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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C.  20549

 FORM 10-Q 
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the quarterly period ended September 30, 2018 
OR
[  ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the transition period from                    to
Commission File Number:  1-768
CATERPILLAR INC.
(Exact name of registrant as specified in its charter)

Delaware
(State or other jurisdiction of incorporation)

37-0602744
(IRS Employer
I.D. No.)

510 Lake Cook Road, Suite 100, Deerfield, Illinois
(Address of principal executive offices)

60015
(Zip Code)

Registrant’s telephone number, including area code: (224) 551-4000 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes x    No  ¨
Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files).  Yes x   No ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company.  See definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and "emerging growth company" in Rule 12b-2 of the Exchange Act.  (Check one):
Large accelerated filer xAccelerated filer o

Non-accelerated filer oSmaller reporting company o

Emerging growth company o
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes
o  No x
At September 30, 2018, 590,106,711 shares of common stock of the registrant were outstanding.
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Part I.  FINANCIAL INFORMATION

Item 1.  Financial Statements

Caterpillar Inc.
Consolidated Statement of Results of Operations
(Unaudited)
(Dollars in millions except per share data)

Three Months
Ended
September 30
2018 2017

Sales and revenues:
Sales of Machinery, Energy & Transportation $12,763 $10,713
Revenues of Financial Products 747 700
Total sales and revenues 13,510 11,413

Operating costs:
Cost of goods sold 9,022 7,678
Selling, general and administrative expenses 1,299 1,254
Research and development expenses 479 461
Interest expense of Financial Products 185 163
Other operating (income) expenses 390 348
Total operating costs 11,375 9,904

Operating profit 2,135 1,509

Interest expense excluding Financial Products 102 118
Other income (expense) 102 132

Consolidated profit before taxes 2,135 1,523

Provision (benefit) for income taxes 415 470
Profit of consolidated companies 1,720 1,053

Equity in profit (loss) of unconsolidated affiliated companies 7 8

Profit of consolidated and affiliated companies 1,727 1,061

Less: Profit (loss) attributable to noncontrolling interests — 2

Profit 1 $1,727 $1,059

Profit per common share $2.92 $1.79

Profit per common share – diluted 2 $2.88 $1.77

Weighted-average common shares outstanding (millions)
– Basic 592.1 592.9
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– Diluted 2 599.4 600.1

Cash dividends declared per common share $— $—

1    Profit attributable to common shareholders.
2   Diluted by assumed exercise of stock-based compensation awards using the treasury stock method.

See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.
Consolidated Statement of Comprehensive Income
(Unaudited)
(Dollars in millions)

Three Months
Ended
September 30
2018 2017

Profit of consolidated and affiliated companies $1,727 $1,061
Other comprehensive income (loss), net of tax:
   Foreign currency translation, net of tax (provision)/benefit of: 2018 - $(3); 2017 - $28 (65 ) 248

   Pension and other postretirement benefits:
        Amortization of prior service (credit) cost, net of tax (provision)/benefit of: 2018 - $2; 2017 -
$2 (7 ) (4 )

   Derivative financial instruments:
        Gains (losses) deferred, net of tax (provision)/benefit of: 2018 - $(9); 2017 - $2 32 (4 )
        (Gains) losses reclassified to earnings, net of tax (provision)/benefit of: 2018 - $8; 2017 - $(5) (31 ) 11

   Available-for-sale securities:
        Gains (losses) deferred, net of tax (provision)/benefit of: 2018 - $0; 2017 - $(8) (1 ) 11
        (Gains) losses reclassified to earnings, net of tax (provision)/benefit of: 2018 - $0; 2017 - $12 — (24 )

Total other comprehensive income (loss), net of tax (72 ) 238
Comprehensive income 1,655 1,299
Less: comprehensive income attributable to the noncontrolling interests — (2 )
Comprehensive income attributable to shareholders $1,655 $1,297

See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.
Consolidated Statement of Results of Operations
(Unaudited)
(Dollars in millions except per share data)

Nine Months
Ended
September 30
2018 2017

Sales and revenues:
Sales of Machinery, Energy & Transportation $38,192 $30,482
Revenues of Financial Products 2,188 2,084
Total sales and revenues 40,380 32,566

Operating costs:
Cost of goods sold 27,010 22,295
Selling, general and administrative expenses 4,015 3,619
Research and development expenses 1,384 1,344
Interest expense of Financial Products 533 484
Other operating (income) expenses 1,028 1,751
Total operating costs 33,970 29,493

Operating profit 6,410 3,073

Interest expense excluding Financial Products 305 362
Other income (expense) 350 260

Consolidated profit before taxes 6,455 2,971

Provision (benefit) for income taxes 1,377 921
Profit of consolidated companies 5,078 2,050

Equity in profit (loss) of unconsolidated affiliated companies 21 8

Profit of consolidated and affiliated companies 5,099 2,058

Less: Profit (loss) attributable to noncontrolling interests — 5

Profit 1 $5,099 $2,053

Profit per common share $8.57 $3.48

Profit per common share – diluted 2 $8.45 $3.44

Weighted-average common shares outstanding (millions)
– Basic 595.3 590.3
– Diluted 2 603.8 596.5

Cash dividends declared per common share $1.64 $1.55
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1    Profit attributable to common shareholders.
2   Diluted by assumed exercise of stock-based compensation awards using the treasury stock method.

See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.
Consolidated Statement of Comprehensive Income
(Unaudited)
(Dollars in millions)

Nine Months
Ended
September 30
2018 2017

Profit of consolidated and affiliated companies $5,099 $2,058
Other comprehensive income (loss), net of tax:
   Foreign currency translation, net of tax (provision)/benefit of: 2018 - $(18); 2017 - $86 (292 ) 719

   Pension and other postretirement benefits:
        Current year prior service credit (cost), net of tax (provision)/benefit of: 2018 - $1; 2017 - $(4) (2 ) 8
        Amortization of prior service (credit) cost, net of tax (provision)/benefit of: 2018 - $5; 2017 -
$6 (21 ) (12 )

   Derivative financial instruments:
        Gains (losses) deferred, net of tax (provision)/benefit of: 2018 - $(23); 2017 - $(3) 73 6
        (Gains) losses reclassified to earnings, net of tax (provision)/benefit of: 2018 - $32; 2017 -
$(41) (109 ) 77

   Available-for-sale securities:
        Gains (losses) deferred, net of tax (provision)/benefit of: 2018 - $3; 2017 - $(17) (14 ) 29
        (Gains) losses reclassified to earnings, net of tax (provision)/benefit of: 2018 - $0; 2017 - $11 — (21 )

Total other comprehensive income (loss), net of tax (365 ) 806
Comprehensive income 4,734 2,864
Less: comprehensive income attributable to the noncontrolling interests — (5 )
Comprehensive income attributable to shareholders $4,734 $2,859

See accompanying notes to Consolidated Financial Statements.

6

Edgar Filing: CATERPILLAR INC - Form 10-Q

9



Table of Contents

Caterpillar Inc.
Consolidated Statement of Financial Position
(Unaudited)
(Dollars in millions) 

September 30,
2018

December 31,
2017

Assets
Current assets:
Cash and short-term investments $ 8,007 $ 8,261
Receivables – trade and other 7,974 7,436
Receivables – finance 8,824 8,757
Prepaid expenses and other current assets 1,835 1,772
Inventories 11,814 10,018
Total current assets 38,454 36,244

Property, plant and equipment – net 13,607 14,155
Long-term receivables – trade and other 1,129 990
Long-term receivables – finance 13,244 13,542
Noncurrent deferred and refundable income taxes 1,288 1,693
Intangible assets 1,976 2,111
Goodwill 6,233 6,200
Other assets 2,278 2,027
Total assets $ 78,209 $ 76,962

Liabilities
Current liabilities:
Short-term borrowings:
Machinery, Energy & Transportation $ 59 $ 1
Financial Products 4,462 4,836
Accounts payable 6,788 6,487
Accrued expenses 3,423 3,220
Accrued wages, salaries and employee benefits 2,132 2,559
Customer advances 1,491 1,426
Dividends payable — 466
Other current liabilities 1,867 1,742
Long-term debt due within one year:
Machinery, Energy & Transportation 10 6
Financial Products 5,801 6,188
Total current liabilities 26,033 26,931

Long-term debt due after one year:
Machinery, Energy & Transportation 7,991 7,929
Financial Products 17,450 15,918
Liability for postemployment benefits 7,046 8,365
Other liabilities 3,799 4,053
Total liabilities 62,319 63,196
Commitments and contingencies (Notes 10 and 13)
Shareholders’ equity
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Common stock of $1.00 par value:
Authorized shares: 2,000,000,000
Issued shares: (9/30/18 and 12/31/17 – 814,894,624) at paid-in amount 5,715 5,593

Treasury stock (9/30/18 – 224,787,913 shares; 12/31/17 – 217,268,852 shares) at cost(18,681 ) (17,005 )
Profit employed in the business 30,384 26,301
Accumulated other comprehensive income (loss) (1,568 ) (1,192 )
Noncontrolling interests 40 69
Total shareholders’ equity 15,890 13,766
Total liabilities and shareholders’ equity $ 78,209 $ 76,962

See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.
Consolidated Statement of Changes in Shareholders’ Equity
(Unaudited)
(Dollars in millions) 

Common
stock

Treasury
stock

Profit
employed
in the
business

Accumulated
other
comprehensive
income (loss)

Noncontrolling
interests Total

Nine Months Ended September 30, 2017
Balance at December 31, 2016 $ 5,277 $(17,478) $27,377 $ (2,039 ) $ 76 $13,213
Adjustment to adopt stock-based compensation
guidance1 — — 15 — — 15

Balance at January 1, 2017 $ 5,277 $(17,478) $27,392 $ (2,039 ) $ 76 $13,228
Profit of consolidated and affiliated companies — — 2,053 — 5 2,058
Foreign currency translation, net of tax — — — 719 — 719
Pension and other postretirement benefits, net of
tax — — — (4 ) — (4 )

Derivative financial instruments, net of tax — — — 83 — 83
Available-for-sale securities, net of tax — — — 8 — 8
Change in ownership from noncontrolling
interests 4 — — — (3 ) 1

Dividends declared — — (915 ) — — (915 )
Distribution to noncontrolling interests — — — — (8 ) (8 )
Common shares issued from treasury stock for
stock-based compensation: 8,447,558 5 348 — — — 353

Stock-based compensation expense 165 — — — — 165
Other 9 — — — — 9
Balance at September 30, 2017 $ 5,460 $(17,130) $28,530 $ (1,233 ) $ 70 $15,697

Nine Months Ended September 30, 2018
Balance at December 31, 2017 $ 5,593 $(17,005) $26,301 $ (1,192 ) $ 69 $13,766
Adjustments to adopt new accounting guidance1

Revenue recognition — — (12 ) — — (12 )
Tax accounting for intra-entity asset transfers — — (35 ) — — (35 )
Recognition and measurement of financial assets
and liabilities — — 11 (11 ) — —

Balance at January 1, 2018 $ 5,593 $(17,005) $26,265 $ (1,203 ) $ 69 $13,719
Profit of consolidated and affiliated companies — — 5,099 — — 5,099
Foreign currency translation, net of tax — — — (292 ) — (292 )
Pension and other postretirement benefits, net of
tax — — — (23 ) — (23 )

Derivative financial instruments, net of tax — — — (36 ) — (36 )
Available-for-sale securities, net of tax — — — (14 ) — (14 )
Change in ownership from noncontrolling
interests (25 ) — — — (18 ) (43 )

Dividends declared — — (980 ) — — (980 )
Distribution to noncontrolling interests — — — — (1 ) (1 )

36 256 — — — 292
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Common shares issued from treasury stock for
stock-based compensation: 5,284,974
Stock-based compensation expense 164 — — — — 164
Common shares repurchased: 12,804,035 2 — (1,932 ) — — — (1,932 )
Other (53 ) — — — (10 ) (63 )
Balance at September 30, 2018 $ 5,715 $(18,681) $30,384 $ (1,568 ) $ 40 $15,890

1 See Note 2 for additional information.
2 See Note 11 for additional information.

See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.
Consolidated Statement of Cash Flow
(Unaudited)
(Millions of dollars)

Nine Months
Ended
September 30
2018 2017

Cash flow from operating activities:
Profit of consolidated and affiliated companies $5,099 $2,058
Adjustments for non-cash items:
Depreciation and amortization 2,065 2,153
Other 630 596
Changes in assets and liabilities, net of acquisitions and divestitures:
Receivables – trade and other (725 ) (455 )
Inventories (1,822 ) (1,489 )
Accounts payable 496 1,371
Accrued expenses (32 ) 121
Accrued wages, salaries and employee benefits (418 ) 962
Customer advances 59 358
Other assets – net 394 (137 )
Other liabilities – net (1,271 ) (373 )
Net cash provided by (used for) operating activities 4,475 5,165

Cash flow from investing activities:
Capital expenditures – excluding equipment leased to others (921 ) (566 )
Expenditures for equipment leased to others (1,208 ) (1,071 )
Proceeds from disposals of leased assets and property, plant and equipment 732 864
Additions to finance receivables (9,092 ) (8,246 )
Collections of finance receivables 8,032 8,532
Proceeds from sale of finance receivables 416 98
Investments and acquisitions (net of cash acquired) (357 ) (47 )
Proceeds from sale of businesses and investments (net of cash sold) 14 93
Proceeds from sale of securities 363 431
Investments in securities (417 ) (594 )
Other – net 24 73
Net cash provided by (used for) investing activities (2,414 ) (433 )

Cash flow from financing activities:
Dividends paid (1,444 ) (1,367 )
Common stock issued, including treasury shares reissued 292 353
Common shares repurchased (2,000 ) —
Proceeds from debt issued (original maturities greater than three months):
        Machinery, Energy & Transportation 47 362
        Financial Products 7,026 6,972
Payments on debt (original maturities greater than three months):
        Machinery, Energy & Transportation (6 ) (506 )
        Financial Products (5,636 ) (5,718 )

Edgar Filing: CATERPILLAR INC - Form 10-Q

14



Short-term borrowings – net (original maturities three months or less) (465 ) (2,403 )
Other – net (32 ) (7 )
Net cash provided by (used for) financing activities (2,218 ) (2,314 )
Effect of exchange rate changes on cash (117 ) 40
Increase (decrease) in cash and short-term investments and restricted cash (274 ) 2,458
Cash and short-term investments and restricted cash at beginning of period 8,320 7,199
Cash and short-term investments and restricted cash at end of period $8,046 $9,657

 All short-term investments, which consist primarily of highly liquid investments with original maturities of three
months or less, are considered to be cash equivalents.

See accompanying notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1.A.  Nature of operations

Information in our financial statements and related commentary are presented in the following categories:

Machinery, Energy & Transportation (ME&T) – Represents the aggregate total of Construction Industries, Resource
Industries, Energy & Transportation and All Other operating segments and related corporate items and eliminations.

Financial Products – Primarily includes the company’s Financial Products Segment.  This category includes Caterpillar
Financial Services Corporation (Cat Financial), Caterpillar Insurance Holdings Inc. (Insurance Services) and their
respective subsidiaries.

B.  Basis of presentation

In the opinion of management, the accompanying unaudited financial statements include all adjustments, consisting
only of normal recurring adjustments, necessary for a fair statement of (a) the consolidated results of operations for
the three and nine months ended September 30, 2018 and 2017, (b) the consolidated comprehensive income for the
three and nine months ended September 30, 2018 and 2017, (c) the consolidated financial position at September 30,
2018 and December 31, 2017, (d) the consolidated changes in shareholders’ equity for the nine months ended
September 30, 2018 and 2017 and (e) the consolidated cash flow for the nine months ended September 30, 2018 and
2017.  The financial statements have been prepared in conformity with generally accepted accounting principles in the
United States of America (U.S. GAAP) and pursuant to the rules and regulations of the Securities and Exchange
Commission (SEC).

Interim results are not necessarily indicative of results for a full year. The information included in this Form 10-Q
should be read in conjunction with the audited financial statements and notes thereto included in our company’s annual
report on Form 10-K for the year ended December 31, 2017 (2017 Form 10-K).

The December 31, 2017 financial position data included herein is derived from the audited consolidated financial
statements included in the 2017 Form 10-K but does not include all disclosures required by U.S. GAAP.  Certain
amounts for prior periods have been reclassified to conform to the current period financial statement presentation. See
Note 2 for more information. In addition, deferred revenue of $233 million was reclassified from Other current
liabilities to Customer advances in the December 31, 2017 Consolidated Statement of Financial Position.

Unconsolidated Variable Interest Entities (VIEs)

We have affiliates, suppliers and dealers that are VIEs of which we are not the primary beneficiary. Although we have
provided financial support, we do not have the power to direct the activities that most significantly impact the
economic performance of each entity.

Our maximum exposure to loss from VIEs for which we are not the primary beneficiary was as follows:

(Millions of dollars) September 30,
2018

December 31,
2017

Receivables - trade and other $ 29 $ 34
Receivables - finance 47 42
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Long-term receivables - finance 26 38
Investments in unconsolidated affiliated companies 30 39
Guarantees1 — 259
Total $ 132 $ 412

1 Related contract was terminated during the first quarter of 2018. No payments were made under the guarantee.

10

Edgar Filing: CATERPILLAR INC - Form 10-Q

17



Table of Contents

In addition, Cat Financial has end-user customers that are VIEs of which we are not the primary beneficiary. Although
we have provided financial support to these entities and therefore have a variable interest, we do not have the power to
direct the activities that most significantly impact their economic performance. Our maximum exposure to loss from
our involvement with these VIEs is limited to the credit risk inherently present in the financial support that we have
provided. These risks are evaluated and reflected in our financial statements as part of our overall portfolio of finance
receivables and related allowance for credit losses.

2.                                    New accounting guidance

Revenue recognition – In May 2014, the Financial Accounting Standards Board (FASB) issued new revenue
recognition guidance to provide a single, comprehensive revenue recognition model for all contracts with customers.
Under the new guidance, an entity will recognize revenue to depict the transfer of promised goods or services to
customers at an amount that the entity expects to be entitled to in exchange for those goods or services. A five step
model has been introduced for an entity to apply when recognizing revenue. The new guidance also includes enhanced
disclosure requirements. The guidance was effective January 1, 2018, and was applied to contracts that were not
completed at the date of initial application on a modified retrospective basis through a cumulative effect adjustment to
retained earnings as of January 1, 2018. The prior period comparative information has not been recasted and continues
to be reported under the accounting guidance in effect for those periods.

Under the new guidance, sales of certain turbine machinery units changed to a point-in-time recognition model. Under
previous guidance, we accounted for these sales under an over-time model following the percentage-of-completion
method as the product was manufactured. In addition, under the new guidance we began to recognize an asset for the
value of expected replacement part returns and discontinued lease accounting treatment for certain product sales
containing residual value guarantees.

See Note 3 for additional information.

The cumulative effect of initially applying the new revenue recognition guidance to our consolidated financial
statements on January 1, 2018 was as follows:

Consolidated Statement of Financial Position

(Millions of dollars)

Balance as
of
December
31, 2017

Cumulative
Impact
from
Adopting
New
Revenue
Guidance

Balance
as of
January
1, 2018

Assets
Receivables - trade and other $ 7,436 $ (66 ) $7,370
Prepaid expenses and other current assets $ 1,772 $ 327 $2,099
Inventories $ 10,018 $ 4 $10,022
Property, plant and equipment - net $ 14,155 $ (190 ) $13,965
Noncurrent deferred and refundable income taxes $ 1,693 $ 2 $1,695

Liabilities
Accrued expenses $ 3,220 $ 226 $3,446
Customer advances $ 1,426 $ 46 $1,472
Other current liabilities $ 1,742 $ (17 ) $1,725
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Other liabilities $ 4,053 $ (166 ) $3,887

Shareholders' equity
Profit employed in the business $ 26,301 $ (12 ) $26,289
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The impact from adopting the new revenue recognition guidance on our consolidated financial statements was as
follows:

Consolidated Statement of Results of Operations Three Months Ended September
30, 2018

As
Reported

Previous
Accounting
Guidance

Impact
from
Adopting
New
Revenue
Guidance

(Millions of dollars)
Sales of Machinery, Energy & Transportation $12,763 $ 12,719 $ 44
Cost of goods sold $9,022 $ 8,997 $ 25
Operating profit $2,135 $ 2,116 $ 19
Consolidated profit before taxes $2,135 $ 2,116 $ 19
Provision (benefit) for income taxes $415 $ 411 $ 4
Profit of consolidated companies $1,720 $ 1,705 $ 15
Profit of consolidated and affiliated companies $1,727 $ 1,712 $ 15
Profit $1,727 $ 1,712 $ 15

Consolidated Statement of Results of Operations Nine Months Ended September
30, 2018

As
Reported

Previous
Accounting
Guidance

Impact
from
Adopting
New
Revenue
Guidance

(Millions of dollars)
Sales of Machinery, Energy & Transportation $38,192 $ 38,194 $ (2 )
Cost of goods sold $27,010 $ 27,020 $ (10 )
Other operating (income) expenses $1,028 $ 1,034 $ (6 )
Operating profit $6,410 $ 6,396 $ 14
Consolidated profit before taxes $6,455 $ 6,441 $ 14
Provision (benefit) for income taxes $1,377 $ 1,374 $ 3
Profit of consolidated companies $5,078 $ 5,067 $ 11
Profit of consolidated and affiliated companies $5,099 $ 5,088 $ 11
Profit $5,099 $ 5,088 $ 11

Consolidated Statement of Financial Position September 30, 2018

As
Reported

Previous
Accounting
Guidance

Impact
from
Adopting
New
Revenue
Guidance

(Millions of dollars)
Assets
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Receivables - trade and other $7,974 $ 8,011 $ (37 )
Prepaid expenses and other current assets $1,835 $ 1,502 $ 333
Inventories $11,814 $ 11,807 $ 7
Noncurrent deferred and refundable income taxes $1,288 $ 1,289 $ (1 )

Liabilities
Accrued expenses $3,423 $ 3,203 $ 220
Customer advances $1,491 $ 1,408 $ 83

Shareholders' equity
Profit employed in the business $30,384 $ 30,385 $ (1 )
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Recognition and measurement of financial assets and financial liabilities – In January 2016, the FASB issued
accounting guidance that affects the accounting for equity investments, financial liabilities accounted for under the
fair value option and the presentation and disclosure requirements for financial instruments. Under the new guidance,
all equity investments in unconsolidated entities (other than those accounted for using the equity method of
accounting) will generally be measured at fair value through earnings. There will no longer be an available-for-sale
classification for equity securities with readily determinable fair values. For financial liabilities when the fair value
option has been elected, changes in fair value due to instrument-specific credit risk will be recognized separately in
other comprehensive income. In addition, the FASB clarified guidance related to the valuation allowance assessment
when recognizing deferred tax assets resulting from unrealized losses on available-for-sale debt securities. The
guidance was effective January 1, 2018, and was applied on a modified retrospective basis through a cumulative effect
adjustment to retained earnings as of January 1, 2018. The adoption did not have a material impact on our financial
statements.

Lease accounting – In February 2016, the FASB issued accounting guidance that revises the accounting for leases.
Under the new guidance, lessees are required to recognize a right-of-use asset and a lease liability for substantially all
leases. The new guidance will continue to classify leases as either financing or operating, with classification affecting
the pattern of expense recognition. The accounting applied by a lessor under the new guidance will be substantially
equivalent to current lease accounting guidance. Entities have the option to adopt the new guidance using a modified
retrospective approach through a cumulative effect adjustment to retained earnings applied either to the beginning of
the earliest period presented or the beginning of the period of adoption. We will adopt the new guidance effective
January 1, 2019 using a modified retrospective approach through a cumulative effect adjustment to retained earnings
as of the beginning of the period of adoption.

The new guidance provides a number of optional practical expedients in transition. We plan to elect the ‘package of
practical expedients’, which allows us not to reassess under the new guidance our prior conclusions about lease
identification, lease classification and initial direct costs. We do not expect to elect the use-of-hindsight practical
expedient. In addition, the new guidance provides practical expedients for an entity’s ongoing accounting that we are
still evaluating such as whether or not to separate lease and non-lease components. We plan to elect the short-term
lease recognition exemption for all leases that qualify which means we will not recognize right-of-use assets or lease
liabilities for these leases.

We are currently designing new processes and controls, cataloging and entering our leases into a recently
implemented software solution and evaluating our population of leased assets to assess the effect of the new guidance
on our financial statements. While we continue to assess the effects of adoption, we believe the most significant
effects relate to the recognition of right-of-use assets and lease liabilities on our balance sheet, and providing new
disclosures about our leasing activities. In addition, we expect to derecognize about $125 million of existing assets
and $375 million of debt obligations for a sale-leaseback transaction that qualifies for sale accounting under the new
guidance. The gain associated with this change in accounting will be recognized through opening retained earnings as
of January 1, 2019. We are continuing to evaluate the impact of the new guidance on lessor accounting, which will
primarily impact Cat Financial. We do not expect the new guidance to have a material impact on our results of
operations.

Stock-based compensation – In March 2016, the FASB issued accounting guidance to simplify several aspects of the
accounting for share-based payments. The new guidance changes how reporting entities account for certain aspects of
share-based payments, including the accounting for income taxes and the classification of the tax impact on the
Consolidated Statement of Cash Flow. Under the new guidance, all excess tax benefits and deficiencies during the
period are recognized in income (rather than equity) on a prospective basis. The guidance removes the requirement to
delay recognition of excess tax benefits until it reduces income taxes currently payable. This change was required to
be applied on a modified retrospective basis, resulting in a cumulative-effect adjustment to opening retained earnings
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in the period of adoption. In addition, Cash flows related to excess tax benefits are now included in Cash provided by
operating activities and will no longer be separately classified as a financing activity. This change was adopted
retrospectively. The guidance was effective January 1, 2017, and did not have a material impact on our financial
statements.

Measurement of credit losses on financial instruments – In June 2016, the FASB issued accounting guidance to
introduce a new model for recognizing credit losses on financial instruments based on an estimate of current expected
credit losses. The new guidance will apply to loans, accounts receivable, trade receivables, other financial assets
measured at amortized cost, loan commitments and other off-balance sheet credit exposures. The new guidance will
also apply to debt securities and other financial assets measured at fair value through other comprehensive income.
The new guidance is effective January 1, 2020, with early adoption permitted beginning January 1, 2019. We are in
the process of evaluating the effect of the new guidance on our financial statements.

13
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Classification for certain cash receipts and cash payments – In August 2016, the FASB issued accounting guidance
related to the presentation and classification of certain transactions in the statement of cash flows where diversity in
practice exists. The guidance was effective January 1, 2018, and was applied on a retrospective basis. The adoption
did not have a material impact on our financial statements.

Tax accounting for intra-entity asset transfers – In October 2016, the FASB issued accounting guidance that requires
the recognition of tax expense from the sales of intra-entity assets in the seller's tax jurisdiction at the time of transfer.
The new guidance does not apply to intra-entity transfers of inventory. Under previous guidance, the tax effects of
these assets were deferred until the transferred asset was sold to a third party or otherwise recovered through use. The
guidance was effective January 1, 2018, and was applied on a modified retrospective basis through a cumulative effect
adjustment to retained earnings as of January 1, 2018. The adoption did not have a material impact on our financial
statements.

Classification of restricted cash – In November 2016, the FASB issued accounting guidance related to the presentation
and classification of changes in restricted cash on the statement of cash flows where diversity in practice exists. The
guidance was effective January 1, 2018, and was applied on a retrospective basis. The adoption did not have a material
impact on our financial statements.

Presentation of net periodic pension costs and net periodic postretirement benefit costs – In March 2017, the FASB
issued accounting guidance that requires an employer to disaggregate the service cost component from the other
components of net periodic benefit cost. Service cost is required to be reported in the same line item or items as other
compensation costs arising from services rendered by the pertinent employees during the period. The other
components of net periodic benefit cost are required to be reported outside the subtotal for income from operations.
Additionally, only the service cost component of net periodic benefit costs is eligible for capitalization. The guidance
was effective January 1, 2018. We applied the presentation changes retrospectively and the capitalization change
prospectively. The adoption primarily resulted in the reclassification of other components of net periodic benefit cost
outside of Operating profit in the Consolidated Statement of Results of Operations.

Consolidated Statement of Results of Operations

Three Months Ended
September 30, 2017

(Millions of dollars) As
Revised

Previously
Reported

Effect
of
Change

Cost of goods sold $7,678 $ 7,633 $ 45
Selling, general and administrative expenses $1,254 $ 1,237 $ 17
Research and development expenses $461 $ 455 $ 6
Total operating costs $9,904 $ 9,836 $ 68
Operating profit $1,509 $ 1,577 $ (68 )
Other income (expense) $132 $ 64 $ 68

Nine Months Ended
September 30, 2017

As
Revised

Previously
Reported

Effect
of
Change

Cost of goods sold $22,295 $ 22,160 $ 135
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Selling, general and administrative expenses $3,619 $ 3,571 $ 48
Research and development expenses $1,344 $ 1,326 $ 18
Other operating (income) expenses $1,751 $ 1,780 $ (29 )
Total operating costs $29,493 $ 29,321 $ 172
Operating profit $3,073 $ 3,245 $ (172 )
Other income (expense) $260 $ 88 $ 172
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Premium amortization on purchased callable debt securities – In March 2017, the FASB issued accounting guidance
related to the amortization period for certain purchased callable debt securities held at a premium. Securities held at a
premium will be required to be amortized to the earliest call date rather than the maturity date. The new standard is
required to be applied with a modified retrospective approach through a cumulative-effect adjustment directly to
retained earnings as of the beginning of the period of adoption. We will adopt the new guidance effective January 1,
2019. We do not expect the adoption to have a material impact on our financial statements.

Clarification on stock-based compensation – In May 2017, the FASB issued accounting guidance to clarify which
changes to the terms or conditions of a share-based payment award require an entity to apply modification accounting.
The guidance was effective January 1, 2018, and was applied prospectively. The adoption did not have a material
impact on our financial statements.

Derivatives and hedging – In August 2017, the FASB issued accounting guidance to better align hedge accounting with
a company’s risk management activities, simplify the application of hedge accounting and improve the disclosures of
hedging arrangements. The new guidance is required to be applied on a modified retrospective basis, resulting in a
cumulative-effect adjustment to opening retained earnings in the period of adoption. We will adopt the new guidance
effective January 1, 2019. The impact on our financial statements at the time of adoption will primarily be
reclassification of our gains (losses) for designated ME&T foreign exchange contracts from Other income (expense)
to components of Operating profit in the Consolidated Statement of Results of Operations.

Reclassification of certain tax effects from accumulated other comprehensive income – In February 2018, the FASB
issued accounting guidance to allow a reclassification from accumulated other comprehensive income to retained
earnings for stranded tax effects resulting from U.S. tax reform legislation. The new guidance is required to be applied
either in the period of adoption or retrospectively to each period affected by U.S. tax reform legislation. The guidance
is effective January 1, 2019, with early adoption permitted. We are in the process of evaluating the effect of the new
guidance on our financial statements.

Defined benefit plan disclosures – In August 2018, the FASB issued accounting guidance that revises the annual
disclosure requirements for employers by removing and adding certain disclosures for these plans.  The applicable
requirements that were removed include the amount of prior service cost (credit) that will be amortized from
Accumulated other comprehensive income (loss) into net periodic benefit cost for the next fiscal year and the effect of
a one-percentage-point change in the assumed health care cost trend rates on the service and interest cost components
of other postretirement benefit cost and on the accumulated postretirement benefit obligations.  The new disclosure
requirements include the weighted average interest crediting rates for cash balance plans and other plans with
promised interest crediting rates and narrative description of the reasons for significant actuarial gains and losses
related to changes in benefit plan obligations or assets for the period. The new guidance is required to be applied on a
retrospective basis. The guidance is effective January 1, 2020, with early adoption permitted.  We do not expect the
adoption to have a material impact on our financial statements.

3.Sales and revenue recognition

A. Sales of Machinery, Energy & Transportation

Sales of Machinery, Energy & Transportation are recognized when all the following criteria are satisfied: (i) a contract
with an independently owned and operated dealer or an end user exists which has commercial substance; (ii) it is
probable we will collect the amount charged to the dealer or end user; and (iii) we have completed our performance
obligation whereby the dealer or end user has obtained control of the product. A contract with commercial substance
exists once we receive and accept a purchase order under a dealer sales agreement, or once we enter into a contract
with an end user. If collectibility is not probable, the sale is deferred and not recognized until collection is probable or
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payment is received. Control of our products typically transfers when title and risk of ownership of the product has
transferred to the dealer or end user. Typically, where product is produced and sold in the same country, title and risk
of ownership transfer when the product is shipped. Products that are exported from a country for sale typically transfer
title and risk of ownership at the border of the destination country.
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Our remanufacturing operations are primarily focused on the remanufacture of Cat engines and components and rail
related products.  In this business, used engines and related components (core) are inspected, cleaned and
remanufactured.  In connection with the sale of our remanufactured product to dealers, we collect a deposit that is
repaid if the dealer returns an acceptable core within a specified time period.  Caterpillar owns and has title to the
cores when they are returned from dealers.  The rebuilt engine or component (the core plus any new content) is then
sold as a remanufactured product to dealers and end users.  Revenue is recognized pursuant to the same criteria as
Machinery, Energy & Transportation sales noted above (title and risk of ownership of the entire remanufactured
product passes to the dealer or end user upon sale).  At the time of sale, the deposit is recognized in Other current
liabilities in the Consolidated Statement of Financial Position, and the core to be returned is recognized as an asset in
Prepaid expenses and other current assets in the Consolidated Statement of Financial Position at the estimated
replacement cost (based on historical experience with usable cores).  Upon receipt of an acceptable core, we repay the
deposit and relieve the liability.  The returned core is then included in inventory. In the event that the deposit is
forfeited (i.e., upon failure by the dealer to return an acceptable core in the specified time period), we recognize the
core deposit and the cost of the core in Sales and Cost of goods sold, respectively. 

We provide discounts to dealers through merchandising programs. We have numerous programs that are designed to
promote the sale of our products.  The most common dealer programs provide a discount when the dealer sells a
product to a targeted end user.  Generally, the cost of these discounts is estimated for each product by model by
geographic region based on historical experience and known changes in merchandising programs. The cost of these
discounts is reported as a reduction to the transaction price when the product sale is recognized. A corresponding
post-sale discount reserve is accrued in the Consolidated Statement of Financial Position, which represents discounts
we expect to pay on previously sold units. If discounts paid differ from those estimated, the difference is reported as a
change in the transaction price.

Except for replacement parts, no right of return exists on the sale of our products.  We estimate replacement part
returns based on historical experience and recognize a parts return asset in Prepaid expenses and other current assets in
the Consolidated Statement of Financial Position, which represents our right to recover replacement parts we expect
will be returned. We also recognize a refund liability in Other current liabilities in the Consolidated Statement of
Financial Position for the refund we expect to pay for returned parts. If actual replacement part returns differ from
those estimated, the difference in the estimated replacement part return asset and refund liability is recognized in Cost
of goods sold and Sales, respectively.

Our standard dealer invoice terms are established by marketing region. Our invoice terms for end user sales are
established by the responsible business unit. Payments from dealers are due shortly after the time of sale. When a sale
is made to a dealer, the dealer is responsible for payment even if the product is not sold to an end user. Dealers and
end users must make payment within the established invoice terms to avoid potential interest costs. Interest at or
above prevailing market rates may be charged on any past due balance, and generally our practice is to not forgive this
interest. In addition, Cat Financial provides wholesale inventory financing for a dealer's purchase of inventory.
Wholesale inventory receivables have varying payment terms and are included in Receivables – trade and other and
Long-term receivables – trade and other in the Consolidated Statement of Financial Position. Trade receivables from
dealers and end users were $6,902 million and $6,399 million as of September 30, 2018 and January 1, 2018,
respectively, and are recognized in Receivables – trade and other in the Consolidated Statement of Financial Position.
Long-term trade receivables from dealers and end users were $664 million and $639 million as of September 30, 2018
and January 1, 2018, respectively, and are recognized in Long-term receivables – trade and other in the Consolidated
Statement of Financial Position.

We establish a bad debt allowance for Machinery, Energy & Transportation receivables when it becomes probable
that the receivable will not be collected. Our allowance for bad debts is not significant.
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We invoice in advance of recognizing the sale of certain products. Advanced customer payments are recognized as a
contract liability in Customer advances and Other liabilities in the Consolidated Statement of Financial Position.
Long-term customer advances recognized in Other liabilities in the Consolidated Statement of Financial Position were
$432 million and $396 million as of September 30, 2018 and January 1, 2018, respectively. We reduce the contract
liability when revenue is recognized. During the three and nine months ended September 30, 2018, we recognized
$145 million and $1,124 million, respectively, of revenue that was recorded as a contract liability at the beginning of
2018.

We have elected the practical expedient to not adjust the amount of revenue to be recognized under a contract with a
dealer or end user for the effects of time value of money when the timing difference between receipt of payment and
recognition of revenue is less than one year.
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As of September 30, 2018, we have entered into contracts with dealers and end users for which sales have not been
recognized as we have not satisfied our performance obligations and transferred control of the products. The dollar
amount of unsatisfied performance obligations for contracts with an original duration greater than one year is $5.9
billion, of which $2.7 billion is expected to be completed and revenue recognized in the twelve months following
September 30, 2018. We have elected the practical expedient to not disclose unsatisfied performance obligations with
an original contract duration of one year or less. Contracts with an original duration of one year or less are primarily
sales to dealers for machinery, engines and replacement parts.

Sales and other related taxes are excluded from the transaction price. Shipping and handling costs associated with
outbound freight after control over a product has transferred are accounted for as a fulfillment cost and are included in
Cost of goods sold.

We provide a standard manufacturer’s warranty of our products at no additional cost. At the time a sale is recognized,
we record estimated future warranty costs. See Note 10 for further discussion of our product warranty liabilities.

See Note 15 for further disaggregated sales and revenues information.

B. Revenues of Financial Products

Revenues of Financial Products are generated primarily from finance revenue on finance receivables and rental
payments on operating leases. Finance revenue is recorded over the life of the related finance receivable using the
interest method, including the accretion of certain direct origination costs that are deferred. Revenue from rental
payments received on operating leases is recognized on a straight-line basis over the term of the lease.

Recognition of finance revenue and rental revenue is suspended and the account is placed on non-accrual status when
management determines that collection of future income is not probable (generally after 120 days past due).
Recognition is resumed, and previously suspended income is recognized, when the account becomes current and
collection of remaining amounts is considered probable. See Note 16 for more information.

Revenues are presented net of sales and other related taxes.

4.                                     Stock-based compensation

Accounting for stock-based compensation requires that the cost resulting from all stock-based payments be recognized
in the financial statements based on the grant date fair value of the award.  Our stock-based compensation primarily
consists of stock options, restricted stock units (RSUs) and performance-based restricted stock units (PRSUs).

Beginning with the 2018 grant, RSU and PRSU awards are credited with dividend equivalent units on each date that a
cash dividend is paid to holders of Common Stock. The fair value of the RSU and PRSU awards granted in 2018 was
determined as the closing stock price on the date of grant. Prior to 2018, RSU and PRSU awards were not credited
with dividend equivalent units and the fair value was determined by reducing the stock price on the date of grant by
the present value of the estimated dividends to be paid during the vesting period. The estimated dividends were based
on Caterpillar's quarterly dividend per share at the time of grant.

We recognized pretax stock-based compensation expense of $52 million and $164 million for the three and nine
months ended September 30, 2018, respectively, and $48 million and $165 million for the three and nine months
ended September 30, 2017, respectively.
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The following table illustrates the type and fair value of the stock-based compensation awards granted during the nine
months ended September 30, 2018 and 2017, respectively:
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Nine Months Ended September 30, 2018 Nine Months Ended September 30, 2017

Shares
Granted

Weighted-Average
Fair Value Per
Share

Weighted-Average
Grant Date Stock
Price

Shares
Granted

Weighted-Average
Fair Value Per
Share

Weighted-Average
Grant Date Stock
Price

Stock options 1,605,220 $ 46.11 $ 150.90 2,701,644 $ 25.01 $ 95.66
RSUs 722,521 $ 150.64 $ 150.64 924,421 $ 90.11 $ 96.01
PRSUs 344,866 $ 150.93 $ 150.93 437,385 $ 86.78 $ 95.66

The following table provides the assumptions used in determining the fair value of the stock-based awards for the nine
months ended September 30, 2018 and 2017, respectively:

Grant Year
2018 2017

Weighted-average dividend yield 2.70 % 3.42 %
Weighted-average volatility 30.2 % 29.2 %
Range of volatilities 21.5-33.0% 22.1-33.0%
Range of risk-free interest rates 2.02-2.87% 0.81-2.35%
Weighted-average expected lives 8 years 8 years

As of September 30, 2018, the total remaining unrecognized compensation expense related to nonvested stock-based
compensation awards was $217 million, which will be amortized over the weighted-average remaining requisite
service periods of approximately 1.9 years.

5.                                     Derivative financial instruments and risk management

Our earnings and cash flow are subject to fluctuations due to changes in foreign currency exchange rates, interest rates
and commodity prices.  Our Risk Management Policy (policy) allows for the use of derivative financial instruments to
prudently manage foreign currency exchange rate, interest rate and commodity price exposures.  Our policy specifies
that derivatives are not to be used for speculative purposes.  Derivatives that we use are primarily foreign currency
forward, option and cross currency contracts, interest rate contracts and commodity forward and option contracts.  Our
derivative activities are subject to the management, direction and control of our senior financial officers.  Risk
management practices, including the use of financial derivative instruments, are presented to the Audit Committee of
the Board of Directors at least annually.

All derivatives are recognized on the Consolidated Statement of Financial Position at their fair value. On the date the
derivative contract is entered into, we designate the derivative as (1) a hedge of the fair value of a recognized asset or
liability (fair value hedge), (2) a hedge of a forecasted transaction or the variability of cash flow (cash flow hedge) or
(3) an undesignated instrument. Changes in the fair value of a derivative that is qualified, designated and highly
effective as a fair value hedge, along with the gain or loss on the hedged recognized asset or liability that is
attributable to the hedged risk, are recorded in current earnings. Changes in the fair value of a derivative that is
qualified, designated and highly effective as a cash flow hedge are recorded in Accumulated other comprehensive
income (loss) (AOCI), to the extent effective, on the Consolidated Statement of Financial Position until they are
reclassified to earnings in the same period or periods during which the hedged transaction affects earnings.  Changes
in the fair value of undesignated derivative instruments and the ineffective portion of designated derivative
instruments are reported in current earnings. Cash flows from designated derivative financial instruments are

Edgar Filing: CATERPILLAR INC - Form 10-Q

32



classified within the same category as the item being hedged on the Consolidated Statement of Cash Flow.  Cash
flows from undesignated derivative financial instruments are included in the investing category on the Consolidated
Statement of Cash Flow.

We formally document all relationships between hedging instruments and hedged items, as well as the
risk-management objective and strategy for undertaking various hedge transactions.  This process includes linking all
derivatives that are designated as fair value hedges to specific assets and liabilities on the Consolidated Statement of
Financial Position and linking cash flow hedges to specific forecasted transactions or variability of cash flow.
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We also formally assess, both at the hedge’s inception and on an ongoing basis, whether the designated derivatives that
are used in hedging transactions are highly effective in offsetting changes in fair values or cash flow of hedged
items.  When a derivative is determined not to be highly effective as a hedge or the underlying hedged transaction is
no longer probable, we discontinue hedge accounting prospectively, in accordance with the derecognition criteria for
hedge accounting.

Foreign Currency Exchange Rate Risk

Foreign currency exchange rate movements create a degree of risk by affecting the U.S. dollar value of sales made and
costs incurred in foreign currencies. Movements in foreign currency rates also affect our competitive position as these
changes may affect business practices and/or pricing strategies of non-U.S.-based competitors. Additionally, we have
balance sheet positions denominated in foreign currencies, thereby creating exposure to movements in exchange rates.

Our Machinery, Energy & Transportation operations purchase, manufacture and sell products in many locations
around the world. As we have a diversified revenue and cost base, we manage our future foreign currency cash flow
exposure on a net basis. We use foreign currency forward and option contracts to manage unmatched foreign currency
cash inflow and outflow. Our objective is to minimize the risk of exchange rate movements that would reduce the U.S.
dollar value of our foreign currency cash flow. Our policy allows for managing anticipated foreign currency cash flow
for up to five years. As of September 30, 2018, the maximum term of these outstanding contracts was approximately
51 months.

We generally designate as cash flow hedges at inception of the contract any Australian dollar, Brazilian real, British
pound, Canadian dollar, Chinese yuan, Indian rupee, Japanese yen, Mexican peso, Singapore dollar or Thailand baht
forward or option contracts that meet the requirements for hedge accounting and the maturity extends beyond the
current quarter-end. Designation is performed on a specific exposure basis to support hedge accounting. The
remainder of Machinery, Energy & Transportation foreign currency contracts are undesignated.  

As of September 30, 2018, $33 million of deferred net losses, net of tax, included in equity (AOCI in the Consolidated
Statement of Financial Position), are expected to be reclassified to current earnings (Other income (expense) in the
Consolidated Statement of Results of Operations) over the next twelve months when earnings are affected by the
hedged transactions.  The actual amount recorded in Other income (expense) will vary based on exchange rates at the
time the hedged transactions impact earnings.

In managing foreign currency risk for our Financial Products operations, our objective is to minimize earnings
volatility resulting from conversion and the remeasurement of net foreign currency balance sheet positions, and future
transactions denominated in foreign currencies. Our policy allows the use of foreign currency forward, option and
cross currency contracts to offset the risk of currency mismatch between our assets and liabilities, and exchange rate
risk associated with future transactions denominated in foreign currencies. Our foreign currency forward and option
contracts are primarily undesignated. We designate fixed-to-fixed cross currency contracts as cash flow hedges to
protect against movements in exchange rates on foreign currency fixed-rate assets and liabilities.

Interest Rate Risk

Interest rate movements create a degree of risk by affecting the amount of our interest payments and the value of our
fixed-rate debt. Our practice is to use interest rate contracts to manage our exposure to interest rate changes.

Our Machinery, Energy & Transportation operations generally use fixed-rate debt as a source of funding.  Our
objective is to minimize the cost of borrowed funds.  Our policy allows us to enter into fixed-to-floating interest rate
contracts and forward rate agreements to meet that objective. We designate fixed-to-floating interest rate contracts as
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fair value hedges at inception of the contract, and we designate certain forward rate agreements as cash flow hedges at
inception of the contract.

Financial Products operations has a match-funding policy that addresses interest rate risk by aligning the interest rate
profile (fixed or floating rate) of Cat Financial’s debt portfolio with the interest rate profile of their receivables
portfolio within predetermined ranges on an ongoing basis. In connection with that policy, we use interest rate
derivative instruments to modify the debt structure to match assets within the receivables portfolio. This matched
funding reduces the volatility of margins between interest-bearing assets and interest-bearing liabilities, regardless of
which direction interest rates move.

Our policy allows us to use fixed-to-floating, floating-to-fixed and floating-to-floating interest rate contracts to meet
the match-funding objective.  We designate fixed-to-floating interest rate contracts as fair value hedges to protect debt
against
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changes in fair value due to changes in the benchmark interest rate.  We designate most floating-to-fixed interest rate
contracts as cash flow hedges to protect against the variability of cash flows due to changes in the benchmark interest
rate.

We have, at certain times, liquidated fixed-to-floating and floating-to-fixed interest rate contracts at both Machinery,
Energy & Transportation and Financial Products.  The gains or losses associated with these contracts at the time of
liquidation are amortized into earnings over the original term of the previously designated hedged item.

Commodity Price Risk

Commodity price movements create a degree of risk by affecting the price we must pay for certain raw material. Our
policy is to use commodity forward and option contracts to manage the commodity risk and reduce the cost of
purchased materials.

Our Machinery, Energy & Transportation operations purchase base and precious metals embedded in the components
we purchase from suppliers.  Our suppliers pass on to us price changes in the commodity portion of the component
cost. In addition, we are subject to price changes on energy products such as natural gas and diesel fuel purchased for
operational use.

Our objective is to minimize volatility in the price of these commodities. Our policy allows us to enter into
commodity forward and option contracts to lock in the purchase price of a portion of these commodities within a
five-year horizon. All such commodity forward and option contracts are undesignated.

The location and fair value of derivative instruments reported in the Consolidated Statement of Financial Position are
as follows:

 (Millions of dollars) Consolidated Statement of Financial Asset (Liability) Fair
Value

Position Location September 30,
2018

December 31,
2017

Designated derivatives
Foreign exchange contracts
Machinery, Energy & Transportation Receivables – trade and other $ 4 $ 8
Machinery, Energy & Transportation Long-term receivables – trade and other — 4
Machinery, Energy & Transportation Accrued expenses (46 ) (14 )
Machinery, Energy & Transportation Other liabilities (6 ) (2 )
Financial Products Receivables – trade and other 50 —
Financial Products Long-term receivables – trade and other 31 7
Financial Products Accrued expenses (17 ) (57 )
Interest rate contracts
Financial Products Receivables – trade and other 1 —
Financial Products Long-term receivables – trade and other 9 3
Financial Products Accrued expenses (3 ) (2 )

$ 23 $ (53 )
Undesignated derivatives
Foreign exchange contracts
Machinery, Energy & Transportation Receivables – trade and other $ 4 $ 19
Machinery, Energy & Transportation Accrued expenses (37 ) (9 )
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Financial Products Receivables – trade and other 42 12
Financial Products Long-term receivables – trade and other 7 —
Financial Products Accrued expenses (19 ) (9 )
Commodity contracts
Machinery, Energy & Transportation Receivables – trade and other 10 21
Machinery, Energy & Transportation Accrued expenses (8 ) —

$ (1 ) $ 34

The total notional amounts of the derivative instruments are as follows:
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(Millions of dollars) September 30,
2018

December 31,
2017

Machinery, Energy & Transportation $ 2,129 $ 3,190
Financial Products $ 7,517 $ 3,691

The notional amounts of the derivative financial instruments do not represent amounts exchanged by the parties. The
amounts exchanged by the parties are calculated by reference to the notional amounts and by other terms of the
derivatives, such as foreign currency exchange rates, interest rates or commodity prices.
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Cash Flow Hedges
Three Months Ended September 30, 2018

Recognized in Earnings

 (Millions of dollars)

Amount
of
Gains
(Losses)
Recognized 
in
AOCI
(Effective
Portion)

Classification of 
Gains (Losses)

Amount of
Gains
(Losses)
Reclassified 
from AOCI
to
Earnings

Recognized
in
Earnings 
(Ineffective
Portion)

Foreign exchange contracts
Machinery, Energy & Transportation $(15) Other income (expense) $ (17 ) $ —
Financial Products 53 Other income (expense) 51 —
Financial Products — Interest expense of Financial Products 5 —
Interest rate contracts
Machinery, Energy & Transportation — Interest expense excluding Financial Products — —
Financial Products 3 Interest expense of Financial Products — —

$41 $ 39 $ —
Three Months Ended September 30, 2017

Recognized in Earnings
Amount
of
Gains
(Losses)
Recognized 
in
AOCI
(Effective
Portion)

Classification of 
Gains (Losses)

Amount of
Gains
(Losses)
Reclassified 
from AOCI
to
Earnings

Recognized
in
Earnings 
(Ineffective
Portion)

Foreign exchange contracts
Machinery, Energy & Transportation $16 Other income (expense) $ 4 $ —
Financial Products (21 ) Other income (expense) (20 ) —
Interest rate contracts

Edgar Filing: CATERPILLAR INC - Form 10-Q

39


