Activities

Cash provided by investing activities was $70 million and $66 million in 2019 and 2018, respectively, as compared to cash used
in investing activities of $487 million in 2017. The net increase in cash flow from investing activities in 2019 compared to 2018
was primarily attributable to decreases in the purchase of marketable securities and equipment leased to others, higher
maturities of marketable securities and proceeds from the sale of a majority interest in Navistar Defense and the sale of our joint
venture in China with JAC partially offset by an increase in capital expenditures and lower net liquidations of marketable
securities. The net increase in cash flow from investing activities in 2018 compared to 2017 was primarily attributable to lower
purchases and higher maturities of marketable securities partially offset by a decrease in the sale of marketable securities, an
increase in capital expenditures, higher purchases of equipment leased to others, and lower proceeds from sales of property and
equipment. During 2019, sales of marketable securities totaled zero and maturities of marketable securities totaled $102
million, compared with $460 million of sales and $60 million of maturities of marketable securities and $652 million of sales
and $28 million of maturities of marketable securities during 2018 and 2017, respectively.
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Manufacturing Operations Cash Flow from Financing Activities

Cash used in financing activities was $373 million, as compared to cash provided by financing activities of $137 million and
$389 million in 2019, 2018 and 2017, respectively. The net decrease in cash flow from financing activities in 2019 compared to
2018 was primarily attributable to the maturity and repayment of our 4.75% Senior Subordinated Convertible Notes in April
2019, lower proceeds from the issuance of long-term debt, lower proceeds from loans made from Financial Services operations
to Manufacturing operations and lower proceeds from finance lease obligations, partially offset by lower payments on long-
term debt and a decrease in the amount of debt issuance costs. The net decrease in cash flow from financing activities in 2018
compared to 2017 was primarily attributable to higher principal repayments of long-term debt, a decrease in the amount of
proceeds received from the issuance of common stock and higher debt issuance costs, partially offset by higher proceeds from
the issuance of long-term debt, a decrease in the amount of stock issuance costs and funding under the Intercompany Loan.

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

Cash provided by operating activities was $55 million in 2019, compared to cash used in operating activities of $150 million in
2018, and compared to cash provided by operating activities of $99 million in 2017. The net increase in cash provided by
operating activities in 2019 was primarily due to the increase in segment profit realized from an improved funding strategy,
partially offset by a reduction in intercompany finance fees. The increase in segment profit was partially offset by an increase in
the balance of finance receivables funded, a dividend paid to the Manufacturing operations, and the repayment of intercompany
payables to the Manufacturing operations. The net decrease in cash provided by operating activities in 2018 compared to 2017
was primarily due to the increase in the balance of finance receivables funded.

Cash paid for interest, net of amounts capitalized, was $91 million, $80 million, and $71 million in 2019, 2018, and 2017,
respectively.

Financial Services Operations and Adjustments to Cash Flow from Investing Activities

Cash used in investing activities was $138 million, $132 million and $33 million in 2019, 2018, and 2017, respectively. In 2019
and 2018, the increases in cash used in investing activities was primarily due to the increase in purchases of equipment leased
to others, partially offset by an increase in proceeds from the sale of leased equipment in 2019.

Financial Services Operations and Adjustments to Cash Flow from Financing Activities

Cash provided by financing activities was $115 million and $277 million in 2019 and 2018, respectively, compared to cash used
in financing activities of $51 million in 2017. The decrease in cash provided by financing activities in 2019 was primarily due
to a lower increase in borrowing levels used to fund finance receivables and purchases of equipment leased to others, and the
repayment of intercompany payables to our Manufacturing operations. The net increase in cash provided by financing activities
in 2018 was primarily due to higher borrowing levels used to fund the increase in finance receivables and purchases of
equipment leased to others, partially offset by repayments of debt from an increase in intercompany payables to our
Manufacturing operations.

Debt

Funding of Financial Services

The Financial Services segment has traditionally relied upon secured borrowings on finance receivables, short and long-term
bank borrowings, medium and long-term debt, and commercial paper in Mexico to fund dealer and retail customer financing.
As of October 31, 2019, our funding consisted of asset-backed securitization debt of $991 million, bank borrowings and
revolving credit facilities of $1,059 million, commercial paper of $84 million, and borrowings of $122 million secured by
operating and finance leases.

We use a number of SPEs to securitize and sell receivables. Navistar Financial Securities Corporation ("NFSC") finances
wholesale notes, International Truck Leasing Corporation ("ITLC") finances operating leases and some finance leases, and
Truck Retail Accounts Corporation ("TRAC") finances retail accounts.

Our Mexican financial services operations include Navistar Financial, S.A. de C.V., Sociedad Financiera de Objeto Multiple,
Entidad Regulada ("NFM"), which issues debt to provide vehicle financing to our dealers and retail customers in Mexico.
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The following table sets forth the utilization under our bank credit and revolving funding facilities in place as of October 31,
2019:

Total Amount Matures or
Company Instrument Type Amount Purpose of Funding Utilized Expires
(in millions)
NFSC ....... Wholesale note trust............cceevvenenne $ 950 Eligible wholesale notes.................. $ 825 2020-2021
Finance receivables and general
NFC.......... Credit agreement™ ............cccocovvnnene. 748 corporate PurpoSes........ccecveerveeeveenns 623 2024
Finance receivables and general
NFM......... Bank lines........ccooeveveviecenieiieiee 618 corporate purposes........... . 437  2020-2025

157 2020

TRAC....... Revolving retail accounts.................. 200 Eligible retail accounts.....

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

We are obligated under certain agreements with public and private lenders of NFC to maintain the subsidiary's income before
interest expense, capital contributions from NI, and income taxes at not less than 125% of its total interest expense. Under these
agreements, if NFC's consolidated income before interest expense, capital contributions from NI, and income taxes is less than
125% of its interest expense, NI must make a capital contribution to NFC to achieve the required ratio. No such payments were
required for the years ended October 31, 2019, 2018, and 2017.

Derivative Instruments

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

Capital Resources

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

Business units provide their estimates of costs of capital projects, expected returns, and benefits to senior management. Those
projects are evaluated from the perspective of expected return and strategic importance, with a capital expenditure goal of
approximately $225 million in 2020, exclusive of capital expenditures for equipment leased to others. See Note 10, Debt, to the
accompanying consolidated financial statements.
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Non-GAAP Financial Performance Measures

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

We believe these non-GAAP measures provide meaningful information about the performance of our business and therefore we
use them to supplement our GAAP reporting. We believe that they improve the comparability of year-to-year results and are
representative of our underlying performance. Management uses this information to assess and measure the performance of our
operating segments. We have chosen to provide this supplemental information for an additional analysis of our operating
results, to illustrate the results of operations giving effect to the non-GAAP adjustments shown in the below reconciliations, and
to provide additional measures of performance.

EBITDA reconciliation:

For the Years Ended October 31,

(in millions) 2019 2018 2017
Income from continuing operations attributable to NIC, net of taX ..........ccccoeevveviiieiciiieenene. $ 221 $§ 340 § 29
Plus:

Depreciation and amortization EXPEISE...........ceveeeerueereeireerreireereereereereesreeseesseeseesseeseeeseens 193 211 223

Manufacturing interest eXPense™ ..............covuiueiueeeeeeeeeeees oo 207 235 265
Adjusted for:

Income tax expense a9 (52) (10)
EBITDA . ..ottt ettt e st et et e et e e st eteebess e s e b ensensessenseneeseeseeneeseeseeseesessensenes $ 640 $ 838 § 527

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

For the Years Ended October 31,

(in millions) 2019 2018 2017

INEETEST EXPENSE ...vvevieerieeerieeetitetet ettt eee et eseetese et easetessese s ese b eseeseseeseseesessesessesassess s essesesesseseeseneans $ 312 § 327 § 351
Less: Financial Services iNtereSt EXPENSE. ... .cuerueeuerreerrerreererreessesreessesseesseeseessesssessesssessesssesses 105 92 86
Manufacturing INtEIESt EXPEIISE .......veueerviereerreererteeteireesesteesesseeseeseessesseeseeseesseessessesssesseesesses $ 207 $§ 235 § 265

Adjusted EBITDA Reconciliation:

For the Years Ended October 31,

(in millions) 2019 2018 2017
EBITDA (reconciled @bove) ..........................coceeeeueeieieeeeeeeeeeeeee e $ 640 $ 838 $ 527
Adjusted for significant items of:
Adjustments to pre-existing Warranties ™ .............oo.oweveeeeeeeeeeeeeeeeeeeeeeeee e eeeeeeeenen 3 ) (1)
Asset impairment Charges'™...............coo.ouiuiveieoeeeeeeeeeeee oo 7 14 13
Restructuring of manufacturing operations' ..............o.cooeeueeeeeeeeeeeeeeeeeeeeeeseeeeeeeeeeeeeeeenen 14 (1 13
MaxxForce Advanced EGR engine 1awsuits™ ...............ocoouoiuovoeereeeeeeceeeeeeseeeeeeeee e 129 1 31
GAIN O SALE™) ..ottt e e et (56) — (6)
Debt refinancing charges™ ..o 6 46 5
Pension Settlement @ ... ... 142 9 —
Settlement AN ...........o.cooiioeeeeeeeee e A3 (72) —
Total adjustments.......... 242 (12) 55

Adjusted EBITDA $ 882 § 86 § 582
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Adjusted Net Income attributable to NIC:

For the Years Ended October 31,

(in millions) 2019 2018 2017
Net income from continuing operations attributable to NIC .....................cccccccoevvvrceeveecrennnnns $ 221 $§ 340 $ 29

Adjusted for significant items of:

Adjustments to pre-existing Warranties™ ...............ocooueveeeeeeeeeeeeeeeeeeee e 3 C) (1)
Asset impairment Charges™) .............oo.ovieeeeeee et e e 7 14 13
Restructuring of manufacturing operations' ...............c.cooeueiueeueeeeeeeeeeeeeeeeee e 14 €)) 13
MaxxForce Advanced EGR engine 1awsuits™ .............ccovoiuiiueeereeeeeeeeeeeeeeeeeeereeeeeeeeeeees 129 1 31
GAIN O SALE™) ...ttt ettt ettt e saeean (56) — (6)
Debt refinancing Charges™............o.oi oo 6 46 5
Pension Settlement @ ... ... ..o 142 9 —
Settlement GAINT ...ttt A3 (72) —

TOtal AAJUSLIMENLS ....cvviieiiiieiieetieieete ettt ettt ettt ete e e e b esbeesbesbeessesseessesseessesseensesseessenseas 242 (12) 55
TAX EIFECE D) ..ottt (40) (1) 10
Adjusted net income attributable to NIC ..............ccccooooviiiiiiieiiieeeeeeeee s $ 423 § 327 § 94

A

(B)

©

D)

(E)

)

(©)

(H)

)

Adjustments to pre-existing warranties reflect changes in our estimate of warranty costs for products sold in prior periods. Such adjustments typically
occur when claims experience deviates from historical and expected trends. Our warranty liability is generally affected by component failure rates, repair
costs, and the timing of failures. Future events and circumstances related to these factors could materially change our estimates and require adjustments to
our liability. In addition, new product launches require a greater use of judgment in developing estimates until historical experience becomes available.
During 2019, we recorded $7 million of asset impairment charges relating to certain assets under operating leases in our Truck segment. During 2018, we
recorded $14 million of impairment charges related to the exit of our railcar business in Cherokee, Alabama, certain long-lived assets and certain assets
under operating leases in our Truck and Financial Services segments. During 2017, we recorded $13 million of asset impairment charges in our Truck
segment relating to assets held for sale of our Conway, Arkansas fabrication business and for certain assets under operating leases.

During 2019, we recorded charges of $14 million primarily related to cost reduction actions recorded in Costs of product sold and Restructuring charges
in our Global Operations segment. During 2018, we recognized a benefit of $1 million related to adjustments for restructuring charges in our Truck,
Global Operations and Corporate segments. During 2017, we recorded charges of $13 million primarily attributable to $41 million of charges related to
our plan to cease production at our Melrose Park Facility, a net benefit of $36 million related to the resolution of the closing agreement and wind up
charges for our Chatham, Ontario plant, and the release of $1 million in other postretirement benefit liabilities in connection with the sale of our
fabrication business in Conway, Arkansas. We also recorded $6 million of restructuring charges in Brazil related to cost reduction actions consisting of
personnel costs for employee separation and related benefits.

During 2019, we recognized a net charge of $129 million related to the MaxxForce Advanced EGR engine class action settlement and related litigation in
our Truck segment. During 2018, we recognized a charge of $1 million for a jury verdict related to the MaxxForce Advanced EGR engine lawsuits in our
Truck segment. During 2017, we recognized a charge of $31 million related to that same jury verdict in our Truck segment.

During 2019, we recognized a gain of $51 million related to the sale of a majority interest in the Navistar Defense business in our Truck segment, and a
gain of $5 million related to the sale of our joint venture in China with JAC in our Global Operations segment. During 2017, we recognized a gain of $6
million related to the sale of a business line in our Parts segment.

During 2019, we recorded a charge of $6 million for the write-off of debt issuance costs and discounts associated with the NFC Term Loan. During 2018,
we recorded a charge of $46 million for the write off of debt issuance costs and discounts associated with the repurchase of our 8.25% Senior Notes and
the refinancing of our previously existing Term Loan. During 2017, we recorded a charge of $5 million related to third party fees and debt issuance costs
associated with the replacement of our Term Loan with our Term Loan Credit Agreement and the refinancing of the revolving portion of the NFC bank
credit facility in our Financial Services segment.

During 2019 and 2018, we purchased group annuity contracts for certain retired pension plan participants resulting in plan remeasurements. As a result,
we recorded pension settlement charges of $142 million and $9 million, respectively, in Other expense, net in Corporate.

During 2019, we recorded interest income of $3 million in Other expense, net derived from the prior year settlement of a business economic loss claim.
During 2018, we settled a business economic loss claim relating to our Alabama engine manufacturing facility from the Deepwater Horizon Settlement
Program. As a result, we recorded the net present value of the settlement of $70 million and related interest income of $2 million in Other expense, net.
Tax effect is calculated by excluding the tax impact of the non-GAAP adjustments from the tax provision calculations.
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Pension and Other Postretirement Benefits

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

In 2019 and 2018, we contributed $140 million and $132 million, respectively, to our U.S. and Canadian pension plans (the
"Plans") to meet regulatory minimum funding requirements. In 2020 we expect to contribute approximately $190 million to
meet the minimum required contributions for all plans. Future contributions are dependent upon a number of factors, principally
the changes in values of plan assets, changes in interest rates, and the impact of any future funding relief. We currently expect
that from 2021 through 2023, we will be required to contribute approximately $140 million to $175 million per year to the
Plans, depending on asset performance and discount rates.

Our contributions to other post-employment benefit ("OPEB") plans totaled $1 million in 2019 and 2018. Other postretirement
benefit obligations, such as retiree medical, are primarily funded in accordance with a 1993 settlement agreement (the "1993
Settlement Agreement") between us, our employees, retirees, and collective bargaining organizations, which eliminated certain
benefits provided prior to that date and provided for cost sharing between us and participants in the form of premiums, co-
payments, and deductibles. We expect to contribute $1 million to our OPEB plans during 2020.

As part of the 1993 Settlement Agreement, a Base Program Trust was established in June 1993 to provide a vehicle for funding
the health care liability through our contributions and retiree premiums. A separate independent Retiree Supplemental Benefit
Program was also established, which included our contribution of Class B Common Stock, originally valued at $513 million, to
potentially reduce retiree premiums, co-payments, and deductibles and provide additional benefits in subsequent periods. In
addition to the Base Program Trust, we are contingently obligated to make profit sharing contributions to the Retiree
Supplemental Benefit Trust to potentially improve upon the basic benefits provided through the Base Program Trust. These
profit sharing contributions are determined by means of a calculation established through the 1993 Settlement Agreement. In
2019, we recorded $21 million of profit sharing accruals based on the operating performance of the entities that are included in
the determination of qualifying profits which will be paid in the first quarter of 2020. In 2018, we recorded $30 million of profit
sharing accruals based on the operating performance of the entities that are included in the determination of qualifying profits
which was paid in the first quarter of 2019. There were no profit sharing contributions to the Retiree Supplemental Benefit
Trust during the years ended October 31, 2018 and 2017.

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

The underfunded status of our pension plans on a GAAP basis increased $152 million during 2019 primarily due to a decrease
in the discount rate partially offset by cash contributions and higher than expected asset returns. Our actual return on assets
during 2019 was approximately 13.0% for the U.S. pension plans. The weighted average discount rates used to measure the
postretirement benefit obligation ("PBO") were 3.1% and 4.4% at October 31, 2019 and 2018, respectively.

The underfunded status of our health and life insurance benefits decreased by $144 million. This was primarily driven by
favorable claims experience and updated per capita cost assumptions partially offset by a decrease in the discount rate.

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

For more information, see Note 11, Postretirement Benefits, to the accompanying consolidated financial statements.
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Off-Balance Sheet Arrangements

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

Contractual Obligations

The following table provides aggregated information on our outstanding contractual obligations as of October 31, 2019:

Payments Due by Year Ending October 31,

(in millions) Total 2020 2021-2022 2023-2024 2025+
Type of contractual obligation:
Long-term debt obligations™ .............cccoovvevrireeereeeenen. $ 5158 § 855 §$ 764 $ 720 $ 2819
Interest on long-term debt™ ...........coocovvvivoiireeieeeeeean. 1,433 272 445 400 316
Financing arrangements'© ..............occooviuooeoeerieeeereeeenen. 10 5 5 — —
Capital lease obligations'™ ............ccoovivoeveeeeeeeereeeen. 2 1 1 — —
Operating lease obligations™ ............cooooeoeerireeereeeenen. 149 37 50 31 31
Purchase obligations'™.............c.coooveirieeeeeeeeeeeeeeeeeen, 180 33 99 40 8
TOtAL..eceieieeiee e $ 6932 § 1203 § 1,364 $ 1,191 $ 3,174

(A) Excludes offsetting discounts and issuance costs of $41 million and Financed Lease Obligations of $60 million. For more information, see Note 10, Debt,
to the accompanying consolidated financial statements.

(B) Amounts represent estimated contractual interest payments on outstanding debt. Rates in effect as of October 31, 2019 are used for variable rate debt. For
more information, see Note 10, Debt, to the accompanying consolidated financial statements.

(C) Financing arrangements include $1 million of interest obligations.

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

(E) Lease obligations for facility closures are included in operating leases. Future operating lease obligations are not recognized in our Consolidated Balance
Sheets. For more information, see Note 7, Property and Equipment, Net, to the accompanying consolidated financial statements.

(F) Purchase obligations include various commitments in the ordinary course of business that would include the purchase of goods or services which are not
recognized in our Consolidated Balance Sheets. We also include certain contractual obligations recognized in our Consolidated Balance Sheets for which
payments will be made beyond the next year.

Due to the uncertainty with respect to the timing of cash payments associated with the settlement of audits with taxing
authorities and because of existing net operating loss carryforwards, the preceding table excludes uncertain tax positions of $21
million. We do not expect to make significant payments of these liabilities within the next year. For additional information, see
Note 12, Income Taxes, to the accompanying consolidated financial statements.

In addition to the above contractual obligations, we are also required to fund our Plans in accordance with the requirements of
the PPA. As such, we expect to contribute approximately $190 million in 2020 to meet the minimum required contributions for
all Plans. We currently expect that from 2021 through 2023, we will be required to contribute $140 million to $175 million per
year to the Plans, depending on asset performance and discount rates in the next several years. For additional information, see
Note 11, Postretirement Benefits, to the accompanying consolidated financial statements.

Other Information

Income Taxes

We file a consolidated U.S. federal income tax return for NIC and its eligible domestic subsidiaries. Our non-U.S. subsidiaries
file income tax returns in their respective local jurisdictions. We account for income taxes under the asset and liability method.
Deferred tax assets and liabilities are recognized for tax benefit carryforwards and the future tax consequences attributable to
temporary differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax liabilities and assets at the end of each period are determined using enacted tax rates.
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As of October 31, 2019 and 2018, we had deferred tax asset valuation allowances of $2.0 billion and $2.2 billion, respectively.
A valuation allowance is required to be established or maintained when, based on currently available information, it is more
likely than not that all or a portion of a deferred tax asset will not be realized. The guidance on accounting for income taxes
provides that important factors in determining whether a deferred tax asset will be realized are whether there has been sufficient
taxable income in recent years and whether sufficient taxable income is expected in future years in order to utilize the deferred
tax asset.

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

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

We recognize interest and penalties related to uncertain tax positions as part of Income tax expense. Total interest and penalties
related to our uncertain tax positions resulted in income tax expense of less than $1 million and income tax benefits of $1
million and $6 million for the years ended October 31, 2019, 2018, and 2017 respectively.

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

As of October 31, 2019 and 2018, the amount of liability for uncertain tax positions was $21 million and $27 million,
respectively. If these unrecognized tax benefits are recognized, all would impact our effective tax rate, except for positions for
which we maintain a full valuation allowance against certain deferred tax assets. In this case, the effect may be in the form of an
increase in the deferred tax asset related to our net operating loss carryforwards, which would be offset by a full valuation
allowance. While it is probable that the liability for unrecognized tax benefits may increase or decrease during the next twelve
months, we do not expect any such change would have a material effect on our financial condition, results of operations, or cash
flows.

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

Environmental Matters

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

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

Impact of Environmental Regulation

Government regulation related to climate change is under consideration at the U.S. federal and state levels. Because our
products use fossil fuels, they may be impacted indirectly due to regulation, such as a cap and trade program, affecting the cost
of fuels. The United States Environmental Protection Agency ("EPA") and National Highway Traffic Safety Administration
("NHTSA") issued final rules for greenhouse gas ("GHG") phase 1 emissions and fuel economy in 2011, which rules were fully
implemented in model year 2017. We are complying with these rules through use of existing technologies and implementation
of emerging technologies as they become available. The EPA and NHTSA adopted a final rule in October 2016 with the next
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phase of federal GHG emission and fuel economy regulations. This rule contains more stringent emissions levels for engines
and vehicles and will take effect in model year 2021 and be implemented in three stages culminating in model year 2027.
Canada has finalized a heavy duty phase 2 GHG rulemaking, which is substantially similar to EPA regulations with more
stringent requirements for heavy haul tractors.

In December 2014, California adopted GHG emission rules for heavy duty vehicles equivalent to EPA phase 1 rules and is in
the process of adopting its phase 2 equivalent rules. In 2014, California also adopted an optional lower emission standard for
oxides of nitrogen ("NOx") in California. California has stated its intention to lower NOx standards for California-certified
engines and has requested that the EPA lower its standards. In June 2016, several regional air quality management districts in
California and other states, as well as the environmental agencies for several states, petitioned the EPA to adopt lower NOx
emission standards for on-road heavy duty trucks and engines. The EPA responded to the petition in December 2016 stating that
it would consider additional NOx regulations targeting model year 2024, but has not to date promulgated any further NOx
regulations. The EPA and the California Air Resources Board ("CARB") may also consider other actions, including extended
emission warranties. On April 18, 2019, CARB released a white paper providing an outline of measures it feels may be feasible,
including lowered NOx and particular matter emission standards, changes in testing protocols, extended emission warranty
periods, changes to durability demonstration periods, in-use testing and various other changes that are being considered for
implementation between 2022 and 2027. However, CARB has not issued these as formal regulatory proposals. California is
currently considering regulatory requirements to expand the zero emissions truck market, including the mandated sale of certain
vehicles.

We expect that heavy duty vehicle and engine fuel economy and GHG emissions rules will be under consideration in other
global jurisdictions in the future. The EPA also issued a final rule in October 2015 that lowered the National Ambient Air
Quality Standard for ozone to 70 parts per billion. This rule could lead to future lower emission standards for substances that
contribute to ozone depletion, including NOx from vehicles, at the federal and state levels. Our facilities may be subject to
regulation related to climate change and climate change itself may also have some impact on our operations. However, these
impacts are currently uncertain and we cannot predict the nature and scope of those impacts.

These standards will require significant investments of capital and will significantly increase costs of development for engines
and vehicles and will require us to incur administrative costs arising from implementation of the standards.

Securitization Transactions

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

Critical Accounting Policies and Estimates

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

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

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

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

Pension and Other Postretirement Benefits

We provide pension and other postretirement benefits to a substantial portion of our employees, former employees, and their
beneficiaries. The assets, liabilities, and expenses we recognize and disclosures we make about plan actuarial and financial
information are dependent on the assumptions used in calculating such amounts. The primary assumptions include factors such
as discount rates, health care cost trend rates, inflation, expected return on plan assets, retirement rates, mortality rates, rate of
compensation increases, and other factors including management's plans regarding plant rationalization activities. Changes to
our business environment could result in changes to the assumptions, the effects of which could be material.
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»  Plant rationalization activities impact the determination of whether a plan curtailment or settlement has occurred. Key
considerations include, but are not limited to, expected future service credit, the remaining years of recall rights of the
workforce, and the extent to which minimum service requirements (in the case of healthcare benefits) have been met.

* The discount rates are obtained by matching the anticipated future benefit payments for the plans to a high quality
corporate bond yield curve to establish a weighted average discount rate for each plan.

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

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

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

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

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

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

October 31, 2019 2020 Expense
Obligations

(in millions) Pension OPEB Pension OPEB
Discount rate:

INCTEASE OF 1.0%0. et $ (@287) 8 (@01 $ 4 3 4

DeCrease OF 1.0%0 c..ooouviieeeeie ettt ettt e 339 120 (6) 8)
Expected return on assets:

INCTEASE OF 1,00, .uiieiiieeeeeeeeeeee ettt et eaee e — — (20) 3)

DeCrease Of 1.0%0 ...ceuirieeiieeeeeee et e — — 20 3

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

Income Taxes

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

The ultimate recovery of deferred tax assets is dependent upon the amount and timing of future taxable income and other
factors such as the taxing jurisdiction in which the asset is to be recovered. A high degree of judgment is required to determine
if, and the extent to which, valuation allowances should be recorded against deferred tax assets. We have provided valuation
allowances at October 31, 2019 and 2018 aggregating $2.0 billion and $2.2 billion, respectively, against such assets based on
our assessment of past operating results, estimates of future taxable income, and the feasibility of tax planning strategies.
Although we believe that our approach to estimates and judgments as described herein is reasonable, actual results could differ
and we may be exposed to increases or decreases in income taxes that could be material.

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

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

Impairment of Long-Lived Assets

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

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

Revenue

We account for a contract when it has approval and commitment from both parties, the rights of the parties are identified,
payment terms are identified, the contract has commercial substance and collectability of consideration is probable.

Sales arrangements with U.S. fleet customers are often complex and non-standard, and may include pricing allowances and
other sales incentives, such as rebates, financing incentives, and residual value guarantees, for which losses are generally
capped. Sales to fleet customers are recognized in accordance with the terms of each contract. In certain arrangements, the
evaluation of financing incentives and residual value guarantees may result in the transaction being recorded as a borrowing or
operating lease, as we retain control in the leased property. Concurrent with our recognition of revenue, we recognize price
allowances and the cost of incentive programs in the normal course of business based on programs offered to our fleet
customers.

Product Warranty

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

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

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

We record adjustments to pre-existing warranties for changes in our estimate of warranty costs for products sold in prior fiscal
years. Such adjustments typically occur when claims experience deviates from historic and expected trends. We recognized a
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charge for adjustments to pre-existing warranties of $3 million in 2019, and a benefit for adjustments to pre-existing warranties
of $9 million in 2018 and $1 million in 2017, respectively.

When we identify cost effective opportunities to address issues in products sold or corrective actions for safety issues, we
initiate product recalls or field campaigns. As a result of the uncertainty surrounding the nature and frequency of product recalls
and field campaigns, the liability for such actions is generally recorded when we commit to a product recall or field campaign.
In each subsequent quarter after a recall or field campaign is initiated the recorded liability balance is analyzed, reviewed, and
adjusted if necessary to reflect any changes in the anticipated average cost of repair or number of repairs to be completed
prospectively. Included in 2019 warranty expense was $27 million of charges related to new field campaign issuances as well as
changes in estimates of previously issued campaigns, as compared to $10 million and $21 million in 2018 and 2017,
respectively. The charges were primarily recognized as adjustments to pre-existing warranties.

As we continue to identify opportunities to improve the design and manufacturing of our engines we may incur additional
charges for product recalls and field campaigns to address identified issues.

Optional extended warranty contracts can be purchased for periods ranging from one to ten years. Warranty revenues related to
extended warranty contracts are amortized to income, over the life of the contract, (a) in 2019 in proportion to the costs
expected to be incurred in satisfying the obligation under the contract and (b) in 2018 and 2017 using the straight-line method.
Costs under extended warranty contracts are expensed as incurred. We recognize losses on defined pools of extended warranty
contracts when the expected costs for a given pool of contracts exceed related unearned revenue. In 2019, we recognized a net
benefit of $14 million related to extended warranty contracts on our proprietary Big-Bore engines, which includes a benefit of
$13 million related to pre-existing warranties. In 2018, we recognized a net benefit of $29 million related to extended warranty
contracts on our proprietary Big-Bore engines, which includes a benefit of $33 million related to pre-existing warranties. In
2017, we recognized a net charge of $8 million related to extended warranty contracts on our proprietary Big-Bore engines,
which includes a charge of $3 million related to pre-existing warranties. Future warranty experience, pricing of extended
warranty contracts, and external market factors may cause us to recognize additional charges as losses on extended service
contracts in future periods.

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

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

Recently Issued Accounting Standards

The information required to be set forth under this heading is incorporated by reference from Note 1, Summary of Significant
Accounting Policies, to the consolidated financial statements included in Part II, Item 8.
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Item 7A.  Quantitative and Qualitative Disclosures about Market Risk

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

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

Interest rate risk

Interest rate risk is the risk that we will incur economic losses due to adverse changes in interest rates. We measure our interest
rate risk by estimating the net amount by which the fair value of all of our interest rate sensitive assets and liabilities would be
impacted by selected hypothetical changes in market interest rates. At both October 31, 2019 and 2018, the net fair value of our
liabilities with exposure to interest rate risk was $5 billion. Assuming a hypothetical instantaneous 10% adverse change in
interest rates as of October 31, 2019 and 2018, the fair value of these liabilities would increase by $142 million and $139
million, respectively. At both October 31, 2019 and 2018, the net fair value of our assets with exposure to interest rate risk was
$2 billion. Interest rate risk is minimal as these assets are largely short-term in nature. Assuming a hypothetical instantaneous
10% adverse change in interest rates as of October 31, 2019 and 2018, the fair value of these assets would decrease by $5
million and $4 million, respectively.

Commodity price risk

We are exposed to changes in the prices of commodities, particularly for aluminum, copper, precious metals, resins, diesel fuel,
and steel and their impact on the acquisition cost of various parts used in our Manufacturing operations. We have been able to
mitigate the effects of price increases via a combination of design changes, material substitution, global sourcing, and price
performance. In certain cases, we use derivative instruments to reduce exposure to price changes. During 2019 and 2018, we
purchased approximately $506 million and $403 million, respectively, of commodities subject to market risk. Assuming a
hypothetical instantaneous 10% adverse change in commodity pricing, we would have incurred additional costs of $51 million
and $40 million in 2019 and 2018, respectively. Commodity price risk associated with our derivative position at October 31,
2019 and 2018 is not material to our operating results or financial position.

Foreign currency risk

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

U.S. dollar, euro/U.S. dollar, and Brazilian real/U.S. dollar. At October 31, 2019 and 2018, the net fair value of our liabilities
with exposure to foreign currency risk was $159 million and $260 million, respectively. Assuming that no offsetting derivative
financial instruments exist, the reduction in earnings from a hypothetical instantaneous 10% adverse change in quoted foreign
currency spot rates applied to foreign currency sensitive instruments would be $16 million and $26 million at October 31, 2019
and 2018, respectively. At October 31, 2019 and 2018, the net fair value of our assets with exposure to foreign currency risk
was $108 million and $180 million, respectively. Assuming that no offsetting derivative financial instruments exist, the
reduction in earnings from a hypothetical instantaneous 10% adverse change in quoted foreign currency spot rates applied to
foreign currency sensitive instruments would be $11 million and $18 million at October 31, 2019 and 2018, respectively.

For further information regarding fair value estimates, please see Note 13, Fair Value Measurements to the accompanying
consolidated financial statements.
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Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors
Navistar International Corporation:

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheets of Navistar International Corporation and subsidiaries (the
Company) as of October 31, 2019 and 2018, the related consolidated statements of operations, comprehensive income,
stockholders’ deficit, and cash flows for each of the years in the three-year period ended October 31, 2019, and the related notes
(collectively, the consolidated financial statements). In our opinion, the consolidated financial statements present fairly, in all
material respects, the financial position of the Company as of October 31, 2019 and 2018, and the results of its operations and
its cash flows for each of the years in the three-year period ended October 31, 2019, in conformity with U.S. generally accepted
accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States)
(PCAOB), the Company’s internal control over financial reporting as of October 31, 2019, based on criteria established in
Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway
Commission, and our report dated December 17, 2019 expressed an unqualified opinion on the effectiveness of the Company’s
internal control over financial reporting.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audits. We are a public accounting firm registered with the
PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws
and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement,
whether due to error or fraud. Our audits included performing procedures to assess the risks of material misstatement of the
consolidated financial statements, whether due to error or fraud, and performing procedures that respond to those risks. Such
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial
statements. Our audits also included evaluating the accounting principles used and significant estimates made by management,
as well as evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a
reasonable basis for our opinion.

Critical Audit Matters

The critical audit matters communicated below are matters arising from the current period audit of the consolidated financial
statements that were communicated or required to be communicated to the audit committee and that: (1) relate to accounts or
disclosures that are material to the consolidated financial statements and (2) involved our especially challenging, subjective, or
complex judgments. The communication of critical audit matters does not alter in any way our opinion on the consolidated
financial statements, taken as a whole, and we are not, by communicating the critical audit matters below, providing separate
opinions on the critical audit matters or on the accounts or disclosures to which they relate.

Identification and Evaluation of Sales Incentives for Fleet Customers

As discussed in Note 1 to the consolidated financial statements, the Company recognizes price allowances and the cost of
incentive programs to fleet customers in connection with sales arrangements. Specifically, sales arrangements with U.S. fleet
customers are often complex and non-standard, and may include price allowances and other sales incentives, such as rebates,
residual value guarantees, and financing incentives.

We determined the identification and evaluation of sales incentives offered to U.S. fleet customers to be a critical audit matter
because ascertaining the population of sales incentives and contract terms is challenging to test due to the number, variability
and combination of contracts with U.S. fleet customers. In addition, evaluating the accounting impact of certain sales incentives
is complex including measurement and timing of revenue recognition.

The primary procedures we performed to address this critical audit matter included the following. We tested certain internal
controls over the Company’s process to identify the relevant terms in sales agreements, assess the associated accounting
impacts and authorize special pricing. We selected a sample of contracts to read and assessed the accounting treatment for
significant fleet sales agreements entered into during the year and in the process of being negotiated. We also inspected the
sample of contracts to evaluate the population and treatment of sales incentives identified by the Company, and to assess new or
unusual terms that may have an accounting impact. Representations of the Company were obtained to assess the listing of

51



existing and in-process agreements and new incentives, and to determine the contractual terms constituted the entirety of the
arrangements. Further, we evaluated the Company’s representations by externally confirming the contractual terms and the
population of agreements with fleet customers.

Evaluation of Product Warranty Liabilities

As discussed in Note 1 to the consolidated financial statements, the Company’s product warranty liabilities are estimated using
an actuarial model which projects ultimate cost-per-unit (“CPU”) based on historical information about warranty claims which
are influenced by numerous factors and are inherently variable as to frequency and severity. Total product warranty liabilities as
of October 31, 2019 were $510 million.

We identified the evaluation of certain assumptions related to frequency and severity of claims in determining the ultimate CPU
used in the Company’s models to estimate the product warranty liabilities as a critical audit matter. Evaluating the Company’s
assumptions relating to the frequency and severity of future claims involved a higher degree of auditor judgment. Further,
specialized actuarial skills were needed to assess the Company’s process and evaluate the assumptions regarding the
determination of ultimate CPU and the impact of those assumptions on the models.

The primary procedures we performed to address this critical audit matter included the following. We tested certain internal
controls over the Company’s warranty liability process, including controls related to development of the assumptions, the
underlying warranty claims and the assessment of the qualifications of the actuary engaged by the Company. We identified and
considered the relevance, reliability, and sufficiency of the sources of data used by the Company in developing the assumptions.
We involved an actuarial professional with specialized skills and knowledge to assist with:

» the assessment of the Company’s actuarial model for consistency with generally accepted actuarial standards,

» the evaluation of certain of the assumptions used, including those related to frequency and severity of claims, in the
determination of ultimate CPU, and

» the development of an independent expectation of certain of the assumptions used to estimate the Company’s product
warranty liabilities using the Company’s underlying historical claims data.

We compared the Company’s prior period assumptions to subsequent actual reported claims including an evaluation of the
accounting treatment related to adjustments to pre-existing product warranty liabilities. We also considered subsequent events
and transactions, including claims data and trends relative to the assumptions used to estimate the Company’s product warranty
liabilities.

/sl KPMG LLP

We have served as the Company’s auditor since 2006.

Chicago, Illinois
December 17,2019
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Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors
Navistar International Corporation:
Opinion on Internal Control Over Financial Reporting

We have audited Navistar International Corporation’s and subsidiaries’ (the Company) internal control over financial reporting
as of October 31, 2019, based on criteria established in Internal Control - Integrated Framework (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission. In our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of October 31, 2019, based on criteria established in Internal
Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States)
(PCAOB), the consolidated balance sheets of the Company as of October 31, 2019 and 2018, the related consolidated
statements of operations, comprehensive income, stockholders’ deficit, and cash flows for each of the years in the three-year
period ended October 31, 2019, and the related notes (collectively, the consolidated financial statements), and our report dated
December 17, 2019 expressed an unqualified opinion on those consolidated financial statements.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report
on Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over
financial reporting based on our audit. We are a public accounting firm registered with the PCAOB and are required to be
independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and
regulations of the Securities and Exchange Commission and the PCAOB.

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

Definition and Limitations of Internal Control Over Financial Reporting

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

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

/s/ KPMG LLP

Chicago, Illinois
December 17, 2019
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Operations

For the Years Ended October 31,

(in millions, except per share data) 2019 2018 2017
Sales and revenues
Sales of manufactured products, NEt ..........ccecveviieierieieri e $ 11,061 $ 10,090 $ 8,428
FINANCE TEVEIUES .....c.vitiniiieieiteieteteet ettt sttt ettt ettt 190 160 142
Sales and TEVENUES, NET..........coviuiiiiieieeieieeeeeeeeeee e eee e et e e eaeeeeteesseteeessneeeesaeeesnaneeas 11,251 10,250 8,570
Costs and expenses
Costs Of ProdUCES SOIA ......cocviieiiiiieiiciieie ettt saeeae e esbeeenens 9,245 8,317 7,037
ReStrUCtUIING CRATZES ....oviiviciiiie ettt ettt et eae e eaeeanens 12 ) 3
Asset IMPAIMENt CHATZES ......cvivuieiiciieiieieie ettt sttt ete e b eseesbeeseesaeennas 7 14 13
Selling, general and adminiStrative EXPEnSES..........ccveereeeriereeireeeeireeieireereereerreeseereeseenns 934 828 751
Engineering and product development COSES..........cueririeriieieniieieiierieeeeieseesie e sreeenens 319 297 251
INEETEST EXPEIISE ...uvveeeriiiiieieeeiie et eeite ettt e et e e st eebe e teeebe e teeesbeessaeeaseessaeesseenseeenseenseesssens 312 327 351
Other EXPEINSE, NEL.....eeiiieieiieeieeiiete st ete st ete st ebe e ebeeesebeessebeessesseessesseessesssessesssessensnens 164 48 106
Total COSES AN CXPEINSES.....eecvieviirierieireeieiteeteeteeteeteeeteeteeereeeeeseeseeseeeseereeeseessesseesnens 10,993 9,830 8,512
Equity in income of non-consolidated affiliates.............cccoevveviirieriiciiniiieeceeeeeeee e 4 — 6
Income from continuing operations before iNCOMe taxes ..........ceeveeeveeieireeieireereereereeneenn, 262 420 64
INCOME tAX EXPCIISE ....vvevvieeierieeieitietesteete st eteeteebeesteseessesseesseeseessesseessesssesseessesseessenseessenseenns a9 (52) (10)
Income from cONtINUING OPETALIONS.......cc.eiviiiuiirieerierieereeeteereete et eeteeteeereereeeteerseeteereereeaseeseenns 243 368 54
Income from discontinued operations, Net 0f taX ...........ccevieriiiieriiiienieeeere e — — 1
INEL INCOIMEC. ....eutetieiietieitetiete ettt ettt et et esb et et e st es b e st estesteseeseeseesessessensensessensensensensensessaseaseasensenns 243 368 55
Less: Net income attributable to non-controlling interests............cccecveververieecieseecreseeveeneenn, 22 28 25
Net income attributable to Navistar International Corporation......................c.cccoeneene. S 221 § 340 $ 30

Amounts attributable to Navistar International Corporation common shareholders:

Income from continuing operations, Net Of tAX ...........ceevvieieriiiieiieieee et $ 221 § 340 $ 29
Income from discontinued operations, Net 0f taX ...........ccevieriirierieiiene e — — 1
INEE INICOIMIE w.vvviveeieteeieteeeetestete ettt te st e te st ete b eseebeseese st ebestebeseeseseesessesessessssessssesessesesans $ 221 § 340 $ 30

Earnings per share:

Basic:
CONUNUING OPETALIONS ........vveveveevveveee ettt tetese ettt ettt et et et s es st eseseseseseseseseeas $§ 223 § 344 § 031
DiscontinuUed OPETAtIONS.........ccveevverieeeiirieieiteetesieetesteeseereeseeeeseessesseessesreessesreennas — — 0.01
$ 223 § 344 § 032
Diluted:
Continuing OPETALIONS .........c.cueeveeeeeeeieteieteeeteee et eeeee et ee et eeeeete e teeseseeseseeseseeseseesens $ 222 § 341 $§ 031
Discontinued OPEIatiONS..........ccveeverieerieriieiieieteeteseeresseesessesssessesssesseessessaessensesnes — — 0.01

$ 222 § 341 § 032

Weighted average shares outstanding:
BASIC ...ttt et 99.3 98.9 93.0
DIIULEA ...ttt 99.5 99.6 93.5
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Comprehensive Income

For the Years Ended October 31,

(in millions) 2019 2018 2017
INEE IMCOIMC....e.vitititeietetet ettt et et eet et e st e st eteeseeseesesessesessessensessessenseseaseeseeseeseesessessensensansans $ 243 § 368 § 55
Other comprehensive income (loss):

Foreign currency translation adjustment ..............cccoeeeeviiieiieiiccieeeccreeeeere e 6) (32) 3)

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

Defined benefit plans, Net 0f taX.........ccoccuiiieiiiiieiiiieececeee e 14 323 433
Total other cOMPrehenSiVe INCOME..........cceevuieieiiieiieiieiietieie ettt steeee e aesteebeereebeesseseens 8 291 429
COMPIENENSIVE INCOMIE ....oeeveeerieriereeeieeteeeteeteeteeteeteeteeeteeteeereesteeseesseeseessesseesessseseessesseesseereans 251 659 484
Less: Net income attributable to non-controlling interests...........cecvevvereereerereereeieseeeesnens 22 28 25
Total comprehensive income attributable to Navistar International Corporation .......... $ 229 § 631 § 459
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Navistar International Corporation and Subsidiaries
Consolidated Balance Sheets

As of October 31,

(in millions, except per share data) 2019 2018
ASSETS
Current assets
Cash and cash eqUIVAIETILS .........c.couiriiriiiiieieiirre ettt $ 1,370 $ 1,320
Restricted cash and cash eqUIVAIENLS.........c.ooieriiiieriiiieeeeeee e 133 62
MATKELADIE SECUITHIES .....vveuveireniieiietieeieeteetee e ete et eaesteebesstesseessesseessesseesseesaensesssesesssessesssensens — 101
Trade and Other reCEIVADIES, NEL ........cocuviiieeiiiieiiie et e e 338 456
FINance reCeivabIes, NEL........uuiiiiiiiiiiiiie et e et e e et e e e s enaareeeeeeaanes 1,923 1,898
L FIN 1 1C0) & (< TN 1 L= SRR 911 1,110
OtNET CUITENT ASSEES. ... .vviiiceieeeeeeie et e ettt e ettt e e et e e et e e eeee e e eeeee e et e eeeaeeeeeaeeeeesteeeeneeeeeseeeensreeeenns 277 189
TOLAL CUITEIE @SSELS ...evvvveeeeeieeiieiee ettt eeet e e e e et e e e e st e eeeeeeabeeeesesssaseeessesenaeeesesnnnes 4,952 5,136
RESIICEEA CASN ...ttt b e e e b e e seesseesaesaeenaesaeenbenaees 54 63
Trade and Other TECEIVADIES, NEL ......coouviiieiieiciieeee ettt e e et e s eaeeeenaees 10 49
FINAnce re€CeIVADIES, NEL......oiiiiiiiiiii it e et e e e et e e s eenaae e e e e sesnaaeeeeseeaaaes 274 260
Investments in non-consolidated affiliates...........cceiviieiiiriiiiieee e 31 50
Property and eqUIPIMENT, NET ........cc.eeieriieieeiieieeieete ettt etete ettt et este b e seenbesseensesseenseeneensesns 1,309 1,370
GOOAWILL ..ottt ettt ettt et te e b e s te e b e st e esbeeteesbeessesseessesseesseseeseesseessesseensesseensenseas 38 38
INtANGIbIE @SSELS, MO .....eutiiiiiiieiiiii ettt ettt et sb e et sbe et b et naeas 25 30
DIETEITEA tAXES, NEL ..eeiiiiiiiiiiee ettt ettt e e e et e e e e et e e e e e esntaeeeessanaaaeeessessaaeeeesesnnnees 117 121
Other NONCUITENT ASSELS.......cioueieiierieeeeteeeeeteeeetee e et e eeee e e et ee e et e e eeaeeeeeaeeeeteeeeeseeeeeseeeeseesensneeennnees 107 113
TOTAL ASSOES. ..ottt e et e et e et e e ee e et eseneeeeeesneeeaeesneeeaeeeeeseneesnesens $ 6917 $ 7230
LIABILITIES and STOCKHOLDERS’ DEFICIT -
Liabilities
Current liabilities
Notes payable and current maturities of long-term debt ...........ccoeoevieeiniiecinieeeee e $ 871 § 946
ACCOUNLS PAYADIC.....cueiiieieeiieieciieteeee ettt ae sttt e ettt e st e teeseeteeneenseennenneennennean 1,341 1,606
Other CUITENt HADIIITIES ......vveeiieic et e e eeaeeeeeaeeeeenaeeeeseeeenaeeeennes 1,363 1,255
Total CUITENTE THADIIITIES .....vveiieeieiceeeeecee ettt ettt e e et e e et e e e eaaeesenteesennneeenaeas 3,575 3,807
LONE-TM dEDL......eiiiii ettt b 4,317 4,521
Postretirement benefits HaDIIItIES . .....cooovviiiiiiiiiiiee et e e e e e enaaes 2,103 2,097
Other NONCUITENT TIADIIITIES ......oeoivviiieiie et e et e e e e e et e e eeaeeeeenneas 645 731
Total HADIIItIES ...........ocoiiiiieicee ettt sttt se e s e 10,640 11,156
Stockholders’ deficit
Series D convertible junior preference StOCK ..........coiiieriiiierieieieeteeeere ettt sae e seees 2 2
Common stock, $0.10 par value per share (103.1 shares issued and 220 shares authorized at
DOt ALES) ...ttt ettt ettt et e e e te e te e e eae e tee e aeeeteeereeeaaeereenns 10 10
Additional paid-in CaPItAl ........coouiiuiiiiiieeeee e 2,730 2,731
AccUMUIAE AETICTE.....cviiiiiiiiecie ettt ettt e e et eebeeaee et eesanesebeessaeenseenes (4,409) (4,593)
Accumulated other cOmMPrehensive 10SS........vvvirieriieieiieiee e (1,912) (1,920)
Common stock held in treasury, at cost (3.9 and 4.2 shares, respectively) ......coccevvveeereeriereeniennen. (147) (161)
Total stockholders’ deficit attributable to Navistar International Corporation......................... 3,726) (3,931)
Stockholders’ equity attributable to non-controlling INterests .........cccovveverieneniienerienerereeeeee 3 5
Total stockholders’ deficit ...................oooiiiiiiiiie e 3,723) (3,926)
Total liabilities and stockholders’ deficit ..........................ccccooiiiiiiiiiiiieeee $ 6917 § 7,230

See Notes to Consolidated Financial Statements
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(in millions)

Navistar International Corporation and Subsidiaries
Consolidated Statements of Cash Flows

Cash flows from operating activities

Net income

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

Depreciation and amOTtIZALION ..........eoueeririeietirtentet ettt ettt ettt eb e st ebe st e e st stete e s aesae e ebeebenaens

Depreciation of equipment leased to others

Deferred taxes, including change in valuation alloWance.............ccovevieirinieiiiineniceeeeee e

ASSEt IMPAITMENE CHATZES. ...c.v ettt ettt b ettt ettt eb e et b e b s b et ese et et et e bt see e ebeebenaens

Gain on sales of investments and DUSINESSES, NET .......c..cccuieeuiiiiiiiiiiiie ettt ettt et e e et e ereeereeereeeaeas

Amortization of debt issuance costs and dISCOUNL.........ccueruieierierieieiiet ettt ste ettt sae st eesae e eeaenseens

Stock-

based compensation ...........cc.cecevueunne.

Provision for doubtful accounts, NEt OF TECOVETIES ......ccviiiuiieiiectie et cetee ettt ettt ettt eae et e e eaee s

Equity in income of non-consolidated affiliates, net of dividends...........cooeoeiiriniiiinininecceee

Write-

off of debt issuance cost and AISCOUNT...........c.eiieiiriiiieieie ettt s aesreeneeae e

Other NON-Cash OPETAtiNg ACLIVITIES .....c.eeuerterieiiititeiiii sttt ettt sttt ettt ettt b et eaeetens

Changes in other assets and liabilities, exclusive of the effects of businesses disposed:

Trade and Other TECEIVADIES ... ...ccuiiieieriieieiectceeee ettt sttt et e sesbeeseenaesaeesaensens
FINANCE TECEIVADIES ....ouviviiiiiiieiieti ettt ettt ettt e eaesbeeseenaesaeesaeseeseensenbens
TIIVEITOTIES .ttt ettt ettt ettt s b et e st e s et e st et e eseestebeeseeseesaesseenseseessensenbeeneensesaeessensenns

Accounts payable

Other assets and liabilities...

Net cash provided by operating activities ................ccccooiiiiiiiiiiiiieceee e

Cash flows from investing activities

Purchases 0f Marketable SECUTTHIES ........ecuieiiriiieieeet ettt sttt et et esae st e b e teeseesesbeeseesesaeessensaeseensensens

Sales of marketable securities ....
Maturities of marketable securities

CaAPILA] EXPEIAITUIES ...ttt b et a ettt s bt s e et e bt b et st e bt et et e bt e bt se e st eb et e e es e et et eneeaesaenees

Purchases of equipment 1€aSed 10 OThETS .........c.eiuiriiiiiriiiiiec e e et

Proceeds from sales of property and €qQUIPIMENL ..........oouiiriririiirineiee ettt

Proceeds from (payments for) sales Of affilIates .........ooevriririeiiirieee s

Other INVESING ACTIVITIES .....veuveutitirtetetiet ettt ettt ettt ettt ettt b e e et b b et et b et e s e e bt s b e st e st eb e b et es e et et eseeaesaenees

Net cash used in investing ACtiVItIES................ccoiiiiiiiiic e

Cash flows from financing activities

Proceeds from issuance of securitized debt.

Principal payments on securitized debt

Net change in secured revolving credit fACIIItIES ........coerieiririeriiirieie et

Proceeds from issuance of Non-securitized debt ...........cccoiuieiiriiiiiiiiiie et

Principal payments on non-securitized debt.........c..ccoiiriiiiiiiiiiiieee e

Net change in notes and debt outstanding under revolving credit facilities..

DEDE ISSUANCE COSES...uviuvieuiiitiitieteeteetestesteettestesteestesteeseesesteeseessesseessenseeseesseseaseessessesssensanseessensenseeseensesseessensasseensasens

Proceeds from financed 1€ase ODIIZAtIONS .........ccerueuiriiriiiiirieieeet ettt st

ISSUANCE OF COMIMON STOCK ....vieviiiiiiieiiieti ettt ettt ettt e s e et eete et e beebeeseesaesseesseseessensesbeeneensesseensensanns

STOCK ISSUAINCE COSES ...vrvveutieuieuieteetietesteestestesseestessesteeseessesseesseseessessensaeseessesseessensanseessessenseessessesseessensesseensensesseensenses

Proceeds from exercise of stock options

Dividends paid by subsidiaries to non-Controlling INTETESt ..........cc.everieiririeirerieieieeree e

Other fINANCING ACTIVITIES ...veteutiiirieieiiet ittt b ettt ettt eb e et b bt et b et et e st s b e st e st eb et et eseeb et eneebesaeneas

Net cash provided by (used in) financing activities....................ccooiriiiiiiiiieee e

Effect of exchange rate changes on cash, cash equivalents and restricted cash.....................coooiiiiiinniine.

Increase (decrease) in cash, cash equivalents and restricted cash ........................ccoooviiiiiiiiiiiccccceeee

Cash, cash equivalents and restricted cash at beginning of the year..

Cash, cash equivalents and restricted cash at end of the year .......................ccoooeiiiiiiiiiciccee e

See Notes to Consolidated Financial Statements
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For the Years Ended October 31,

2019 2018 2017
243 S 368 $ 55
132 140 150

61 71 73
31 4 (6)
7 14 13
(56) — (5)
19 31 49
23 32 28
4 10 7
1)) 5 1
6 43 5
(©)] (23) (28)
141 (109) (125)
“2) (405) (123)
103 (257) 82
(250) 317 159
101 26 (226)
450 267 109
— (251) (1,011)
— 460 659
102 60 28
(134) (113) (102)
(152) (232) (137)
14 11 35
100 3) 9
2 2 1)
(68) (66) (520)
363 339 322
(316) (364) (336)
12 135 111
209 3,048 582
(1,044) (2,920) (489)
527 (10) (112)
(©)] (41) (29)
22 63 61
— - 256
— — (11)
4 8 12
(24) (27) (26)
() (17) (3)
(258) 414 338
(12) (10) (3)
112 605 (76)
1,445 840 916
1,557 $ 1,445 $ 840



(in millions)

Navistar International Corporation and Subsidiaries

Balance as of October 31, 2016

Net income.........ccccoeueueeeee
Total other comprehensive
Stock-based compensation

Stock ownership programs

income..........

Consolidated Statements of Stockholders’ Deficit

Cash dividends paid to non-controlling
INEETESL......vnieeiiciciceieeiet et

Issuance of common stock

Stock iSsuance Costs............coeveeveereeenenenn

Balance as of October 31, 2017

NEt INCOME.......c.oeviveeeeeeeriieeieee e

Balance as of October 31, 2018
NEt INCOME.......c.oevevereeieriieeieie e
Total other comprehensive income..........

ASC-606 modified retrospective
AdOPLION. ...t

Stock-based compensation......................

Stockholders'
Series D Common Equity
Convertible Accumulated Stock Attributable
Junior Additional Other Held in to Non-
Preference  Common Paid-in Accumulated  Comprehensive  Treasury, controlling
Stock Stock Capital Deficit Income (Loss) at cost Interests Total
2 3 9 $ 2499 $ (4,963) $ (2,640) $ (205) $ 5 $(5293)
— — — 30 — — 25 55
— — — — 429 — — 429
— — 6 — — — — 6
— — (15) — — 26 — 11
— — — — — — (26) (26)
— 2 254 — — — — 256
— — (11) — — — — (11)
— (1) — — — — — (1)
2 3 10 § 2733 § (4,933) $ 2,211) $ 179) $ 4 8 4574)
— — — 340 — — 28 368
— — — — 291 — — 291
— — 10 — — — — 10
— — (11) — — 18 — 7
— — — — — — 27 (27)
— — (1) — — — — (1)
2 3 10 $ 2731 $ (4,593) $ (1,920) $ (161) $ 5 % (3,926)
— — — 221 — — 22 243
— — — — 8 — — 8
— — — (37) — — — (37
— — 11 — — — — 11
— — (12) — — 14 — 2
— — — — — — 24) (24)
2 3 10 $ 2,730 $ 4,409) $ 1,912) $ (147) $ 3 % (3,723)

See Notes to Consolidated Financial Statements
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Navistar International Corporation and Subsidiaries

Notes to Consolidated Financial Statements

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

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

Our fiscal year ends on October 31. As such, all references to 2019, 2018, and 2017 contained within this Annual Report on
Form 10-K relate to the fiscal year, unless otherwise indicated.

Basis of Presentation and Consolidation

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

Variable Interest Entities

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

We are the primary beneficiary of our Blue Diamond Parts, LLC ("BDP") joint venture with Ford Motor Company ("Ford"). As
a result, our Consolidated Balance Sheets include assets of $32 million and $39 million, respectively, and liabilities of $4
million, for both periods, as of October 31, 2019 and 2018. Assets include $2 million and $4 million of cash and cash
equivalents as of October 31, 2019 and 2018, respectively, which are not readily available to satisfy claims against our general
assets. The creditors of BDP do not have recourse to our general credit. In October 2019, Ford notified the Company of its
intention to dissolve the BDP joint venture effective October 2021.

Our Financial Services segment consolidates several VIEs. As a result, our Consolidated Balance Sheets include secured assets
of $927 million and $994 million as of October 31, 2019 and 2018, respectively, and liabilities of $838 million and $852
million as of October 31, 2019 and 2018, respectively, all of which are involved in securitizations that are treated as asset-
backed debt. In addition, our Consolidated Balance Sheets include secured assets of $537 million and $370 million as of
October 31, 2019 and 2018, respectively, and corresponding liabilities of $279 million and $205 million, at the respective dates,
which are related to other secured transactions that do not qualify for sale accounting treatment, and therefore, are treated as
borrowings secured by operating and finance leases. Investors that hold securitization debt have a priority claim on the cash
flows generated by their respective securitized assets to the extent that the related VIEs are required to make principal and
interest payments. Investors in securitizations of these entities have either no recourse, or limited recourse, to our general credit.

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

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

Related Party Transactions

We have a series of commercial relationships and agreements with TRATON SE and certain of its subsidiaries and affiliates
("TRATON Group"), who holds 16.8% of our common stock, for royalties related to use of certain engine technology, contract
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manufacturing operations performed by us, the sale of engines, the sale and purchase of parts, and a procurement joint venture.
We have also entered into development agreements with TRATON Group involving certain engine and transmission projects.
This development work is being expensed as incurred. Revenue recognized for the years ended October 31, 2019, 2018 and
2017 was approximately $157 million, $146 million and $119 million, respectively. Net expenses incurred for the years ended
October 31, 2019, 2018 and 2017 were $37 million, $27 million and $7 million, respectively, included primarily in Engineering
and product development costs in our Consolidated Statements of Operations. Our receivable from TRATON Group was $13
million and $10 million as of October 31, 2019 and 2018, respectively. Our payable to TRATON Group was $55 million and
$25 million as of October 31, 2019 and 2018, respectively.

We have an exclusive long-term agreement to supply military and commercial parts and chassis to our former defense business,
ND Holdings, LLC (“Navistar Defense”), in which we retain a 30% ownership interest. We also entered into an intellectual
property agreement and a transition services agreement. For the year ended October 31, 2019, revenue recognized was
approximately $57 million. As of October 31, 2019, our receivables from Navistar Defense were $29 million.

Cash and Cash Equivalents

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

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

Marketable Securities

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

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

Derivative Instruments

We utilize derivative instruments to manage certain exposure to changes in foreign currency exchange rates, interest rates, and
commodity prices. The fair values of all derivative instruments are recognized as assets or liabilities at the balance sheet date.
Changes in the fair value of these derivative instruments are recognized in our operating results or included in AOCL,
depending on whether the derivative instrument is a fair value or cash flow hedge and whether it qualifies for hedge accounting
treatment. We elected to apply the normal purchase and normal sale exclusion to certain commodity contracts that are entered
into to be used in production within a reasonable time during the normal course of business. For the years ended October 31,
2019, 2018, and 2017, we elected not to use hedge accounting and all changes in the fair value of our derivatives, except for
those qualifying under the normal purchases and normal sales exception, were recognized in our operating results.

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

Trade and Finance Receivables

Trade Receivables

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

Finance Receivables

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

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

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

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

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

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

Sales of Trade and Finance Receivables

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

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

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

Allowance for Doubtful Accounts

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

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

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

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

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

Inventories

Inventories are valued at the lower of cost and net realizable value ("NRV"). Cost is principally determined using the first-in,
first-out method. Our gross used truck inventory was $200 million at October 31, 2019 compared to $154 million at October 31,
2018, offset by reserves of $37 million and $31 million, respectively.

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

The following table presents our used truck reserve:

For the Years Ended October 31,

(in millions) 2019 2018 2017
Balance at beginning Of PEriod..........cccvivieiieriiiieieiieieee ettt se e sbe e sre e $ 31 § 110 $ 208
Additions charged to eXPEnSE™ ..o reeeeeeeeeeeeeeeeeeeeee e s e ee e eeeeee 69 50 111
Deductions/Other adjustments™...............c..ccuurrrrerreemimmnnrenerssseessssssssssessssseseenens (63) (129) (209)
Balance at end Of PEriod........cc.ociiiiiiiiiiiiiciecece ettt ettt ettt ens $ 37 % 31§ 110
(A) Additions charged to expense reflects the increase of the reserve for inventory on hand.
B) Deductions/Other adjustments include reductions of the reserve related to the sale of units.
Property and Equipment

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

The ranges of estimated useful lives are as follows:

Years
BUILAINES. ...ttt ettt ettt ettt e st e e bt et e ets e beesseeaeesseeseesseeseessessbesseessesbeessasbeesseseensesseenseereennas 20-50
Leasehold IMPIOVEMENLS.........ccveruieieeiieieeteiestete st ete et e e et et e esee st enee st enseeseensesseensesseenseessenseessenseenseseensenseensesneanses 3-20
Machinery and EQUIPIMIENL ...........c.eecuivieriiieereieeteeeete et eteeteeteesee st essesseesseeseessesseesseessesseessesseessesseessesseessesseessesseensas 3-12
Furniture, fixtures, and @qQUIPIMENL .............coooiiiieiieiieeciiee ettt eae st e e sse e sessaeseestenseessesseensenseensesneenses 3-15
EqQuipment 16aSed 10 OtHETS.........ccuiiiiiiiiiiiicie ettt ettt et e te e s ee et e e ra e b e etaebeesbebeessesbeesseeseesseereennas 1-10

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

We depreciate trucks, tractors, and trailers leased to customers under operating lease agreements on a straight-line basis to the
equipment's estimated residual value over the lease term. The residual values of the equipment represent estimates of the value
of the assets at the end of the lease contracts and are initially recorded based on estimates of future market values. Realization
of the residual values is dependent on our future ability to market the equipment. We review residual values periodically to
determine that recorded amounts are appropriate and the equipment is not impaired.
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Maintenance and repairs of property and equipment are expensed as incurred. We capitalize replacements and improvements
that increase the estimated useful life or productive capacity of an asset and we capitalize interest on major construction and
development projects while in progress.

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

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

During 2019, we identified a triggering event related to continued economic weakness in Brazil and the initiation of strategic
cost reduction actions in the Brazilian asset group, which is included in the Global Operations segment. As a result, we
estimated the recoverable amount of the asset group and determined that the sum of the undiscounted future cash flows exceeds
the carrying value and the asset group was not impaired. It is reasonably possible that within the next twelve months, we could
recognize impairment charges if we experience adverse changes in our business including further declines in profitability due to
changes in volume, market pricing, cost, or the business environment. Significant adverse changes to our business environment
and future cash flows, or our inability to realize cost savings from our restructuring activities, could cause us to record
impairment charges in future periods, which could be material.

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

Goodwill and Other Intangible Assets

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

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

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

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

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

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

The ranges for the amortization periods are generally as follows:

Years
Customer base and relatiONSHIPS ..........cciccviiiiiriiiieiiiiee sttt ettt st e e e e reeae s e esbesteesbesseesseessesseessesseessesenses 3-15
TTAACIMATKS .....oueeiiiiiiiieiiet ettt bttt ettt b e bt e b e bt s bt sb e b bt s et st et et et ea e e st e bt e bt e bt e bt sh et benten 20
ORI ...ttt ettt et e ettt e e e e s teesaeshe e s b e st e esbeeteesb e et s enbeeRtaa b e e Rt e bt eRe e heeraeeaeerbeeteesbeeteenbeessenbeeteenbeereenreenes 3-18

Investments in Non-consolidated Affiliates

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

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

Debt Issuance Costs

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

Pensions and Postretirement Benefits

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

Engineering and Product Development Costs

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

Advertising Costs

Advertising costs are expensed as incurred and are included in SG&A expenses. These costs totaled $31 million, $31 million,
and $26 million for the years ended October 31, 2019, 2018, and 2017, respectively.

Contingency Accruals

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

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

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

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

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

When we identify cost effective opportunities to address issues in products sold or corrective actions for safety issues, we
initiate product recalls or field campaigns. As a result of the uncertainty surrounding the nature and frequency of product recalls
and field campaigns, the liability for such actions are generally recorded when we commit to a product recall or field campaign.
Each subsequent quarter after a recall or campaign is initiated the recorded liability balance is analyzed, reviewed, and adjusted
if necessary to reflect any changes in the anticipated average cost of repair or number of repairs to be completed prospectively.
Included in 2019 warranty expense were $27 million of charges related to new campaign issuances as well as changes in
estimates of previously issued campaigns, as compared to $10 million and $21 million in 2018 and 2017, respectively. The
charges were primarily recognized as adjustments to pre-existing warranties. As we continue to identify opportunities to
improve the design and manufacturing of our engines we may incur additional charges for product recalls and field campaigns
to address identified issues.

Optional extended warranty contracts can be purchased for periods ranging from one to ten years. Warranty revenues related to
extended warranty contracts are amortized to income, over the life of the contract, (a) in 2019 in proportion to the costs
expected to be incurred in satisfying the obligation under the contract and (b) in 2018 and 2017 using the straight-line method.
Costs under extended warranty contracts are expensed as incurred. We recognize losses on defined pools of extended warranty
contracts when the expected costs for a given pool of contracts exceed related unearned revenue.

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

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

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

For the Years Ended October 31,

(in millions) 2019 2018 2017
Balance at beginning of PEIiod.........c.cooviuieviuieieeiceeeeceeeeeee et $ 529 § 629 § 818
Costs accrued and revenues deferred ..........coovevvivierieiieneiieeceeeeee e 249 211 199
Currency translation adjustment...........c.cceevviiieriiiiierie ettt — 1 (1)
Adjustments to pre-existing Warranties™ ...............o.coooovvooeeeeeeeeeeeereeeeeeeeeee e 3 9) (1)
Payments and revenues reCOZNIZEd. ........c.ocoviiuieriiirieriiieeeie ettt (283) (303) (386)
Other adFUStMENTS™ ..o 12 — —
Balance at end Of Period..........ccvieuiiiiiiiiiiiicie ettt ettt 510 529 629
Le8S: CUITENE POTLION.....ccueeiieeierieeieieetesteete st eaeseeeaesteessesseessesssesseessenseessenseessesseessesseenss 233 255 307
Noncurrent accrued product warranty and deferred warranty revenue............cccccoevveeveevennnnn. $ 277 § 274 § 322

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

(B) Other adjustments include a $14 million increase in revenues deferred in connection with the adoption of the new revenue standard (as defined below
regarding Financial Accounting Standards Board ("FASB") Accounting Standards Codification ("ASC") 606), partially offset by a $2 million reduction in
liability related to the sale of a majority interest in our defense business, Navistar Defense.

In 2019, we recognized a net benefit of $14 million related to extended warranty contracts on our proprietary Big-Bore engines,
which includes a benefit of $13 million related to pre-existing warranties. In 2018, we recognized a net benefit of $29 million
related to extended warranty contracts on our proprietary Big-Bore engines, which includes a benefit of $33 million related to
pre-existing warranties. In 2017, we recognized a net charge of $8 million related to extended warranty contracts on our
proprietary Big-Bore engines, which includes a charge of $3 million related to pre-existing warranties.

Stock-based Compensation

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

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

Foreign Currency Translation

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

For foreign subsidiaries whose functional currency is the U.S. dollar, we remeasure non-monetary balance sheet accounts and
the related income statement accounts at historical exchange rates. Gains and losses arising from fluctuations in currency
exchange rates on transactions denominated in currencies other than the functional currency are recognized in earnings as
incurred. We recognized net foreign currency transaction losses of $4 million, $2 million, and $16 million in 2019, 2018, and
2017, respectively, which were recorded in Other expense, net.
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Income Taxes

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

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

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

Earnings Per Share

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

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

Use of Estimates

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

Concentration Risks

Our financial condition, results of operations, and cash flows are subject to concentration risks related to our significant
unionized workforce. As of October 31, 2019, approximately 7,400, or 98%, of our hourly workers and approximately 700, or
13%, of our salaried workers, are represented by labor unions and are covered by collective bargaining agreements. In January
2019, certain of our United Automobile, Aerospace and Agricultural Implement Workers of America ("UAW") represented
employees executed a new six-year master collective bargaining agreement with a ratification date of December 17, 2018 that
replaced the prior agreement which expired in October 2018. Our future operations may be affected by changes in
governmental procurement policies, budget considerations, and political, regulatory and economic developments in the U.S.
and certain foreign countries (primarily Canada, Mexico, and Brazil).

Recently Adopted Accounting Standards

In March 2018, the Financial Accounting Standards Board ("FASB") issued ASU No. 2018-05, "Income Taxes (Topic 740):
Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 118". This ASU updates the income tax
accounting in GAAP to reflect the SEC's interpretive guidance released on December 22, 2017, when the Tax Cuts and Jobs Act
(H.R.1) (the "Tax Act") was signed into law. We adopted this ASU on November 1, 2018. See Note 12, Income taxes for
additional information.

In March 2017, the FASB issued ASU No. 2017-07, "Compensation—Retirement Benefits (Topic 715): Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost". This ASU requires that an employer
disaggregate the service cost component from the other components of net periodic benefit cost. In addition, only the service
cost component will be eligible for capitalization. The amendments in this update are required to be applied retrospectively for
the presentation of the service cost component and the other components of net periodic benefit cost in the Consolidated
Statement of Operations and prospectively, on and after the adoption date, for the capitalization of the service cost component
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of net periodic benefit cost in assets. This ASU is effective for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2017, with early adoption permitted. We adopted this ASU on November 1, 2018, using a
retrospective approach, which resulted in a reclassification of certain net periodic benefit costs from Selling, general and
administrative ("SG&A") expenses to Other expense, net in our Consolidated Statements of Operations of in the amounts of
$94 million and $127 million for the years ended October 31, 2018 and 2017, respectively. See Note 11, Postretirement benefits
for additional information.

In November 2016, the FASB issued ASU No. 2016-18, "Statement of Cash Flows: Restricted Cash" (Topic 230). This ASU
requires that a statement of cash flows explain the change during the period in the total of cash, and cash equivalents, including
amounts generally described as restricted cash or restricted cash equivalents. Therefore, amounts generally described as
restricted cash and restricted cash equivalents should be included with cash and cash equivalents when reconciling the
beginning-of-period and end-of-period total amounts shown on the statement of cash flows. This ASU is effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15, 2017. We adopted this ASU on November 1,
2018 using a retrospective transition approach.

The following table provides changes to our Consolidated Statements of Cash Flows for the years ended October 31, 2018 and
2017:

. Effects of
(in millions) “Standard” Stanard AsReported
Year ended October 31, 2018
Cash flows from investing activities
Net change in restricted cash and cash equivalents $ 9 9 9 $ —
Net cash used in investing activities (57) 9) (66)
Increase in cash, cash equivalents and restricted cash 614 9 605
Cash, cash equivalents and restricted cash at beginning of the period 706 134 840
Cash, cash equivalents and restricted cash at end of the period 1,320 125 1,445
. Effects of
(in millions) “Standard Standard As Reported
Year ended October 31, 2017
Cash flows from investing activities
Net change in restricted cash and cash equivalents $ (22) $ 22 % —
Net cash used in investing activities (542) 22 (520)
Decrease in cash, cash equivalents and restricted cash (98) 22 (76)
Cash, cash equivalents and restricted cash at beginning of the period 804 112 916
Cash, cash equivalents and restricted cash at end of the period 706 134 840

In May 2014, the FASB issued ASU No. 2014-09, "Revenue from Contracts with Customers" (“ASC 606”), which supersedes
the revenue recognition requirements in ASC 605, "Revenue Recognition." This ASU is based on the principle that revenue is
recognized to depict the transfer of goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods or services. This ASU also requires additional disclosure about the
nature, amount, timing and uncertainty of revenue and cash flows arising from customer contracts, including significant
judgments and changes in judgments and assets recognized from costs incurred to obtain or fulfill a contract. In August 2015,
the FASB issued ASU No. 2015-14, which postponed the effective date of ASU No. 2014-09 to fiscal years, and interim periods
within those fiscal years, beginning after December 15, 2017, with early adoption permitted on the original effective date for
fiscal years beginning after December 15, 2016. We analyzed the impact of the ASU on our portfolio of customer contracts
which resulted in changes in the timing and the amount of revenue recognized and gross versus net accounting for certain
revenue streams in comparison with previous guidance.

On November 1, 2018, we adopted the new accounting standard ASC 606, "Revenue from Contracts with Customers" and all
the related amendments (“new revenue standard”) using the modified retrospective method to all contracts. The comparative
information has not been restated and continues to be reported under the accounting standards in effect for those periods. Based
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on our assessment, the cumulative effect adjustment upon adoption of the new revenue standard had a $37 million impact on
our Accumulated deficit. The primary impacts include an increase in Accumulated deficit due to an increase in the refund
liability owed to our customers for future returns of core components. Previously our refund liability was recorded net of our
future trade-in value to our suppliers. Under the new revenue standard, we record a liability for the amounts owed to our
customers and a deposit asset for the amount we are currently eligible to receive from our suppliers. An additional increase
relates to a change in the recognition pattern of revenue for extended warranty contracts. Revenue from these contracts was
recognized on a straight-line basis over the life of the contract. Under the new revenue standard, revenue for extended warranty
contracts is recorded in proportion to the costs expected to be incurred in satisfying the obligations based on historical cost
patterns over the life of similar contracts.

The increase in Accumulated deficit is partially offset by certain contracts where revenue recognition occurred as units were
delivered and accepted. Under the new revenue standard, when the contract transfers control of a good to a customer as services
or production occurs, revenue is recognized over time. An additional decrease in Accumulated deficit relates to certain sales that
were recorded as leases or borrowings as we retained control in the leased property. Under the new revenue standard, revenue is
recognized upon transfer of control for these transactions, less the value of any guarantees provided to the customer. The
adoption of the new revenue standard resulted in changes in the classification of Sales and revenues, net and Costs of products
sold in our Consolidated Statements of Operations. The new revenue standard also resulted in changes in the classification of
certain assets and liabilities in our Consolidated Balance Sheets.

We have revised our relevant policy and procedures and provided expanded revenue recognition disclosures based on the new
qualitative and quantitative disclosure requirements of the standard in Note 2, Revenue.

The cumulative effects of the adjustments made to our November 1, 2018 Consolidated Balance Sheet for the adoption of the
new revenue standard were as follows:
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Balance at Change Due Balance at

October 31, to New November 1,
(in millions) 2018 Standard 2018

ASSETS ..ottt ettt ettt et te b e ete e be et eaeeneas
CUITENE ASSELS...euvevreereiieieetieteeeesteetesseetesseestesseesesseessesseensessaenseessesseassessesssesseenses

Trade and other receivables, net' $ 456 $ (18) $ 438

TNVENTOTIES, NET ...vviiiiieieiieee ettt ettt e et e e et e e e e e aaeeeesesaseeeesesenaneeeesas 1,110 (28] 1,019

Other CUITENT ASSELS .....eeveevierierierietiere ettt ste e ste e e te s e steessesteesseereesseeseens 189 101 290

TOtAl CUITENE ASSELS ..vveiiieeeiiiee ittt et e e e e e e e e e esaeeeeeeseaaaeeeesas 5,136 () 5,128

Property and eqUIPMENt, NEt..........coccvevuieriiiieieieeieceee et 1,370 (109) 1,261

DEfEITEd tAXES, NEL....vviiiiieeiieee ettt ettt e e e et e eeese et eeesesaaaeeeeesenaeeeeesas 121 1 122

Other NONCUITENT ASSCLS.......cueeevieeierierieiteeteeteetesteetesteesesteebe e e eseereesseessesseeseesreennas 113 3) 110

TOtAL ASSOES ...t e e e e e e eae e e et eeeeaeeeeanes $ 7230 $ (119) $ 7,111

LIABILITIES and STOCKHOLDERS’ DEFICIT
Liabilities

Notes payable and current maturities of long-term debt $ 946 $ (15) $ 931

Other current HabIIITIES .......cc.vviiieiieiieeeecee et e e e s saee e 1,255 13 1,268

Total current HaDIITIES .....c.vvvveeiieeeeieee ettt ee e e e e et eeeesenaaeeee e 3,807 2) 3,805

Long-term debt ........ccviiuiiiiciiciiceeeeee e e 4,521 (58) 4,463

Other noncurrent labilities ..........c.eeeieeiiiiiiiiieeie et 731 (22) 709

Total Habilities ................c.ocooviiiiiiieccece e 11,156 (82) 11,074

Stockholders’ deficit™ ...................co.cooiviiieeceeee e

Total stockholders’ deficit attributable to Navistar International Corporation.. (3,931) 37 (3,968)

Total liabilities and stockholders’ deficit.................ccceevvveeiviieeeenennne. $ 7230 $ (119) $ 7,111

(A) During the fourth quarter of 2019, we identified additional transition adjustments of $10 million related to the impact of certain core component transactions. As a
result, Trade and other receivables, net was reduced by $10 million and Accumulated deficit was increased by a corresponding amount in our November 1, 2018
Consolidated Balance Sheet. The correction increased our cumulative effect adjustment upon adoption of the new revenue standard from $27 million to $37 million.

The following reconciles amounts as they would have been reported under the prior standard to current reporting:

Year ended October 31, 2019®

Under Prior Ef{\?zs of As Reported
(in millions) Standard Standard
Sales of manufactured products, net $ 11,102 $ 41) $§ 11,061
Costs of products sold 9,301 (56) 9,245
Interest expense 315 3) 312
Income before income tax 244 18 262
Income tax expense (19) — (19)
Net income $ 225§ 18 $ 243

(A) Our Consolidated Statements of Operations for the year ended October 31, 2019 includes two months of the operating activity of Navistar Defense prior to
the sale of a majority interest in our former defense business. See Note 3 Restructurings, Impairments and Divestitures for additional information.
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As of October 31, 2019
Effects of
Under Prior New
(in millions) Standard Standard As Reported
ASSETS
Current assets
Trade and other receivables, net $ 362§ 24) $ 338
Inventories, net 968 57 911
Other current assets 208 69 277
Total current assets 4,964 (12) 4,952
Property and equipment, net 1,513 (204) 1,309
Deferred taxes, net 116 1 117
Other noncurrent assets 116 9 107
Total assets $ 7,141 $ (224) § 6917
LIABILITIES and STOCKHOLDERS’ DEFICIT
Liabilities
Current liabilities
Notes payable and current maturities of long-term debt $ 883 § (12) $ 871
Other current liabilities 1,349 14 1,363
Total current liabilities 3,573 2 3,575
Long-term debt 4,363 (46) 4,317
Other noncurrent liabilities 796 (151) 645
Total liabilities 10,835 (195) 10,640
Stockholders’ deficit
Total stockholders’ deficit attributable to Navistar International Corporation (3,697) (29) (3,726)
Total liabilities and stockholders’ deficit $ 7,141 $ (224) $ 6917

(A) Our Consolidated Balance Sheet as of October 31, 2019 does not include the impact of Navistar Defense due to the sale of a majority interest in our
former defense business. See Note 3, Restructurings, Impairments and Divestitures for additional information.

Recently Issued Accounting Standards

In February 2018, the FASB issued ASU No. 2018-02, "Income Statement - Reporting Comprehensive Income" (Topic 220).
This ASU provides guidance on a reclassification from accumulated other comprehensive income to retained earnings for the
effect of the tax rate change resulting from the Tax Act. The amendments eliminate the stranded tax effects resulting from the
Tax Act and will improve the usefulness of information reported to financial statement users. This ASU is effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15, 2018, with early adoption permitted. This
ASU is effective for us in the first quarter of fiscal 2020. The adoption of this guidance will result in a decrease to Accumulated
deficit and an increase of Accumulated other comprehensive loss on our Consolidated Balance Sheet in the amount of $189
million related to the reclassification of the stranded tax effects on November 1, 2019.

In August 2018, the FASB issued Accounting Standard Update ("ASU") No. 2018-15, "Intangibles-Goodwill and Other-
Internal-Use Software (Subtopic 350-40) Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement". This ASU
provides guidance on evaluating the accounting for fees paid by a customer in a cloud computing arrangement (hosting
arrangement) and determining when the arrangement includes a software license. This ASU is effective for fiscal years, and
interim periods within those fiscal years, beginning after December 15, 2019, with early adoption permitted. This ASU is
effective for us in the first quarter of fiscal 2021, and we expect to early adopt this ASU in the first quarter of 2020. We do not
expect our adoption of this ASU to have a material effect on our consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments - Credit Losses: Measurement of Credit Losses on
Financial Instruments” (Topic 326), and subsequently issued various ASUs to clarify the implementation guidance in ASU
2016-13. This ASU sets forth an expected credit loss model which requires the measurement of expected credit losses for
financial instruments based on historical experience, current conditions and reasonable and supportable forecasts. This replaces

71



Navistar International Corporation and Subsidiaries
Notes to Consolidated Financial Statements—(Continued)

the existing incurred loss model and is applicable to the measurement of credit losses on financial assets measured at amortized
cost, and certain off-balance sheet credit exposures. This ASU is effective for fiscal years, and interim periods within those
fiscal years, beginning after December 15, 2019, with early adoption permitted. Adoption will require a modified retrospective
transition. This ASU is effective for us in the first quarter of fiscal 2021. The impact of this ASU on our consolidated financial
statements will primarily result from our Financial Services operations and certain financial guarantees, and will largely depend
on economic conditions and forecasts existing at the time of adoption.

In February 2016, the FASB issued ASU No. 2016-02, "Leases" (Topic 842), including subsequently issued ASUs to clarify the
implementation guidance in ASU 2016-02 (“new lease standard”). This ASU requires lessees to recognize, on the balance sheet,
assets and liabilities for the rights and obligations created by leases of greater than twelve months. The accounting by lessors
will remain largely unchanged. This ASU is effective for fiscal years, and interim periods within those fiscal years, beginning
after December 15, 2018, with early adoption permitted.

On November 1, 2019, we adopted the new lease standard using the optional modified retrospective basis. We elected the
“package of practical expedients”, which permits us not to reassess under the new lease standard our prior conclusions about
lease identification, lease classification and initial direct costs. We also elected the practical expedient related to land easements,
but did not elect the use-of-hindsight. For lessor accounting, we elected to exclude taxes collected from customers, such as sales
and use and value added, from the measurement of lease income and expense.

Based on our preliminary assessment, the cumulative effect adjustment upon adoption of the new lease standard will have an
immaterial impact on our Accumulated deficit. We evaluated our lease population to assess the effect of the guidance on our
consolidated financial statements and will record lease liabilities and right-of-use assets for operating leases related to certain
property and equipment. We are in the process of finalizing the assessment of the impact upon adoption and we currently
estimate the right-of-use assets and lease liabilities as of November 1, 2019 will range from $125 million to $160 million. The
new lease standard will also result in changes in the classification of certain sales that were recorded as borrowings, as we
retained control of the related equipment, in Long term debt in our Consolidated Balance Sheets. Under the new lease standard,
these transactions will be classified as operating lease liabilities recognized as Other noncurrent liabilities in our Consolidated
Balance Sheets. In addition, the new lease standard requires lessors to classify cash receipts from leases within operating
activities. As a result, we will present cash receipts from operating leases which were accounted for as borrowings as an
operating cash inflow rather than the current presentation as a financing cash inflow. The impact related to operating leases
accounted for as borrowings on our consolidated financial statements is prospective and will largely depend on our operations
at the time of adoption.

We will revise our relevant policy and procedures and provide expanded lease disclosures based on the new qualitative and
quantitative disclosure requirements of the new lease standard in our Quarterly Report on Form 10-Q for the first quarter of
2020.

2. Revenue

We account for a contract when it has approval and commitment from both parties, the rights of the parties are identified,
payment terms are identified, the contract has commercial substance and collectability of consideration is probable.
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The following tables disaggregate our external revenue by product type for the year ended October 31, 2019 (in millions):

Corporate
Global Financial and
(in millions) Truck Parts Operations Services Eliminations Total
Year Ended October 31, 2019
Truck products and services™® $ 7727 $ — 5 — 3 — 3 12 $ 7,739
Truck contract manufacturing 399 — — — — 399
Used trucks 257 — — — — 257
Engines — 309 232 — — 541
Parts 5 1,930 77 — — 2,012
Extended warranty contracts 113 — — — — 113
Sales of manufactured products, net 8,501 2,239 309 — 12 11,061
Retail financing'® — — — 145 3) 142
Wholesale financing'® — — — 48 — 48
Finance revenues — — — 193 3 190
Sales and revenues, net $ 8501 $§ 2239 § 309 $§ 193 § 9 $11,251

(A) Includes other markets primarily consisting of Bus, Export Truck and Mexico.

(B) Includes military sales of $62 million. In December 2018, we completed the sale of a 70% equity interest in Navistar Defense. See Note 3, Restructurings,
Impairments and Divestitures for additional information.

(C) Retail financing and Wholesale financing revenues in the Financial Services segment include interest revenue of $56 million and $48 million,
respectively, for the year ended October 31, 2019.

Trucks, Truck Contract Manufacturing, Used trucks, Engines and Parts

Revenue for our Truck products and services, certain truck contract manufacturing, Used trucks, certain Engines and Parts is
recognized at a point in time when control is transferred to the customer. Our Trucks, Used trucks, Engines, and Parts have a
standard warranty, the estimated cost of which is included in Costs of products sold. Operating lease and borrowing revenues
are recognized on a straight-line basis over the life of the lease.

Prior to our sale of a 70% equity interest in Navistar Defense, certain truck sales to the U.S. government of non-commercial
products manufactured to government specification were recognized over time as the goods were manufactured. Certain truck
and other contract manufacturing arrangements, unrelated to Navistar Defense, continue to be recognized over time. We
recognize revenue over time when the finished assets have no alternative use and we have a right to payment for work
performed in the event of a contract cancellation or when we create or enhance an asset that the customer controls as it is being
created or enhanced. We recognize revenue using a cost-based input method because it best depicts our progress in satisfying
the performance obligation. The selection of the method requires judgement and is based on the nature of the products or
services to be provided.

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

An allowance for parts sales returns is recorded as a reduction to revenue based upon estimates using historical information
about returns. This includes when we are a reseller of certain service parts that include a core component. A core component is
the basic forging or casting, such as an engine block, that can be remanufactured by a certified remanufacturing supplier. When
a dealer returns a core component within the specified eligibility period, we refund the core return deposit, which is applied to
the customer's account balance.

Extended Warranty Contracts

We sell separately-priced extended warranty contracts that can be purchased for periods ranging from one to ten years.
Warranty revenue related to extended warranty contracts is recognized over the life of the contract in proportion to the costs
expected to be incurred in satisfying the obligation under the contract. Costs under extended warranty contracts are expensed as
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incurred. We recognize losses on NeffiestopGolssofichatedi &inamcialt $ tatemengswhé@ ohn¢immding expected costs for a given
pool of contracts exceed the related deferred revenue.

Retail and Wholesale Financing

Financial Services operations recognize revenue from retail notes, finance leases, wholesale notes, retail accounts, and
wholesale accounts as Finance revenues over the term of the receivables utilizing the effective interest method. Certain direct
origination costs and fees are deferred and recognized as adjustments to yield and are reported as part of interest income over
the life of the receivable. Loans are impaired when we conclude it is probable the customer will not be able to make full
payment according to contractual terms, or when a loan becomes 90 days or more past due. The accrual of interest is suspended
on impaired loans. Finance revenues on these loans are recognized only to the extent cash payments are received. We resume
accruing interest on these accounts when payments are current according to the terms of the loans and future payments are
reasonably assured.

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

Performance Obligations

Generally, revenue from our sales is recognized at a point in time when control is transferred to the customer which generally
occurs upon shipment from our plants and distribution centers or at the time of delivery to our customers. The standard payment
term is less than 30 days, but we may extend payment terms on selected receivables. We have elected the practical expedient
that allows us to not assess whether a contract has a significant financing component when the time between cash collection and
transfer of control is less than one year.

We recognize price allowances, returns and the cost of incentive programs in the normal course of business based on programs
offered to dealers or fleet customers. Estimates are made for sales incentives on certain vehicles in dealer stock inventory based
on historical experience and announced special programs. The estimated sales incentives and returns are adjusted at the earlier
of when the estimate of consideration we expect to receive changes or the consideration becomes fixed. For contracts where
there is more than one performance obligation, discounts are generally allocated to all of the performance obligations in the
contract based on their relative standalone selling prices.

Revenue on bill and hold arrangements is not recognized until after the customer is notified that the product (i) has been
completed according to customer specifications, (ii) has passed our quality control inspections, (iii) is ready for physical
transfer to the customer and (iv) the reason for the bill and hold arrangement is substantive.

We have elected to account for shipping and handling activities that occur subsequent to transfer of control as a fulfillment cost
and not as a separate performance obligation. The costs are recognized as an expense in Costs of products sold when control of
the related performance obligation has transferred to the customer. As a practical expedient, we do not disclose the transaction
price related to order backlogs as they have an original expected duration of less than one year.

We exclude from revenue any sales taxes, value added taxes and other related taxes collected from customers.

The impact of changes to revenue related to performance obligations satisfied in prior periods was not material to our
consolidated financial statements in 2019.

Contract Balances

Most of our contracts are for a period of less than one year. We have certain long-term contract manufacturing and extended
warranty contracts that extend beyond one year. We record deferred revenue, primarily related to extended warranty contracts,
when we receive consideration from a customer prior to transferring goods or services under the terms of a sales contract. This
deferred revenue represents contract liabilities which are included in our Consolidated Balance Sheets as components of current
and long-term liabilities. The amount of manufacturing contract liabilities as of October 31, 2019 is not material to our
consolidated financial statements.

The amount of deferred revenue related to extended warranty programs was $279 million, $255 million, and $271 million at
October 31, 2019, 2018, and 2017, respectively. Revenue recognized under our extended warranty programs was $113 million,
$104 million, and $144 million for the years ended October 31, 2019, 2018, and 2017, respectively. We expect to recognize
revenue under our extended warranty programs of approximately $87 million in 2020, $78 million in 2021, $59 million in
2022, $33 million in 2023, $13 million in 2024 and $9 million thereafter.
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We recognize incremental costs to obtain contracts as an asset if they are recoverable. As a practical expedient, we recognize
the costs of obtaining a contract as an expense when the related contract period is less than one year. We have no contract costs
capitalized as of October 31, 2019.

3. Restructurings, Impairments and Divestitures

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

Manufacturing Restructuring Activities

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

Global Operations restructuring activities

During 2017, we initiated cost-reduction actions impacting our workforce in Brazil. As a result, we recognized restructuring
charges of $6 million in personnel costs for employee separation and related benefits. During 2018, we recognized a benefit of
$1 million upon the completion of these separation actions. These impacts were recorded in our Global Operations segment
within Restructuring charges in our Consolidated Statements of Operations.

During 2019, we ceased production at our MWM Motores engine facility in Jesus Maria, Argentina and initiated structural cost
reductions in Brazil. As a result, we recognized charges of $3 million of inventory reserves and other related charges in Costs of’
products sold and $11 million in Restructuring charges in our Consolidated Statements of Operations in our Global Operations
segment.

Chatham restructuring activities

During 2011, we committed to close our Chatham, Ontario heavy truck plant, which had been idled since June 2009. At that
time, we recognized curtailment and contractual termination charges related to postretirement plans. Based on a ruling
regarding pension benefits received from the Financial Services Tribunal in Ontario, Canada, in the third quarter of 2014, we
recognized additional charges of $14 million related to the 2011 closure of the Chatham, Ontario plant. Unsuccessful efforts to
appeal the ruling in the Ontario court system ended in December 2015. In April 2016, we filed a qualified partial wind-up report
for approval by the Financial Services Commission of Ontario ("FSCQO"). In January 2017, FSCO issued its approval of the
partial wind-up report. In February 2017, we finalized the resolution of statutory severance pay for former employees related to
the closure of our Chatham, Ontario plant, resulting in a charge of $6 million in the first quarter of 2017. During the third
quarter of 2017, we finalized the Chatham closure agreement. This resulted in the release of $66 million in other post-
employment benefit ("OPEB") liabilities. In addition, a pension settlement accounting charge of $23 million was recorded as a
result of lump-sum payments made to certain pension plan participants. These charges and benefits were recorded in our Truck
segment within Restructuring charges in our Consolidated Statements of Operations.

Melrose Park Facility restructuring activities

During 2017, we committed to a plan to cease engine production at our plant in Melrose Park, Illinois (“Melrose Park Facility”)
in 2018. As a result, we recognized charges of $41 million in our Truck segment. The charges included $23 million related to
pension and OPEB liabilities and $8 million for severance pay recorded in Restructuring charges in our Consolidated
Statements of Operations. We also recorded $10 million of inventory reserves and other related charges to Costs of products
sold in our Consolidated Statements of Operations. During 2018, we recognized a benefit of $2 million related to the finalized
cessation of production agreement. This benefit was recorded in our Truck segment within Restructuring charges in our
Consolidated Statements of Operations. Production at the Melrose Park Facility ceased in May 2018.

Asset Impairments

During 2019, 2018 and 2017, we concluded that we had triggering events related to certain assets under operating leases. As a
result, we recorded charges of $6 million, $5 million, and $8 million, respectively, in our Truck segment.

During 2019 and 2018, we concluded that we had triggering events related to certain long-lived assets. As a result, we recorded
a charge of $1 million in our Truck segment. In 2018, we recorded charges of $6 million and $1 million in our Truck segment
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and Financial Services segment, respectively.

During 2018, we concluded that we had triggering events related to the sale of our railcar business in Cherokee, Alabama
requiring the impairment of certain long-lived assets. As a result, we recorded a charge of $2 million in our Truck segment. In
February 2018, we completed the sale of the business.

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

These charges were recorded in Asset impairment charges in our Consolidated Statements of Operations.
See Note 13, Fair Value Measurements, for information on the valuation of impaired operating leases and other assets.
Navistar Defense Divestiture

In December 2018, we completed the sale of a 70% equity interest in Navistar Defense to an affiliate of Cerberus Capital
Management, L.P. The retained interest is accounted for as an equity method investment. In connection with the closing of the
transaction, we entered into an exclusive long-term agreement to supply military and commercial parts and chassis to Navistar
Defense. We also entered into an intellectual property agreement and a transition services agreement concurrent with the sale.

The Navistar Defense purchase price, adjusted for certain calendar year 2018 chargeouts, was approximately $140 million,
which was subject to additional adjustments for working capital, transfers of certain liabilities and commitments, and other
items. The transaction also includes potential additional consideration of up to $17 million, not included in the gain on the sale,
based on cash proceeds from certain contracts which exceed defined thresholds.

During 2019, we recognized a gain on the sale, net of adjustments to the purchase price, in our Truck segment of $51 million in
Other expense, net in our Consolidated Statements of Operations.

4. Finance Receivables

Finance receivables are receivables of our Financial Services operations. Finance receivables generally consist of wholesale
notes and accounts, as well as retail notes, finance leases and accounts. Total finance receivables reported on the Consolidated
Balance Sheets are net of an allowance for doubtful accounts. Total assets of our Financial Services operations net of
intercompany balances were $2.8 billion and $2.6 billion as of October 31, 2019 and 2018, respectively. Included in total assets
of our Financial Services operations are finance receivables of $2.2 billion as of both October 31, 2019 and 2018. We have two
portfolio segments of finance receivables that we distinguish based on the type of customer and nature of the financing inherent
to each portfolio. The retail portfolio segment represents loans or leases to end-users for the purchase or lease of vehicles. The
wholesale portfolio segment represents loans to dealers to finance their inventory.

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

As of October 31,
(in millions) 2019 2018
REAI] POTTFOLIO ....vvieetieeetie ettt ettt ettt ettt ettt et ets et eteesete et ese et essebeasesenserenserensesensens $ 854 $ 720
WHhOILESALE POTLIOLIO. ... .cueivieeiieieeiieteeee ettt ettt ettt ettt e vt et e eteeteere e te et e ebeesaesteensesteesseeseens 1,366 1,460
Total fINANCE TECEIVADIES.........eeiiiiiiiieiie ettt e e e e e etae s eeaneeesnaees 2,220 2,180
Less: Allowance for doubtful CCOUNTS ...........coiiiiiiiiiiiiieiccececteceee ettt et eaeens 23 22
Total fINANCE TECEIVADIES, MEL..........coiiuiiiiiiiieiiieeeeie ettt e e eae e e eaae s eeaneeeenaees 2,197 2,158
Less: Current portion, T8 ettt n e 1,923 1,898
NONCUITENE POTTION, TEE......euveviireeivieeereeeetieeetieeteeeteete e et eseeseseeteseesesseseseseeseseesesseseseesessesensesensesensens $ 274 §$ 260

(A) The current portion of finance receivables is computed based on contractual maturities. Actual cash collections typically vary from the contractual cash
flows because of prepayments, extensions, delinquencies, credit losses, and renewals.
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As of October 31, 2019, contractual maturities of our finance receivables are as follows:

Retail Wholesale
(in millions) Portfolio Portfolio Total
Due in:
202011ttt ettt et et e b e et e b e et et e enbe et e enteeste st eneeseenaeereensenrees $ 592 § 1,366 $ 1,958
2021ttt ettt et te b e te et e te et e ere e be e e e steeraeeteenaenreas 145 — 145
2022ttt ettt et et e b et e b e et et e et e et e enteente st eaeesaeenaeereensenrens 104 — 104
2023ttt e et e et e be b e te b e te et e te et e ettebeeaeesteeraeereenbenreas 49 — 49
2024ttt ettt b et e bt et et e et e et e et e ert e seeneeseenaeereentennenn 15 — 15
TREICATTET ...ttt et ettt et et aa e aeas 4 — 4
Gross fINANCE TECEIVADIES .........ccviiiiiiieiiiie ettt 909 1,366 2,275
Less: Unearned finance INCOME.............ccuevuieiiiuieiiitietectieteete vttt sve e sreeae e esse e 55 — 55
Total fINANCE TECEIVADIES. .........ccviiieiiiiiicie et $ 84 $ 1366 $ 2,220
Securitizations

Generally our Financial Services operations transfer wholesale notes, retail accounts receivable, finance leases, and operating
leases to special purpose entities ("SPEs"), which generally are only permitted to purchase these assets, issue asset-backed
securities, and make payments on the securities issued. Certain operating leases are transferred to a third party without the use
of an SPE. In addition to servicing receivables, our continued involvement in these transactions may include an economic
interest in the transferred receivables and, in some cases, managing exposure to interest rate changes on the securities using
interest rate swaps or interest rate caps. There were no transfers of finance receivables that qualified for sale accounting
treatment as of October 31, 2019 and 2018, and as a result, the transferred finance receivables are included in our Consolidated
Balance Sheets and the related interest earned is included in Finance revenues.

We generally transfer eligible finance receivables into trusts in order to issue asset-backed securities. These trusts are VIEs of
which we are determined to be the primary beneficiary and, therefore, the assets and liabilities of the trusts are included in our
Consolidated Balance Sheets. The outstanding balance of finance receivables transferred into these VIEs was $874 million and
$956 million as of October 31, 2019 and 2018, respectively.

Other finance receivables related to secured transactions that do not qualify for sale accounting treatment were $358 million
and $235 million as of October 31, 2019 and 2018, respectively. For more information on assets and liabilities of consolidated
VIEs and other securitizations accounted for as secured borrowings by our Financial Services operations, see Note 1, Summary
of Significant Accounting Policies.

Finance Revenues

The following table presents the portion of Finance revenues from our Financial Services operations:

As of October 31,

(in millions) 2019 2018 2017
Retail notes and fiNance 1€aSES TEVENUE ...........c.cveviueeuieereeeteeeeteeeete et et eteeeee e s teeseseeseseeseseenens $ 60 $ 50 §$§ 41
WHholesale NOLES INEEIEST........eccveriieieeiieieetieie ettt te st et e s eebesteesbestaesseesaesseessesseensesseensesasensesnnes 118 105 102
OPETatiNg LEASE TEVEIUE ......vecuviiieeiieteeieeteete et ete e steeetesteetsesteessesseesseeseessesssesseessesseessesseessesseessenseans 86 72 68
Retail and wholesale aCCOUNLS INLETESE.......cc.evierierieriieiesiieieseeteeeet et eteseeessesnessesssesseessesseensenseens 33 30 24
GTOSS fINANCE TEVEIUES .....vecviivieeiirieeiecteeie ettt et ste et e b e ete e te e s ebeess e beesseeseenseeseessesseensesssensenseas 297 257 235
Less: INterCOMPANY TEVEIUECS .......cc.eevververiertereereeressesssesseesesseessesseessesssensesseessesssessesssessesssessesssessenns 104 97 93
FINANCE TEVENUES ......c.oovieeeeeeeeeeeeeeee ettt ettt e et e et et et ese et eseeseasetessesensetensetensesnnens $ 193 $§ 160 § 142

5. Allowance for Doubtful Accounts

Our two finance receivables portfolio segments, retail and wholesale, each consist of one class of receivable based on: (i) initial
measurement attributes of the receivables, and (ii) the assessment and monitoring of risk and performance of the receivables.
For more information, see Note 4, Finance Receivables.
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The following tables present the activity related to our allowance for doubtful accounts for our retail portfolio segment,
wholesale portfolio segment, and trade and other receivables:

For the Year Ended October 31,2019

Trade and
Retail Wholesale Other
(in millions) Portfolio Portfolio Receivables Total
Allowance for doubtful accounts, at beginning of period...........cccovevruriruennnne. $ 19 § 3 3 28 $ 50
Provision for doubtful accounts 5 — 1) 4
Charge-off of accounts................ 6) — 6) (12)
Recoveries 2 — — 2
Other™ ...... — — — —
Allowance for doubtful accounts, at end of period............ccoceveevveviierrennnnne. $ 20§ 3 3 21 $ 44
For the Year Ended October 31, 2018
Trade and
Retail ‘Wholesale Other
(in millions) Portfolio Portfolio Receivables Total
Allowance for doubtful accounts, at beginning of period.............ccceevevrvenenenne. $ 17 S 38 28 $ 48
Provision for doubtful accounts 7 — 3 10
Charge-off of accounts............... (7 — ) (8)
Recoveries........ccoeevvecienieeiennen. 3 — — 3
Other'™ ..., (1) — ) (3)
Allowance for doubtful accounts, at end of period $ 19 § 3 9% 28 § 50
For the Year Ended October 31, 2017
Trade and
Retail Wholesale Other
(in millions) Portfolio Portfolio Receivables Total
Allowance for doubtful accounts, at beginning of period..........cccccvevrveveeeennee. $ 19 8 2 8 28 § 49
Provision for doubtful accounts 4 1 2 7
Charge-off of accounts................ (7 — @) ()
Recoveries........cooeveveeceenieenennen. 1 — — 1
Other™ ... — — (1) (1)
Allowance for doubtful accounts, at end of period $ 17 $ 39 28 % 48

(A) Amounts include impact from currency translation.

The accrual of interest income is discontinued on certain impaired finance receivables. Impaired finance receivables include
accounts with specific loss reserves and certain accounts that are on non-accrual status. In certain cases, we continue to collect
payments on our impaired finance receivables.

The following table presents information regarding impaired finance receivables:

October 31, 2019 October 31, 2018
Retail Wholesale Retail Wholesale
(in millions) Portfolio Portfolio Total Portfolio Portfolio Total
Impaired finance receivables with specific loss reserves ........ $ 23§ — $ 23§ 20 $ — $§ 20
Impaired finance receivables without specific loss reserves ... 1 — 1 — — —
Specific loss reserves on impaired finance receivables........... 11 — 11 9 — 9
Finance receivables on non-accrual status..............ccceeveveneene. 24 — 24 20 — 20
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The average balances of the impaired finance receivables in the retail portfolio were $21 million and $19 million for the years
ended October 31, 2019 and 2018, respectively. See Note 13, Fair Value Measurements, for information on the valuation of
impaired finance receivables.

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

October 31, 2019 October 31, 2018
Retail Wholesale Retail Wholesale
(in millions) Portfolio Portfolio Total Portfolio Portfolio Total
Current, and less than 30 days past due .............coceoeveerereennne. $ 753 $ 1365 $ 2,118 $§ 655 $ 1,459 §$ 2,114
30-90 days past dUC.........cceeeverieeeriieieceeie e 76 1 77 51 | 52
Over 90 days past dUuC.........cceeveeveeeecieeieie e 25 — 25 14 — 14
Total finance receivables..........ooovvveveeeeeeeeeeeeeeene. $ 854 §$ 1366 $ 2,220 $§ 720 $ 1,460 $ 2,180

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

As of October 31,

(in millions) 2019 2018
FINISREA PIOAUCES ..ottt ettt ettt et et ae et ae et e e et e s ete s etessete e eae s ereenns $ 640 $ 671
WOTK 11 PLOCESS....ieuietieiieiteeiesieete et ettt et et e et et e teeseesaeesaesaeensesseensassaensaessenseassenseassesseensesssensessnensessen 21 118
RAW MALETIALS....c.vieeiiiicicciecieetec ettt ettt e et e te e st e ete e st e eteesbeeseesbeeasesbeessesteessesteessenseans 250 321
TOtA] INVENLOTIES, TIEL ... eeeeeeeeeeeeeeee et e et e et e e e et e et e e e eeeeeseaeeeaeesneesaeeseeeeneeseneeanes $ 911 $ 1,110

7. Property and Equipment, Net

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

As of October 31,

(in millions) 2019 2018
LLAN ...ttt ettt ettt ettt ettt ettt ettt ettt et et et et et et et etet et eteaetetetetetetenas $ 97 § 92
BUILAINGS ...ttt ettt ettt et e s te e b e s te e be e st e beesbesseess e beesseeseesseeseesseeseesseesaeseensenseas 572 554
Leasehold IMPrOVEIMENLS .........c..ceeeuieiiiieeteiteete ettt ettt eeteeteeteeeveeteeeteereeeteeaesteessestsessesrsessesssenseesseseens 13 24
Machinery and EQUIPIMEGIL ...........ccevvieieriieiertieteeeerteseeteeeessestesseessesseessesseessesseessesseessesseessesssessesssessens 2,031 2,028
Furniture, fixtures, and eqUIPIMENL............c.cocieuiiiieiiiitieieete ettt ettt et ereeae e eaesreeaeeteeveerseereens 471 461
Equipment 18aSed t0 OtHETS.........cccouiiiiiiiiieiicie ettt et te et sbeesaesteessesteessessaessessaessens 562 665
CONSIIUCTION TN PIOZIESS ...veuveevvieriereereeereeteeteeteeteessesseeseeseeseesseseesseseessesseessesssessesssessesssessesssensesssesseans 51 44
Total property and eqUIPMENt, At COST........vivuirrirrierieitieieteeeesteeeesteeeesreestesseesesreessesseesessaesenns 3,797 3,868
Less: Accumulated depreciation and amortiZation ...............ceeveeveeieeuieieereeeeere et eere e ereens 2,488 2,498
Property and eqUIPIMENt, NET ........c.cccveviieiiriieieieete ettt ettt aesteesaesseesbesseesseesaesseessenseas $ 1,309 3 1,370

Certain of our property and equipment serve as collateral for borrowings. See Note 10, Debt, for description of borrowings.
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Equipment leased to others and assets under financing arrangements and capital lease obligations are as follows:

As of October 31,

(in millions) 2019 2018
Equipment 1€aSed 10 OtHETS........ceiiuiiiiiieie ettt sttt s ee e e ese e seenaeseens $ 562 § 665
Less: Accumulated depreCiation...........c.ecvviiuieeieiiierieiietietiereeeereeeesteeeesteeaesteesseseeessesssessessseseessessenns 126 177
Equipment leased t0 Others, Nt ..........coocieririieiieieeiee ettt ens $ 436 $ 488
Buildings, machinery, and equipment under financing arrangements and capital lease obligations ..... $ 20 $ 25
Less: Accumulated depreciation and amoOrtiZation .............c.ccueeeeruieierreereesreerieseereseereeeereeeesseeeesseens 18 21
Assets under financing arrangements and capital lease obligations, net .........c..cccceceverincnenenne. $ 2 8 4

For the years ended October 31, 2019, 2018, and 2017, depreciation expense, amortization expense related to assets under
financing arrangements and capital lease obligations, and interest capitalized on construction projects are as follows:

For the Years Ended October 31,

(in millions) 2019 2018 2017
DEPIreCciation EXPENSE .......cvcvivverieeriirereeteeeeteeeeteeeteeete e eteeeete et ete et eseesesseseseesessesessesenseseneens $ 129 § 133§ 138
Depreciation of equipment leased to Others............ccoecveevieiierieiieiccieeeee e 61 71 73
AMOTTIZATION EXPEIISE ....vvevveeerevieereerierieseesseeseesseeseesseessesseessesssessesssessesssesseessessesssesseessesses — 2 3
INterest CAPItAliZEd .......c.eeeveeeiieiecieceecee ettt ettt ettt e arean 1 2

Certain depreciation expense on buildings used for administrative purposes is recorded in SG&A expenses.

Capital Expenditures

At October 31, 2019, 2018, and 2017, commitments for capital expenditures were $37 million, $36 million, and $27 million,
respectively. At October 31, 2019, 2018, and 2017, liabilities related to capital expenditures that are included in accounts
payable were $46 million, $50 million, and $48 million, respectively.

Leases

We lease certain land, buildings, and equipment under non-cancelable operating leases and capital leases expiring at various
dates through 2030. Operating leases generally have 1 to 20 year terms, with one or more renewal options, with terms to be
negotiated at the time of renewal. Various leases include provisions for rent escalation to recognize increased operating costs or
require us to pay certain maintenance and utility costs. Our rent expense for the years ended October 31, 2019, 2018, and 2017
was $23 million, $40 million, and $49 million, respectively. Rental income from subleases for the years ended October 31,
2019, 2018, and 2017 was $3 million, $5 million, and $11 million, respectively.

Future minimum lease payments at October 31, 2019, for those leases having an initial or remaining non-cancelable lease term
in excess of one year and certain leases that are treated as finance lease obligations, are as follows:
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Capital Operating

(in millions) Lease Obligations Leases Total
2020 ettt $ 1 3 37§ 38
202 et ettt s b ettt et 1 28 29
2022 ettt — 22 22
2023 ettt ettt s h et bt et sb et e be et eae et eae — 18 18
2024 ..ttt — 13 13
TRET@ATTET ... ettt — 31 31

2 8 149 § 151

$ 2

Asset Retirement Obligations

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

8. Goodwill and Other Intangible Assets, Net

For our reporting units with goodwill or intangible assets not subject to amortization, we perform impairment tests on an annual
basis on August 1, or more frequently if circumstances change or an event occurs that would more likely than not reduce the
fair value of a reporting unit below its carrying amount. All of our goodwill is included in our Parts segment. As part of our
goodwill impairment analysis for this reporting unit in the current year, we performed a qualitative assessment. Our intangible
assets that are not subject to amortization includes a trademark in our Brazilian engine reporting unit within our Global
Operations segment of $17 million and $18 million as of October 31, 2019 and 2018, respectively.

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

As of October 31, 2019
Customer Trademarks,
Base and Patents and
(in millions) Relationships Other Total
GrOSS CAITYING VAIUC ..ovviviceiiiiceieeteeeeete ettt $ 66 $ 84 § 150
Accumulated amOTtiZation ............ccueeeveeeiieirieeie et (66) (76) (142)
Net 0f AMOTHZAtION .......o.veeveeeeeieeeeeeeeeeeee e $ — 3 8 3§ 8
As of October 31, 2018
Customer Trademarks,
Base and Patents and
(in millions) Relationships Other Total
GIOSS CAITYING VAIUE .....ovvvinveviieeicteeeeieeeeteeeetee ettt eae et easereae $ 68 $§ 84 152
Accumulated amMOTItiZAtION ..........cc.ccvieveerieiiereeieerecere ettt (66) (74) (140)
Net 0f AMOTtiZation ..........cocvevivveuiieeiieeceieeiereeeeeeee ettt $ 2 3 10 $ 12

We recorded amortization expense for our finite-lived intangible assets of $3 million, $7 million, and $12 million for the years
ended October 31, 2019, 2018, and 2017, respectively. Future estimated amortization expense for our finite-lived intangible
assets for the remaining years is as follows:
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Estimated
(in millions) Amortization

[N i e e \ V]

9. Investments in Non-consolidated Affiliates

Investments in non-consolidated affiliates is comprised of our interests in partially-owned affiliates of which our ownership
percentages range from 30% to 50%. We do not control these affiliates, but have the ability to exercise significant influence
over their operating and financial policies. We account for them using the equity method of accounting. We made no new and
incremental investments in these non-consolidated affiliates for 2019 and 2018.

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

(Unaudited)
(in millions) 2019 2018
Assets:
CUITENE ASSEES......viveevieevitetieteteitete et ete et ete et eseesessesestesessetessetessetessessebessesessesessesessesessesessesessetsssetsssenna $ 186 $ 336
INOTICUITEINE @SSEES...eeuuveeurietieeteeitiesteesteesteesteeeteesteessseesseessseesseessseessassseesseesssessseessseesseessssensesssseanee 128 168
TOUAL ASSEES ...vviivevitceieteetet ettt ettt ettt e ettt ae et as et sas et e s ete s ete s eae s eas et eas et esseseasesnasesnasenn $ 314 $ 504
Liabilities and equity: -
CUITENE HADITEIES ...ttt ettt ettt ettt ae et ee v se e v e s et ssete s ete s etessetssneneas $ 9% 3 307
NONCUITENT HHADIIIEIES . ..evviiiieiiciicieciect ettt ettt sttt e b e beeaseeteesaesaeenseereeneeenas 93 38
TOtAl TADIIIEIES ...c.veevveiieeieciieiceicet ettt ettt ettt et te et esseesbeesaesseeseessesssensesseesseensesseensensens 189 345
Partners' capital and stockholders' equity:
NI et a et e h bbbt b bttt s e ae bbbt bbb st e st e bentens 32 53
TRILA PATLIES....vvivieeiicteei ettt ettt ettt ettt et et e et e te et e e teeaseebeeabeebeesteeseenseeasenseessesseersesseenseteas 93 106
Total partners' capital and stockholders' qUILY ...........ceveeviirierieeieiieeee et 125 159
Total 1iabilitieS and €QUILY ......c.ccveeveeeeieeeeeeeee ettt ettt e ettt re e eaeeneenan $ 314 § 504

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

(Unaudited)
(in millions) 2019 2018 2017
INEL SALES ...ttt ettt ettt ettt ettt et eebe st e b e b et e st esbe st en e et e seeseeseeseeseesensenes $ 391 § 505 § 497
Costs, expenses, and INCOME tAX EXPEIISEC .......eveeverreerrerreerreereereeeesseeseesseesesseesesseessessees 385 507 488
NEL INCOME (10SS) c.vevviereriveteeteeeeteeet ettt ee ettt ete et ereeseneeseneesensesensesesereeseneesens $ 6 $ 2) $ 9

We recorded sales to certain of these affiliates totaling $61 million, $4 million, and $5 million in 2019, 2018, and 2017,
respectively. We also purchased $123 million, $166 million, and $156 million of products and services from certain of these
affiliates in 2019, 2018, and 2017, respectively.

Amounts due to and due from our affiliates arising from the sale and purchase of products and services as of October 31 are as
follows:
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(in millions) 2019 2018
Receivables due from affiliates...........coviieiieiiiiiiiciie et et $ 32 3 1
Payables dUe t0 AffilIAtES ........c.occiiiuiiiiiicicceec ettt sttt e et b et re e 13 22
10. Debt

The following tables present the components of Notes payable and current maturities of long-term debt and Long-term debt in
our Consolidated Balance Sheets:

As of October 31,

(in millions) 2019 2018

Manufacturing operations

Senior Secured Term Loan Credit Agreement, due 2025, net of unamortized discount of $6 and

$7, respectively, and unamortized debt issuance costs of $10 and $11, respectively...................... $ 1556 $§ 1,570

6.625% Senior Notes, due 2026, net of unamortized debt issuance costs of $15 and $17,

L] 111N <] | TSP 1,085 1,083

4.75% Senior Subordinated Convertible Notes, due 2019, net of unamortized discount of $5 and

unamortized debt iSSUANCE COSLS OF $L....c.viiuiiiiiiiiiciieeceee ettt — 405

Loan Agreement related to 6.75% Tax Exempt Bonds, due 2040, net of unamortized debt

issuance costs 0f $5 at DOth dates ...........c.ooiiviiiiieiiiiceceeeee ettt 220 220

Financed 1€ase ODIIZATIONS ...........couieiiirieiiereetiete ettt ettt ettt ete e et et ete et e eteeteereeseereereenas 60 122

ONET ..ottt e e et e e e eae e et e e ete e te e bt etaeeteeeteeetaeeteeeeteeeteeereeeaeeeanas 11 26
Total Manufacturing operations debt..............ccevviivriiieiieicieeieee et 2,932 3,426

LeSS: CULTENE POTLION ....cvviviievieeiiteeeiete ettt et e steeae st esbesteesseeseesseessesseessesseessesseessasseessesseessesssessessens 32 461
Net long-term Manufacturing operations debt .............cccoecvieviieiiiiniiiiieceeceeee e $ 2900 $ 2,965

As of October 31,

(in millions) 2019 2018

Financial Services operations

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

2023, net of unamortized debt issuance costs of $4 at both dates............cccoeveevieveeeieviieieceeeeee, $ 9291 § 948

Senior secured NFC Term Loan, due 2025, net of unamortized discount of $2 and unamortized

debt iSSUANCE COSES OF $4 ...ooviiiieiieiee ettt ettt et te ettt et e s nsenee — 394

Bank credit facilities, at fixed and variable rates, due dates from 2020 through 2025, net of

unamortized debt issuance costs of $1 and $2, respectively .........coovveveieieieieieeeeceeeeeeeee 1,059 519

Commercial paper, at variable rates, program matures in 2022..........cccecvvvevieevenieevieneseeseenennens 84 75

Borrowings secured by operating and finance leases, at various rates, due serially through 2024. 122 105
Total Financial Services operations debt............ccuecverirciiiieiiieieii et 2,256 2,041

LeSS: CUITENE POTION ......viuvieeiitieetieteete et eete et e ete et e ete et eeteeaseeteessesseesseeseesseeseenseessesseesseseessesseessenseas 839 485
Net long-term Financial Services operations debt .............ccoeveviirieriiniieniiieeceee e $ 1417 $§ 1,556

Manufacturing Operations
Senior Secured Term Loan Credit Agreement

On November 6, 2017, we signed a definitive credit agreement relating to a seven-year senior secured term loan credit facility
in an aggregate principal amount of $1.6 billion (“Term Loan Credit Agreement”), guaranteed by Navistar International
Corporation and twelve of its subsidiaries. Under the terms of the Term Loan Credit Agreement, the interest rate on the
outstanding loan is based, at our option, on an adjusted Eurodollar Rate, plus a margin of 3.50%, or a Base Rate, plus a margin
of 2.50%. The Term Loan Credit Agreement requires quarterly amortization payments of $4 million with the balance due at
maturity on November 6, 2024. A portion of the proceeds from the Term Loan Credit Agreement was used to repay all
outstanding loans under our previously existing Senior Secured Term Loan Credit Facility ("Term Loan"), to redeem a portion
of the previously outstanding 8.25% senior notes ("'8.25% Senior Notes") and to pay accrued and unpaid interest thereon, and
pay certain transaction fees and expenses incurred in connection with the new Term Loan Credit Agreement. The remainder of
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the proceeds of the Term Loan Credit Agreement will be used for ongoing working capital purposes and general corporate
purposes.

Upon the repayment of the Term Loan in the first quarter of 2018, we recorded approximately $16 million of charges related to
the extinguishment of unamortized debt issuance costs associated with the Term Loan, included in Other expense, net on our
Consolidated Statements of Operations.

6.625% Senior Notes

On November 6, 2017, we issued $1.1 billion in aggregate principal amount of 6.625% senior notes, due 2026 ("6.625% Senior
Notes"). Interest is payable on the 6.625% Senior Notes on May 1 and November | of each year beginning on May 1, 2018
until the maturity date of November 1, 2025. The proceeds from the 6.625% Senior Notes offering were used to redeem a
portion of our previously existing 8.25% Senior Notes, to pay accrued and unpaid interest thereon, and pay the associated
prepayment premiums, certain transaction fees and expenses incurred in connection with the new 6.625% Senior Notes.

Upon the redemption of the 8.25% Senior Notes balance of $1.45 billion in the first quarter of 2018, we recorded approximately
$30 million of charges related to the extinguishment of unamortized debt issuance costs and tender premiums associated with
the 8.25% Senior Notes, included in Other expense, net on our Consolidated Statements of Operations.

4.75% Senior Subordinated Convertible Notes

During the second quarter of 2014, we completed the private sale of $411 million of convertible notes ("2019 Convertible
Notes"), including a portion of the underwriter's over-allotment option. We received proceeds of $402 million, net of $9 million
of issuance costs. The 2019 Convertible Notes were senior subordinated unsecured obligations of the Company. The 2019
Convertible Notes were fully repaid upon maturity in April 2019, and none were converted into our common stock.

Loan Agreement related to the Tax Exempt Bonds

In October 2010, we benefited from the issuance of certain tax-exempt bond financings, of which: (i) the Illinois Finance
Authority issued and sold $135 million aggregate principal amount of Recovery Zone Facility Revenue Bonds due October 15,
2040, and (ii) The County of Cook, Illinois issued and sold $90 million aggregate principal amount of Recovery Zone Facility
Revenue Bonds also due October 15, 2040 (collectively the "Tax Exempt Bonds"). The Tax Exempt Bonds were issued
pursuant to separate, but substantially identical, indentures of trust dated as of October 1, 2010. The proceeds of the Tax
Exempt Bonds were loaned by each issuer to the Company pursuant to separate, but substantially identical, loan agreements
dated as of October 1, 2010. The proceeds from the issuance of the Tax Exempt Bonds were restricted for capital expenditures
related to financing the relocation of our headquarters, the expansion of an existing warehouse facility, and the development of
certain industrial and testing facilities, together with related improvements and equipment. The payment of principal and
interest on the Tax Exempt Bonds is guaranteed under separate, but substantially identical, bond guarantees issued by NI. The
Tax Exempt Bonds are special, limited obligations of each issuer, payable out of the revenues and income derived under the
related loan agreements and related guarantees. The Tax Exempt Bonds bear interest at the fixed rate of 6.50% per annum,
payable each April 15 and October 15, commencing April 15, 2011. Beginning on October 15, 2020, the Tax Exempt Bonds are
subject to optional redemption at the direction of the Company, in whole or in part, at the redemption price equal to 100% of the
principal amount thereof, plus accrued interest, if any, to the redemption date. In November 2010, we finalized the purchase of
the property and buildings that we developed into our new world headquarters site. As of October 31, 2019, none of the $225
million remains to be reimbursed under the Tax Exempt Bonds.

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

Financed Lease Obligations

We have accounted for as borrowings certain third-party equipment financings by BMO (as defined in Note 14), our preferred
source of retail customer financing for equipment offered by us and our dealers in the U.S. The initial transactions do not
qualify for revenue recognition as we retain control in the leased property. As a result, the proceeds from the transfer are
recorded as an obligation and amortized to revenue over the term of the financing. The remaining obligation will be amortized
through 2024, with interest rates ranging from 3.77% to 5.91%.
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Amended and Restated Asset-Based Credit Facility

In August 2017, we amended and extended our asset-based credit facility ("Amended and Restated Asset-Based Credit
Facility") which was previously due in May 2018. The 2017 amendment extended the maturity date to August 2022 and
reduced the revolving facility from $175 million to $125 million. The borrowing base of the facility is secured by a first priority
security interest in certain of NI's aftermarket parts inventory locations and contains customary covenants, representations and
warranties. Our borrowing capacity under the amended facility is subject to a $13 million liquidity block and is impacted by
outstanding standby letters of credit issued under this facility and the amount of eligible inventory. Borrowings under the
Amended and Restated Asset-Based Credit Facility accrue interest at a rate equal to a base rate or an adjusted LIBOR rate plus
a spread. The spread is 175 basis points for Base Rate borrowings and 275 basis points for LIBOR borrowings. As of October
31, 2019, we had no borrowings but did have availability to borrow under the Amended and Restated Asset-Based Credit
Facility.

Financial Services Operations
Asset-backed Debt

In May 2017, the maturity date of the variable funding notes ("VFN") facility was extended to May 2018, and the maximum
capacity was reduced from $450 million to $425 million. In December 2017, the maturity date of our VFN facility was
extended from May 2018 to December 2018, and the maximum capacity was reduced from $425 million to $350 million. In
November 2018, the maturity of the VFN facility was extended from December 2018 to May 2020. In April 2019, the VFN
facility capacity was temporarily increased from $350 million to $550 million until the earlier of June 28, 2019, or the
completion of a qualifying wholesale asset-backed term facility. In June 2019, the capacity decreased from $550 million to
$350 million, upon the sale of $300 million of two-year investor notes by Navistar Financial Securities Corporation ("NFSC").
Proceeds were used, in part, to replace the $250 million of investor notes that matured in June 2019. The VFN facility and
investor notes are secured by assets of the wholesale note owner trust.

In June 2017, NFSC issued $250 million of two-year investor notes secured by assets of the wholesale note owner trust.
Proceeds were used, in part, to replace the $250 million of investor notes that matured in June 2017.

In September 2018, NFSC issued $300 million of two-year investor notes secured by assets of the wholesale note owner trust.
Proceeds were used, in part, to replace the $300 million of investor notes that matured in September 2018.

Our Mexican financial services affiliate, Navistar Financial, S.A. de C.V., Sociedad Financiera de Objeto Multiple, Entidad
Regulada ("NFM"), issues secured notes, denominated in Mexican pesos, which are secured by retail finance receivables. The
aggregate balance of these notes was $13 million and $31 million, net of issuance costs, at October 31, 2019, and 2018,
respectively. These notes mature at various dates through March 2023.

In January 2018, Truck Retail Accounts Corporation ("TRAC"), a special purpose, wholly-owned subsidiary of NFC, extended
its one-year $100 million revolving facility from April 2018 to January 2019, and in December 2018, the maturity was further
extended to January 2020. In April 2019, the maximum capacity of the TRAC funding facility was increased from $100 million
to $150 million, and further increased to $200 million in October 2019. Borrowings under this facility are secured by eligible
retail accounts receivable.

The majority of the above asset-backed debt is issued by consolidated SPEs and is payable out of collections on the finance
receivables sold to the SPEs. This debt is the legal obligation of the SPEs and not NFC or NFM. Assets used as collateral
include finance receivables, restricted cash and other assets. The carrying amount of the assets used as collateral for asset-
backed debt were $1.3 billion and $1.4 billion at October 31, 2019 and 2018, respectively. See Note 4, Finance Receivables, for
more information on finance receivables used to secure asset-backed debt.

NFC Term Loan and Bank Credit Facilities

On June 1, 2018, in accordance with the terms of the May 2016 amended and extended NFC bank credit facility, the term loan
portion was paid in full and the revolving portion capacity was reduced from $275 million to $269 million. On June 12, 2018,
certain leverage covenants and baskets under the NFC bank credit facility were amended to allow for completion of the senior
secured NFC term loan ("NFC Term Loan") in July 2018. In May 2019, NFC increased the capacity of its revolving bank credit
facility from $269 million to $748 million and extended the maturity from September 2021 to May 2024. The additional
capacity was used to fully repay the NFC Term Loan balance of $398 million. The early repayment of the NFC Term Loan
resulted in the write off of unamortized debt issuance costs and discount of $6 million. The borrowings on the revolving portion
of the facility totaled $623 million and $21 million as of October 31, 2019 and 2018, respectively.
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We borrow funds under various bank credit lines denominated in U.S. dollars and Mexican pesos to be used for investment in
our Mexican financial services operations. As of October 31, 2019, borrowings outstanding under these arrangements were
$437 million, of which 11% was denominated in U.S. dollars and 89% in Mexican pesos. As of October 31, 2018, borrowings
outstanding under these arrangements were $498 million, of which 28% was denominated in U.S. dollars and 72% in Mexican
pesos. The interest rates on the dollar-denominated debt are at a negotiated fixed rate or at a variable rate based on LIBOR, and
the interest rates on peso-denominated debt are based on the Interbank Interest Equilibrium Rate.

Commercial Paper

Effective February 2017, our Mexican financial services operation entered into a five-year commercial paper program for up to
P1.8 billion (the equivalent of approximately $94 million at October 31, 2019). In October 2018, the commercial paper program
was increased to P3.0 billion (the equivalent of approximately $157 million at October 31, 2019).

Borrowings Secured by Operating and Finance Leases

International Truck Leasing Corporation ("ITLC"), a special purpose, wholly-owned subsidiary of NFC, provides NFC with
another source to obtain borrowings secured by leases. The balances are classified under Financial Services operations debt as
borrowings secured by leases. ITLC's assets are available to satisfy its creditors' claims prior to such assets becoming available
for ITLC's use or to NFC or affiliated companies. For the years ended October 31, 2019 and 2018, ITLC issued new borrowings
of $31 million and $38 million, respectively. The balance of these secured borrowings issued by ITLC totaled $91 million and
$105 million as of October 31, 2019 and 2018, respectively. The carrying amount of assets used as collateral was $109 million
and $125 million as of October 31, 2019 and 2018, respectively. ITLC does not have any unsecured debt.

In 2019, NFC issued new borrowings secured by leases of $31 million. The balance of these secured borrowings issued by NFC
totaled $31 million and zero as of October 31, 2019 and 2018, respectively. The carrying amount of assets used as collateral was
$30 million and zero as of October 31, 2019 and 2018, respectively.

Future Maturities

The aggregate contractual annual maturities for debt as of October 31, 2019, are as follows:

Financial
Manufacturin Services
Operations Operations Total
(in millions)
2020 ettt et et e e et et eeteeeteeeteenteeeteeenreeeaeean $ 32 3 839 $ 871
01 TR 48 665 713
2022 e et e e te e b e e taeebeeataeetbe e baeeraeebeeetbeeaeestbeebaenanen 27 67 94
20023 ettt e e ta e et e e etaeeae e te e e b e ebeeeabeereeatbeereenaeean 26 53 79
2024 .ottt ett e et e e te e et e eete e eteeaeeateeeereeeaee s 18 635 653
TRETEATIET ...ttt e et e et e s ente e e eaaeeseanees 2,817 2 2,819
X071 e 1S o) ST 2,968 2,261 5,229
Less: Unamortized discount and unamortized debt issuance costs....................... 36 5 41
INEE AEDE ottt ettt $ 2,932 $ 2,256 $ 5,188

Debt and Lease Covenants

We have certain public and private debt agreements, including the Term Loan Credit Agreement, the 6.625% Senior Notes, the
loan agreements for the Tax Exempt Bonds, and the Amended and Restated Asset-Based Credit Facility, which limit our ability
to incur additional indebtedness, pay dividends, buy back our stock, and take other actions. As of October 31, 2019, we were in
compliance with these covenants.

We are also required under certain agreements with public and private lenders of NFC to ensure that NFC and its subsidiaries
maintain their income before interest expense and income taxes at not less than 125% of their total interest expense. Under
these agreements, if NFC's consolidated income, including capital contributions made by NIC or NI, before interest expense
and income taxes is less than 125% of its interest expense, NIC or NI must make payments to NFC to achieve the required
ratio. During the years ended October 31, 2019, 2018, and 2017, no such payments were made.
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Covenants of the NFC bank credit facility restrict or limit certain payments such as dividends paid to NI. NFC was able to pay a
dividend of $20 million to NI in October 2019 within the limits of these covenants. In the years ended October 31, 2018 and
2017, NFC paid no dividends.

Our Mexican financial services operations also have debt covenants, which require the maintenance of certain financial ratios.
As of October 31, 2019, we were in compliance with those covenants.
11. Postretirement Benefits

Defined Benefit Plans

We provide postretirement benefits to a substantial portion of our employees and retirees. Costs associated with postretirement
benefits include pension and postretirement health care expenses for employees, retirees, surviving spouses and dependents.
Obligations and Funded Status

A summary of the changes in benefit obligations and plan assets is as follows:

Health and Life

Pension Benefits Insurance Benefits
(in millions) 2019 2018 2019 2018
Change in benefit obligations
Benefit obligations at beginning of year...........cccoeceviioininieniniines $ 3344 $§ 3,799 $§ 1,245 § 1435
SEIVICE COST..uviuiitieniertieieettete st ettt e e st e e stee e sse et eseeteeneeeeeneeneeenes 7 7 3 4
Interest 0N OblIGAtIONS........ecvveeieeiieiieieee ettt 121 108 49 43
Actuarial 10SS (ZAIN).....cceeriiiierieiieieeieieetee et see e eeees 405 (251) (138) (159)
Plan amendment...........ccoceeiiiririninineeeeee e 4 — — —
SEHICIMENLS......vicvvivieerietieie ettt b e e sreens (263) (25) — —
Currency translation..........ooeeeeeierieiere et S () — —
Plan participants' CONtribULIONS........ccvevvreierieiereeie e — — 35 40
SUDSIAY TECEIPLS ..cuvrevreeienieriieiesiieiestete sttt sttt ee e neeens — — 37 42
Benefits Paid......c.cceeieiiieiicieeeee e (266) (286) (144) (160)
Benefit obligations at end of year...........cccecvevveveieieieeeiireerenen, $ 3347 $§ 3344 $§ 1,087 $§ 1,245
Change in plan assets..............cccoooieviieiiienie e -
Fair value of plan assets at beginning of year...........c.ccccoceevererrnnnnne. $ 2162 $ 2363 § 297 § 333
Actual return on plan assetS.........cceceeeeriieierieiereee e 232 (30) 20 4
SEIEMENTS. .. eeviierieieieeieeete ettt ettt ettt e v e tb e ere e teeebeeeaaeenres (263) (25) — —
Currency translation.........c.ecvecveeieriieienieeiese et seeens 5) 8 — —
Employer contributions™ ..............ocoveieeueeeeeeeeeeeeeeeeeereeeeseneeeen 136 132 1 1
Benefits Paid......c.coeeiiiiieiiciieieeeeeeeee e (249) (270) 35) 41
Fair value of plan assets at end of year...........ccceceeeieerinincnnnnnne $ 2,013 § 2,162 § 283 § 297
Funded status at year end..................c.ccccovveirrerirerirennenennn, $ (1,334) § (1,182) $ 804) $ (948)

(A) Employer contributions as of October 31, 2019 consisted of $140 million, net of a $4 million return of plan assets to the Company.
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Health and Life

Pension Benefits Insurance Benefits
(in millions) 2019 2018 2019 2018
Amounts recognized in our Consolidated Balance Sheets consist of:
NONCUITENE @SSEL ...cvveevvireeeieereeee et eete et e ete et e ete et e eteeteereeveereeveereeere e $ 3 3 18 $ — 3 —
Current Hability.......eecveriieieeiieieeieie ettt (18) 17 (20) (34)
Noncurrent Hability........ccccevvieriiiiieriieieiecere e e (1,319) (1,183) (784) (914)
Net liability recOgnizZed .........cccceevieriiriciiieieiceeeeeee e $ (1334 § (1,182) § 804) $ (948)
Amounts recognized in our accumulated other comprehensive loss
consist of:
Net actuarial 10SS (ZaIN) .......ccivviirieriiriciiieieieeee ettt $ 2,08 $ 2,007 $ 33) $ 104
INEt PIIOT SEIVICE COSE...eiutiiuiiiieiieiieie ettt ettt sttt 4 — — —
Net amount reCOZNIZEd........cuvrueruererierieierieieieeeeeeeee e $ 2090 $ 2007 $ 33) $ 104

The accumulated benefit obligation for pension benefits, a measure that excludes the effect of prospective salary and wage
increases, was $3.3 billion for both October 31, 2019 and 2018.

The cumulative postretirement benefit adjustment included in the Consolidated Statement of Stockholders' Deficit at October
31,2019 and 2018 is net of $464 million and $503 million, respectively, of deferred taxes related to our postretirement benefit
plans.

Information for pension plans with accumulated benefit obligations in excess of plan assets were as follows:

As of October 31,

(in millions) 2019 2018

Projected benefit ODIIGAtIONS. .........cecoviiiiiiiicieceee ettt ettt b e b e ae e beeraesbeessesteesnesaeens $ 3325 § 3,065
Accumulated benefit ODIIZAtIONS ........c.eceeriieierieiee ettt e st esseeneesneensesnees 3,307 3,051
Fair value Of Plan @SSELS .......c.cciveviiiieiiiiicii ettt ettt ettt e e te v e s teesbeereebeeasebeessesbeessesseessesaeans 1,991 1,865

Generally, the pension plans are non-contributory. Our policy is to fund the pension plans in accordance with applicable

U.S. and Canadian government regulations and to make additional contributions from time to time. As of October 31, 2019, we
have met all regulatory funding requirements. In 2019, we contributed $140 million to our pension plans to meet regulatory
funding requirements. We expect to contribute approximately $190 million to our pension plans during 2020.

We primarily fund OPEB obligations, such as retiree medical, in accordance with the 1993 Settlement Agreement, which
requires us to fund a portion of the plans' annual service cost to a retiree benefit trust (the "Base Trust"). The 1993 Settlement
Agreement resolved a class action lawsuit originally filed in 1992 regarding the restructuring of our then applicable retiree
health care and life insurance benefits. In 2019, we contributed $1 million to our OPEB plans to meet legal funding
requirements. We expect to contribute $1 million to our OPEB plans during 2020.

We have certain unfunded pension plans, under which we make payments directly to employees. Benefit payments of $17
million and $16 million for October 31, 2019 and 2018, respectively, are included within the amount of Benefits paid in the
Change in benefit obligation section above, but are not included in the Change in plan assets section, because the payments are
made directly by us and not by separate trusts that are used in the funding of our other pension plans.

We also have certain OPEB benefits that are paid from Company assets (instead of trust assets). Payments from Company
assets, net of participant contributions and subsidy receipts, result in differences between benefits paid as presented under
Change in benefit obligation and Change in plan assets of $37 million for both 2019 and 2018.
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Components of Net Periodic Benefit Expense and Other Amounts Recognized in Other Comprehensive Loss

The components of our postretirement benefits expense included in our Consolidated Statements of Operations consist of the
following:

For the Years Ended October 31,

(in millions) 2019 2018 2017

PeNSION EXPENSE.....oviricviieeiitieiitietetiae ettt ettt s s b s bt ete st etessess s eseesessebeseebessesessesessens $ 232§ 72 S 121

Health and life inSUTaNCe €XPENSE .........ccuivvieiiiuieieitieieeteeste e et eeeeste s ereeeeereeae e eseeeeas 31 33 3)
Total postretirement benefits EXPENnSe .........cveivievirieriiieeiiieeieieeeieeeeree et $ 263 $ 105 $ 118

Components of Net Periodic Benefit Expense

Net periodic benefit expense included in our Consolidated Statements of Operations, and other amounts recognized in our
Consolidated Statements of Stockholders' Deficit, for the years ended October 31 is comprised of the following:

For the Years Ended October 31,

Health and Life
Pension Benefits Insurance Benefits

(in millions) 2019 2018 2017 2019 2018 2017
Service cost for benefits earned during the period...........ccccovvvieveeriiinnee. $ 7% 7% 7% 3% 48 5
Interest 0N ODlIGAtION ........c.eccvievieiieeieieeeete ettt ettt 121 108 107 49 43 47
Amortization of cumulative 10Ss (Zain) .........cceevvecrerierieniereerieie e 94 106 116 1) 9 22
SETISIMEILS .....eoveeiiiiietietiete ettt ettt eae s 143 9 23 — — —
Contractual termination benefits ............ccoevevvereecierieciesieieceee e — — 10 — — 4
Curtailments and Other .............c.ccieieviieieiiciee s — — — — — (58)
Premiums on pension iNSUTANCE ...........cccveruiererueeiereeeesieeiesreeaesseesenseens 10 3 15 — — —
Expected return 0N @SSELS ........cceccvieeeriieeeriieeesie et ettt esse e ereens (143) (161) (157) (20) (23) (23)

Net periodic benefit €Xpense..........ccvvveivveiereeereeereeereeeeeeeeeees $232 § 72 $121 $ 31 $ 33 § (3
Other Changes in plan assets and benefit obligations recognized in
other comprehensive loss (income)
Actuarial Net 108S (ZAIN)..........ooveveveeeeeereeeeeeeeeeeeeeee et $ 316 $ (61) $(116) $ (138) $ (139) $ (197)
PrIOT SEIVICE COSE .ouiniiniiiieiieiietietceie ettt 4 — — — — —
Amortization of cumulative (10SS) aIN.........cccoeveevivieciieiciiceee e, 94) (106) (116) 1 9) (22)
SELISIMENTS ....viiviiieeeceie ettt ettt et eveeeaeeeveeeareeree e (143) 9 (23) — — —
CUTAIIMENLS ...ttt ettt et ebe s teeneereens — — 2 — — —

Total recognized in other comprehensive income.............cceeveeveennnne. $ 83 $(176) $(257) $(137) $ (148) $ (219)

Total net postretirement benefits (income) expense and other
comprehensive 10SS (INCOME) ........cvevevieveriereeiereecieeeee e $ 315 $(104) $ (136) $ (106) $ (115) $ (222)

For the year ended October 31, 2019, we adopted ASU No. 2017-07 "Compensation - Retirement Benefits (Topic 715):
Improving the Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost." This ASU requires that
an employer disaggregate the service cost component from the other components of net periodic benefit cost. As a result, we
have reclassified certain net periodic benefit costs from SG&A expenses to Other expense, net in our Consolidated Statements
of Operations. The guidance, which required retrospective application, resulted in a reclassification of $94 million and $127
million for the years ended October 31, 2018 and 2017, respectively.

For the years ended October 31, 2019 and 2018, we purchased group annuity contracts for certain retired pension plan
participants resulting in plan remeasurements. As a result, in 2019 and 2018, net actuarial losses of $11 million and $2 million,
respectively, were recognized as components of Accumulated other comprehensive loss and non-cash pension settlement
accounting expenses of $142 million and $9 million, respectively, were recognized in Other expense, net in our Consolidated
Statements of Operations.
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In April 2016, we filed a qualified partial wind-up report for approval by FSCO related to the 2011 closure of our Chatham,
Ontario plant. FSCO provided formal approval in January 2017. As a result of an ongoing administration review ordered in
conjunction with the partial wind-up, we recognized $1 million of contractual termination charges in the first quarter of 2017.
During the third quarter of 2017, we finalized the Chatham closure agreement. This resulted in the release of $66 million in
OPEB liabilities. In addition, a pension settlement accounting charge of $23 million was recorded as a result of lump-sum
payments made to certain pension plan participants. These charges and benefits were recorded in our Truck segment within
Restructuring charges in our Consolidated Statements of Operations. See Note 3, Restructurings, Impairments and Divestitures
for further discussion. As a result of the pension and OPEB plan remeasurements in connection with the finalization of the
Chatham closure agreement, net actuarial gains of $21 million were recognized as a component of Accumulated other
comprehensive loss in the third quarter of 2017.

In the third quarter of 2017, we committed to a plan to cease engine production at our Melrose Park Facility in the third quarter
of fiscal year 2018. As a result, in the third quarter of 2017, we recognized $9 million of pension and $4 million of OPEB
contractual termination benefits charges and $10 million of OPEB curtailment charges. These charges were recorded in our
Truck segment within Restructuring charges in our Consolidated Statements of Operations. See Note 3, Restructurings,
Impairments and Divestitures for further discussion. A pension curtailment gain of $2 million and net actuarial gains of

$91 million resulting from pension and OPEB remeasurements in connection with our Melrose Park Facility announcement
were recognized as a component of Accumulated other comprehensive loss in the third quarter of 2017.

In 2019 and 2017, in accordance with the intraperiod tax allocation rules, we recorded a net benefit of $5 million and $28
million, respectively, related to domestic continuing operations in Income tax expense in our Consolidated Statements of
Operations, and an offsetting reduction in Other comprehensive income due to the remeasurement of certain pension and OPEB
plans.

The estimated amounts for the defined benefit pension plans and the other postretirement benefit plans that will be amortized
from AOCL into net periodic benefit expense over the next fiscal year are as follows:

Health and Life
(in millions) Pension Benefits Insurance Benefits

$ 18 —

Amortization of cumulative 10SSES/(ZAINS) ......c..cvveeviiriiirierieciecieeie ettt 97 (1)

Amortization of prior service cost (benefit)

Cumulative unrecognized actuarial gains and losses for postretirement benefit plans, where substantially all of the plan
participants are inactive, are amortized over the average remaining life expectancy of the inactive plan participants. Otherwise,
cumulative gains and losses are amortized over the average remaining service period of active employees.

Plan amendments unrelated to negotiated labor contracts are amortized over the average remaining service period of active
employees or the remaining life expectancy of the inactive participants based upon the nature of the amendment and the
participants impacted. Plan amendments arising from negotiated labor contracts are amortized over the length of the contract.

Assumptions

The weighted average rate assumptions used in determining benefit obligations for the years ended October 31, 2019 and 2018
are:

Health and Life
Pension Benefits Insurance Benefits

2019 2018 2019 2018

Discount rate used to determine present value of benefit obligation at end of

31% 4.4% 31% 4.4%
3.5% 3.5% — —

The weighted average rate assumptions used in determining net postretirement benefits expense for 2019, 2018, and 2017 were:
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Health and Life Insurance
Pension Benefits Benefits

2019 2018 2017 2019 2018 2017
4.6% 39% 39% 4.6% 39% 4.0%
Discount rate used to determine interest cost 4.0% 3.0% 28% 41% 3.1% 29%
Expected long-term rate of return on plan assets.........cccceeceveereereenereenennen. 74% 72% 72% 15% 7.5% 7.5%
Expected rate of increase in future compensation levels.........c.cccceceverennenne. 35% 35% 35% — — —

Discount rate used to determine service cost

The actuarial assumptions used to compute the net postretirement benefits expense (income) are based upon information
available as of the beginning of the year, specifically market interest rates, past experience, and our best estimate of future
economic conditions. Changes in these assumptions may impact the measurement of future benefit costs and obligations. In
computing future costs and obligations, we must make assumptions about such things as employee mortality and turnover,
expected salary and wage increases, discount rates, expected returns on plan assets, and expected future cost increases. Three of
these items have a significant impact on the level of expense recognized: (i) discount rates, (ii) expected rates of return on plan
assets, and (iii) healthcare cost trend rates.

We determine the discount rate for our pension and OPEB obligations by matching anticipated future benefit payments for the
plans to a high-quality corporate bond yield curve to establish a weighted average discount rate for each plan.

We determine our assumption as to expected return on plan assets by evaluating historical performance, investment community
forecasts, and current market conditions. We consider the current asset mix as well as our targeted asset mix when establishing
the expected return on plan assets.

Health care cost trend rates have been established through a review of actual recent cost trends and projected future trends. Our
retiree medical and drug cost trend assumptions are our best estimate of expected inflationary increases to healthcare costs. Due
to the number of former employees and their beneficiaries included in our retiree population (approximately 30,000), the trend
assumptions are based upon both our specific trends and nationally expected trends.

The weighted average rate of increase in the per capita cost of postretirement health care benefits provided through U.S. plans
representing 90% of our other postretirement benefit obligation, is projected to be 10.1% in 2020 and was estimated as 14.4%
for 2019. Our projections assume that the rate will decrease to 5% by the year 2024 and remain at that level each year
thereafter.

The effect of changing the health care cost trend rate by one-percentage point for each future year is as follows:

One-Percentage One-Percentage
(in millions) Point Increase Point Decrease
Effect on total of service and interest COSt COMPONENTS.......cc.evueerverieriirienieeieneeieneeee e $ 8 § @)
Effect on postretirement benefit Obligation...........ccecueveererierinieieeieeeee e 141 (117)

Plan Assets

The accounting guidance on fair value measurements specifies a fair value hierarchy based upon the observability of inputs
used in valuation techniques (Level 1, 2 and 3). See Note 13, Fair Value Measurements, for a discussion of the fair value
hierarchy.

The following describes the methods and significant assumptions used to estimate fair value of the investments:

* Cash and short-term investments—Valued at cost plus earnings from investments for the period, which approximates fair
market value due to the short-term duration. Cash equivalents are valued at net asset value as provided by the
administrator of the fund.

* U.S. Government and agency securities—Valued at the closing price reported on the active market on which the security
is traded or valued by the trustee at year-end using various pricing services of financial institutions, including Interactive
Data Corporation, Standard & Poor's and SIX Telekurs.

» Corporate debt securities—Valued by the trustee at year-end using various pricing services of financial institutions,
including Interactive Data Corporation, Standard & Poor's and SIX Telekurs.

»  Common and preferred stock—Valued at the closing price reported on the active market on which the security is traded.
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* Collective trusts, Partnerships/joint venture interests, Real estate and Hedge funds—Valued at the net asset value
provided by the administrator of the fund. The net asset value is based on the value of the underlying assets owned by the
fund, minus its liabilities, divided by the number of units outstanding.

* Insurance Linked Securities—Valued at the net asset value provided by the administrator of the fund. The net asset value
is based on the value of the underlying assets owned by the fund, minus its liabilities, then divided by the number of units
outstanding.

* Derivatives—Valued monthly for the trustee using various pricing services of financial institutions, including Interactive
Data Corporation, Standard & Poor’s and SIX Telekurs. Valued monthly by the trustee using various providers of
derivatives pricing, most notably Numerix, Markit and Super Derivatives.

Pension Assets

The fair value of the pension plan assets by category is summarized below:

As of October 31, 2019 As of October 31, 2018
Level Level Level Level Level Level
(in millions) 1 2 3 NAV Total 1 2 3 NAV Total
Asset Category
Cash and Cash Equivalents............. $68 $§ — $— $ — 8 68 $77 § — $— § — 8§ 77
Collective Trusts and Other
U.S. EQUIty...ccooveieieeieeeeeeeeenee, 281 — — — 281 293 — — — 293
Canadian Equity........c.cccoevveveennennn. — — — — — 16 — — — 16
International Equity .........ccceceeueeen. 283 — — — 283 270 — — — 270
Global Equity........ccccevveviereeieeneenen. 219 — — — 219 205 — — — 205
Fixed Income - Long Duration
Credit .o, — 296 — — 296 — 283 — — 283
Fixed Income - Long Duration
Government ...........cceeeveeereeeveenene — 173 — — 173 — 156 — — 156
Fixed Income - Intermediate
Duration Government..................... — 79 — — 79 — 48 — — 48
Fixed Income - High Yield ............. — 154 — — 154 — 157 — — 157
Fixed Income - Canadian Bond....... — 20 — — 20 — 194 — — 194
Global Real Estate ...........cccuvneene.. — 138 — — 138 — 135 — — 135
Global Infrastructure....................... — — — — — — — — 9 9
Insurance linked Securities............. — — — 34 34 — — — 45 45
Hedge Fund of Funds...................... — — — 187 187 — — — 202 202
Private EQUity ......cocoevvevicieieenenen. — — — 23 23 — — — 32 32
Private Credit........cccoocveeievveiinen. — — — 47 47 — — — 22 22
Real Estate ........cccoccvevvieieereeieenenen. — — — 9 9 — — — — —
Total™ oo $851 $ 860 $ — $300 $2,011 $861 $ 973 § — $310 $2,144

(A) In addition, the table above includes the fair value of Canadian pension assets translated at the exchange rates as of October 31, 2019 and 2018,
respectively, while the change in the plan asset table includes the fair value of Canadian pension assets translated at historical foreign currency rates.
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Other Postretirement Benefits

The fair value of other postretirement benefit plan assets by category is summarized below:

As of October 31, 2019 As of October 31, 2018
Level Level Level Level Level Level
(in millions) 1 2 3 NAV Total 1 2 3 NAV Total
Asset Category
Cash and Cash Equivalents ........... $ 8% — $— 8§ — 8§ 8§ $11 % —§$— 8§ — 8% 11
Fixed Income
U.S. Credit Bonds.........c.ccvvennnnne. — 58 — — 58 — 61 — — 61
Corporate and Government Bonds — — — — — — — — — —
Government Bonds........................ — — — — — — — — — —
Collective Trusts and Other
U.S. EQUItY «ooovveeeieeeceeie e 58 — — — 58 59 — — — 59
International Equity ............ccuc....... 57 — — — 57 59 — — — 59
Fixed Income - Multi-Asset Credit 9 19 — — 28 9 17 — — 26
Real Estate (REITS)......ccccccvevenenn. — — — 26 26 — — — 26 26
Mutual Fund ..........ccooevveiiiiieiinnn, — — — — — — — — — —
Insurance Linked Securities .......... — — — 6 6 — — — 8 8
Hedge Fund of Funds .................... — — — 37 37 — — — 39 39
Private EQUItY ...ccccoovvvevveniieiiennn — — — 5 5 — — — 8 8
Total....coooieiieiieeece e $132 § 77 $§ — $ 74 $ 283 $138 $§ 78 $§ — §$ 81 $ 297

The investment strategy of the postretirement pension plans (the "Plans") is based on many factors including broad economic
factors, historical and prospective information regarding capital market performance, investment strategies available to an asset
pool of this size, the current regulatory environment, the Plans’ liabilities and the expected interaction between assets and
liabilities. The primary objective of the strategy is to manage assets in such a way that will allow the eventual satisfaction of
obligations to the Plans’ participants and beneficiaries. To meet the primary objective the portfolios will be structured to provide
liquidity to meet the Plans’ benefit payment obligations and administration expenses, offer a reasonable probability of achieving
growth in assets that will assist in closing the Plans’ funding gap and enable the Plans to satisfy their liabilities.

Given the relationship between risk and return a moderately aggressive risk profile was implemented. Primary emphasis is to
strike a balance between portfolio stability and portfolio appreciation.

In line with the Plans' return objectives and risk parameters, target asset allocations are approximately 70% return-seeking
assets and 30% liability-hedging assets. The return-seeking assets include long only equities (both active and passive, domestic
and international, across the capitalization range) to capture long-term growth opportunities, hedge fund of funds to diversify
the equity beta, return seeking credit (including high yield debt, emerging market debt and bank loans) to provide a meaningful
level of absolute return and diversify equity beta, global real estate to diversify the equity beta and private equity. The liability-
hedging assets are invested in high-quality, investment grade bonds with durations that approximate the durations of the
liabilities. The objective of the liability hedging assets is to dampen the Plans’ surplus volatility.

All assets are managed by external investment managers. Each investment manager is expected to prudently manage the assets
in a manner consistent with the investment objectives, guidelines, and constraints outlined in their Investment Management
Agreements and the Investment Policy Statement. Managers are not permitted to invest outside of the asset class mandate (i.e.,
equity, fixed income, alternatives) or strategy for which they are appointed.

Expected Future Benefit Payments

The expected future benefit payments for the years ending October 31, 2020 through 2024 and the five years ending
October 31, 2029 are estimated as follows:
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Pension Benefit Other Postretirement
(in millions) Payments Benefit Payments™
2020 ettt st b e st e b e et b et st e bt e st e bt e sabeenbeeebeenbeeeas $ 258  $ 66
202T et ettt ettt 253 69
2022 ettt bbb et ettt eu et eae e 246 73
20023 ettt e h e st b e e et e e b et bt e bt e st esbteeabeeabeeebeenbee et 240 76
2024 .. ettt 233 71
2025 through 2029 ......c.coiiiiiieeceeee et 1,057 356

(A) Payments are net of expected participant contributions and expected federal subsidy receipts.
Defined Contribution Plans and Other Contractual Arrangements

Our defined contribution plans cover a substantial portion of domestic salaried employees and certain domestic represented
employees. The defined contribution plans contain a 401(k) feature and provide most participants with a matching contribution
from the Company. Many participants covered by the plans receive annual Company contributions to their retirement accounts
based on an age-weighted percentage of the participant's eligible compensation for the calendar year. Defined contribution
expense pursuant to these plans was $35 million in 2019, $33 million in 2018 and $29 million in 2017.

In accordance with the 1993 Settlement Agreement, an independent Retiree Supplemental Benefit Trust (the "Supplemental
Trust") was established. The Supplemental Trust, and the benefits it provides to certain retirees pursuant to a certain Retiree
Supplemental Benefit Program under the 1993 Settlement Agreement ("Supplemental Benefit Program"), is not part of our
consolidated financial statements.

Our contingent profit sharing obligations under a certain Supplemental Benefit Trust Profit Sharing Plan ("Supplemental
Benefit Trust Profit Sharing Plan") will continue until certain funding targets defined by the 1993 Settlement Agreement are
met. In 2019 and 2018, we recorded $21 million and $30 million, respectively, in profit sharing accruals based on the operating
performance of the entities that are included in the determination of qualifying profits. For more information on pending
arbitration regarding the Supplemental Benefit Trust Profit Sharing Plan, see Note 14, Commitments and Contingencies.

12. Income Taxes

On December 22, 2017, the Tax Act was signed into U.S. law. The Tax Act reduces the statutory corporate income tax rate from
35% to 21%, effective January 1, 2018, required companies to pay a one-time transition tax on earnings of certain foreign
subsidiaries that were previously tax-deferred and created new taxes on certain foreign-sourced earnings.

The Tax Act also added many new provisions, which first applied to our taxable year beginning November 1, 2018, including
changes to limits on the deductions for executive compensation and interest expense, a tax on global intangible low-taxed
income (“GILTI”), the base erosion anti-abuse tax (“BEAT”’) and a deduction for foreign derived intangible income (“FDII”).
Companies can either account for taxes on GILTI as incurred or recognize deferred taxes when basis differences exist that are
expected to affect the amount of the GILTI inclusion upon reversal. The Company is electing to account for taxes on GILTT as
incurred.

We have completed our accounting for the income tax effects of the Tax Act. There were no significant changes from our
previous estimates or “provisional” amounts as permitted by the SEC’s Staff Accounting Bulletin No. 118 (“SAB”) issued on
December 22, 2017. We will continue to evaluate the Tax Act’s impact, which may change as a result of additional Treasury
guidance, federal or state legislative actions, or changes in accounting standards or related interpretations.

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

For the Years Ended October 31,

(in millions) 2019 2018 2017

DIOMIESTIC. .. vvvieievieietiieteet ettt ettt ettt ettt sete b eseebeseebesseseasese s ess s eseeseseeseseesenserensens $ 220 $ 246 $ (74)

FOT@IGIN. .ttt sttt sttt et sb et e bt et eae e e eee 42 174 138
Income from continuing operations before inCOme taxes .........cccecevvererenerenenennens $ 262 $ 420 $ 64

The following table presents the components of /ncome tax expense in our Consolidated Statements of Operations:
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For the Years Ended October 31,

(in millions) 2019 2018 2017
Current:
FEAETAL.....ooviiiiiceicticeeet ettt ettt ettt et te et eaeeaeeteeveeseeaeeaens $ 2 3 — 3 4
State ANd 10CAL .......ocvieeiieiieeeee e et beeneenenas 3 1 (10)
FOTCIEIN ...ttt ettt et e st sa e s seensesseesessaensessaenseesaenseans 46 47 30
TOtAl CUITENT EXPEIISE ...cvveeveerierieeeerieteeteete ettt et et seeseseeaeeseeseeseeteessereeseesessessennas $ 51 § 48 $ 16
Deferred:
FEAETAL ..ottt ettt b st e b ettt e bbbt ete s teerenea $ O 2 $ (19)
State and 10CAL ........ccveviiiiiiieieceeeeee e e o) 1 4)
FOT@IZI ..t ettt ettt ettt st be st e be e st e teeneenaeene (26) 5 17
Total deferred (benefit) EXPENSE......covvevivveeirveeiireeiireeiereeereeet ettt $ 32 $ 4 3 6)
Total INCOME tAX EXPEISE .....vvvevrerrerieriereereeriererestesessereeseeseereereereereeseesesenns $ 19 § 52 $ 10

The following table presents a reconciliation of statutory federal income tax expense (benefit) recorded in Income tax expense
in our Consolidated Statements of Operations:

For the Years Ended October 31,

(in millions) 2019 2018 2017
Federal income tax eXPenSe'™ ............o.coviviveieeeeeeeeeeeeeeee s $ 55 $ 98 $ 22
State income taxes, net of federal benefit..........ccovviiiiiiiiiiiiiiiiieeee e, 2 3 3
Credits and INCENEIVES. ... .ee.eeriieieeieieee et ete st et e et et e et e e e esteeneesseensesseesesneenseeneen 16 50 ()
Adjustments to valuation allOWANCES ..........ccecvieieriieieriieierieeee sttt ebe e s s e 94) (1,120) 57
FOT@IZN OPETALIONS ...ttt ettt et see e e eeeeaean 1 2 4
Adjustments to uncertain taX POSIHIONS.......c.eeeruirrirrererteriententeteteteeeeee e e 2 1 (15)
Intraperiod tax allocation offset to equity COMPONENLS ........cccvervieeveriieieerieieeeeeeeeeveeeees 5) — (28)
Non-controlling interest adjustment ...........c.eerueiieririenieiere e &) (6) )
FOreign INCIUSIONS ....cvevviiiiiieieiieieceteesi ettt s e 34 — —
Tax Act Mandatory Repatriation ...........cccecieierierieiieriesieieetesieeee st eee e e e aesseesseseees — 34 —
Tax Act US Deferred Remeasurement — 983 —
OBRET ittt ettt ettt e b b e et et e st esa e st e st eteeseeneeseeseeneeseaas 13 7 (8)
Recorded inCOME tax EXPENSE .....cuveveveeviieriieriieteeeeteeteteeteeeereseeteseesee s e ere e ete e s $ 19 § 52§ 10
(A) Federal income tax expense was taxed at a rate of 21% for the year ended 2019, and 23% for the year ended 2018 and 35% for the year ended 2017.

The tax effect of pretax income or loss from continuing operations generally should be determined by a computation that does
not consider the tax effects of items that are not included in continuing operations. An exception to that incremental approach is
applied when there is a loss from continuing operations and income in another category of earnings (for example, discontinued
operations, other comprehensive income, additional paid in capital, etc.). In that situation, a tax provision is first allocated to the
other categories of earnings. A related tax benefit is then recorded in continuing operations. This exception to the general rule
applies even when a valuation allowance is in place at the beginning and end of the year. While intraperiod tax allocations do
not change the overall tax provision, it may result in a gross-up of the individual components, thereby changing the amount of
tax provision included in each category of income. During 2019 and 2017, we recorded $5 million and $28 million,
respectively, for intraperiod allocation benefits in domestic continuing operations associated with certain postretirement plan
remeasurement gains.

Not including the effect of the federal income tax rate change, we recognized an income tax benefit of $94 million and $137
million, and income tax expense of $57 million, for the change in the valuation allowance for the years ended October 31, 2019,
2018 and 2017, respectively.

At October 31, 2019, undistributed earnings of foreign subsidiaries were $357 million. Income taxes have not been provided on
foreign undistributed earnings, whether previously taxed or not, because they are either considered to be permanently invested

95



Navistar International Corporation and Subsidiaries
Notes to Consolidated Financial Statements—(Continued)

in foreign subsidiaries or are expected to be repatriated without significant incremental U.S. federal, state or foreign
withholding taxes. It is impracticable to determine the exact amount of unrecognized deferred tax liabilities.

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

As of October 31,

(in millions) 2019 2018
Deferred tax assets attributable to:
Employee benefits labilities........cooveiiviieriietiieiiieteseetet ettt ettt eesereeeas $ 578 $ 615
Net operating 10sS ("NOL™) carryforwardS..........eecvierieriiierieeieeie et sre e see e esieesveeeee s 782 979
Product liability and warranty acCruals...........ccoeeeruirieririere et 165 172
Research and deVEIOPMENL ..........coccviriieiiiiieie ettt ettt e sae e sseesaesraensenneas 144 114
Tax Ccredit CArTYTOIWALAS ......ccvieiirieiiie ettt ettt b et b et e e e e sbeessesaeessesaeenseseeas 196 212
(011115 SO OO PRSP 279 238
GroSS AEferred tAX ASSELS ...vveiieeriiieiieeeieie et ettt et e eee e e e e e e e eeaaeeeetteeeenaeeeeaeeeenareeennes 2,144 2,330
Less: Valuation QllOWAINCES .........ccveeiiuiiiieiie ettt e e et e et e e et e e e eaeeeseaaeeesnteesenaeeesnaeas 2,011 2,182
INEt dEferTed taX @SSELS ...eeiuieiiieiieeiiestie ettt et et steeere e teeebeesteesbeesseesebeessaessseesaessseeseens $ 133 $ 148
Deferred tax liabilities attributable to: -
ORET ettt ettt ettt h et e b et e et et en b et e n e a e bt e ae st eb e e bt bttt be et e ntetenes $ (18) § 27
Total deferred tax HabilIties .......ccieeiieciiiciieciie ettt e be e b e e beeseaeeneas $ (18) $ (27)

At October 31, 2019, deferred tax assets attributable to NOL carryforwards include $465 million attributable to U.S. federal
NOL carryforwards, $166 million attributable to state NOL carryforwards, and $151 million attributable to foreign NOL
carryforwards. If not used to reduce future taxable income, U.S. federal NOLs are scheduled to expire beginning in 2032. State
NOLSs can be carried forward for initial periods of 5 to 20 years, and are scheduled to expire in 2020 to 2039. Approximately
one fourth of our foreign net operating losses will expire beginning in 2027, and another approximate one fourth of our foreign
net operating losses will expire beginning in 2033, while the majority of the remaining balance has no expiration date. The
majority of our tax credits can be carried forward for initial periods of 20 years and are scheduled to expire between 2020 and
2039.

A valuation allowance is required to be established or maintained when, based on currently available information, it is more
likely than not that all or a portion of a deferred tax asset will not be realized. The guidance on accounting for income taxes
provides important factors in determining whether a deferred tax asset will be realized, including whether there has been
sufficient taxable income in recent years and whether sufficient income can reasonably be expected in future years in order to
utilize the deferred tax asset.

For the year ended October 31, 2019, we have evaluated the need to maintain a valuation allowance for deferred tax assets
based on our assessment of whether it is more likely than not that deferred tax benefits will be realized through the generation
of future taxable income. Appropriate consideration is given to all available evidence, both positive and negative, in assessing
the need for a valuation allowance.

We earned domestic income from continuing operations for the year ended October 31, 2019 and 2018 and incurred a domestic
loss from continuing operations for the year ended October 31, 2017. The positive evidence of domestic income from the years
ended October 31, 2019 and 2018 does not outweigh the negative evidence of cumulative losses from prior years. The
qualitative and quantitative analysis of current and expected domestic earnings, industry volumes, tax planning strategies, and
general business risks resulted in a more likely than not conclusion of not being able to realize a significant portion of our
deferred tax assets as of October 31, 2019.

We continue to maintain a valuation allowances on the majority of our U.S. deferred tax assets as well as certain foreign
deferred tax assets that we believe, on a more-likely-than-not basis, will not be realized based on current forecasted results. For
all remaining deferred tax assets, while we believe that it is more likely than not that they will be realized, we believe that it is
reasonably possible that additional deferred tax asset valuation allowances could be required in the next twelve months.

The total deferred tax asset valuation allowances were $2.0 billion and $2.2 billion at October 31, 2019 and 2018, respectively.
In the event we released all of our valuation allowances, almost all would impact income taxes as a benefit in our Consolidated
Statements of Operations.
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We recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on the technical merits of the position. As of October 31, 2019, the
amount of liability for uncertain tax positions was $21 million. The liability at October 31, 2019 has a recorded offsetting tax
benefit associated with various issues that total $9 million. If the unrecognized tax benefits are recognized, all would impact our
effective tax rate, except for positions for which we maintain a full valuation allowance against certain deferred tax assets. In
this case, the effect may be in the form of an increase in the deferred tax asset related to our net operating loss carryforward,
which would be offset by a full valuation allowance.

Changes in the liability for uncertain tax positions are summarized as follows:

For the years ended October 31,

(in millions) 2019 2018

Liability for uncertain tax positions at NOVEMDET 1 .........ccccovieieriieieniieieniieienie et eee e $ 27 § 34
Additions as a result of positions taken in Prior Periods..........ccecceveereriererieneeiee e 3 2
Decrease as a result of positions taken in prior Periods..........ccvecverieceereerieseeseseeieeeeeeenenns 2) @)
SEUICINEIES . ...evvieveeciieie ettt ettt ettt ettt e et e s te e b e eteesbesreesbesesesseessesseessanseessesseensesseensas @) 2)

Liability for uncertain tax positions at OCtober 31 ........ccoceeiiiiieiieieieeeeee e $ 21 $ 27

We recognize interest and penalties related to uncertain tax positions as part of Income tax expense. Total interest and penalties
related to our uncertain tax positions resulted in income tax expense of less than $1 million and income tax benefits of $1
million and $6 million for the years ended October 31, 2019, 2018, and 2017, respectively. The total interest and penalties
accrued were $4 million and $3 million for the years ended October 31, 2019 and 2018, respectively.

We have open tax years back to 2001 with various significant taxing jurisdictions including the U.S., Canada, Mexico, and
Brazil. In connection with the examination of tax returns, contingencies may arise that generally result from differing
interpretations of applicable tax laws and regulations as they relate to the amount, timing, or inclusion of revenues or expenses
in taxable income, or the sustainability of tax credits to reduce income taxes payable. In connection with certain Brazil indirect
federal taxes (PIS and COFINS), contingencies that would result in tax recoveries may be resolved in future periods, which
could be material.

We believe we have sufficient accruals for our contingent tax liabilities. Annual tax provisions include amounts considered
sufficient to pay assessments that may result from examinations of prior year tax returns, although actual results may differ.
While it is probable that the liability for unrecognized tax benefits may increase or decrease during the next twelve months, we
do not expect any such change would have a material effect on our financial condition, results of operations, or cash flows.

13. Fair Value Measurements

For assets and liabilities measured at fair value on a recurring and nonrecurring basis, a three-level hierarchy of measurements
based upon observable and unobservable inputs is used to arrive at fair value. Observable inputs are developed based on market
data obtained from independent sources, while unobservable inputs reflect our assumptions about valuation based on the best
information available in the circumstances. Depending on the inputs, we classify each fair value measurement as follows:

* Level 1—based upon quoted prices for identical instruments in active markets,

»  Level 2—based upon quoted prices for similar instruments, prices for identical or similar instruments in markets that
are not active, or model-derived valuations, all of whose significant inputs are observable, and

*  Level 3—based upon one or more significant unobservable inputs.
The following section describes key inputs and assumptions in our valuation methodologies:

Cash Equivalents and Restricted Cash Equivalents—Cash equivalents are highly liquid investments with an original maturity
of 90 days or less which may include U.S. government and federal agency securities, commercial paper, and other highly liquid
investments. The carrying amounts of cash and cash equivalents and restricted cash approximate fair value because of the short-
term maturity and highly liquid nature of these instruments.

Marketable Securities—Our marketable securities portfolios are classified as available-for-sale and may include investments in
U.S. government and federal agency securities, commercial paper and other investments with an original maturity greater than
90 days. We use quoted prices from active markets to determine fair value.
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Derivative Assets and Liabilities—We measure the fair value of derivatives assuming that the unit of account is an individual
derivative transaction and that each derivative could be sold or transferred on a stand-alone basis. We classify within Level 2
our derivatives that are traded over-the-counter and valued using internal models based on observable market inputs.

Guarantees—We provide certain guarantees of payments and residual values, to which losses are generally capped, to specific
counterparties. The fair value of these guarantees includes a contingent component and a non-contingent component that are
based upon internally developed models using unobservable inputs. We classify these liabilities within Level 3. For more
information regarding guarantees, see Note 14, Commitments and Contingencies.

Impaired Finance Receivables and Impaired Assets Under Operating Leases—Fair values of the underlying collateral are
determined by current and forecasted sales prices, aging of and demand for used trucks, and the mix of sales through various
market channels. For more information regarding impaired finance receivables, see Note 5, Allowance for Doubtful Accounts,
and for more information regarding impaired assets under operating leases, see Note 3, Restructurings, Impairments and
Divestitures.

Impaired Property, Plant and Equipment—We measure the fair value by discounting future cash flows expected to be received
from the operation of, or disposition of, the asset or asset group that has been determined to be impaired. For more information
regarding the impairment of property, plant and equipment, see Note 3, Restructurings, Impairments and Divestitures.

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

As of October 31, 2019 As of October 31, 2018
(in millions) Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Assets
Marketable securities:

U.S. government and federal agency
SECUITEIES ..ottt $ — % — 8% — 8% — $ 101 8§ — 8§ — §$ 101

Derivative financial instruments:

Commodity forward contracts™............ — — — — — 2 — 2
Foreign currency contracts™ ................ — 1 — 1 — — — —
Interest rate caps(B) .................................. — — — — — 2 — 2
TOtal ASSELS ...veeeeeeeeeeeeeeeeeeeeeeeeenn $ — S 1 $ — S 1 $ 101 § 4 $ — $ 105
Liabilities -
Derivative financial instruments:
Commodity forward contracts© ............. $ — 3 1 $ — S 1 $ — % — 3% — 5 —
Foreign currency contracts ................. — 2 — 2 — — — —
GUATANTEES ....eeeeveeeieeiieire e eve e sae e — — 27 27 — — 24 24
Total 1iabilities ...eveeeeeeeeeeeeeeeeeeeeeeenn. $ — 9 3 % 277% 3 $ — $ — $ 24 $ 24

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

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

(C) The liability value of commodity forward contracts and foreign currency contracts is included in Other current liabilities in the accompanying
Consolidated Balance Sheets.

The following table presents the changes for those financial instruments classified within Level 3 of the valuation hierarchy:

October 31,  October 31,

(in millions) 2019 2018

Guarantees, at beginning of period (24) 21
ISSUANCES ...ttt et et st st s b e e b e e b e enee 6) @)
SELETIIENILS ...ttt ettt st s b ettt st b et bbb et st sa e n e 3 4

Guarantees, at end OF PEIIOQ .......c.oouiiiiiiiiiiie e $ 27 $ (24)

There were no transfers of level 3 financial instruments.
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The following table presents the financial instruments measured at fair value on a nonrecurring basis:

October 31, October 31,
(in millions) 2019 2018

Level 2 financial instruments

Impaired finance receivables ... ..o $ 23§ 20
SPECITIC LOSS TESEIVE.....ivieuiiieieiieiieitieiteeteet et et e et ete et e steesaesaeessesseesbeesaesseessesseessaseessesseensesssensesseas 11 )

FAIE VAIUC <.t e e e e e e $ 12§ 11

(A) Certain impaired finance receivables are measured at fair value on a nonrecurring basis. An impairment charge is recorded for the amount by which the
carrying value of the receivables exceeds the fair value of the underlying collateral, net of remarketing costs. Fair values of the underlying collateral are
determined by reference to dealer vehicle value publications adjusted for certain market factors.

In addition to the methods and assumptions we use for the financial instruments recorded at fair value as discussed above, we
use the following methods and assumptions to estimate the fair value for our other financial instruments that are not marked to
market on a recurring basis. The carrying amounts of Cash and cash equivalents, Restricted cash, and Accounts payable
approximate fair values because of the short-term maturity and highly liquid nature of these instruments. Finance receivables
generally consist of retail and wholesale accounts and notes. The carrying amounts of Trade and other receivables and retail
and wholesale accounts approximate fair values as a result of the short-term nature of the receivables. The carrying amounts of
wholesale notes approximate fair values as a result of the short-term nature of the wholesale notes and their variable interest
rate terms. Due to the nature of the aforementioned financial instruments, they have been excluded from the fair value amounts
presented in the table below.

The fair values of our retail notes are estimated by discounting expected cash flows at current market rates. The fair values of
our retail notes are classified as Level 3 financial instruments.

The fair values of our debt instruments classified as Level 1 were determined using quoted market prices. The 6.75% Tax
Exempt Bonds, due 2040, are traded, but the trading market is illiquid, and as a result, the Loan Agreement underlying the Tax
Exempt Bonds is classified as Level 2. Trading in our 6.625% Senior Notes is limited to qualified institutional buyers; therefore
the notes are classified as Level 2. The fair values of our Level 3 debt instruments are generally determined using internally
developed valuation techniques such as discounted cash flow modeling. Inputs such as discount rates and credit spreads reflect
our estimates of assumptions that market participants would use in pricing the instrument and may be unobservable.
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The following tables present the carrying values and estimated fair values of financial instruments:

(in millions)
Assets
REtail NOTES ...cueieieiieieieeeee et
Liabilities
Debt:
Manufacturing operations
Senior Secured Term Loan Credit Agreement, due 2025.............c.........
6.625% Senior Notes, due 2026 ........c..oeevvveeeeiiiieeieeceeeeeeee e

Financial Services operations

Asset-backed debt issued by consolidated SPEs, due serially through
2023 e e

Bank credit facilities, due dates from 2019 through 2025 .....................
Commercial paper, program matures in 2022 ..........cccoeceverenerenenienenne

Borrowings secured by operating and finance leases, due serially
through 2024 ....o.ooeie e

(in millions)
Assets
REtail NOTES ...ovvieieiieiieiieeeee et
Liabilities
Debt:
Manufacturing operations
Senior Secured Term Loan Credit Agreement, due 2025.............c.........
6.625% Senior Notes, due 2026 ........c..oeevevieeeeeiiieieeceeeeeeee e
4.75% Senior Subordinated Convertible Notes, due 2019® .................

Financial Services operations

Asset-backed debt issued by consolidated SPEs, due serially through
2023 ettt

Senior secured NFC Term Loan, due 2025 ........coovveoeeveiieeeieeeeeeeeeenen.
Bank credit facilities, due dates from 2019 through 2025 .....................

Commercial paper, program matures in 2022..........ceceecevenenenenenennne

Borrowings secured by operating and finance leases, due serially
through 2024 .....oouiiiiiieee e

(A) Excludes capital lease obligation debt of $2 million.

As of October 31, 2019
Estimated Fair Value .
Carrying
Level 1 Level 2 Level 3 Total Value
$ — 8% — § 205 $ 205 S 208
— — 1552 1552 1,556
— 1,122 — 1,122 1,085
— 234 — 234 220
— — 60 60 60
— — 9 9 9
— — 995 995 991
— — 1,038 1,038 1,059
84 — — 84 84
— — 122 122 122
As of October 31, 2018
Estimated Fair Value .
Carrying
Level 1 Level 2 Level 3 Total Value
$ — $ — §$§ 180 § 180 $ 183
— — 1,597 1,597 1,570
— 1,122 — 1,122 1,083
412 — — 412 405
— 235 — 235 220
— — 122 122 122
— — 25 25 26
— — 949 949 948
— — 400 400 394
— — 511 511 519
75 — — 75 75
— — 104 104 105
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(B) The carrying value represents the consolidated financial statement amount of the debt which excludes the allocation of the conversion feature to equity,
while the estimated fair value is derived from quoted prices in active markets which include the equity feature.

14. Commitments and Contingencies
Guarantees

We occasionally provide guarantees that could obligate us to make future payments if the primary entity fails to perform under
its contractual obligations. We have recognized liabilities for some of these guarantees in our Consolidated Balance Sheets as
they meet the recognition and measurement provisions of GAAP. In addition to the liabilities that have been recognized, we are
contingently liable for other potential losses under various guarantees. We do not believe that claims that may be made under
such guarantees would have a material effect on our financial condition, results of operations, or cash flows.

Under the terms of the Navistar Capital Operating Agreement, Navistar Capital (a program of BMO Harris Bank N.A. and
Bank of Montreal (together "BMQO")) is our third-party preferred source of retail and lease customer financing for equipment
offered by us and our dealers in the U.S. We refer to this alliance as "Navistar Capital." The Navistar Capital Operating
Agreement, as amended, contains a loss sharing arrangement under which we generally reimburse BMO for excess credit losses
as defined in the arrangement. Our exposure to loss is mitigated because contracts under the Navistar Capital Operating
Agreement are secured by the financed equipment. There were $1.6 billion and $1.5 billion of outstanding loan principal and
operating lease payments receivable at October 31, 2019 and 2018, respectively, financed through the Navistar Capital
Operating Agreement and subject to the loss sharing arrangements in the U.S. The related financed values of these outstanding
contracts were $2.7 billion and $2.5 billion at October 31, 2019 and 2018, respectively. We have recognized a guarantee
liability for our portion of estimated Navistar Capital credit losses. Generally, we do not carry the contracts under the Navistar
Capital Operating Agreement on our Consolidated Balance Sheets. However, for certain Navistar Capital financed contracts
which we have accounted for as borrowings, we have recognized equipment leased to others of $51 million and $104 million
and financed lease obligations of $60 million and $122 million, in our Consolidated Balance Sheets as of October 31, 2019 and
2018, respectively.

We also have issued a limited number of residual value guarantees, for which losses are generally capped. If control has not
transferred, we account for these arrangements as operating leases and revenue is recognized on a straight-line basis over the
term of the lease. If control has transferred, revenue is recognized upon sale and the amounts of the guarantees are estimated
and recorded. Our guarantees are contingent upon the fair value of the leased assets at the end of the lease term. We have
recognized liabilities for some of these guarantees in our Consolidated Balance Sheets as they meet recognition and
measurement provisions. In addition to the liabilities that have been recognized, we are contingently liable for other potential
losses under various guarantees that are not recognized in our Consolidated Balance Sheets. We do not believe claims that may
be made under such guarantees would have a material effect on our financial condition, results of operations, or cash flows.

We obtain certain stand-by letters of credit and surety bonds from third-party financial institutions in the ordinary course of
business when required under contracts or to satisfy insurance-related requirements. As of October 31, 2019, the amount of
stand-by letters of credit and surety bonds issued was $97 million.

In addition, as of October 31, 2019, we have $125 million of outstanding purchase commitments and contracts with $28 million
of cancellation fees with expiration dates through 2025.

In the ordinary course of business, we also provide routine indemnifications and other guarantees, the terms of which range in
duration and often are not explicitly defined. We do not believe these will result in claims that would have a material impact on
our financial condition, results of operations, or cash flows.

Environmental Liabilities

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

We have accrued $20 million for these and other environmental matters, which are included within Other current liabilities and
Other noncurrent liabilities, as of October 31, 2019. The majority of these accrued liabilities are expected to be paid subsequent
to 2020.

Along with other vehicle manufacturers, we have been subject to an increased number of asbestos-related claims in recent
years. In general, these claims relate to illnesses alleged to have resulted from asbestos exposure from component parts found in
older vehicles, although some cases relate to the alleged presence of asbestos in our facilities. In these claims, we are generally
not the sole defendant, and the claims name as defendants numerous manufacturers and suppliers of a wide variety of products
allegedly containing asbestos. We have strongly disputed these claims, and it has been our policy to defend against them
vigorously. Historically, the actual damages paid out to claimants have not been material in any year to our financial condition,
results of operations, or cash flows. It is possible that the number of these claims will continue to grow, and that the costs for
resolving asbestos related claims could become significant in the future.

Legal Proceedings
Overview

We are subject to various claims arising in the ordinary course of business and are party to various legal proceedings that
constitute ordinary, routine litigation incidental to our business. The majority of these claims and proceedings relate to
commercial, product liability, and warranty matters. In addition, from time to time we are subject to various claims and legal
proceedings related to employee compensation, benefits, and benefits administration including, but not limited to, compliance
with the Employee Retirement Income Security Act of 1974, as amended ("ERISA"), and Department of Labor requirements.

In our opinion, apart from the actions set forth below, the disposition of these proceedings and claims, after taking into account
recorded accruals and the availability and limits of our insurance coverage, will not have a material adverse effect on our
business or our financial condition, results of operations, or cash flows.

Profit Sharing Disputes

Pursuant to the 1993 Settlement Agreement, the program administrator and named fiduciary of the Supplemental Benefit
Program is the Supplemental Benefit Program Committee (the "Committee"), composed of individuals not appointed by NI or
NIC. In August 2013, the Committee filed a motion for leave to amend its February 2013 complaint (which sought injunctive
relief for the Company to provide certain information to which the Committee was allegedly entitled under the Supplemental
Benefit Trust Profit Sharing Plan) and a proposed amended complaint (the "Profit Sharing Complaint") in the U.S. District
Court for the Southern District of Ohio (the "Court"). Leave to file the Profit Sharing Complaint was granted by the Court in
October 2013. In its Profit Sharing Complaint, the Committee alleged the Company breached the 1993 Settlement Agreement
and violated ERISA by failing to properly calculate profit sharing contributions due under the Supplemental Benefit Trust Profit
Sharing Plan. The Committee seeks damages in excess of $50 million, injunctive relief and reimbursement of attorneys' fees
and costs. Following the resolution of a procedural dispute by the U.S. Court of Appeals for the 6th Circuit, in May 2015, the
Court ordered that the claims in the Profit Sharing Complaint be arbitrated pursuant to the dispute resolution procedures in the
Supplemental Benefit Trust Profit Sharing Plan. In November 2015, the Company and the Committee selected an arbitrator.
The arbitration discovery process commenced and on August 1, 2016, the parties submitted briefs on issues related to the scope
of the arbitration. On June 29, 2017, the arbitrator ruled, among other things, that the arbitration will include Supplemental
Benefit Trust Profit Sharing Plan calculations for the years ending October 31, 2001 through October 31, 2014. On September
21, 2018, the arbitrator set a schedule to rule on all issues and determine final calculations by April 15, 2020. On April 29,
2019, the arbitrator ordered a new schedule for arbitration, and the arbitrator's final determination is expected by April 30,
2020. On September 13, 2019, the Committee filed an omnibus discovery motion with the arbitrator, alleging various discovery
violations by the Company. On October 30, 2019, the Company and the Committee met with the Court regarding the motion to
enforce discussed below, and the parties agreed on a plan for the Company to respond to the Committee’s information and
document requests in the arbitration. On November 5, 2019, the Committee withdrew the motion without prejudice. The
parties are in the process of proposing a new date to the arbitrator for the completion of the arbitration.

By letter dated February 14, 2019, the Committee indicated the Company’s Supplemental Benefit Trust Profit Sharing Plan
calculation for the Plan year ending October 31, 2018 reflects numerous positions that have caused the Committee to dispute
the Supplemental Benefit Trust Profit Sharing Plan calculations in the past, and on that basis the Committee disagrees with the
2018 calculation. In the February 14, 2019 letter, the Committee also requested information about the 2018 calculation. On
March 12, 2019, the Committee filed in the Court a motion to enforce the 1993 Settlement Agreement for the Company’s
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failure to respond to the Committee’s February 14, 2019 information requests. On May 15, 2019, the Company responded to
the information requests. The motion to enforce is still pending with the Court, but on October 30, 2019, the Company and the
Committee met with the Court regarding the motion to enforce, and agreed on a plan for the Company to respond to the
Committee’s information and document requests about the 2018 calculation.

As noted under “Retiree Health Care Litigation” below, on August 14, 2018, the Company filed a motion to schedule a status
hearing, in which the Company requested an in-person hearing to discuss the possibility of a global resolution of various
disputes under the 1993 Settlement Agreement, including the pending Profit Sharing Complaint. As a result, in-person hearings
were held on November 2, 2018 and February 22, 2019, and an in-chambers conference with the Court was held on November
22,2019. Telephone conferences with the Court are scheduled for January 6, 2020 and February 7, 2020, and a hearing is set
for June 1, 2020. Additional hearings may be scheduled in the future.

In addition, various local bargaining units of the UAW have filed separate grievances pursuant to the profit sharing plans under
various collective bargaining agreements in effect between the Company and the UAW that may have similar legal and factual
issues as the Profit Sharing Complaint.

Based on our assessment of the facts underlying the claims in the above actions, we are unable to provide meaningful
quantification of how the final resolution of these claims may impact our future consolidated financial condition, results of
operations, or cash flows.

Retiree Health Care Litigation

On October 21, 2016, two lawsuits were filed in the Court relating to postretirement healthcare and life insurance obligations
under the 1993 Settlement Agreement. The first lawsuit (the “Committee’s Complaint”) was filed by the Committee.

The Committee’s Complaint was filed against NIC, NI, NFC and a former affiliate, all of which are parties to the 1993
Settlement Agreement. Since January 1, 2012, the Navistar, Inc. Retiree Health Benefit Trust, created pursuant to the 1993
Settlement Agreement (the “Base Trust”), has received certain Medicare Part D subsidies from the federal Centers for Medicare
and Medicaid Services that were made available for prescription drug benefits provided to Medicare-eligible seniors pursuant to
the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 and has also received certain Medicare Part D
coverage-gap discounts from prescription drug manufacturers that were made available to eligible seniors pursuant to the
Patient Protection and Affordable Care Act (collectively, the “Subsidies”).

The Committee alleges, among other things, that the defendants breached the 1993 Settlement Agreement since January 1, 2012
by causing the Base Trust to allocate the Subsidies in a manner that improperly decreased the defendants’ contributions to the
Base Trust and increased retiree contributions. The Committee seeks damages, attorneys’ fees and costs for all alleged
violations of the 1993 Settlement Agreement, including approximately $26 million which the Committee alleges is the eligible
retirees’ “fair share” of the Subsidies that were allegedly misappropriated by the defendants from January, 2012 through April,
2015.

The second lawsuit was filed by two individual members of the Committee (the “Committee Members™) who are retirees and
participants in the Navistar, Inc. Health Benefit and Life Insurance Plan (the “Plan”) created pursuant to the 1993 Settlement
Agreement. The Committee Members’ complaint (the “Committee Members’ Complaint™) was filed against NIC, NI, NFC and
certain other former or current affiliates, all of which are parties or employers as defined in the 1993 Settlement

Agreement. The Committee Members allege, among other things, that the Company violated the terms of the Plan, breached a
fiduciary duty under ERISA, and engaged in ERISA-prohibited transactions by improperly using the Plan’s assets (a portion of
the Subsidies) for the Company’s benefit.

The Committee Members request that the Court order the defendants to restore all losses to the Base Trust, including
approximately $26 million, which the Committee Members allege is the Plan participants’ “fair share” of the Subsidies that
were allegedly misappropriated by the defendants from January 2012 through April 2015. The Committee Members also
request that the Court enjoin the defendants from alleged future violations of the Plan and ERISA with respect to treatment of
the Subsidies, order the defendants to remedy all alleged ERISA-prohibited transactions and pay the Committee Members’
attorneys’ fees and costs.

The defendants filed motions to dismiss each respective complaint on January 10, 2017. On May 10, 2017, the Court dismissed
the Committee's Complaint with prejudice, stating that the Committee lacked standing to bring its claims. With respect to the
Committee Members’ Complaint, the Court declined to dismiss the complaint, but ordered the parties to conduct discovery
regarding whether the Committee Members’ Complaint is barred by the applicable statute of limitations and to file a motion for
summary judgment thereafter on that issue of timeliness. The defendants filed their motion for summary judgment on
September 21, 2017, the Committee Members’ filed their opposition on November 2, 2017, and the defendants filed their reply
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on November 22, 2017. On June 26, 2018, the Court conditionally overruled the defendants’ motion for summary judgment.
The Court bifurcated the case and in September 2018 the Court conducted a trial on the issue of whether the Committee
Members’ Complaint is barred by the applicable statute of limitations. On November 20, 2018, the Committee Members filed a
motion for sanctions, alleging various discovery and trial misconduct by the defendants and requesting that the Court enter
judgment in favor of the Committee Members with respect to the statute of limitations issue and award attorneys’ fees to the
Committee Members. On December 11, 2018, the defendants filed their opposition to the Committee Members’ motion for
sanctions. On March 26, 2019, the Court granted the Committee Members’ motion for sanctions and ordered that discovery
related to the statute of limitations be re-opened through May 28, 2019, and the Court subsequently extended the statute of
limitations discovery period to October 7, 2019. The Court held a hearing on October 7, 2019 and October 8, 2019 to complete
the record on the statute of limitations defense. Briefing on the statute of limitations issue is scheduled for completion in
January 2020. The Court also ordered the Company to pay certain of the Committee Members legal and other costs to file the
motion for sanctions and to conduct additional discovery related to the statute of limitations issue.

On August 14, 2018, under the original Shy et. al. v. Navistar International Corporation, Civil Action No. 3:92-CV-333 (S.D.
Ohio 1992), the Company filed a motion to schedule a status hearing to request an in-person hearing to discuss the possibility
of a global resolution of various disputes under the 1993 Settlement Agreement, including but not limited to resolving the
pending Profit Sharing Complaint and Committee Members’ Complaint described above. As a result, in-person hearings were
held on November 2, 2018 and February 22, 2019 and an in-chambers conference with the Court was held on November 22,
2019. Telephone conferences with the Court are scheduled for January 6, 2020 and February 7, 2020, and a hearing is set for
June 1, 2020. Additional hearings may be scheduled in the future.

Based on our assessment of the facts underlying the claims in the above actions, we are unable to provide meaningful
quantification of how the final resolution of these claims may impact our future consolidated financial condition, results of
operations, or cash flows.

FATMA Notice

International Industria Automotiva da América do Sul Ltda. ("IIAA"), formerly known as Maxion International Motores S/A
("Maxion"), now a wholly owned subsidiary of the Company, received a notice (the “FATMA Notice”) in July 2010 from the
State of Santa Catarina Environmental Protection Agency ("FATMA") in Brazil. The FATMA Notice alleged that Maxion sent
waste to a facility owned and operated by a company known as Natureza (the “Natureza Facility”) and that soil and
groundwater contamination had occurred at the Natureza Facility.

The FATMA Notice asserted liability against Maxion and assessed an initial penalty in the amount of R$2 million (the
equivalent of approximately less than US$1 million at October 31, 2019), which is not due and final until all administrative
appeals are exhausted. Maxion was one of numerous companies that received similar notices. ITAA filed an administrative
defense in August 2010 and has not yet received a decision following that filing.

In addition to the matter described above, there is a suit pending in the federal court of Brazil in which the federal district
attorney has sued (a) FATMA, for claims related to FATMA'’s actions in connection with licensing and inspection procedures
related to the Natureza Facility, and (b) Selamix, as the current owner of the Natureza Facility. In this federal suit, Selamix was
found liable for the contamination at the Natureza Facility due to it being the successor owner of the facility. However, the
federal court’s decision does not prohibit Selamix from seeking to recover its damages from third parties that contributed to the
contamination at the Natureza Facility.

In connection with the FATMA Notice, ITAA presented a motion to the district attorney of the State of Santa Catarina (the “SC
District Attorney”) to set forth its defenses and correct inaccuracies in the FATMA Notice in August 2017. In September 2017,
the SC District Attorney informed ITAA that it intended to present a Consent Agreement to all of the companies that sent waste
to Natureza to determine the allocation of the liability for generating the waste which led to the contamination of the Natureza
Facility. ITAA then filed a motion requesting that the SC District Attorney consider certain facts and circumstances prior to
presenting the Consent Agreement.

In January 2018, the SC District Attorney, local and state authorities, Selamix, ITAA and the 14 other companies (together, the
"Companies") that are alleged to have significantly contributed to the contamination met to discuss the matter. Selamix then
presented three proposals for conducting a preliminary environmental assessment in the area to determine the allocation of
liability among the Companies. In March 2018, Selamix informed the SC District Attorney that it would voluntarily conduct a
preliminary environmental study at the Natureza Facility in an attempt to determine and allocate the liability for the
contamination pursuant to an agreement with the Companies after the study is completed. The SC District Attorney agreed to
suspend further inquiry into the matter until Selamix’s study had been completed. The Companies (other than Selamix) have
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expressed an interest in having an independent environmental study conducted. The SC District Attorney has indicated that it
may consider requiring an independent environmental study after Selamix’s environmental study is completed.

In June 2018, Selamix presented its Environmental Preliminary Assessment Report to the SC District Attorney and the
Companies alleged to have contributed to the contamination and the report indicated that the entire property should be subject
to further studies to confirm the type and extent of the contamination due to signs of buried residues in several areas. Selamix
also presented commercial proposals from two additional companies specializing in environmental studies to perform the next
steps of the technical work. The SC District Attorney then requested a third commercial proposal which was to be presented and
paid for by Selamix. One of the commercial proposals included an Environmental Preliminary Assessment Report ("Phase 1
Study") and indicated that a Phase 2 assessment should be performed to include: (i) geophysical investigations to identify
buried drums; (ii) investigations to verify and delimitate the volume and size of the contamination; and (iii) sample collection
and analysis of soil and water. In July 2019, the SC District Attorney requested that each of the Companies (including ITAA)
inform the SC District Attorney of whether they intend to contribute to the costs of the portion of the Phase 2 assessment related
to geophysical investigations to identify buried drums at the Natureza Facility. The request did not include any information
related to the potential range of the associated costs or indicate whether contributions for the cost of the other portions of the
Phase 2 assessment would be sought from the Companies (including ITAA). [IAA responded to the request indicating that it
would not contribute to the cost of the Phase 2 assessment related to geophysical investigations and requested a meeting with
the SC District Attorney to discuss the next steps in the process.

ITAA continues to dispute the allegations in the FATMA Notice and intends to continue to vigorously defend itself. Currently,
no demands or offers are outstanding.

Sao Paulo Groundwater Notice

In March 2014, ITIAA, along with other nearby companies, received from the Sao Paulo District Attorney (the "District
Attorney") a notice and proposed Consent Agreement relating to alleged neighborhood-wide groundwater contamination at or
around its Sao Paulo manufacturing facility. The proposed Consent Agreement sought certain groundwater investigations and
other technical relief and proposed sanctions in the amount of R$3 million (the equivalent of approximately less than US$1
million at October 31, 2019). In November 2014, IIAA extended a settlement offer. The parties remained in discussions and
ITAA’s settlement offer was never accepted, rejected or countered by the District Attorney.

On August 31, 2016, the District Attorney filed civil actions against [IAA and other companies in the Central Forum of the
capital of the State of Sao Paulo seeking soil and groundwater investigation and remediation, together with monetary payment
in an unspecified amount. ITAA filed its defense to the civil action on January 26, 2017, alleging that IIAA has made all
necessary investigations and has taken remedial measures to address the contamination and that Companhia Ambiental do
Estado de Sao Paulo ("CETESB"), the environmental agency of Sao Paulo State, has agreed to the remedial measures taken by
ITAA. On June 20, 2017, ITIAA presented a petition requesting a 90-day suspension of the lawsuit. IIAA has since held and is
currently engaged in discussions with the District Attorney regarding settlement of this matter. The District Attorney agreed to
an initial suspension on June 30, 2017 and a subsequent suspension for an additional 90 days which ended on July 9, 2018.

A new district attorney (the “New District Attorney”) assumed responsibility for the case in February 2018. The New District
Attorney would like the companies involved to try to reach a settlement agreement as to the remediation efforts to be taken after
having discussions and negotiations with the New District Attorney’s technical experts. IIAA attempted to schedule a meeting
with the New District Attorney’s technical experts. [IAA met with the New District Attorney on July 25, 2018. The New
District Attorney has indicated that he will request information related to the status of the current remediation from CETESB.
After receiving that information, the New District Attorney indicated that he will schedule a meeting with IIAA to discuss the
proposed terms of a potential settlement agreement and granted a third suspension on August 14, 2018 which ended on
November 14, 2018. Although the suspension was technically terminated, the New District Attorney continued to evaluate the
possibility of settlement. The New District Attorney requested a suspension, which was granted by the court and technically
ended on August 26, 2019. On September 6, 2019, the New District Attorney requested that (a) the case be continued due to the
absence of a formal settlement agreement proposal, and (b) the judge required the Department of Water and Electric Energy
(“DAEE”) and Sao Paulo State Sewage Company (“SABESP”) to answer inquiries related to the case. Subsequently, the New
District Attorney suggested the case be suspended for another 180 days to allow for the further elaboration of the New District
Attorney’s technical expert’s opinion. On September 10, 2019, the judge granted the New District Attorney's request to require
answers from DAEE and SABESP on October 23, 2019. DAEE and SABESP responded to the requests and the parties are
currently reviewing the information provided.

There are no current demands or offers outstanding.
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MaxxForce Engine EGR Warranty Litigation

On June 24, 2014, N&C Transportation Ltd. ("N&C") filed a putative class action lawsuit against NIC, NI, Navistar Canada
Inc., and Harbour International Trucks in Canada in the Supreme Court of British Columbia (the "N&C Action"). Subsequently,
seven additional, similar putative class action lawsuits have been filed in Canada (together with the N&C Action, the "Canadian
Actions").

From June 13-17, 2016, the court conducted a certification hearing in the N&C Action. On November 16, 2016, the court
certified a Canada-wide class comprised of persons who purchased heavy-duty trucks equipped with Advanced EGR
MaxxForce 11, MaxxForce 13, and MaxxForce 15 engines designed to meet 2010 EPA regulations. The court in the N&C
Action denied certification to persons who operated but did not buy the trucks in question. On November 2, 2017, NIC, NI,
Navistar Canada Inc. and Harbour International Trucks filed a notice of appeal. On December 8, 2017, the plaintiff filed a
notice of cross-appeal. Both the appeal and cross-appeal were heard by the British Columbia Court of Appeal on February 9,
2018. On August 1, 2018, the appellate court denied our appeal and granted, in part, N&C's cross-appeal and as such certified
three narrow issues on whether misrepresentations were made in Navistar's advertising materials. On September 28, 2018,
Navistar sought leave to appeal the certification decision to the Supreme Court of Canada, but leave was denied on March 28,
2019. The next step will be an attendance before the case management judge regarding the details of the notice of certification
to be given to the class. No date for this attendance has been set.

On June 5, 2017, a hearing was held in the Quebec putative class action lawsuit captioned 4037308 Canada Inc. v. Navistar
Canada Inc., NI, and NIC. At that hearing, the court ruled on certain motions regarding evidence related to certification but
deferred a ruling on plaintiff’s proposed amendment to narrow the proposed class to Quebec-only purchasers and lessees of
model year 2010-13 vehicles containing MaxxForce 11, 13, and 15 liter engines. On November 23, 2017, we filed a motion to
stay the Quebec case until the British Columbia Court of Appeal rules on the certification order in the N&C Action. The stay
motion was granted on December 7, 2017. The decision of the British Columbia Court of Appeal was provided to the Quebec
court. On September 6, 2018, the stay was extended until the Supreme Court of Canada decides the application for leave to
appeal in the N&C Action. The stay has since been removed, but no hearing date or certification schedule has been set.

In the Manitoba putative class action lawsuit captioned Vern Brown v. Navistar International Corporation and Navistar Canada,
Inc., the court held a case management conference on June 29, 2018, after the plaintiff failed to file a complete certification
record by the previously court-ordered due date. The plaintiff advised that it expected to file its remaining certification
affidavits by August 31, 2018, and the court suspended certification scheduling in the interim. The plaintiff filed an additional
affidavit on July 5, 2018. On September 5, 2018, the court adjourned the certification application indefinitely to allow the
plaintiff to obtain an expert report. On July 30, 2019, the plaintiff served an expert report. On October 7, 2019, the plaintiff
served an amended motion for certification and requested a hearing to set a schedule leading to a certification hearing. On
October 9, 2019, the court determined that the plaintiff did not properly file his certified materials and adjourned the plaintiffs’
scheduling request. It has not been rescheduled. There are no certification or other hearings scheduled in any of the other
Canadian Actions at this time.

On July 7, 2014, Par 4 Transport, LLC filed a putative class action lawsuit against NI in the United States District Court for the
Northern District of Illinois (the "Par 4 Action"). Subsequently, seventeen additional putative class action lawsuits were filed in
various United States district courts, including the Northern District of Illinois, the Eastern District of Wisconsin, the Southern
District of Florida, the Middle District of Pennsylvania, the Southern District of Texas, the Western District of Kentucky, the
District of Minnesota, the Northern District of Alabama, and the District of New Jersey (together with the Par 4 Action, the
"U.S. Actions"). Some of the U.S. Actions name both NIC and NI, and allege matters substantially similar to the Canadian
Actions. More specifically, one or more of the Canadian Actions and the U.S. Actions (collectively, the "EGR Class Actions")
seek to certify a class of persons or entities in Canada or the United States who purchased and/or leased a ProStar or other
Navistar vehicle equipped with a model year 2008-2013 MaxxForce Advanced EGR engine.

In substance, the EGR Class Actions allege that the MaxxForce Advanced EGR engines are defective and that the Company
and NI failed to disclose and correct the alleged defect. The EGR Class Actions assert claims based on theories of contract,
breach of warranty, consumer fraud, unfair competition, misrepresentation and negligence. The EGR Class Actions seek relief
in the form of monetary damages, punitive damages, declaratory relief, interest, fees, and costs.

On October 3, 2014, NIC and NI filed a motion before the United States Judicial Panel on Multidistrict Litigation (the "MDL
Panel") seeking to transfer and consolidate before Judge Joan B. Gottschall of the United States District Court for the Northern
District of Illinois all of the then-pending U.S. Actions, as well as certain non-class action MaxxForce Advanced EGR engine
lawsuits pending in various federal district courts.
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On December 17, 2014, Navistar's motion to consolidate the U.S. Actions and certain other non-class action lawsuits was
granted. The MDL Panel issued an order consolidating all of the U.S. Actions that were pending on the date of Navistar’s
motion before Judge Gottschall in the United States District Court for the Northern District of Illinois (the "MDL Action").

The MDL Panel also consolidated into the MDL Action certain non-class action MaxxForce Advanced EGR engine lawsuits
pending in the various federal district courts. Non-class federal lawsuits presenting pre-trial issues similar to the MDL Action
continue to be transferred to the MDL Action. Approximately 28 such actions are currently pending.

On March 5, 2015, Judge Gottschall entered an order in the MDL Action appointing interim lead counsel and interim liaison
counsel for the plaintiffs. On May 11, 2015, lead counsel for the plaintiffs filed a First Master Consolidated Class Action
Complaint ("Consolidated Complaint"). The parties to the MDL Action exchanged initial disclosures on May 29, 2015. The
Company answered the Consolidated Complaint on July 13, 2015. On September 22, 2016, lead counsel for the plaintiffs filed a
First Amended Consolidated Class Action Complaint (the “Amended Consolidated Complaint”). The Amended Consolidated
Complaint added 25 additional named plaintiffs. NI and NIC answered the Amended Consolidated Complaint on October 20,
2016.

On October 13, 2017, lead counsel for the plaintiffs filed a Motion for Leave to File a Second Amended Consolidated Class
Action Complaint, as well as a Motion for Voluntary Dismissal of Claims without Prejudice relating to 15 previously named
plaintiffs. On January 4, 2018, Judge Gottschall granted both motions. On January 9, 2018, the plaintiffs filed a Second
Amended Consolidated Class Action Complaint. The Second Amended Consolidated Class Action Complaint removed 15
named plaintiffs and substituted in 8 new named plaintiffs. Three class action cases were dismissed without prejudice because
there were no longer any remaining plaintiffs in those cases. On May 30, 2019, the court granted plaintiffs leave to file a Third
Amended Consolidated Class Action Complaint. The Third Amended Consolidated Class Action Complaint removed 2 named
plaintiffs. NI and NIC answered the Third Amended Consolidated Class Action Complaint on June 16, 2019.

On May 28, 2019, plaintiffs submitted the Settlement Agreement to the court for preliminary approval. The Settlement
Agreement class consists of entities and natural persons who owned or leased a 2011-2014 model year vehicle equipped with a
MaxxForce 11 or 13 liter engine certified to meet EPA 2010 emissions standards without selective catalytic reduction
technology, provided that vehicle was purchased or leased in the U.S.

Pursuant to the Settlement Agreement, among other things, (1) the parties will establish a non-reversionary common fund
consisting of cash (the “Cash Fund”) and rebates (the “Rebate Fund”) with a total value of $135 million (the “Settlement
Fund”); (2) NIC and NI will contribute $85 million to the Cash Fund, which will be used to pay all settlement fees and
expenses, service awards, attorneys’ fees and costs, and cash payments to members of the settlement class; (3) NI will commit
to make available rebates with a face value in the aggregate of $50 million to the Rebate Fund; and (4) the settlement class will
release NIC and NI and their affiliates from all claims and potential claims arising from or related to the allegations in the U. S.
Actions, except for claims for personal injury or damage to third-party property. The Settlement Agreement further provides
that dollars or value remaining in either the Cash Fund or the Rebate Fund after claims are processed will be used to pay
approved claims from the other fund if the other fund is oversubscribed (the “Waterfall”). Any Waterfall from the Rebate Fund
to the Cash Fund is capped at $35 million. Finally, the Settlement Agreement states that NIC and NI deny all claims in the U.S.
Actions, deny wrongdoing, liability or damage of any kind, and deny that NIC and NI acted improperly or wrongfully in any
way.

The Settlement Agreement is subject to final approval by the court, including possible appeals. On June 12, 2019, the court
preliminarily approved the settlement. Members of the class have been provided notice of the Settlement Agreement and an
opportunity to object or opt out. Any members of the class who opt out will not receive any benefit from the Settlement
Agreement or be bound by it.

Four class members filed a consolidated objection to the Settlement Agreement on October 10, 2019. NIC and NI, and also lead
counsel for the class, filed responses to the objection on October 23, 2019. The objectors filed a reply on November 6, 2019. In
response to a court order dated November 8, 2019, lead counsel and the objectors filed supplemental information on November
11,2019 and November 12, 2019. The court held a fairness hearing on November 13, 2019, to consider whether the Settlement
Agreement should be finally approved and whether the proposed Final Order and Judgment should be entered. At the hearing,
the court heard argument on behalf of the four objectors and from one additional class member who had not formally filed an
objection. The court entered an order on November 13, 2019, requiring additional information from the parties on November 20
and 27, 2019. Depending on certain oversubscription numbers, lead counsel for the class may have the option to withdraw from
the Settlement Agreement.

On November 11, 2017, seven plaintiffs (the “Direct Action Plaintiffs”) in the MDL Action moved for a separate trial and
discovery schedule independent of the class action schedule. On January 2, 2018, Judge Gottschall granted in part and denied in
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part the Direct Action Plaintiffs’ motion, allowing two of the Direct Action Plaintiffs to begin limited discovery on plaintiff-
specific issues. The parties are currently engaged in discovery. One of the Direct Action Plaintiffs filed a motion for leave to file
a First Amended Complaint on September 25, 2018 and that motion was granted by the court in a minute order dated December
13, 2018. The First Amended Complaint was filed on December 18, 2018 and our response was filed on January §, 2019. On
September 24, 2019, NIC, NI, and certain Direct Action Plaintiffs filed a Joint Response Regarding a Proposed Discovery Plan.
The court, in turn, referred the matter to a magistrate for discovery supervision. On November 20, 2019, the magistrate set a
fact discovery close of October 30, 2020, and set a status hearing for January 14, 2020.

There are also non-class action MaxxForce Advanced EGR engine lawsuits filed against the Company in various state courts. A
number of non-class action lawsuits have been resolved in favor of the Company prior to trial or settled for immaterial amounts.
Several cases have been resolved at trial with varying results. Approximately 35 state court non-class actions are pending at this
time. One of the non-class action lawsuits ("Milan"), alleging violations of the Tennessee Consumer Protection Act and fraud
and involving approximately 235 trucks, was tried in Tennessee state court in August 2017. On August 10, 2017, the Milan jury
returned a verdict of approximately $31 million against the Company, including $20 million in punitive damages. On October
2, 2017, the Company filed various motions in the trial court challenging the verdict, including a Motion for Judgment
Notwithstanding the Verdict or, in the Alternative, a New Trial and Motion to Disapprove of the Award of Punitive Damages.

The hearing on these motions was held on December 1, 2017 and the court denied the Company's motions, denied the Milan
plaintiffs’ motion for pre-judgment interest and granted the Milan plaintiffs’ $1 million in fees and costs. On January 11, 2018,
the Company filed a Notice of Appeal in the Tennessee Court of Appeals challenging the verdict. Briefing on the appeal was
completed on March 18, 2019, and the Tennessee Court of Appeals heard oral arguments on June 19, 2019. In the third quarter
0f 2017, we recorded $31 million of charges in SG&A expenses in our Consolidated Statements of Operations.

On August 14, 2019, a three-judge panel of the Tennessee Court of Appeals issued a unanimous opinion reversing the $31
million judgment and $1 million of fees and costs for the Milan plaintiffs. In addition, the Tennessee Court of Appeals affirmed
the trial court’s judgment for Navistar on the Milan plaintiffs' warranty claims. On October 11, 2019, the Milan plaintiffs filed
an application for permission to appeal this ruling to the Tennessee Supreme Court. On October 28, 2019, NI filed its answer to
the application for permission to appeal. The Tennessee Supreme Court will decide whether or not to exercise its discretion to
hear the appeal.

Based on our assessment of the facts underlying the claims in the above actions, the Company has recorded a charge in the
Company’s fiscal second quarter ended April 30, 2019 in the amount of $159 million as a reserve for its expected obligations
under the Settlement Agreement as well as for current period liabilities and potential future settlements with respect to certain
other MaxxForce Advanced EGR engine lawsuits that are not included in the Settlement Agreement. In addition, the Company
has released a liability of $32 million, related to the judgment reversal in the Milan case in the third quarter ended July 31,
2019. These impacts were recorded in SG&A expenses in our Consolidated Statements of Operations. Other than the
aforementioned, we are unable to provide further meaningful quantification of how the final resolution of these matters may
impact our future consolidated financial condition, results of operations or cash flows.

EPA Clean Air Act Litigation

In February 2012, NI received a Notice of Violation ("NOV") from the United States Environmental Protection Agency (the
"EPA") pertaining to certain heavy-duty diesel engines which, according to the EPA, were not completely assembled by NI until
calendar year 2010 and, therefore, were not covered by NI's model year 2009 certificates of conformity. The NOV concluded
that NI's introduction into commerce of each of these engines violated the Federal Clean Air Act.

On July 14, 2015, the Department of Justice ("DOJ"), on behalf of the EPA, filed a lawsuit against NIC and NI in the U.S.
District Court for the Northern District of Illinois. Similar to the NOV, the lawsuit alleges that NIC and NI introduced into
commerce approximately 7,749 heavy-duty diesel engines that were not covered by model year 2009 certificates of conformity
because those engines were not completely assembled until calendar year 2010, resulting in violations of the Federal Clean Air
Act. On July 16, 2015, the DOJ filed an Amended Complaint clarifying the amount of civil penalties being sought. The lawsuit
requests injunctive relief and the assessment of civil penalties of up to $37,500 for each violation. On September 14, 2015, NIC
and NI each filed an Answer and Affirmative Defenses to the Amended Complaint. We dispute the allegations in the lawsuit.

Fact discovery for the liability phase commenced on December 9, 2015. Pursuant to the court's minute order entered on July 12,
2017, the fact discovery was completed as of November 9, 2017.

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

On April 3, 2018, the parties jointly filed a stipulation of dismissal with prejudice for NIC only. The stipulation with prejudice
has no effect on the claims made against NI. With the dismissal of NIC, the matter moved to the remedy phase with respect to
NI. The court entered a scheduling order on May 3, 2018, setting a fact discovery deadline of May 22, 2019, expert report and
deposition deadlines through November 7, 2019, and a deadline for submission of dispositive motions of December 9, 2019.
Fact discovery for the remedy phase is complete. On October 8, 2019, the court set expert report and expert deposition
deadlines through March 17, 2020. A status hearing is scheduled for January 29, 2020.

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

Brazil Truck Dealer Disputes

In January 2014, ITAA initiated an arbitration proceeding under the International Chamber of Commerce rules seeking payment
for goods sold and unpaid, in the amount of R$64 million (approximately US$16 million as of October 31, 2019), including
penalties and interest, from a group of affiliated truck dealers in Brazil. The truck dealers are affiliated with each other, but not
with us, and are collectively referred to as Navitrucks. In the proceeding, [IAA also seeks a declaration of fault against
Navitrucks related to the termination of the truck dealer agreements between IIAA and Navitrucks. Navitrucks responded in
part by submitting counterclaims against IIAA seeking the amount of R$128 million (approximately US$32 million as of
October 31, 2019) for damages related to alleged unfulfilled promises and injury to Navitrucks’ reputation. In October 2014,
Navitrucks amended their counterclaims by increasing the amount of damages. During a preliminary hearing before the arbitral
tribunal on March 24, 2015, the parties agreed to submit all of the pending claims between the parties to the exclusive
jurisdiction of the arbitral tribunal. Pursuant to the timetable issued in the arbitration proceeding, IIAA presented its complaint
in July 2015, Navitrucks filed its answer and counterclaims on August 24, 2015, and ITAA filed its rebuttal and answer to
Navitrucks’ counterclaims on October 22, 2015. On December 7, 2015, Navitrucks filed its rebuttal to IIAA’s answer to
counterclaims. On June 13-15, 2016, the arbitral tribunal held hearings on the parties presenting witnesses and evidence.

On July 18, 2016, ITAA and Navitrucks presented additional documents and information related to the hearing held on June
13-15,2016. On September 30, 2016, the parties presented their final allegations. On April 20, 2017, the arbitral tribunal issued
a partial award (the "Initial Award") granting a portion of the relief sought by each of the parties. Specifically, the arbitral
tribunal's Initial Award held that: (a) Navitrucks failed to pay certain amounts to ITAA for the purchase of vehicles under its
agreements with IIAA, thereby breaching its contractual obligations; and (b) IIAA breached its contractual obligations under its
agreements with Navitrucks due to its failure to fulfill its promises to invest in products, infrastructure, and a dealership
network. Furthermore, the arbitral tribunal held that, due to the mutual breach of the agreements between ITAA and Navitrucks,
the agreements should be deemed terminated.

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

As determined by the arbitral tribunal, IIAA (a) designated its expert assistant and disclosed the questions to be answered by the
arbitral expert (official expert designated by the arbitral tribunal); (b) presented a summary of the amount that Navitrucks owes
to IIAA in accordance with the previous calculation and related award issued on April 20, 2017; and (c) presented its replies to
the Navitrucks' petitions.

On May 11, 2018, the arbitral tribunal issued a decision allowing the calculation to be made by the parties’ experts and
scheduled the calculation phase hearing for August 16, 2018. On July 6, 2018, each party’s experts presented their reports
indicating the calculation of the total amount due from each party to the other party. On August 6, 2018, the parties jointly filed
a petition informing the arbitral tribunal that they reached an agreement as to the total amount due from each party to the other
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party. Pursuant to the agreement, Navitrucks agreed that it owes IIAA the total amount of R§107 million (approximately US
$27 million as of October 31, 2019) after deducting the agreed amount of Navitrucks' claim against [TAA.

In addition, the parties requested: (a) the cancellation of the hearing scheduled for August 16, 2018; (b) a 15 day period for the
parties to present their respective costs incurred in connection with the arbitral proceeding; and (c) the closure of the calculation
phase with the final ruling of merits.

On August 13, 2018, the arbitral tribunal issued a decision canceling the hearing scheduled for August 16, 2018 and directed the
parties to prove their respective incurred costs in connection with the arbitral proceeding and to specify whether there were any
additional productions of evidence or considerations by August 23, 2018.

On August 23, 2018, ITAA filed a petition indicating that its costs incurred in connection with the arbitral proceeding were R$6
million (approximately US$1 million as of October 31, 2019). On the same date, Navitrucks filed a petition indicating that its
costs incurred in connection with the arbitral proceeding were R$3 million (less than approximately US$1 million as of October
31, 2019). On September 18, 2018, the arbitral tribunal issued a decision (i) declaring the end of the evidence phase, (ii)
ordering the parties to present their closing arguments on or before October 31, 2018, and (iii) stating that the final decision on
the merits will be issued on or before December 20, 2018. On October 31, 2018, the parties submitted their closing arguments.

On or about March 1, 2019, ITIAA and Navitrucks received the award of the arbitral tribunal. The award orders the Navitrucks
entities to pay ITAA a total of R$107 million (approximately US$27 million as of October 31, 2019), subject to inflation
adjustment and default interest. In addition, the arbitral tribunal ordered the Navitrucks entities to reimburse IIAA in the
amount of R$3 million (approximately US$1 million as of October 31, 2019) for a portion of IIAA’s costs incurred in the
arbitration. The parties had 30 days from the date of receipt of the award to apply for the correction of errors and/or
clarifications related to the award. On March 29, 2019, ITAA filed an application for clarifications related to certain clerical
errors in the award. On April 22, 2019, the arbitral tribunal issued a decision ordering Navitrucks to submit any comments
regarding the application for clarifications filed by IIAA on or before April 25, 2019 and indicated that the arbitral tribunal will
issue a final award with respect to IIAA’s application for clarifications by May 25, 2019.

On June 3, 2019, the arbitral tribunal issued the final award with an addendum to address the clarifications related to certain
clerical errors in the award. The final award amount was noted as R$131 million (approximately US$33 million as of October
31, 2019) and Navitrucks was required to pay IIAA on or before July 15, 2019. Navitrucks did not make the required payment
to IIAA on or before July 15, 2019 and IIAA is now permitted to commence an enforcement proceeding in the Brazilian civil
court.

We have not recorded a receivable related to this matter in our consolidated financial statements.

In addition, two truck fleet owners in Brazil have a separate adversarial proceeding pending against IIAA that may have similar
legal and factual issues as the Navitrucks claim. This claim is not material either individually or in the aggregate.

California Air Resources Board Notice of Violation

On March 28, 2019, Navistar received a notice of violation ("NOV") from the California Air Resources Board ("CARB"). In
the NOV, CARB alleges that Navistar failed to disclose a running change to 1,385 engines including certain model year 2013 to
2015 N13 engines and 2014 to 2015 N9/10 engines. CARB alleges that the running change in question made modifications to
the emissions control system such that the engines no longer conformed to the configuration as certified. In August 2019, the
Company and CARB reached a tentative resolution of this matter for $2 million, subject to agreement on formal terms.

Based on our assessment of the facts underlying the claims in the above action, the Company has recorded a charge in the third
quarter ended July 31, 2019 in the amount of $2 million as a reserve for its expected obligations in Engineering and product
development costs in our Consolidated Statements of Operations. Other than the aforementioned, we are unable to provide
further meaningful quantification of how the final resolution of this matter may impact our future consolidated financial
condition, results of operations or cash flows.

Other
Navistar Defense MRAP Litigation

In the third quarter of 2016, Navistar Defense, LLC ("NDLLC") received a subpoena from the United States Department of
Defense Inspector General (the "DOD IG"). The subpoena requested documents relating to NDLLC's sale of its independent
suspension systems ("ISS") for military vehicles to the government for the period from January 1, 2009 through December 31,
2010. On June 3, 2016, NDLLC met with government representatives, including representatives from the DOD IG and the
Department of Justice ("DOJ") to discuss the matter.
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Since then, NDLLC engaged in ongoing discussions with the DOD IG and the DOJ. NDLLC made submissions of documents
responsive to the subpoena in June and August 2016 and completed its subpoena response. On May 1, 2017, NDLLC met with
government representatives, including representatives from the DOD IG and the DOJ, to further discuss the matter, including
assertions that NDLLC may have overcharged the United States for the ISS components. NDLLC agreed to provide additional
information relating to the pricing of the ISS components. The parties met again on June 13, 2017. In August 2017, NDLLC
received a letter from the DOJ claiming that NDLLC made false and misleading statements during the course of price
negotiations and during the Defense Contract Audit Agency audit which resulted in NDLLC overcharging the United States for
the ISS components by approximately $88 million and asking for treble damages and penalties for a total demand of
approximately $264 million. NDLLC responded to the DOJ’s demand letter explaining its position that it has no liability in this
matter and outlining the bases for such position, and that NDLLC intends to vigorously defend its position. NDLLC and the
DOJ communicated between October 5, 2017 and December 8, 2017 to discuss their respective positions on both liability and
damages.

On December 8, 2017, NDLLC received another subpoena from the DOD IG which requested documents relating to NDLLC's
pricing of the Mine Resistant Ambush Protected (“MRAP”) vehicle and its sale of parts to the government for the period from
January 1, 2006 through December 31, 2013. NDLLC responded to the subpoena and made four productions of responsive
documents.

On July 10, 2018, NDLLC received another subpoena from the DOD IG requesting additional custodian emails and documents
related to the MRAP and ISS components. NDLLC responded to the subpoena and made four productions of responsive
documents. Additionally, in September and October 2018 the DOJ conducted interviews of certain current and former
employees and will likely conduct additional interviews in the future.

The parties began mediation in February 2019 but were unable to resolve the matter.

On December 3, 2019, the DOJ filed a complaint in the U.S. District Court for the District of Columbia partially intervening in
what had been a sealed False Claims Act (“FCA”) case previously filed by a relator. The relator, a former NDLLC employee,
filed his initial complaint in September 2013 in the U.S. District Court for the District of Columbia. The relator filed an
amended complaint on November 1, 2019, alleging that NDLLC submitted false pricing support to the government in
connection with three MRAP contract parts or part systems - the chassis, the engine, and 13 of the parts associated with 3,898
ISS components (“Relator’s ISS Claim”). The relator alleges single damages of $1.125 billion for the chassis, $36.4 million for
the engine, and $118.7 million for the Relator’s ISS Claim, totaling approximately $1.28 billion in single damages and $3.84
billion in treble damages. The DOJ’s complaint-in partial intervention alleges that NDLLC submitted false pricing support in
connection with 11 of the parts associated with 3,803 ISS components used on the MRAP and seeks damages of an unspecified
amount under the FCA and common law theories of mistake, unjust enrichment, and fraud.

NDLLC intends to defend itself vigorously.

At this time, we are unable to predict the outcome of these matters, including whether a settlement will be reached, or provide
meaningful quantification of how the final resolution of this matter may impact our future consolidated financial condition,
results of operations or cash flows.

Deepwater Horizon Settlement Program

On June 3, 2018, we concluded the settlement of a business economic loss claim relating to our Alabama engine manufacturing
facility. We received a gross amount of $85 million with a net present value of $70 million, net of our fees and costs, from the
Deepwater Horizon Settlement Program. The cash proceeds are being received in installments through 2020. The net present
value of the settlement was recorded in our 2018 financial results in Other expense, net in our Consolidated Statements of
Operations, and Other current and Other non-current assets in our Consolidated Balance Sheets.

15. Segment Reporting
The following is a description of our four reporting segments:

*  Our Truck segment manufactures and distributes Class 4 through 8 trucks and buses under the International and IC Bus
("IC") brands, and produces engines under our proprietary brand name. This segment sells its products in the U.S.,
Canada, and Mexico markets, as well as through our export truck business.

*  Our Parts segment provides customers with proprietary products needed to support the International commercial truck,
IC Bus, proprietary engine lines, and export parts business, as well as our other product lines. Our Parts segment also
provides a wide selection of other standard truck, trailer, and engine aftermarket parts. Also included in the Parts segment
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are the operating results of BDP, which manages the sourcing, merchandising, and distribution of certain service parts we
sell to Ford in North America.

Our Global Operations segment primarily consists of Brazil engine operations which produce diesel engines under
contract manufacturing arrangements, as well as under the MWM brand, for sale to original equipment manufacturers
(OEMs) in South America.

Our Financial Services segment provides retail, wholesale, and lease financing of products sold by the Truck and Parts
segments and their dealers within the U.S. and Mexico, as well as financing for wholesale accounts and selected retail
accounts receivable. This segment also facilitates financing relationships in other countries to support our Manufacturing
Operations.

Corporate contains those items that are not included in our four segments.

Segment Profit (Loss)

We define segment profit (loss) as net income (loss) from continuing operations attributable to NIC, excluding income tax
benefit (expense). Selected financial information from our Consolidated Statements of Operations and our Consolidated
Balance Sheets is as follows:

The costs of profit sharing and annual incentive compensation for the Manufacturing operations are included in corporate
expenses.

Interest expense and interest income for the Manufacturing operations are reported in corporate expenses.

The Financial Services segment finances certain sales to our dealers in North America, which include an interest-free
period that varies in length that is subsidized by our Truck and Parts segments. Additionally, the Financial Services
segment reports intersegment revenues from secured and unsecured loans to the Manufacturing operations. Certain retail
sales financed by the Financial Services segment, primarily NFC, require the Manufacturing operations, primarily the
Truck segment, to share a portion of any credit losses.

We allocate "access fees" to the Parts segment from the Truck segment for certain engineering and product development
costs, depreciation expense, and SG&A expenses incurred by the Truck segment based on the relative percentage of
certain sales, as adjusted for cyclicality.

Other than the items discussed above, the selected financial information presented below is presented in accordance with
our policies described in Note 1, Summary of Significant Accounting Policies.

The following tables present selected financial information for our reporting segments:

Corporate
Global Financial and
(in millions) Truck Parts Operations  Services””  Eliminations Total
Year Ended October 31, 2019
External sales and revenues, net ............cocoeeeevneennns $ 8501 § 2,239 § 309 $ 193 § 9 $ 11,251
Intersegment sales and revenues.............ccccceeuvennenne. 84 6 34 104 (228) —
Total sales and revenues, net ..........ccccceeuevenee.. $ 8585 §$ 2,245 § 343 § 297 § (219) $ 11,251
Income (loss) from continuing operations
attributable to NIC, net of taX ...........ccoeeevrecreeennennne. $ 209 $§ 598 $ — $ 123 3 (769) $ 221
Income tax eXpense........cecverueereeenreeneenieereenneennes — — — — a19) 19
Segment profit (10SS).....ccccceevererereniencncnenenn $ 269 § 598 § — $ 123 3 (750) $ 240
Depreciation and amortization................ceeveevvenneene. $ 104 § 59 1 $ 64 $ 9 % 193
Interest EXPense.......ccuevveereiriieneeniieneere e — — — 105 207 312
Equity in income (loss) of non-consolidated
AFTIHALES ..ot 2 3 6} — — 4
Capital expenditures™ ...........o.cocoivioeeomrereeeeeenn. 101 7 2 2 22 134
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(in millions)
Year Ended October 31, 2018
External sales and revenues, net ...........ccocoveeeeneennns
Intersegment sales and revenues.............cccceeuvennene.
Total sales and revenues, net ........c.cccoeeeuevnne...

Income (loss) from continuing operations
attributable to NIC, net of taX ..........cccceeevveveinenenns

INCOmME tax EXPENSE......ccvveuerveeeverrerinrerenrerenieenrenenne

Segment profit (10SS).....ccccceevererienenienencnenenn
Depreciation and amortization............cccceceeeeerueeene
Interest EXPense......c..covevuereenieneenieneenieeeenieeeeeeenee

Equity in income (loss) of non-consolidated
AfFIHALES. ..o

Capital expenditures™ ............coccooveororeoieeeceeee.

(in millions)

Year Ended October 31, 2017

External sales and revenues, net...........cccoceeeeveeennnenn.
Intersegment sales and revVenues ...........c.cceceeeeeruennene

Total sales and revenues, net.........ccccoeevveevneennns

Income (loss) from continuing operations

attributable to NIC, net of taX........cooovevvveeeeecneeeinenn.
INCOME tax EXPENSE ..c.vouveuienieienieiieieieeiieiceie e

Segment profit (10SS) ......cccveeveeiiienieniieciieeieenne
Depreciation and amortization ...........c..cecceceeeeereennens
INterest EXPEnSe ......ccuveevevveeeriie et

Equity in income (loss) of non-consolidated affiliates

Capital expenditures™

(in millions)

Segment assets, as of:
October 31,2019.........ccoooiiiiieeeeeeeeeeeee
October 31, 2018.....ccoviiieieeeeeeeeeeeeee e

Corporate
Global Financial and
Truck Parts Operations  Services Eliminations Total
§ 7386 § 2399 § 305 8 160 $ — §$10,250
104 8 55 97 (264) —
§ 7490 § 2407 § 360 § 257 § (264) $ 10,250
397 $ 569 § 28 8 $ (716) $ 340
— — — — (52) (52)
397 $ 569 $ 2 8 8 $ (664 $ 392
130 § 6 $ 10 $ 55 8% 10§ 211
— — — 92 235 327
2 (5) — — —
99 3 1 8 113
Corporate
Global Financial and
Truck Parts Operations  Services Eliminations Total
$ 5770 $2369 $ 279 $ 142§ 10 $ 8,570
39 23 30 93 (185) —

(175) $ 8,570

$ (6)$ 616 $ (7H$ 77°$ (651) $ 29
— — — — (100 (10)
S (6)$ 616 $ (78 77 $ (641) $ 39
$ 137 $ 11 § 13§ 51§ 11§ 223
— — — 86 265 351
4 3 1) — — 6
82 5 1 12 102
Corporate
Global Financial and

Truck Parts Operations Services Eliminations Total
$ 1,705 § 688 § 296 $ 2,774 $§ 1454 $ 6,917
2,085 636 331 2,648 1,530 7,230

(A) Total sales and revenues in the Financial Services segment include interest revenues of $208 million, $182 million, and $165 million for the years ended

October 31, 2019, 2018, and 2017, respectively.

(B) Exclusive of purchases of equipment leased to others and liabilities related to capital expenditures.

No single customer accounted for more than 10% of consolidated sales and revenues for the years ended October 31, 2019,

2018 and 2017.
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Sales and revenues to external customers classified by significant products and services were as follows:

For the Years Ended October 31,

(in millions) 2019 2018 2017
Sales and revenues:
THUCKS ..ttt ettt ettt et e s e e b e s bt esbe st e esseesaenseeseenseesaenseeneenseenes $ 8496 $ 7,323 $§ 5,706
PAITS ..ottt ettt ettt e e b be e b e te e b e te et e eat et e ereenbeereereenes 2,021 2,215 2,177
ENZING. ..ttt n et e e enes 541 552 545
FINANCIal SEIVICES ....vvevieiieiieiieiieieie ettt ettt st et s e ettt esaenbeesaensessneseenns 193 160 142

Information concerning principal geographic areas is presented as follows:

For the Years Ended October 31,

(in millions) 2019 2018 2017
Sales and revenues:
UNIEEA STALES ...ttt et ettt et e et e e e e ea e e e et e s aeeeaeesaeeeaneans $ 9097 $§ 7223 $§ 6375
(OF: 1 0 F:Ta F: RPN 918 868 708
A £ < To! o TSRO 688 933 708
BIAZIL ..o ettt et e ettt eeennaee s 268 263 237
OBRET ettt e e e et e e st e e et e e e e e s e e e aaeaean 280 963 542
As of October 31,
(in millions) 2019 2018
Long-lived assets:®
UNIEEA STALES ...ttt ettt ettt e e e ee e e et e et e e eat e e bt e saseeaaeeseaeeaaeeeaseeaeesanesateesaneenneens $ 1,017 $§ 1,099
[@F: 1 1T Ta - TR RR 7 9
1Y 1o < To] o TR 283 249
5274 | DTSR 62 73
(1111 SRR 3 8

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

16. Stockholders' Deficit

Preferred and Preference Stocks

NIC has authorized 30 million shares of preferred stock, none of which have been issued, with a par value of $1.00 per share.
NIC has authorized 10 million shares of preference stock with a par value of $1.00 per share. Currently, Series B
Nonconvertible Junior Preference Stock ("Series B") and Series D Convertible Junior Preference Stock ("Series D") are
outstanding.

The UAW holds the Series B and is currently entitled to elect one member of our Board of Directors. As of October 31, 2019
and 2018, there was one share of Series B Preference stock with a par value of $1.00 per share authorized and outstanding.

At both October 31, 2019 and 2018, there were 70,182 shares of Series D issued and outstanding. These shares were issued
with a par value of $1.00 per share, an optional redemption price, and a liquidation preference of $25 per share plus accrued
dividends. The Series D stock may be converted into NIC common stock at the holder's option (subject to adjustment in certain
circumstances); upon conversion each share of Series D stock is converted to 0.3125 shares of common stock. The Series D
stock ranks senior to common stock as to dividends and liquidation and receives dividends at a rate of 120% of the cash
dividends on common stock as declared on an as-converted basis.
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Common Stock

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

Common Treasury Shares
(in millions) Stock Stock Outstanding
Balance as 0f October 31, 2016...........oeivviiiiiiiiieieeeeee et 86.8 5.2 81.6
SHATES ISSUC. .....vieviiiictieii ettt ettt ettt ettt e et teeteeete e e e eteeaaeeteesseebeensenseens 16.3 0.7) 17.0
Shares aCQUITEA.......cc.icieriiiierieiiesieeteste ettt te e b e e e esae s e e ssessaesseesbesseessesseessenseans — 0.1 (0.1)
Balance as 0f OCtODEr 31, 2017 ...ooiimiieiie ettt 103.1 4.6 98.5
SHATES ISSUC......ccviiiiiiitiecie ettt ettt ettt e et eeeteeeveeeaeeeveeetseeneeeaeean — (0.5) 0.5
Shares ACQUITEA.........cveeiuieiiieeieeieeieeeteeiee e et e e b e esteeebe e teeebeesteeesbeessaeesseessseenseenseeas — 0.1 (0.1)
Balance as of October 31, 2018.......c.uiiiiiiiiiiieceeeeeeee et 103.1 4.2 98.9
SHATES ISSUC. .....vieviiiictieii ettt ettt ettt ettt e et teeteeete e e e eteeaaeeteesseebeensenseens — 0.5) 0.5
Shares aCQUITEA.......cc.icieriiiieriiciecieete ettt ettt te et e e e eae s e e sessaesbeesbesseessesseessanseens — 0.2 (0.2)
Balance as of October 31, 2019 ..ot 103.1 3.9 99.2

On February 28, 2017, we consummated our previously announced strategic alliance with TRATON Group, which included an
equity investment in the Company by TRATON Group pursuant to a Stock Purchase Agreement, License and Supply
Framework Agreement and Procurement JV Framework Agreement. Pursuant to the TRATON Group Stock Purchase
Agreement, on February 28, 2017 we issued and TRATON Group purchased 16.2 million of our shares of common stock for an
aggregate purchase price of $256 million at $15.76 per share (an estimated 19.9% stake (16.6% on a fully-diluted basis) in the
Company).

Additional Paid in Capital

In accounting for the issuance of the former 4.5% Senior Subordinated Convertible Notes due 2018 ("2018 Convertible
Notes"), a debt component and an equity component were separated resulting in the debt component being recorded at its
estimated fair value without consideration given to the conversion feature. We estimated the fair value of the liability
component at $177 million. The resulting equity component of $22 million, net of $1 million of discount, was recorded in
Additional paid in capital. Issuance costs were also allocated between the debt and equity components resulting in an
immaterial amount being recorded as a reduction in Additional paid in capital. The 2018 Convertible Notes were fully repaid
upon maturity in October 2018, and none were converted into our common stock.

In accounting for the issuance of the former 2019 Convertible Notes, the debt component and equity component were
separated, resulting in the debt component being recorded at its estimated fair value without consideration given to the
conversion feature. We estimated the fair value of the liability component at $367 million. The resulting equity component of
$44 million was recorded in Additional paid in capital. Issuance costs were also allocated between debt and equity components
with $1 million being recorded as a reduction in Additional paid in capital. The 2019 Convertible Notes were fully repaid upon
maturity in April 2019, and none were converted into our common stock.

Accumulated Other Comprehensive Loss

The following table presents changes in Accumulated other comprehensive loss, net of tax, included in our Consolidated
Statements of Shareholders' Deficit:

Unrealized Foreign
Gain on Currency Defined
Marketable Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31, 2018 ..........ocveiivieiiieeeeeeeeeeeeeee e $ — 3 (315) $ (1,605) $ (1,920)
Other comprehensive loss before reclassifications.............c.cccceeveeveennenee. — (6) (178) (184)
Amounts reclassified out of accumulated other comprehensive loss...... — — 192 192
Net current-period other comprehensive income (loss)................... — (6) 14 8
Balance as of October 31, 2019 ........oovieiieieeeeeeeeeeeeeeee e $ — 8 321) $§ (1,591) $§ (1,912)
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Unrealized Foreign
Gain on Currency Defined
Marketable Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31, 2017 .....c.oovoveieieeeeeeeeeeeeeeeeeeeee e $ — $ (283) $ (1,928) $§ (2,211)
Other comprehensive income (loss) before reclassifications.................. — (32) 201 169
Amounts reclassified out of accumulated other comprehensive loss...... — — 122 122
Net current-period other comprehensive income (loss)................... — (32) 323 291
Balance as of October 31, 2018 ........c.oueeviueeeeieeeeeeeeeeeeeee e $ — § (315) $ (1,605) $ (1,920)
Unrealized Foreign
Gain on Currency Defined
Marketable  Translation Benefit
(in millions) Securities Adjustments Plans Total
Balance as of October 31, 2016 .........ccoovevieuiiieeeeeeeeeeeeeeeeeeeee e $ 1 3 (280) $ (2,361) $ (2,640)
Other comprehensive income (loss) before reclassifications™............... (1 3) 279 275
Amounts reclassified out of accumulated other comprehensive loss...... — — 154 154
Net current-period other comprehensive income (loss) ................... (1 3) 433 429
Balance as of October 31, 2017 .....ooveveiviviiriieiiieiieeeeeeeeeeeee et $ — $ (283) $ (1,928) $ (2,211)

(A) Other comprehensive income before reclassifications for Defined Benefit Plans includes a $28 million intraperiod tax allocation and $8 million of
deferred tax assets.

The following table presents the amounts reclassified from Accumulated other comprehensive loss and the affected line item in
our Consolidated Statements of Operations:

For the Years Ended October 31,

Location in Consolidated

Statements of Operations 2019 2018 2017
Defined benefit plans
Amortization of actuarial loss................ Other eXpense, NEt..........cvcveeereeeerireeirieeeiienineenas $ 93 § 114 $ 138
Settlements ........ccccceevveeeeriiieenieceeieenen, Other expense, Net........ccecveeeevrieeeriieeeere e 143 9 —
Settlements........c.co.ecevveerevreenerineennne ReStructuring..........coecevveenveenccinecencnncnecnnes — — 23
Total before tax .......ccceveeieiririeieire e 236 123 161
Income tax eXpense........cceevvercueeriveeiueeneesriennneens (44) ) @)
Total reclassifications for the period, net Of taX ........c.ccooveuieeiieieieecieeeeeee e $ 192 § 122 § 154
Dividend Restrictions

Under the General Corporation Law of the State of Delaware, dividends may only be paid out of surplus or out of net profits for
the year in which the dividend is declared or the preceding year, and no dividend may be paid on common stock at any time
during which the capital of outstanding preferred stock or preference stock exceeds our net assets.

Certain debt instruments, including our 6.625% Senior Notes indenture, our Loan Agreement with regard to the Tax Exempt
Bonds and our Amended Term Loan Credit Agreement, contain terms that include various negative covenants and restrictions,
including, among others, certain limitations on dividends. We have not paid dividends on our common stock since 1980.

17. Earnings Per Share Attributable to Navistar International Corporation

The following table presents the information used in the calculation of our basic and diluted earnings per share for continuing
operations, discontinued operations, and net income, all attributable to NIC in our Consolidated Statements of Operations:
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For the Years Ended October 31,
(in millions, except per share data) 2019 2018 2017

Numerator:

Amounts attributable to Navistar International Corporation common stockholders:

Income from continuing operations, Nt 0f taX .........c.cceevviiieiriiieiieiccreeieee e $ 221 § 340 § 29

Income from discontinued operations, Nt Of taX..........cceeeveerierieriieieniieiene e — — 1

INEE TNCOMIE <. e e e e e e e e eee e e s e e e $ 221 $§ 340 $ 30
Denominator:

Weighted average shares outstanding:

BaSIC .ttt ettt 99.3 98.9 93.0
Effect of dilUtiVe SECUTTHIES. ......eouiiteieieieieeeee e 0.2 0.7 0.5
DIIULEA. ...ttt st 99.5 99.6 93.5
Earnings per share attributable to Navistar International Corporation:
Basic:
CONINUING OPETALIONS ......vivvevierevieietiteeieieeeeteee ettt etesetesse e sseseebeseebessesessets s esessessssessesens $ 223 § 344 § 031
DiscontinuUed OPETALIONS .........c.ccvieviierieiiitieieeteete st etesteete e et e e te e b e e e ebeeasesseeneesseessesseennas — — 0.01
NEEINCOIMIC ...vevvieiiietetei ettt ettt ettt b st ese s s esese e eseseseseesesasesesesenas $ 223 § 344 § 032
Diluted: -
CONtINUING OPETALIONS ......vivvevieievieietitetieteeeeteee ettt ettt s sseseebeseebessesessess s essssessssessesens $ 222 § 341 $ 031
DiscontinuUed OPETALIONS .........c.ccvieviierieiiitieieireete st eae e ere e ebesteebe e e esseersesseeseesseessesseennas — — 0.01

INEEINCOIMIE ...ttt ettt ettt st et e et e ere e e e ese et e easetsenseetsentesesensesasennas $ 222 $ 341 $ 032

The conversion rate on our former 2018 Convertible Notes was 17.1233 shares of common stock per $1,000 principal amount
of 2018 Convertible Notes, equivalent to an initial conversion price of approximately $58.40 per share of common stock. The
2018 Convertible Notes had an anti-dilutive effect when calculating diluted earnings per share when our average stock price
was less than $58.40 for all periods presented. The 2018 Convertible Notes were fully repaid upon maturity in October 2018,
and none were converted into our common stock.

The conversion rate on our former 2019 Convertible Notes was 18.4946 shares of common stock per $1,000 principal amount
of 2019 Convertible Notes, equivalent to an initial conversion price of approximately $54.07 per share of common stock. The
2019 Convertible Notes had an anti-dilutive effect when calculating diluted earnings per share when our average stock price
was less than $54.07 for all periods presented. The 2019 Convertible Notes were fully repaid upon maturity in April 2019 and
none were converted into our common stock.

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

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

The computation of diluted earnings per share also excludes outstanding options and other common stock equivalents in periods
where inclusion of such potential common stock instruments would be anti-dilutive.

For the years ended October 31, 2018 and 2017, certain securities have been excluded from the computation of earnings per
share, as our average stock price was less than their respective exercise prices. The aggregate shares not included were 9.8
million and 13.9 million, respectively, which were primarily comprised of 7.6 million shares related to the 2019 Convertible
Notes for the years ended October 31, 2018 and October 31, 2017, as well as 3.4 million shares related to the 2018 Convertible
Notes for the year ended October 31, 2017.
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18. Stock-based Compensation Plans

2013 Performance Incentive Plan

The 2013 Performance Incentive Plan ("2013 PIP") was approved by the Board of Directors on December 11, 2012 and
subsequently approved by the stockholders on February 19, 2013. The plan was first amended on February 11, 2015 and then
subsequently amended on December 9, 2019. The 2013 PIP provides for the grant of annual cash incentive awards to all
employees (including the Company’s executive officers), and stock options, restricted stock or stock unit awards, stock
appreciation rights and other stock-based awards to all employees (including the Company’s executive officers), any
consultants of the Company and its subsidiaries, and all non-employee directors serving on the Company’s Board of Directors.
The awards granted under the 2013 PIP are established by our Board of Directors or a committee thereof at the time of
issuance.

The 2013 PIP replaced on a prospective basis, our 2004 Performance Incentive Plan, and will expire in February 2023. A total
of 3,665,500 shares of common stock were reserved for awards under the 2013 Plan. The number of shares authorized and
available for issuance under the 2013 PIP will be increased by shares of stock subject to an option or award under the 2013 PIP,
the Company’s 2004 Performance Incentive Plan, or the Ownership Program as further described below, (collectively, the
"Existing Plans"), that are canceled, expired, forfeited, settled in cash, or otherwise terminated after February 19, 2013 without
a delivery of shares to the participant of such plan, including shares used to satisfy the exercise price of a stock option or a tax
withholding obligation arising in connection with an award. As of October 31, 2019, 3,106,390 shares remain available for
issuance under the 2013 PIP. Shares issued under the Plan may be newly issued shares or reissued Treasury shares.

Other Plans and Grants

The following plans were approved by our Board of Directors but were not approved and were not required to be approved by
our stockholders: the Executive Stock Ownership Program, as amended from time to time (the "Ownership Program"), and the
Non-Employee Directors Deferred Fee Plan (the "Deferred Fee Plan").

*  Ownership Program—In June 1997, our Board of Directors approved the terms of the Ownership Program. In general,
under the Ownership Program in existence through November 2013, all officers and senior managers were required to
acquire, by direct purchase or through salary or annual bonus reduction, an ownership interest in the Company by
acquiring a designated amount of our common stock based on organizational level. Participants were required to hold
such stock for the entire period in which they are employed by the Company. The Ownership Program was amended and
restated effective November 1, 2013 on a going forward basis. The new guidelines (i) increased stock ownership guideline
multiples to six times salary for the President and CEO and up to three times salary for other senior executives; (ii)
modified retention requirements for Company granted equity until ownership requirements are met; (iii) added a holding
period for shares acquired through transactions with Company granted equity after the executives satisfy the stock
ownership requirement; (iv) eliminated the granting of premium shares as an inducement to executives fulfilling stock
ownership guidelines on an accelerated basis; and (v) eliminated the required time frame to fulfill stock ownership
guidelines. Under the prior Ownership Program, participants were entitled to defer their cash bonus into deferred share
units ("DSUs"), which vested immediately. There were 2,365 DSUs outstanding as of October 31, 2019. Premium share
units ("PSUs") were also eligible to be awarded to participants who complete their ownership requirement on an
accelerated basis. PSUs vested annually, pro rata over three years. There were 29,090 PSUs outstanding as of October 31,
2019 under the prior Ownership Program. Each vested DSU and PSU will be settled by delivery of one share of common
stock within 10 days after a participant's termination of employment or at such later date as required by IRC Section Rule
409A. PSUs and DSUs awarded between February 19, 2013 and October 31, 2013 were issued under the 2013 PIP.

* Deferred Fee Plan—Under the Deferred Fee Plan, non-employee directors may elect to defer payment of all or a portion
of their retainer fees and meeting fees in cash (with interest) or in stock units. Deferrals in the deferred stock account are
valued as if each deferral was vested in NIC common stock as of the deferral date. As of October 31, 2019, 20,669
deferred shares were outstanding under the Deferred Fee Plan. Beginning on September 30, 2013, shares deferred by
non-employee directors have been issued out of the 2013 PIP. The Deferred Fee Plan was amended and restated effective
February 11, 2015 and then subsequently amended on December 9, 2019.

Stock Options

Stock options represent the right to purchase a specified number of shares of common stock at a specified exercise price.
Generally, stock options are awarded with an exercise price equal to the fair market value of the common stock at grant date.
The stock options granted prior to December 2009 generally have a ten-year contractual life. Stock options granted in
December 2009 through November 2016 were granted with a seven-year contractual life. Since December 2016, stock options
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have been granted with a ten-year contractual life. Stock options are valued using the Black-Scholes option pricing model and
vest ratably over a three-year period.

The following table summarizes stock options activity:

For the Years Ended October 31,

2019 2018 2017
Weighted Weighted ‘Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
(in thousands) (in thousands) (in thousands)

Options outstanding, at beginning of year .... 1,780 $ 33.70 2,408 $§ 3881 2,835 $ 38.89
Granted.........cooveeeveeeiieiieeie e 284 33.83 236 40.44 301 27.88
Exercised.......ccooviieviiiieiieieeeeee, 94) 23.98 (236) 32.78 (325) 30.25
Forfeited/expired..........ccocvrevervrcieninnnnnne (233) 36.86 (628) 56.64 (403) 38.13

Options outstanding, at end of year .............. 1,737 33.82 1,780 33.70 2,408 38.81

Options exercisable, at end of year ............... 1,242 33.50 1,396 33.55 2,073 40.72

The following table summarizes information about stock options outstanding:
Weighted Average Weighted
Remaining Average Aggregate
Shares Contractual Life Exercise Price Intrinsic Value

Range of Exercise Prices: (in thousands) (in years) (in millions)
$10.60 - 83119 750 33 % 28.64 $ 2.0
$31.20-839.32 i 713 3.8 36.30 —
$39.33-843.80.ciiciieiee e 274 6.3 41.56 —

Options OULStaNding...........c.ccceevvrieeviieierieeienie e 1,737

The following table summarizes information about stock options exercisable:
Weighted Average ‘Weighted
Remaining Average Aggregate

Shares Contractual Life Exercise Price Intrinsic Value

Range of Exercise Prices:

(in thousands) (in years) (in millions)
$10.60 -8 3119 627 24§ 28.83 $ 1.5
$31.20-839.32 e 470 0.9 36.96 —
$39.33-843.80.cicicieieieee e 145 4.4 4241 —
Options EXercisable..........cccoeveviiriienienienieciesiccieseeie e 1,242

The weighted average grant date fair value of options granted during the years ended October 31, 2019, 2018, and 2017 was
$16.15, $18.90, and $13.61, respectively. The total intrinsic value of stock options exercised during the years ended October 31,
2019, 2018, and 2017 was $2 million, $3 million, and $3 million, respectively. The fair value of each option grant was
estimated on the grant date using the Black-Scholes option-pricing model.

The following table summarizes the annual weighted average assumptions:

For the Years Ended October 31,

2019 2018 2017
RiSK-fIee INEEIESt TALE ......eeviieiiiiieiieiieieettete ettt e et a b sa e seesaesseesseeneesaeeeas 2.5% 2.5% 1.9%
EXPECted VOLAtIIILY ...ccveiviiviceiieiecicceeee ettt ettt e er e et e ere e eae s 48.8% 49.1% 55.2%
ExXpected Life (I YEATS) ...ccuiiiieieiieieieceeie ettt et e steeereeteebesteesessaesessaesseesaessesssesseas 5.6 53 5.0
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The use of the Black-Scholes option-pricing model requires us to make certain estimates and assumptions. The risk-free interest
rate utilized is the implied yield on U.S. Treasury zero-coupon issues with a remaining term equal to the expected term
assumption on the grant date, rounded to the nearest half year. A dividend yield assumption of 0% is used for all grants based on
our history of not paying a dividend to any class of stock and future expectations. Expected volatility is based on a blend of our
historical stock prices and implied volatilities from traded options in our stock. The weighted average expected life in years for
all grants as a group is then calculated for each year.

Restricted Stock

Restricted stock represents common stock issued subject to forfeiture or other restrictions that will lapse upon satisfaction of
specified conditions. Restricted stock is valued based on the fair value of the common stock at grant date and except for the
restricted stock issued to non-employee directors, vests either ratably over a three-year period or cliff-vest at the end of a three-
year period. Restricted stock issued to non-employee directors represents their first quarterly retainer fees and immediately
vests at grant date.

The following table summarizes restricted stock activity:

For the Years Ended October 31,

2019 2018 2017
Weighted Weighted Weighted
Average Grant Average Grant Average Grant
Shares Date Fair Value Shares Date Fair Value Shares Date Fair Value
(in thousands) (in thousands) (in thousands)
Nonvested, at beginning of year-....... — S — — 3 — — —
Granted ........ccooevevieeieieeieieen, 5 32.30 4 34.97 5 24.62
VESEEd .o 5) 32.30 4) 34.97 ) 24.62

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

The aggregate grant date fair value of restricted stock vested for the years ended October 31, 2019, 2018 and 2017 was $0.1
million.

Restricted Stock Units

Restricted stock units ("RSUs") represent the right to receive shares of common stock ("share-settled RSUs") or the cash
("cash-settled RSUs") value of one share of common stock in the future, with the right to future delivery of the shares or cash
subject to forfeiture or other restrictions that will lapse upon satisfaction of specified conditions. Share and cash-settled RSUs
are valued based on the fair value of the common stock at grant date and vest either ratably over a three-year period or cliff-vest
at the end of a three-year period. Cash-settled RSUs are classified as liabilities and are remeasured at each reporting date until
settlement.
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The following tables summarize RSUs activity for the years ended October 31:

Share-Settled RSUs

2019 2018 2017
Weighted Weighted Weighted
Average Grant Average Grant Average Grant
Shares Date Fair Value Shares Date Fair Value Shares Date Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year..... 502 $ 25.01 619 § 15.04 613 $ 8.74
Granted........coceoeveeevennennienens 178 34.93 168 40.05 210 27.28
VESd oo, (194) 11.84 (214) 9.59 (204) 8.74
Forfeited ..., (10) 38.24 (71) 20.24 — —

Nonvested, at end of year............... 476 33.82 502 25.01 619 15.04

Cash-Settled RSUs
2019 2018 2017
‘Weighted Weighted ‘Weighted
Average Grant Average Grant Average Grant
Shares Date Fair Value Shares Date Fair Value Shares Date Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year..... 428 $ 28.58 587 $ 18.02 817 $ 13.95
Granted........coeoeveeenenncnnenens 226 34.97 187 40.12 258 27.48
VESd v, (230) 22.89 (319) 16.42 (456) 15.92
Forfeited ..., (39) 34.99 27) 22.76 (32) 20.17

Nonvested, at end of year............... 385 35.07 428 28.58 587 18.02

The aggregate grant date fair value of RSUs vested during the years ended October 31, 2019, 2018, and 2017 was $8 million,
$7 million, and $9 million, respectively.

Performance-based Stock Options

Performance-based stock options represent the right to receive shares of common stock in the future, with the right to future
delivery of the shares subject to forfeiture or other restrictions that will lapse upon satisfaction of a combination of the
following conditions: service, market and performance conditions. Performance-based stock options have a seven-year
contractual life. Performance-based stock options subject to service and performance conditions are valued using the Black-
Scholes option pricing model and cliff-vest at the end of a three-year period if performance measures are met. Performance-
based stock options subject to service and market conditions are valued using a Monte Carlo simulation and cliff-vest at the end
of a three-year period if performance measures are met.

The following table summarizes the performance-based stock options subject to service and performance conditions activity:

For the Years Ended October 31,

2019 2018 2017
Weighted ‘Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
(in thousands) (in thousands) (in thousands)

Options outstanding, at beginning of year... 152§ 27.59 599 § 27.59 973 § 30.47
EXercised.......covevveeciieiiieeieeciieeieene 29) 27.23 (13) 27.67 — —
Forfeited .......ccoooeeeniiiiiiiiceeeee — — (434) 27.59 (374) 35.09

Options outstanding, at end of year-............. 123 27.67 152 27.59 599 27.59

Options exercisable, at end of year.............. 123 27.67 152 27.59 — § —
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The following table summarizes the performance-based stock options subject to service and market conditions activity:

For the Years Ended October 31,

2019 2018 2017
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
(in thousands) (in thousands) (in thousands)

Options outstanding, at beginning of year... 387 $§ 2724 431 § 27.24 567 $ 2724
EXEICISEd 1rvvvrreeeeeeeeeeeee oo (186) 27.24 (44) 27.24 (130) 27.24
Forfeited .........coovevveeeiiiieeeeceeeeen 1) 27.24 — — (6) 27.24

Options outstanding, at end of year-............. 200 27.24 387 27.24 431 27.24

Options exercisable, at end of year.............. 200 27.24 387 27.24 431 27.24

The total intrinsic value of performance-based stock options exercised was $1 million during each of the years ended October
31, 2018 and October 31, 2017. There was minimal intrinsic value for performance-based options exercised during the year
ended October 31, 2019.

Performance-based Stock Units

Performance-based stock units ("PUs") represent the right to receive one share of common stock ("share-settled PUs") or cash
equal to the value of one share of common stock ("cash-settled PUs") in the future, with the right to future delivery of the
shares or cash subject to forfeiture or other restrictions that will lapse upon satisfaction of a combination of the following
conditions: service, market, and performance conditions. Share and cash-settled PUs subject to service and performance
conditions are valued based on the fair value of the common stock at grant date and vest either at the end of the performance
period or cliff-vest at the end of a three-year period if performance measures are met. Cash-settled PUs subject to service and
market conditions are valued using a Monte Carlo simulation and cliff-vest at the end of a three-year period if performance
measures are met. Cash-settled PUs are classified as liabilities and are remeasured at each reporting date until settlement. There
were no nonvested share-settled PUs subject to service and performance conditions outstanding for the years ended October 31,
2019, 2018, and 2017.

The following tables summarize cash-settled PUs activity for the years ended October 31:

Cash-Settled PUs subject to Service and Performance Conditions

2019 2018 2017
Weighted ‘Weighted Weighted
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year .................. — 3 — 220§  27.59 379§ 30.63
Granted .......ccooveeeveeieeeee e — — — — — —
Vested.....oovuiiiiieieceeeceee e — — (121) 27.59 — —
FOITEIted. oovvvorveeeeeeeeeee e — — (99) 27.59 (159) 34.86

Nonvested, at end of year............cccceeueennn.ne. — — — — 220 27.59
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Cash Settled PUs subject to Service and Market Conditions

2019 2018 2017
Weighted Weighted Weighted
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
(in thousands) (in thousands) (in thousands)

Nonvested, at beginning of year .................. — 3 — — § — 70 S 50.52
Forfeited........oovevevrieiiiicieeeeecee — — — — (70) 50.52

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

Total Share-Based Compensation Expense

Total share-based compensation expense for the years ended October 31, 2019, 2018, and 2017 was $17 million, $17 million
and $25 million, respectively. We record share-based compensation expense on a straight-line basis over the required service
period which is equal to the vesting period, beginning on the grant date. Share-based compensation expense is included in
Selling, general and administrative expenses in the Consolidated Statements of Operations. As of October 31, 2019, there was
$12 million of total unrecognized compensation expense related to non-vested share-based awards which is expected to be
recognized over a weighted average period of approximately one year.

We received cash of $4 million, $8 million, and $12 million during the years ended October 31, 2019, 2018 and 2017,
respectively, related to stock options exercised. We used cash of $8 million, $13 million, and $13 million during the years ended
October 31, 2019, 2018, and 2017, respectively, to settle cash-settled RSUs. We did not realize any tax benefit from stock
options exercised for fiscal years 2019, 2018 and 2017.

19. Supplemental Cash Flow Information
The following table provides additional information about our Consolidated Statements of Cash Flows:
For the Years Ended October 31,

(in millions) 2019 2018 2017
Equity in income of affiliated companies, net of dividends

Equity in income of non-consolidated affiliates ..............ccccoveveveieverereeeeeeerereeeeennen $ @ s — 3 6)
Dividends from non-consolidated affiliates............ccoccoviroiriiieiieniereeseeeee 2 5 7
Equity in income of non-consolidated affiliates, net of dividends...................... $ 2 $ 5 % 1
Other non-cash operating activities -
Gain on sale of property and eqUIPMENt ............c.ceieieveveviiriiiereeieeeereeeee e $ @ s — 3 ©)
Loss on sale and impairment of repossessed collateral .............ccceceviecenienieneennnnne. 3 1 7
Income from NON-Cash [EASES..........ccuirieriiiieriiiiete ettt (11) (24) (26)
Other non-cash operating activities ............cococvvveveeiriereeiieeeeeeeeeeeeeee s $ 9 3 (23) $ (28)
Changes in other assets and liabilities -
Oher CUITENE @SSETS.....viuvieviereeieeeeeeeeeete ettt et et ete et et e st esseseese e e eteereereeteeseesessessesens $ 38 $ @ $ (19)
Other NONCUITENE ASSELS.....uveiviereieerieiieeiteeseeeteesteesteesteesreessaesseeseessseesseessseesseensss (12) (19) (38)
Other current HabIlItIES .......cccveeiiieiieciie ettt et eebe e e 115 116 (35)
Postretirement benefits liabilities, NEt.........cccivieriiiieriieieicieseeeeee e 54 (131) (65)
Other noncurrent liabilities 21 58 (62)
ONET, NIEL..uiiiiie ettt et ettt et e e b e e teeeave e taeetseebeesabeeaseesabeeraennnas 3 9 @)
Changes in other assets and Habilities ..........ccccveecvervieciinieiieiee e $ 101 §$ 26 $ (226)
Cash paid during the year -
Interest, net of amounts capitalized ...........ccocevveveieririeieieieeeeeeee e $ 287 $ 306 $ 294
Income taxes, NEt OFf TEIUNAS ......ocvviiiiiiiiiiicc e 47 18 19
Non-cash investing and financing activities
Transfers to inventories from property and equipment for leases to others............... (15) ) @)
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20. Selected Quarterly Financial Data (Unaudited)

The following tables provide our quarterly condensed consolidated statements of operations and financial data:

First Quarter Ended Second Quarter Ended
January 31, April 30,
(in millions, except for per share data and stock prices) 2019 2018 2019 2018
Sales and reVENUES, NET ......c.ecceeeiieiiiieieeiie et eeee et e e e seeereeseeeebeeraeeaneas $ 2433 § 1,905 $ 299 $§ 2422
Manufacturing gross margin™.............ccccoooveeeeoeeeeeeeeeeecee oo 407 335 455 395
Net income (loss) attributable to Navistar International Corporation.... $ 1 3 (73) $ 48) $ 55
Earnings (loss) per share attributable to Navistar International Corporation:
BaSIC™) ..o $ 011 $ (074 $ (048 $ 056
DHIEEA™ ...ttt e e $ 011 $ (074 $ (048 $  0.55
Third Quarter Ended Fourth Quarter Ended
July 31, October 31,
(in millions, except for per share data and stock prices) 2019 2018 2019 2018
Sales and TEVENUES, NEL .........cocuvieeereeeeeeeeeeeeeeereeeeeee e e eereeeereeeereeeeereeeenns $ 3042 $ 2606 $ 2,780 $ 3,317
Manufacturing gross margin™.............cccoeoveeeeeereeeeeeeeeeee oo 495 470 459 573
Net income attributable to Navistar International Corporation .............. $ 156 $ 170 $ 102 § 188
Earnings per share attributable to Navistar International Corporation: ..........
Basic®™) ... $ 157 $ 1728 103 $ 190
DAULEd® ... $ 15 $ 171 $ 102 $ 1.89

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

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

may not equal the full year earnings per share.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A.  Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) are designed to
ensure that information required to be disclosed in reports filed or submitted under the Exchange Act is recorded, processed,
summarized, and reported within the time periods specified in the SEC rules and forms, and that such information is
accumulated and communicated to management, including our Chief Executive Officer and Chief Financial Officer, to allow
timely decisions regarding required disclosures.

In connection with the preparation of this report, management, under the supervision and with the participation of the Chief
Executive Officer and Chief Financial Officer, conducted an evaluation of the effectiveness of the design and operation of our
disclosure controls and procedures as of October 31, 2019. Based on that evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that, as of October 31, 2019, our disclosure controls and procedures were effective.

(b) Changes in Internal Control over Financial Reporting

There were no material changes in our internal control over financial reporting identified in connection with the evaluation
required by Rules 13a-15 and 15d-15 under the Exchange Act that occurred during the quarter ended October 31, 2019 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

(c) Management's Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Internal control over financial reporting is a process designed by, and
under the supervision of, our Chief Executive Officer and Chief Financial Officer and effected by management and our Board
of Directors to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with GAAP. Internal control over financial reporting includes those policies and
procedures that:

*  Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of assets of the Company.

*  Provide reasonable assurance that transactions are recorded as necessary to permit preparation of consolidated financial
statements in accordance with GAAP and that receipts and expenditures of the Company are being made in accordance
with authorization of our management and our Board of Directors.

*  Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
our assets that could have a material effect on our consolidated financial statements.

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

Management, with the participation of our Chief Executive Officer and Chief Financial Officer, conducted an evaluation of the
effectiveness of the internal control over financial reporting as of October 31, 2019 using the criteria set forth by the Internal
Control Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). As a result of that evaluation, management concluded that our internal control over financial reporting was effective as
of October 31, 2019.

Our independent registered public accounting firm, KPMG LLP, has audited the Company's consolidated financial statements
and the effectiveness of the Company's internal control over financial reporting as of October 31, 2019. Their reports appear in
this Annual Report on Form 10-K.

Item 9B. Other Information

None.
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PART III

Item 10. Directors, Executive Officers, and Corporate Governance

A list of our executive officers and their respective biographical information appears in Part I, Item 1 of this report. Information
about our directors may be found under the caption "Proposal 1-Election of Directors" in our proxy statement for the 2020
annual meeting of stockholders scheduled to be held on February 25, 2020 (the "Proxy Statement"). Information about our
Audit Committee may be found under the captions "Board Committees" and "Report of the Audit Committee" in the Proxy
Statement. Information about the procedures by which security holders may recommend nominees to our Board of Directors
may be found under the caption "Shareholder Nominations" in the Proxy Statement. That information is incorporated herein by
reference.

The information in the Proxy Statement set forth under the captions "Delinquent Section 16(a) Reports" and "Code of Conduct"
is incorporated herein by reference.

Item 11. Executive Compensation

The information in the Proxy Statement set forth under the caption "Executive Compensation" is incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information in the Proxy Statement set forth under the captions "Persons Owning More Than Five Percent of Company
Common Stock," "Company Common Stock Owned by Executive Officers and Directors," and "Equity Compensation Plan
Information" is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information set forth in the Proxy Statement under the captions "Transactions with Related Persons" and "Board
Independence" is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

Information concerning principal accountant fees and services appears in the Proxy Statement under the heading "Fees of
Independent Registered Public Accounting Firm" and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
Financial Statements
See Item 8—Financial Statements and Supplementary Data

Financial statement schedules are omitted because of the absence of the conditions under which they are required or because
information called for is shown in the consolidated financial statements and notes thereto.

Exhibit: Description Page

2.1) Recapitalization Agreement, by and among Navistar, Inc., Navistar International Corporation,

ND Holdings LLC, ND Intermediate, LLC, Navistar Defense LLC and Olive Investor, L.P. dated
as of November 30, 2018%*. Filed as Exhibit 2.1 to Current Report on Form 8-K dated December

31,2018 and filed on January 7, 2019. Commission File No. 001-09618. N/A
2.2) Amendment No. 1 to Recapitalization Agreement by and between Navistar, Inc. and Olive

Investor, L.P. dated as of December 31, 2018. Filed as Exhibit 2.2 to Current Report on Form §-K

dated December 31, 2018 and filed on January 7, 2019. Commission File No. 001-09618. N/A
3) Articles of Incorporation and BY-Laws.........c.cceeieriiiieniiiienieiiesie ettt see e sreesae e sseennes N/A
“4) Instruments Defining Rights of Security Holders, including Indentures ...........ccccooceeveicinenennennene N/A
(10) MALEITIAL COMITACES .....eveviteriirtieterte sttt ettt ettt ettt ettt s bbb s e e b ettt e st et eneebeeueeuesbesbesaeneeas N/A
(11 Computation of Earnings Per Share (incorporated by reference from Note 17. Earnings Per Share

Attributable to Navistar International Corporation, to the accompanying consolidated financial

SEALCIIIEIIES ) .. vt euvieeeveeteeeiteeteeeeteesteesebeesteeesseenseaesse e saeenseensaesnsaasseansaesssaensaensseanseensseenseanssesnseesssaenseenssenn N/A
(21) Subsidiaries 0f the REZISIIANT.........ceeiuieieiieieriieet ettt sseenees N/A
(23.1) Consent of Independent Registered Public Accounting Firm .........ccocvvevveviieieniecieiieieceeie e N/A
24) POWET OF ATLOTTICY -.etetieiieettee ettt ettt ettt ettt b ettt et e bt et eae e bt eseesbeemeesaeeneesbeenaesneennesseans N/A
(31.1) CEO Certification pursuant to Section 302 of the Sarbanes-Oxley Act 0f 2002 .......ccecevererenennene N/A
(31.2) CFO Certification pursuant to Section 302 of the Sarbanes-Oxley Act 0f 2002 ..........cceevvevvereenne N/A
(32.1) CEO Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 .........cccceevevveriennne N/A
(32.2) CFO Certification pursuant to Section 906 of the Sarbanes-Oxley Act 0f 2002 ........ccccccvverercnennene N/A
(99.1) Additional Financial Information (Unaudited) ............cccerieviirieiiieieiiciesie e E-17
(101.INS) XBRL INStance DOCUMENL .........ccuiiciiiriieiieiieeite ettt estee et e e ebeesteeebeebeessseeseessseessaessseensaessseenses N/A
(101.SCH)  XBRL Taxonomy Extension Schema DOCUMENL ...........cceccverueriererieiieierieeieseeeee e ennes N/A
(101.CAL)  XBRL Taxonomy Extension Calculation Linkbase Document.............c.ccoerererenieieneiinincnceeen N/A
(101.LAB)  XBRL Taxonomy Extension Label Linkbase DOCUmMEeNt............ccceeoveruirieniirieniieienieecceee e N/A
(101.PRE) XBRL Taxonomy Extension Presentation Linkbase Document .............coccoueveienirininicncncncncnienne. N/A
(101.DEF)  XBRL Taxonomy Extension Definition Linkbase Document...............cccceererenenienieneninincnecenenn N/A

* Certain schedules and attachments referenced in the Recapitalization Agreement have been omitted in accordance with Item
601(b)(2) of Regulation S-K. A copy of any omitted schedule and attachment will be furnished supplementally to the U.S.
Securities and Exchange Commission upon request.

All exhibits other than those indicated above are omitted because of the absence of the conditions under which they are required
or because the information called for is shown in the consolidated financial statements and notes thereto in the Annual Report
on Form 10-K for the period ended October 31, 2019.

Item 16. Summary

None.
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EXHIBIT 99.1

Additional Financial Information (Unaudited)

The following additional financial information is provided based upon the continuing interest of certain stockholders and
creditors to assist them in understanding our core Manufacturing operations and our Financial Services operations on an after-
tax equity basis. Our Manufacturing operations, for this purpose, include our Truck segment, Parts segment, Global Operations
segment, and Corporate items. The Manufacturing operations financial information represents non-GAAP financial measures.
These non-GAAP financial measures should be considered supplemental to, and not as a substitute for, or superior to, financial
measures calculated in accordance with GAAP. The reconciling differences between these non-GAAP financial measures and
our GAAP condensed consolidated financial statements in Item 8, Financial Statements, are our Financial Services operations,
which are included on an after-tax equity basis. Certain of our subsidiaries in our Manufacturing operations have debt
outstanding with our Financial Services operations (“intercompany debt”). In the condensed statements of assets, liabilities, and
stockholders' equity (deficit), the intercompany debt is reflected as accounts payable. The change in the intercompany debt is
reflected in the Net cash provided by (used in) operating activities in the condensed statements of cash flows.

Condensed Statements of Revenues and Expenses
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2019

Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Operations
Sales of manufactured products............cceccevveeieeieriineenireeeeee $ 11,061 $ — 3 — 3 11,061
FINANCe IrEVENUES ......c..coouiieeiieiieeeeeceeeeeee et — 297 ao7) 190
Sales and revenues, Net...............cccccevvveiiiiiiiiieiiiiiiieee s 11,061 297 a107) 11,251
Costs of products SOId..........ccoceeviiiieviiiieie s 9,245 — — 9,245
Restructuring Charges ..........cocvevieeeceieeece et 12 — — 12
Asset impairment Charges...........coevvevveeieniieeeneeieseeee e 7 — — 7
Selling, general and administrative eXpenses ..............cceeuveenenn.. 840 100 6) 934
Engineering and product development COStS ..........ceecverreeevennns 319 — — 319
INEETESt EXPENSE ..evvieeeieeiieciie ettt ettt et e et eve e e e beeseveeare e 207 105 — 312
Other expense (INCOME), NEL.......c.ccvevvereeriereerreriesreeeesreeneniens 296 31 (101) 164
Total costs and eXPenses ..............cceccveeereeriieveeneeeeieeeeeennes 10,926 174 a07) 10,993
Equity in income of non-consolidated affiliates..........c..c.cc.c..... 4 — — 4
Income before equity income from financial services
operations and INCOME tAXES.......c.ccververeeriereerreseesieeeesseenenaeens 139 123 — 262
Equity income from financial services operations...................... 99 — 99) —
Income from continuing operations before income tax.............. 238 123 99) 262
Income tax benefit (EXPense)........covevveeeeveeereeeeeeeieceeereeieenens 5 24) — 19)
Income from continuing OPerations..............cceeververueevesreecvenuenns 243 929 99) 243
Income from discontinued operations, net of tax ...................... — — — —
INEE INCOME ...ttt ettt et eve e eveeeaae s 243 99 99) 243
Less: Net income attributable to non-controlling interests.... 22 — — 22
Net income attributable to Navistar International
COrporation .............c.oceoevieieeieiieieeeeee et $ 221 $ 929 S 99 $ 221
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Condensed Statements of Revenues and Expenses
Navistar International Corporation

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

For the Year Ended October 31, 2018

Financial Consolidated
Manufacturing Services Statement of

(in millions) Operations Operations Adjustments Operations
Sales of manufactured products..............cccceeveeeveieeereeeereeeerenee. $ 10,090 $ — 3 — 3 10,090
FINance reVenUES ..........ccvecveeiiieiiieieecie et — 257 (97) 160

Sales and revenues, Net................ccccceeeieeiiiieiieiiiiiieeee s 10,090 257 97) 10,250
Costs of products SOld..........cceeveeiirieriiriee e 8,317 — — 8,317
Restructuring charges ..........ccocvevieeeviiieecie e ) — — 1)
Asset impairment Charges...........oceeeerveeierieeiereeieseereeseeee e 13 1 — 14
Selling, general and administrative eXpenses...............ceevvennenne. 737 93 ) 828
Engineering and product development costs .........c..coccrerenennene 297 — — 297
INLETESt EXPENSE ..evveeerieiieeiieeiie ettt saeeae e 235 92 — 327
Other (inCOME) EXPENSE, NEL.....eevvererererreiereerrereeneeerenieereneens 160 (17) (95) 48

Total costs and eXPenses .............ccceccveevreerveereeneeeieeneeennes 9,758 169 Cn) 9,830
Equity in income of non-consolidated affiliates..........c..c..c.c.... — — — —
Income before equity income from financial services
operations and INCOME tAXES .......c.ecverrereeriereerrerresreeeesieeaeneeens 332 88 — 420
Equity income from financial services operations...................... 71 — (71) —
Income from continuing operations before income taxes........... 403 88 71 420
INCOME tAX EXPENSC....vicvierieeiereeeiiereete et ete et ereeeeesaeereesreesseereens (35) 17) — (52)
Income from continuing OPerations.............oceevereverueevereecueneens 368 71 (71) 368
Income from discontinued operations, net of tax ....................... — — — —
NEEINCOME....cvviiriieiiiecieeeee ettt et eve et v e eaee s 368 71 (71) 368

Less: Net income attributable to non-controlling interests.... 28 — — 28
Net income attributable to Navistar International
COrPOratiON ...t $ 340 $ 71 % (71) $ 340
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Condensed Statements of Revenues and Expenses
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2017

Financial Consolidated
Manufacturing Services Statement of

(in millions) Operations Operations Adjustments Operations
Sales of manufactured products..............cccceeveeeveieeereeeereeeerenee. $ 8428 $ — 3 — 3 8,428
FINance reVenUES ..........ccvecveeiiieiiieieecie et — 235 (93) 142

Sales and revenues, Net.................cccceeiiiiiieiieiiiiiieeee s 8,428 235 (93) 8,570
Costs of products SOld..........cceeveeiirieriiriee e 7,037 — — 7,037
Restructuring charges ..........cccvevivieviiieecieieee e 3 — — 3
Asset impairment Charges.........oecveeverieeienieeiereeeeseeree e 13 — — 13
Selling, general and administrative eXpenses...............ceevvennenne. 670 83 ) 751
Engineering and product development costs .........c..coccrerenennene 251 — — 251
INEEIESt EXPEISE ...ovvievvieierieiieteeeieete et ete ettt re e eese e 269 86 4 351
Other (inCOME) EXPENSE, NEL.....eevvererererreiereerrereeneeerenieereneens 204 (11) (87) 106

Total costs and eXPenses .............ccceccveevreerveereeneeeieeneeennes 8,447 158 (93) 8,512
Equity in income of non-consolidated affiliates..........c..c..c.c.... 6 — — 6
Income (loss) before equity income from financial services
operations and INCOME tAXES.......c.evververeeriereerrereesreeeesieeneneens (13) 77 — 64
Equity income from financial services operations...................... 62 — (62) —
Income from continuing operations before income taxes........... 49 77 (62) 64
Income tax benefit (€XPense).........ccevvereeveeeeerreeeeieeieeeeieeneens 5 (15) — (10)
Income from continuing OPerations.............oceevereverueevereecueneens 54 62 (62) 54
Income from discontinued operations, net of tax ....................... 1 — — 1
NEEINCOME....cvviiriieiiiecieeeee ettt et eve et v e eaee s 55 62 (62) 55

Less: Net Income attributable to non-controlling interests.... 25 — — 25
Net income attributable to Navistar International
COrPOratioN ............ocoovevieieiieieeeeeeeeeeeeeeeeee e $ 30 $ 62 $ 62) $ 30
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Condensed Statements of Assets, Liabilities, and Stockholders' Equity (Deficit)

Navistar International Corporation

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

As of October 31, 2019
Financial
Manufacturing Services Consolidated

(in millions) Operations Operations Adjustments Balance Sheet
Assets
Cash and cash equivalents ............cccoceeeieeeiieieeececeeeereeine $ 1,328 42 — 3 1,370
Marketable SECUTIIES ........eevieeeerieieieeeieeieeieeeeie e see e — — — —
Restricted Cash ........cvcovieiiiiiciiceceeececeeeee e 50 137 — 187
Finance and other receivables, net...........c.ccceevvvieevieeiicireeeieen, 348 2,423 (226) 2,545
INVENTOTIES. .. eeivieiieeiieiieee ettt saae e sane e 905 6 — 911
GOOAWILL ....eeiiiiciececeeee et 38 — — 38
Property and equipment, N€t.........c..cceeeveereeiieieereeiecreereereeneane 942 367 — 1,309
Investments in and advances to financial services operations... 668 — (668) —
Investments in non-consolidated affiliates.............c.cccoceveevrennnn. 31 — — 31
Deferred taxes, Nt ........cocovviivuieiiiiieeeeeeeeeeee et 115 2 — 117
OthET @SSEES ...vviviiieericieete ettt ettt ettt et ere e ens 386 23 — 409

TOtAl ASSEES .....oovvviiiiiieiiciieceeceeeeee e $ 4,811 3,000 894) $ 6,917
Liabilities and stockholders' equity (deficit)
Accounts Payable.........ccooieierieiieriee e $ 1,554 13 (226) $ 1,341
DDttt 2,932 2,256 — 5,188
Postretirement benefits liabilities.............ccceeevveeevivieeeieeecieee 2,103 — — 2,103
Other Habilities........coovviiieiiiiceeeeceeeeeeee e 1,945 63 — 2,008
Total liabilities ................ccooieiiiiiiiieeeee, 8,534 2,332 (226) 10,640
Stockholders' equity attributable to non-controlling
INEEIESE.........oiiiiiiiieciieeeee e 3 — — 3
Stockholders' equity (deficit) attributable to controlling
IEETESE........oiiiiiiiicieciececeeee ettt (3,726) 668 (668) (3,726)

Total liabilities and stockholders' equity (deficit) ............ $ 4811 $ 3,000 894) $ 6,917
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Condensed Statements of Assets, Liabilities, and Stockholders' Equity (Deficit)
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

As of October 31, 2018
Financial
Manufacturing Services Consolidated

(in millions) Operations Operations Adjustments Balance Sheet
Assets
Cash and cash equivalents ............cccoceeeieeeiieieeececeeeereeine $ 1,261 $ 59 § — 3 1,320
Marketable SECUTIIES ........eevieeeerieieieeeieeieeieeeeie e see e 101 — — 101
Restricted Cash ........cvcovieiiiiiciiceceeececeeeee e 34 91 — 125
Finance and other receivables, Net...........ccceevvvvevevveiivneeiineene 505 2,259 (101) 2,663
TNVENTOTIES. ...cci ittt e e e esaaees 1,102 8 — 1,110
GOOAWILL ....eeiiiiciececeeee et 38 — — 38
Property and equipment, N€t.........c..cceeeveereeiieieereeiecreereereeneane 1,060 310 — 1,370
Investments in and advances to financial services operations... 581 — (581) —
Investments in non-consolidated affiliates.............c.cccoceveevrennnn. 50 — — 50
Deferred taxes, Nt ........cocovviivuieiiiiieeeeeeeeeeee et 117 4 — 121
OthET @SSEES ...vviviiieericieete ettt ettt ettt et ere e ens 314 18 — 332

TOtAl ASSEES ...ttt $ 5,163 $ 2,749 $ (682) $ 7,230
Liabilities and stockholders' equity (deficit)
Accounts Payable.........ocvevieieieieieieieeeeee s $ 1,664 $ 43 3 (101) $ 1,606
DIEDL .o 3,426 2,041 — 5,467
Postretirement benefits 11abiliti€s......cccouvvvvivveeviiereeiieiiieeeeeenes 2,097 — — 2,097
Other Habilities.......coooviiiieiiiieeee et 1,902 84 — 1,986
Total liabilities ...............ccoccoeeiviiiiniieeeeeeee 9,089 2,168 (101) 11,156
Stockholders' equity attributable to non-controlling
INEETESL........ooiiiieiicicieeee et 5 — — 5
Stockholders' equity (deficit) attributable to controlling
INEETESL.... ..ottt es (3,931 581 (581) (3,931)

Total liabilities and stockholders' equity (deficit) ............ $ 5,163 § 2,749 $ (682) $ 7,230
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Condensed Statements of Cash Flows
Navistar International Corporation

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

For the Year Ended October 31, 2019

Condensed
Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Cash Flows
Cash flows from operating activities
NEL INCOIMIE. .....veivvieeiereeeeeere ettt et ere et ere v ereeseereereereenns $ 243 $ 929 3 99 $ 243
Adjustments to reconcile net income to cash provided by
operating activities:
Depreciation and amortization...........c..cceeeveereeereireerreeeeereennns 131 1 — 132
Depreciation of equipment leased to others...............ccocvneen. 2) 63 — 61
Amortization of debt issuance costs and discount.................. 11 8 — 19
Deferred iNCOME taXeS .......couveeeeeerieeieeeieeeie e eee e 32 1 — 31
Asset impairment Charges...........ccoevevveeeeviieccececcececcieeens 7 — — 7
Gain on sales of investments and businesses, net................... (56) — — (56)
Equity in income of non-consolidated affiliates..................... “4) — — “4)
Equity in income of financial services affiliates..................... 99) — 929 —
Dividends from financial services operations......................... 20 — (20) —
Dividends from non-consolidated affiliates................cccueu.... 2 — — 2
Change in intercompany receivables and payables................. 53 (53) — —
OthEr, N ..ot 121 44) — 77
Net cash provided by operating activities........................... 395 75 (20) 450
Cash flows from investing activities
Purchases of marketable securities.............ccocceeveeviiiieniiieenieennnns — — — —
Sales of marketable SECUTIties ...........cceveveriiriierieeierieeceee e — — — —
Maturities of marketable SECUTIties ............ccceveevueieerreirenieennens 102 — — 102
Capital eXpenditures ..........cceceeieriecierieieeiee e (132) ?2) — (134)
Purchase of equipment leased to others.............cccoeeveviiiveniennnns 3 (149) — (152)
Other investing activities 103 13 — 116
Net cash provided by (used in) investing activities............ 70 (138) — (68)
Net cash provided by (used in) financing activities ........... 373) 95 20 (258)
Effect of exchange rate changes on cash, cash equivalents
and restricted cash...........................ooii 9) 3) — 12)
Increase in cash, cash equivalents and restricted cash........... 83 29 — 112
Cash, cash equivalents and restricted cash at beginning of
The YeAT ..o 1,295 150 _ 1,445
Cash, cash equivalents and restricted cash at end of the
VAL ..ottt ettt ettt et te et este et e e te et e te e b e ere et e ere e ae e e eaeannas S 1,378 $ 179 § — 3 1,557
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Condensed Statements of Cash Flows
Navistar International Corporation
(Manufacturing operations with financial services operations on an after-tax equity basis)

For the Year Ended October 31, 2018

Condensed
Financial Consolidated
Manufacturing Services Statement of
(in millions) Operations Operations Adjustments Cash Flows

Cash flows from operating activities
NELINCOIME. ...ttt ereereene e $ 368 $ 71 $ (71) $ 368

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

Depreciation and amortization...........c..cceeeveereeereireerreeeeereennns 139 1 — 140
Depreciation of equipment leased to others...............ccocvneen. 17 54 — 71
Amortization of debt issuance costs and discount.................. 22 9 — 31
Deferred iNCOME taXeS .......couveeeeeerieeieeeieeeie e eee e 6 2) — 4
Asset impairment Charges...........ccoevevveeeeviieccececcececcieeens 13 1 — 14
Equity in income of financial services affiliates..................... (71) — 71 —

Dividends from financial services operations......................... — — — —

Dividends from non-consolidated affiliates................cccue.... 5 — — 5
Change in intercompany receivables and payables................. (84) 84 — —
OthEr, N ..ot 2 (368) — (366)
Net cash provided by (used in) operating activities........... 417 (150) — 267
Cash flows from investing activities
Purchases of marketable securities.............cccceeeevuiiienreirenieennens (251) — — (251)
Sales of marketable SECUrIties ..........cceeeverieciereecierieieeeeie e 460 — — 460
Maturities of marketable SECUTItIES ........cevververeerieieieieeeieeeeae 60 — — 60
Capital eXpenditures ..........cceeeeeeriecierieienieeeseeseseesseseesieeenens (112) )] — (113)
Purchase of equipment leased to others.............ccceeeieeiiiieieenenn, (93) (139) — (232)
Other INVeSting aCtiVItIS ......c.eecverveeierieeieseeeeseesieseesreseesie s 2 8 — 10
Net cash provided by (used in) investing activities............ 66 (132) — (66)
Net cash provided by financing activities .......................... 137 277 — 414
Effect of exchange rate changes on cash, cash equivalents
and restricted cash......................cccooiiiiiiiiiii (15) 5 — (10)
Increase in cash, cash equivalents and restricted cash........... 605 — — 605
Cash, cash equivalents and restricted cash at beginning of
THE YOAT ... 690 150 — 840
Cash, cash equivalents and restricted cash at end of the
VAT ...oooooeeieiieeea et $ 1,295 § 150 $ — 8 1,445
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Condensed Statements of Cash Flows
Navistar International Corporation

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

For the Year Ended October 31, 2017

Financial Consolidated
Manufacturing Services Statement of

(in millions) Operations Operations Adjustments Operations

Cash flows from operating activities

NELINCOIME. ...ttt ereereene e $ 55 % 62 $ (62) $ 55

Adjustments to reconcile net income to cash provided by

operating activities:
Depreciation and amortization...........c..cceeeveereeereireerreeeeereennns 148 2 — 150
Depreciation of equipment leased to others...............ccocvneen. 24 49 — 73
Amortization of debt issuance costs and discount.................. 37 12 — 49
Deferred inCOME taXes ........ccvevveeiierieiiireeie e 3) 3) — (6)
Asset impairment Charges..........ocevveeveeeerieneenieeeene e 13 — — 13
Gain on sales of investments and businesses, net................... &) — — &)
Equity in income of non-consolidated affiliates..................... (6) — — (6)
Equity in income of financial services operations.................. (62) — 62 —
Dividends from financial services operations......................... 8 — ®) —
Dividends from non-consolidated affiliates................c.......... 7 — — 7
Change in intercompany receivables and payables ................ (106) 106 — —
Other, NEt ..oceviviciiciieeeeeeteeeee e (100) (121) — (221)
Net cash provided by operating activities........................... 10 107 ®) 109

Cash flows from investing activities

Purchases of marketable securities............coceeveeeeeeeeeireecneeennen. (1,011) — — (1,011)

Sales of marketable SECUTTLIES .........ccervereerieieieeeececece e 652 7 — 659

Maturities of marketable SECUrities ..........c.ccoevrvvererienerreriennnens 28 — — 28

Capital eXpenditures ..........cecveeeeerieienieiiceeie e eer e eenens (101) ) — (102)

Purchase of equipment leased to others.............ccoeevcverirreninnnnnns (84) (53) — (137)

Other INVeSting aCtiVItIS ......c.ccvevveeeerreeeiereeeeceeie e eeeeie e 29 14 — 43
Net cash used in investing activities .....................ccccoceee. (487) (33) — (520)
Net cash provided by (used in) financing activities ........... 389 (59) 8 338

Effect of exchange rate changes on cash, cash equivalents

and restricted cash.................ccccoooiiiiiiiii (5) 2 — 3)

e e, ©3) 17 — (76)

Cash, cash equivalents and restricted cash at beginning of

BHE VAT ..o 783 133 — 916

Cash, cash equivalents and restricted cash at end of the

VOAL ...t $ 690 § 150 §$ — 8 840
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