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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended July 2, 2017
OTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to
Commission File Number 1-13699
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(Exact name of Registrant as Specified in its Charter)

Delaware 95-1778500

(State or Other Jurisdiction of Incorporation or Organization) (L.R.S. Employer Identification No.)
870 Winter Street, Waltham, Massachusetts 02451

(Address of Principal Executive Offices) (Zip Code)

(781) 522-3000

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesy No~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yesy No "~
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer y Accelerated filer o
Non-accelerated filer o (Do not check if a smaller reporting company)  Smaller 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.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes”™ Noy

Number of shares of common stock outstanding as of July 24, 2017 was 290,249,000.
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Cautionary Note Regarding Forward-Looking Statements

This Form 10-Q contains forward-looking statements within the meaning of federal securities laws, including
information regarding our financial outlook, future plans, objectives, business prospects, trends and anticipated
financial performance, including with respect to our liquidity and capital resources; our capital expenditures; our
bookings and backlog; our expected tax payments; our pension expense and funding; the impact of new accounting
pronouncements; our unrecognized tax benefits; our expectations regarding customer contracts; our international
sales; our recognition of revenue on certain performance obligations; the impact of acquisitions, investments and other
business arrangements and the tax deductibility of goodwill; the impact and outcome of audits and legal and
administrative proceedings, claims, investigations and commitments and contingencies; and the impact of changes in
foreign currency rates. You can identify these statements by the fact that they include words such as “will”, “believe”,
“anticipate”, “expect”, “estimate”, “intend”, “plan”, or variations of these words, or similar expressions. These forward-looking
statements are not statements of historical facts and represent only our current expectations regarding such matters.
These statements inherently involve a wide range of known and unknown uncertainties. Our actual actions and results
could differ materially from what is expressed or implied by these statements. Specific factors that could cause such a
difference include, but are not limited to, those set forth under Item 1A. “Risk Factors” in our Annual Report on Form
10-K for the year ended December 31, 2016 and other important factors disclosed previously and from time to time in
our other filings with the Securities and Exchange Commission. Given these factors, as well as other variables that
may affect our operating results, you should not rely on forward-looking statements, assume that past financial
performance will be a reliable indicator of future performance, or use historical trends to anticipate results or trends in
future periods. We expressly disclaim any obligation or intention to provide updates to the forward-looking statements
and the estimates and assumptions associated with them, except as required by law.
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ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS
RAYTHEON COMPANY

CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(In millions, except per share amounts) Jul2, Dec 31,

2017 2016
Assets
Current assets
Cash and cash equivalents $2,167 $3,303
Short-term investments 410 100
Receivables, net 1,560 1,163
Contract assets 5,728 5,041
Inventories 581 608
Prepaid expenses and other current assets 491 670
Total current assets 10,937 10,885
Property, plant and equipment, net 2,172 2,166
Goodwill 14,827 14,788
Other assets, net 2,293 2,399
Total assets $30,229 $30,238
Liabilities, Redeemable Noncontrolling Interest and Equity
Current liabilities
Commercial paper $300 $—
Contract liabilities 2,704 2,646
Accounts payable 1,278 1,520
Accrued employee compensation 1,179 1,234
Other current liabilities 1,126 1,139
Total current liabilities 6,587 6,539
Accrued retiree benefits and other long-term liabilities 7,731 7,758
Long-term debt 4,747 5,335
Commitments and contingencies (Note 10)
Redeemable noncontrolling interest (Note 8) 349 449
Equity
Raytheon Company stockholders’ equity
Common stock, par value, $0.01 per share, 1,450 shares authorized, 290 and 293 shares 3 3
outstanding at July 2, 2017 and December 31, 2016, respectively
Additional paid-in capital — —
Accumulated other comprehensive loss (6,994 ) (7,411 )
Retained earnings 17,806 17,565
Total Raytheon Company stockholders’ equity 10,815 10,157
Noncontrolling interests in subsidiaries — —
Total equity 10,815 10,157
Total liabilities, redeemable noncontrolling interest and equity $30,229 $30,238

The accompanying notes are an integral part of the unaudited consolidated financial statements.
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RAYTHEON COMPANY

CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

Three Months )

Ended Six Months Ended
Jul 2, Jul 3, Jul 2, Jul 3,

(In millions, except per share amounts) 2017 2016 2017 2016

Net sales

Products $5,275 $5,032 $10,319 $9,858
Services 1,006 997 1,962 1,973
Total net sales 6,281 6,029 12,281 11,831
Operating expenses

Cost of sales—products 3,877 3,549 7,633 7,188
Cost of sales—services 808 813 1,582 1,615
General and administrative expenses 747 695 1,476 1,443
Total operating expenses 5,432 5,057 10,691 10,246
Operating income 849 972 1,590 1,585
Non-operating (income) expense, net

Interest expense 51 58 109 116
Interest income (5 ) (4 ) (10 ) (8 )
Other (income) expense, net 35 (1 ) 28 €] )
Total non-operating (income) expense, net 81 53 127 105
Income from continuing operations before taxes 768 919 1,463 1,480
Federal and foreign income taxes 221 205 419 362
Income from continuing operations 547 714 1,044 1,118
Income (loss) from discontinued operations, net of tax — (1 )3 —

Net income 547 713 1,047 1,118
Elf;zldllii e12100me (loss) attributable to noncontrolling interests in © ) @ ) (12 ) (27 )
Net income attributable to Raytheon Company $553 $717 $1,059 $1,145
Basic earnings per share attributable to Raytheon Company common

stockholders:

Income from continuing operations $1.90 $241 $3.62  $3.84
Income (loss) from discontinued operations, net of tax — — 0.01 —

Net income 1.90 2.41 3.63 3.84
Diluted earnings per share attributable to Raytheon Company common

stockholders:

Income from continuing operations $1.89 $2.41 $3.62  $3.83
Income (loss) from discontinued operations, net of tax — — 0.01 —

Net income 1.89 2.41 3.63 3.84
Amounts attributable to Raytheon Company common stockholders:

Income from continuing operations $553 $718 $1,056 $1,145
Income (loss) from discontinued operations, net of tax — (1 )3 —

Net income $553 $717 $1,059 $1,145
Dividends declared per share $0.7975 $0.7325 $1.5950 $1.4650

The accompanying notes are an integral part of the unaudited consolidated financial statements.
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RAYTHEON COMPANY

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

(In millions)

Net income

Other comprehensive income (loss), before tax:

Pension and other postretirement benefit plans, net:

Amortization of prior service cost included in net periodic cost

Amortization of net actuarial loss included in net income

Loss due to settlements

Pension and other postretirement benefit plans, net

Foreign exchange translation

Cash flow hedges

Unrealized gains (losses) on investments and other, net

Other comprehensive income (loss), before tax

Income tax benefit (expense) related to items of other comprehensive income (loss)
Other comprehensive income (loss), net of tax

Total comprehensive income

Less: Comprehensive income (loss) attributable to noncontrolling interests in
subsidiaries

Comprehensive income attributable to Raytheon Company

Three Six Months
Months Ended
Ended

Jul2, Jul3, Jul2, Jul3,
2017 2016 2017 2016
$547 $713 $1,047 $1,118

1 1 2 2
282 245 563 491
— 3 — 3

283 249 565 496

33 (13 ) 44 (46
10 4 8 8
— — 2

326 240 617 460
(102) (89 ) (200 ) (183
224 151 417 277
771 864 1,464 1,395

6 )@ Hdaz )@
$777 $868 $1,476 $1,422

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

)

)
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RAYTHEON COMPANY
CONSOLIDATED STATEMENTS OF EQUITY (UNAUDITED)
Accumulated Total Noncontrolling

Six Months Ended July 2, 2017 and July Commo%qdlt.lona‘bther . Retained Raytheon interests ~ Total

A paid-in comprehensive . Company . .
3, 2016 (in millions) stock . . earnings n equity

capital income stockholders subsidiaries()
(loss) equity

Balance at December 31, 2016 $ 3 $— $ (7,411 ) $17,565 $10,157 $ — $10,157
Net income (loss) 1,059 1,059 1,059
Other comprehensive income (loss), net 417 417 417
of tax
Adjustment of redeemable
noncontrolling interest to redemption 134 134 134
value
Distributions and other activity related
to noncontrolling interests o o
Dividends declared 2 466 ) (464 ) 464 )
Common stock plans activity 91 91 91
Share repurchases (93 ) 486 ) (579 ) 579 )
Balance at July 2, 2017 $ 3 $— $(6,994 ) $17.,806 $10,815 $ — $10,815
Balance at December 31, 2015 $ 3 $398 $(7,176 ) $16,956 $10,181 $ 202 $10,383
Net income (loss) 1,145 1,145 (15 ) 1,130
Other comprehensive income (loss), net 277 277 277
of tax
Adjustment of redeemable
noncontrolling interest to redemption 10 10 10
value

Distributions and other activity related

to noncontrolling interests (205 ) (205 ) (87 ) 392 )

Dividends declared 2 437 ) (435 ) 435 )
Common stock plans activity 98 98 98

Share repurchases 498 ) (196 ) (694 ) 694 )
Balance at July 3, 2016 $ 3 $— $6,899 ) $17273 $10,377 $ — $10,377

Excludes redeemable noncontrolling interest which is not considered equity. See "Note 8: Forcepoint Joint
Venture" for additional information.

ey

The accompanying notes are an integral part of the unaudited consolidated financial statements.
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RAYTHEON COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
Six Months
Ended

e Jul2, Jul 3,
(In millions) 2017 2016
Cash flows from operating activities
Net income $1,047 $1,118
(Income) loss from discontinued operations, net of tax 3 ) —
Income from continuing operations 1,044 1,118
Adjustments to reconcile to net cash provided by (used in) operating activities from continuing
operations, net of the effect of acquisitions and divestitures
Depreciation and amortization 263 247
Stock-based compensation 92 89
Gain on sale of equity method investment — (158 )
Loss on repayment of long-term debt 39 —
Deferred income taxes (105 ) (53 )
Changes in assets and liabilities
Receivables, net (393 ) (250 )
Contract assets and contract liabilities (622 ) (492 )
Inventories 27 (14 )
Prepaid expenses and other current assets 112 130
Income taxes receivable/payable 99 64
Accounts payable (238 ) 49
Accrued employee compensation B4 HYHd3z )
Other current liabilities 25 H)Y@ae )
Accrued retiree benefits 564 445
Other, net 62 )15
Net cash provided by (used in) operating activities 741 1,071
Cash flows from investing activities
Additions to property, plant and equipment (181 ) (237 )
Proceeds from sales of property, plant and equipment 31 1
Additions to capitalized internal use software 33 Y6 )
Purchases of short-term investments 399 ) @72 )
Maturities of short-term investments 100 599
Payments for purchases of acquired companies, net of cash received 39 H»(©ET )
Other (1 ) 6
Net cash provided by (used in) investing activities (522 ) (186 )
Cash flows from financing activities
Dividends paid 447 ) 419 )
Net borrowings (payments) on commercial paper 300 —
Repayments of long-term debt 591 ) —
Loss on repayment of long-term debt 38 )—
Repurchases of common stock under share repurchase programs (500 ) (602 )
Repurchases of common stock to satisfy tax withholding obligations @ Hr@©@2 )
Acquisition of noncontrolling interest in RCCS LLC — 90 )
Contribution from noncontrolling interest in Forcepoint 8 11
Other — (5 )
Net cash provided by (used in) financing activities (1,347 ) (1,197 )

10
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Net increase (decrease) in cash, cash equivalents and restricted cash (1,128 ) (312 )
Cash, cash equivalents and restricted cash at beginning of the year 3,303 2,328
Cash, cash equivalents and restricted cash at end of period $2,175 $2,016

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

8
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RAYTHEON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Note 1: Basis of Presentation

We prepared the accompanying unaudited consolidated financial statements of Raytheon Company and all
wholly-owned, majority-owned or otherwise controlled subsidiaries on the same basis as our annual audited financial
statements. We condensed or omitted certain information and footnote disclosures normally included in our annual
audited financial statements, which we prepared in accordance with U.S. Generally Accepted Accounting Principles
(GAAP). Our quarterly financial statements should be read in conjunction with our Annual Report on Form 10-K for

the year ended December 31, 2016. As used in this report, the terms “we”, “us”, “our”, “Raytheon” and the “Company” mean
Raytheon Company and its subsidiaries, unless the context indicates another meaning.

In the opinion of management, our financial statements reflect all adjustments, which are of a normal recurring nature,
necessary for presentation of financial statements for interim periods in accordance with U.S. GAAP and with the
instructions to Form 10-Q in Article 10 of Securities and Exchange Commission Regulation S-X. The preparation of
financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions about
future events that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities
at the date of our financial statements and the reported amounts of revenue and expenses during the reporting periods.
Actual results could differ from those estimates, and any such differences may be material to our financial statements.

As previously announced, effective January 1, 2017, we elected to early adopt the requirements of Accounting
Standards Update (ASU) 2014-09, Revenue from Contracts with Customers (Topic 606) using the full retrospective
method as discussed below in "Note 2: Accounting Standards". All amounts and disclosures set forth in this Form
10-Q reflect these changes.

Note 2: Accounting Standards

In May 2014, the Financial Accounting Standards Board (FASB) issued ASU 2014-09, Revenue from Contracts with
Customers (Topic 606), which replaces numerous requirements in U.S. GAAP, including industry-specific
requirements, and provides companies with a single revenue recognition model for recognizing revenue from
contracts with customers. The core principle of the new standard is that a company should recognize revenue to depict
the transfer of promised goods or services to customers in an amount that reflects the consideration to which the
company expects to be entitled in exchange for those goods or services. The two permitted transition methods under
the new standard are the full retrospective method, in which case the standard would be applied to each prior reporting
period presented and the cumulative effect of applying the standard would be recognized at the earliest period shown,
or the modified retrospective method, in which case the cumulative effect of applying the standard would be
recognized at the date of initial application. In July 2015, the FASB approved the deferral of the new standard's
effective date by one year. The new standard is effective for annual reporting periods beginning after December 15,
2017. The FASB permits companies to adopt the new standard early, but not before the original effective date of
annual reporting periods beginning after December 15, 2016.

12
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Effective January 1, 2017, we elected to early adopt the requirements of Topic 606 using the full retrospective
method. The impact to our fiscal quarters and year-ended 2016 and year-ended 2015 income from continuing
operations after taxes, net income and basic and diluted earnings per share (EPS) was as follows:

Twelve
Three Months Ended Months
Ended
Dec  Oct Tul 3 Apr Dec Dec
(In millions, except per share amounts) 31, 2, 201 6’ 3, 31, 31,
2016 2016 2016 2016 2015
Income from continuing operations after taxes $12 $18 $9 $§ 839 $40
Net income 12 18 9 — 39 40
Basic EPS attributable to Raytheon Company common stockholders:
Income from continuing operations after taxes $0.04 $0.05 $0.02 § —$0.10 $0.12
Net income 0.04 005 002 — 0.11 0.11
Diluted EPS attributable to Raytheon Company common stockholders:
Income from continuing operations after taxes $0.03 $0.05 $0.03 $§ —$0.11 $0.12
Net income 0.04 005 003 — 0.11 0.11

In addition, the cumulative impact to our retained earnings at January 1, 2015 was $13 million.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments. This ASU is intended to reduce diversity in practice in how certain transactions are
classified in the statement of cash flows by providing guidance on eight specific cash flow issues, including
requirements that cash payments for debt prepayment or debt extinguishment costs be classified as cash outflows for
financing activities and proceeds from the settlement of corporate-owned life insurance policies be classified as cash
inflows from investing activities. The provisions of ASU 2016-15 are effective for years beginning after December
15, 2017, with early adoption permitted. We elected to early adopt the requirements of the new standard in the first
quarter of 2017 using the retrospective transition method, as required by the new standard. The adoption of this ASU
had an immaterial impact to our consolidated statements of cash flows.

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash, which
requires that restricted cash 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. The provisions of ASU 2016-18 are effective for
years beginning after December 15, 2017, with early adoption permitted. We elected to early adopt the requirements
of the new standard in the first quarter of 2017 using the retrospective transition method, as required by the new
standard. The adoption of this ASU had an immaterial impact to our consolidated statements of cash flows.

The following table provides a reconciliation of cash and cash equivalents, and restricted cash reported within the
consolidated balance sheets that sum to the total of such amounts in the consolidated statements of cash flows:

e Jul 2, Dec 31,
(In millions) 2017 2016
Cash and cash equivalents $2,167 $3,303
Restricted cash 8 —

Cash, cash equivalents and restricted cash shown in the consolidated statements of cash flows $2,175 $3,303

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which requires lessees to recognize a
right-of-use asset and lease liability for most lease arrangements. The new standard is effective for annual reporting
periods beginning after December 15, 2018 with early adoption permitted, and must be adopted using the modified

13
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retrospective approach. We are currently evaluating the potential changes from this ASU to our future financial
reporting and disclosures. We expect the standard to have an impact of approximately $1 billion on our assets and
liabilities for the addition of right-of-use assets and lease liabilities, but we do not expect it to have a material impact
to our results of operations or liquidity.

In March 2017, the FASB issued ASU 2017-07, Compensation - Retirement Benefits (Topic 715), which changes
certain presentation and disclosure requirements for employers that sponsor defined benefit pension and other
postretirement benefit (PRB) plans.

10
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This requires the service cost component of the net benefit cost to be in the same line item as other compensation in
operating income and the other components of net benefit cost to be presented outside of operating income on a
retrospective basis. In addition, only the service cost component will be eligible for capitalization when applicable, on
a prospective basis. The provisions of ASU 2017-07 are effective for years beginning after December 15, 2017. We
are currently evaluating the potential changes from this ASU to our future financial reporting and disclosures. We
expect the standard to increase 2016 and 2017 operating income due to the removal of the non-service component of
Financial Accounting Standards (FAS) pension expense by $601 million and an estimated $800 million, respectively,
and to decrease non-operating income by the same amount with zero impact to net income in both periods. We do not
expect a material impact from the new requirement to only allow capitalization of the service cost component of net
benefit cost.

Other new pronouncements issued but not effective until after July 2, 2017 are not expected to have a material impact
on our financial position, results of operations or liquidity.

Note 3: Significant Accounting Policies Update

Our significant accounting policies are detailed in "Note 1: Summary of Significant Accounting Policies" of our
Annual Report on Form 10-K for the year ended December 31, 2016. Significant changes to our accounting policies
as a result of adopting Topic 606 are discussed below:

Revenue Recognition—The vast majority of our revenues are from long-term contracts associated with the design,
development, manufacture or modification of complex aerospace or defense equipment or related services. These
contracts primarily are with the U.S. government (including foreign military sales contracted through the U.S.
government). Our contracts with the U.S. government typically are subject to the Federal Acquisition Regulation
(FAR) and are priced based on estimated or actual costs of producing goods or providing services. The FAR provides
guidance on the types of costs that are allowable in establishing prices for goods and services provided under U.S.
government contracts. The pricing for non-U.S. government contracts is based on the specific negotiations with each
customer.

Under the typical payment terms of our U.S. government fixed-price contracts, the customer pays us either
performance-based payments (PBPs) or progress payments. PBPs are interim payments up to 90% of the contract
price based on quantifiable measures of performance or on the achievement of specified events or milestones.
Progress payments are interim payments up to 80% of costs incurred as the work progresses. Because the customer
retains a small portion of the contract price until completion of the contract, our U.S. government fixed-price contracts
generally result in revenue recognized in excess of billings which we present as contract assets on the balance sheet.
Amounts billed and due from our customers are classified as receivables on the balance sheet. The portion of the
payments retained by the customer until final contract settlement is not considered a significant financing component
because the intent is to protect the customer. For our U.S. government cost-type contracts, the customer generally pays
us for our actual costs incurred within a short period of time. For non-U.S. government contracts, we typically receive
interim payments as work progresses, although for some contracts, we may be entitled to receive an advance payment.
We recognize a liability for these advance payments in excess of revenue recognized and present it as contract
liabilities on the balance sheet. The advance payment typically is not considered a significant financing component
because it is used to meet working capital demands that can be higher in the early stages of a contract and to protect us
from the other party failing to adequately complete some or all of its obligations under the contract.

To determine the proper revenue recognition method for contracts for complex aerospace or defense equipment or
related services, we evaluate whether two or more contracts should be combined and accounted for as one single
contract and whether the combined or single contract should be accounted for as more than one performance
obligation. This evaluation requires significant judgment and the decision to combine a group of contracts or separate
the combined or single contract into multiple performance obligations could change the amount of revenue and profit

15
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recorded in a given period. For most of our contracts, the customer contracts with us to provide a significant service of
integrating a complex set of tasks and components into a single project or capability (even if that single project results
in the delivery of multiple units). Hence, the entire contract is accounted for as one performance obligation. Less
commonly, however, we may promise to provide distinct goods or services within a contract in which case we
separate the contract into more than one performance obligation. If a contract is separated into more than one
performance obligation, we allocate the total transaction price to each performance obligation in an amount based on
the estimated relative standalone selling prices of the promised goods or services underlying each performance
obligation. We infrequently sell standard products with observable standalone sales. In cases where we do, the
observable standalone sales are used to determine the standalone selling price. More frequently, we sell a customized
customer specific solution, and in these cases we typically use the expected cost plus a margin approach to estimate
the standalone selling price of each performance obligation.

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. For certain contracts that meet the foregoing requirements, primarily international direct commercial sale
contracts, we recognize revenue before

11
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obtaining all regulatory approvals where receipt of those regulatory approvals is virtually certain based upon all
known facts and circumstances.

We generally recognize revenue over time as we perform because of continuous transfer of control to the customer.
For U.S. government contracts, this continuous transfer of control to the customer is supported by clauses in the
contract that allow the customer to unilaterally terminate the contract for convenience, pay us for costs incurred plus a
reasonable profit and take control of any work in process. Similarly, for non-U.S. government contracts, the customer
typically controls the work in process as evidenced either by contractual termination clauses or by our rights to
payment for work performed to date plus a reasonable profit to deliver products or services that do not have an
alternative use to the Company.

Because of control transferring over time, revenue is recognized based on the extent of progress towards completion
of the performance obligation. The selection of the method to measure progress towards completion requires judgment
and is based on the nature of the products or services to be provided. We generally use the cost-to-cost measure of
progress for our contracts because it best depicts the transfer of control to the customer which occurs as we incur costs
on our contracts. Under the cost-to-cost measure of progress, the extent of progress towards completion is measured
based on the ratio of costs incurred to date to the total estimated costs at completion of the performance obligation.
Revenues, including estimated fees or profits, are recorded proportionally as costs are incurred. Costs to fulfill include
labor, materials and subcontractors’ costs, other direct costs and an allocation of indirect costs including pension and
any other postretirement benefit (PRB) expense under U.S. government Cost Accounting Standards (CAS).

Due to the nature of the work required to be performed on many of our performance obligations, the estimation of
total revenue and cost at completion (the process described below in more detail) is complex, subject to many
variables and requires significant judgment. It is common for our long-term contracts to contain award fees, incentive
fees, or other provisions that can either increase or decrease the transaction price. These variable amounts generally
are awarded upon achievement of certain performance metrics, program milestones or cost targets and can be based
upon customer discretion. We estimate variable consideration at the most likely amount to which we expect to be
entitled. We include estimated amounts in the transaction price to the extent it is probable that a significant reversal of
cumulative revenue recognized will not occur when the uncertainty associated with the variable consideration is
resolved. Our estimates of variable consideration and determination of whether to include estimated amounts in the
transaction price are based largely on an assessment of our anticipated performance and all information (historical,
current and forecasted) that is reasonably available to us.

Contracts are often modified to account for changes in contract specifications and requirements. We consider contract
modifications to exist when the modification either creates new or changes the existing enforceable rights and
obligations. Most of our contract modifications are for goods or services that are not distinct from the existing contract
due to the significant integration service provided in the context of the contract and are accounted for as if they were
part of that existing contract. The effect of a contract modification on the transaction price and our measure of
progress for the performance obligation to which it relates, is recognized as an adjustment to revenue (either as an
increase in or a reduction of revenue) on a cumulative catch-up basis.

We have a companywide standard and disciplined quarterly Estimate at Completion (EAC) process in which
management reviews the progress and execution of our performance obligations. As part of this process, management
reviews information including, but not limited to, any outstanding key contract matters, progress towards completion
and the related program schedule, identified risks and opportunities and the related changes in estimates of revenues
and costs. The risks and opportunities include management's judgment about the ability and cost to achieve the
schedule (e.g., the number and type of milestone events), technical requirements (e.g., a newly-developed product
versus a mature product) and other contract requirements. Management must make assumptions and estimates
regarding labor productivity and availability, the complexity of the work to be performed, the availability of materials,
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the length of time to complete the performance obligation (e.g., to estimate increases in wages and prices for materials
and related support cost allocations), execution by our subcontractors, the availability and timing of funding from our
customer and overhead cost rates, among other variables. These estimates also include the estimated cost of satisfying
our industrial cooperation agreements, sometimes referred to as offset obligations, required under certain contracts.

Based on this analysis, any quarterly adjustments to net sales, cost of sales, and the related impact to operating income
are recognized as necessary in the period they become known. These adjustments may result from positive program
performance, and may result in an increase in operating income during the performance of individual performance
obligations, if we determine we will be successful in mitigating risks surrounding the technical, schedule and cost
aspects of those performance obligations or realizing related opportunities. Likewise, these adjustments may result in
a decrease in operating income if we determine we will not be successful in mitigating these risks or realizing related
opportunities. Changes in estimates of net sales, cost of sales and the related impact to operating income are
recognized quarterly on a cumulative catch-up basis, which recognizes in the current period the cumulative effect of
the changes on current and prior periods based on a performance obligation's percentage of completion. A significant
change in one or more of these estimates could affect the profitability of one or more of our performance obligations.

12
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When estimates of total costs to be incurred exceed total estimates of revenue to be earned, on a performance
obligation related to complex aerospace or defense equipment or related services, or product maintenance or
separately priced extended warranty, a provision for the entire loss on the performance obligation is recognized in the
period the loss is recorded.

Net EAC adjustments had the following impact on our operating results:

Three Six Months
Months Ended
Ended

Jul 2, Jul 3, Jul 2, Jul 3,
2017 2016 2017 2016
Operating income $112 $134 $166 $155
Income from continuing operations attributable to Raytheon Company 73 87 108 112

Diluted EPS from continuing operations attributable to Raytheon Company $0.25 $0.29 $0.37 $0.38

(In millions, except per share amounts)

In addition, net revenue recognized from our performance obligations satisfied in previous periods was $139 million
and $147 million in the second quarters of 2017 and 2016, respectively, and $214 million and $192 million in the first
six months of 2017 and 2016, respectively. This primarily relates to EAC adjustments that impacted revenue.

We also sell security software through our Forcepoint™ segment. For the majority of these arrangements, we recognize
revenue over the term of the agreement because the software requires continuous updates to provide the intended
security functionality. To a lesser extent in all of our business segments, we enter into other types of contracts
including service arrangements and non-subscription software and licensing agreements. We recognize revenue for
these arrangements over time or at a point in time depending on our evaluation of when the customer obtains control

of the promised goods or services. For software arrangements that include multiple performance obligations, including
hardware, perpetual software licenses, subscriptions, term licenses and maintenance and/or services, we allocate
revenue to each performance obligation based on estimates of the price that we would charge the customer for each
promised product or service if it were sold on a standalone basis.

Receivables, Net—Receivables, net, include amounts billed and currently due from customers. The amounts due are
stated at their net estimated realizable value. We maintain an allowance for doubtful accounts to provide for the
estimated amount of receivables that will not be collected. The allowance is based upon an assessment of customer
creditworthiness, historical payment experience, the age of outstanding receivables and collateral to the extent
applicable.

Contract Assets—Contract assets include unbilled amounts typically resulting from sales under long-term contracts
when the cost-to-cost method of revenue recognition is utilized and revenue recognized exceeds the amount billed to
the customer, and right to payment is not just subject to the passage of time. Amounts may not exceed their net
realizable value. Contract assets are generally classified as current.

Deferred Commissions—Our incremental direct costs of obtaining a contract, which consist of sales commissions
primarily for our security software sales at Forcepoint, are deferred and amortized over the period of contract
performance or a longer period, generally the estimated life of the customer relationship, if renewals are expected and
the renewal commission is not commensurate with the initial commission. We classify deferred commissions as
current or noncurrent based on the timing of when we expect to recognize the expense. The current and noncurrent
portions of deferred commissions are included in prepaid expenses and other current assets and other assets, net,
respectively, in our consolidated balance sheets. At both July 2, 2017 and December 31, 2016, we had $32 million of
deferred commissions. We had $5 million and $3 million of amortization expense related to deferred commissions in
the second quarters of 2017 and 2016, respectively, and $10 million and $5 million in the first six months of 2017 and
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2016, respectively.

Contract Liabilities—Our contract liabilities consist of advance payments and billings in excess of revenue recognized
and deferred revenue. We may also receive up-front payments related to software license sales primarily for
Forcepoint, which in most cases we recognize ratably over the license term. Our contract assets and liabilities are
reported in a net position on a contract-by-contract basis at the end of each reporting period. We classify advance
payments and billings in excess of revenue recognized as current, and deferred revenue as current or noncurrent based
on the timing of when we expect to recognize revenue. The noncurrent portion of deferred revenue is included in
accrued retiree benefits and other long-term liabilities in our consolidated balance sheets.

In order to determine revenue recognized in the period from contract liabilities, we first allocate revenue to the
individual contract liability balance outstanding at the beginning of the period until the revenue exceeds that balance.
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Remaining Performance Obligations—Remaining performance obligations represents the transaction price of firm orders
for which work has not been performed and excludes unexercised contract options and potential orders under
ordering-type contracts (e.g., indefinite-delivery, indefinite-quantity (IDIQ)). As of July 2, 2017, the aggregate

amount of the transaction price allocated to remaining performance obligations was $36 billion. The Company expects
to recognize revenue on approximately half and three-quarters of the remaining performance obligations over the next

12 and 24 months, respectively, with the remainder recognized thereafter.

Note 4: Earnings Per Share (EPS)

We compute basic and diluted EPS using actual income from continuing operations attributable to Raytheon Company
common stockholders, income (loss) from discontinued operations attributable to Raytheon Company common
stockholders, net income attributable to Raytheon Company and our actual weighted-average shares outstanding
rather than the numbers presented within our unaudited consolidated financial statements, which are rounded to the
nearest million. As a result, it may not be possible to recalculate EPS as presented in our unaudited consolidated
financial statements. Furthermore, it may not be possible to recalculate EPS attributable to Raytheon Company
common stockholders by adjusting EPS from continuing operations by EPS from discontinued operations.

We include all unvested stock awards that contain non-forfeitable rights to dividends or dividend equivalents, whether
paid or unpaid, in the number of shares outstanding in our basic EPS calculation as they are considered participating
securities. As a result, we have included all of our outstanding unvested restricted stock awards (RSAs), as well as
restricted stock units (RSUs) and Long-term Performance Plan (LTPP) awards that meet the retirement eligible
criteria in our calculation of basic EPS. We disclose EPS for common stock and unvested stock-based payment
awards, and separately disclose distributed and undistributed earnings. Distributed earnings represent common stock
dividends and dividends earned on unvested RSAs and stock-based payment awards of retirement eligible employees.
Undistributed earnings represent earnings that were available for distribution but were not distributed. Common stock
and unvested stock-based payment awards earn dividends equally.

As described in "Note 8: Forcepoint Joint Venture", we record redeemable noncontrolling interest related to Vista
Equity Partners' interest in Forcepoint. We reflect the redemption value adjustments for redeemable noncontrolling
interest in both the basic and diluted EPS calculation for the portion of redemption value that is in excess of the fair
value of noncontrolling interest.

EPS from continuing operations attributable to Raytheon Company common stockholders and unvested stock-based
payment awards was as follows:

Three Six Months
Months Ended
Ended

Jul 2, Jul 3, Jul 2, Jul 3,
2017 2016 2017 2016
Basic EPS attributable to Raytheon Company common stockholders:

Distributed earnings $0.80 $0.73 $1.59 $1.46
Undistributed earnings 1.10 1.68 2.03 2.38
Total $1.90 $2.41 $3.62 $3.84
Diluted EPS attributable to Raytheon Company common stockholders:

Distributed earnings $0.79 $0.73 $1.59 $1.46
Undistributed earnings 1.10 1.68 2.03 237
Total $1.89 $2.41 $3.62 $3.83

Basic and diluted EPS from discontinued operations attributable to Raytheon Company common stockholders and
unvested stock-based payment awards was a loss of less than $0.01 in the second quarters of 2017 and 2016, and
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earnings of $0.01 and earnings of less than $0.01 in the first six months of 2017 and 2016, respectively.
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Income attributable to participating securities was as follows:

Three Six
Months  Months
Ended Ended

Jul 2Jul 3, Jul 2Jul 3,

(In millions) 20172016 20172016

Income from continuing operations attributable to participating securities $6 $ 9 $138$17
Income (loss) from discontinued operations, net of tax attributable to participating securities®) — — — —
Net income attributable to participating securities $6 $ 9 $138$17

Income (loss) from discontinued operations, net of tax attributable to participating securities was a loss of less than
(1)$1 million in the second quarters of 2017 and 2016, and income of less than $1 million in the first six months of
2017 and 2016.

The weighted-average shares outstanding for basic and diluted EPS were as follows:

Three Six Months
Months Ended
Ended

Jul 2, Jul 3, Jul 2, Jul 3,

(In millions) 2017 2016 2017 2016

Shares for basic EPS() 291.7 297.3 292.1 298.2
Dilutive effect of LTPP and RSUs 0.3 03 03 04
Shares for diluted EPS 292.0 297.6 292.4 298.6

(I)Includes 3.3 million and 3.8 million participating securities in the second quarters of 2017 and 2016, respectively,
and 3.7 million and 4.3 million participating securities in the first six months of 2017 and 2016, respectively.

Note 5: Inventories

Inventories consisted of the following:

e Jul 2, Dec 31,
(In millions) 2017 2016
Materials and purchased parts $67 $ 66
Work in process 500 532
Finished goods 14 10
Total $581 $ 608

Precontract costs are costs incurred to fulfill a contract prior to contract award. Precontract costs, including general
and administrative expenses that are specifically chargeable to the customer, are deferred in inventories if we
determine that the costs are probable of recovery under a specific anticipated contract. All other precontract costs,
including start-up costs, are expensed as incurred. Costs that are deferred are recognized as contract costs upon the
receipt of the anticipated contract. We included deferred precontract costs of $170 million and $189 million in
inventories as work in process at July 2, 2017 and December 31, 2016, respectively.

Note 6: Contract Assets and Contract Liabilities

Our contract assets consist of unbilled amounts typically resulting from sales under long-term contracts when the
cost-to-cost method of revenue recognition is utilized and revenue recognized exceeds the amount billed to the
customer. Our contract liabilities consist of advance payments and billings in excess of costs incurred and deferred
revenue. The noncurrent portion of deferred revenue is included in accrued retiree benefits and other long-term
liabilities in our consolidated balance sheets.

Net contract assets (liabilities) consisted of the following:
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(In millions, except percentages) Jul2,  Dec3l, § %
) ptp g 2017 2016  change change

Contract assets $5,728 $5,041 $687 14 %
Contract liabilities—current 2,704 ) 2,646 ) 58 )2 %
Contract liabilities—noncurrent (113 ) (128 ) 15 (12 )%
Net contract assets (liabilities) $2.911 $2,267 $644 28 %

The $644 million increase in our net contract assets (liabilities) from December 31, 2016 to July 2, 2017 was due to a
$687 million increase in our contract assets, primarily due to timing of payments on certain international programs.
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In the second quarter and first six months of 2017, we recognized revenue of $340 million and $952 million,
respectively, related to our contract liabilities at January 1, 2017. In the second quarter and first six months of 2016,
we recognized revenue of $312 million and $958 million, respectively, related to our contract liabilities at January 1,
2016.

Impairment losses recognized on our receivables and contract assets were de minimis in the second quarters and first
six months of 2017 and 2016.

Note 7: Acquisitions and Goodwill
In pursuing our business strategies, we acquire and make investments in certain businesses that meet strategic and
financial criteria.

In February 2017, our Forcepoint business acquired the Skyfence cloud access security broker business for $39
million in cash, net of cash received, and exclusive of retention payments. Vista Equity Partners contributed 19.7% of
the purchase price, which is reflected in contribution from noncontrolling interest in Forcepoint in our consolidated
statements of cash flows. Skyfence solutions help companies to determine which cloud applications are in use by
employees, analyze content in real-time to prevent malicious or unauthorized leakage and quickly identifies and
blocks cyber-attacks. Skyfence will be integrated into our Forcepoint business to expand and enhance Forcepoint’s
strategy to deliver cybersecurity systems that help customers understand people’s behaviors and intent as they interact
with data and intellectual property wherever it may reside, including in the fast-growing cloud. In connection with this
acquisition, we recorded $35 million of goodwill, primarily related to expected synergies from combining operations
and the value of the existing workforce, all of which is expected to be deductible for tax purposes, and $5 million of
intangible assets, primarily related to technology, with a weighted-average life of six years. We completed the
purchase price allocation process in the second quarter of 2017.

Pro forma financial information and revenue from the date of acquisition has not been provided for this acquisition as
it is not material.

A rollforward of goodwill by segment was as follows:

. Space
Integrated Intelligence, Missile and

(In millions) Defense Information . Forcepoint() Total
. Systems Airborne
Systems and Services

Systems
Balance at December 31, 2016 $1,702 $ 2,966 $4,154 $4,106 $ 1,860 $14,788
Acquisitions — — — — 35 35
Effect of foreign exchange rates and other 3 1 — — — 4
Balance at July 2, 2017 $ 1,705 $ 2,967 $4,154 $4,106 $ 1,895 $14,827

At July 2, 2017, Forcepoint's fair value is estimated to exceed its net book value by approximately $410 million. As
(1)discussed in "Note 8: Forcepoint Joint Venture", we are required to determine Forcepoint's fair value on a quarterly
basis due to the accounting related to the redeemable noncontrolling interest.

Note 8: Forcepoint Joint Venture

In May 2015, we created Forcepoint, a new cybersecurity joint venture company (with Vista Equity Partners), through
a series of transactions by which we acquired Websense from Vista Equity Partners and combined it with Raytheon
Cyber Products, formerly part of our Intelligence, Information and Services (IIS) segment. We then sold 19.7% of the
equity interest in the combined company to Vista Equity Partners for $343 million.

The joint venture agreement between Raytheon and Vista Equity Partners provides Vista Equity Partners with certain
rights to require Forcepoint to pursue an initial public offering at any time after four years and three months following
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the closing date of May 29, 2015, or pursue a sale of the company at any time after five years following the closing
date. In either of these events, Raytheon has the option to purchase all (but not less than all) of Vista Equity Partners’
interest in Forcepoint for cash at a price equal to fair value as determined under the joint venture agreement.
Additionally, Vista Equity Partners has the ability to liquidate its ownership through a put option, which became
exercisable on May 29, 2017. The put option allows Vista Equity Partners to require Raytheon to purchase all (but not
less than all) of Vista Equity Partners’ interest in Forcepoint for cash at a price equal to fair value as determined under
the joint venture agreement. Lastly, at any time on or after three years following the closing date, Raytheon has the
option to purchase all (but not less than all) of Vista Equity Partners’ interest in Forcepoint at a price equal to fair value
as determined under the joint venture agreement. The joint venture agreement provides for the process under which
the parties would determine the fair value of the interest and could result in a payment by Raytheon shortly after the
exercise of the put option; however, the ultimate timing will depend on the actions of the parties and other factors. The
estimate of fair value for purposes of presenting the redeemable noncontrolling interest in our consolidated balance
sheets could differ from the parties' determination of fair value for the put option under the joint venture agreement.
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Vista Equity Partners' interest in Forcepoint is presented as redeemable noncontrolling interest, outside of
stockholders' equity, in our consolidated balance sheets. The redeemable noncontrolling interest is recognized at the
greater of the estimated redemption value as of the balance sheet date, which was $349 million at July 2, 2017, or the
carrying value, defined as the initial value adjusted for Vista Equity Partners' share of the cumulative impact of net
income (loss), other changes in accumulated other comprehensive income (loss) and additional contributions, which
was $321 million at July 2, 2017. Adjustments to the redemption value over the period from the date of acquisition to
the date the redemption feature becomes puttable are immediately recorded to retained earnings.

A rollforward of redeemable noncontrolling interest was as follows:

Six Months
Ended
e Jul 2, Jul 3,

(In millions) 2017 2016
Beginning balance $449 $355
Net income (loss) (12 ) (13 )
Other comprehensive income (loss), net of tax(!) 1 —
Contribution from noncontrolling interest 8 11
Adjustment of noncontrolling interest to redemption value (97 ) (10 )
Ending balance $349 $343

(1)Other comprehensive income (loss), net of tax, was a loss of less than $1 million in the first six months of 2016.

Note 9: Derivatives and Other Financial Instruments

Derivatives—Our primary market exposures are to foreign exchange rates and interest rates, and we use certain
derivative financial instruments to help manage these exposures. We execute these instruments with financial
institutions that we judge to be credit-worthy, and the majority of our foreign currency forward contracts are
denominated in currencies of major industrial countries. We do not hold or issue derivative financial instruments for
trading or speculative purposes.

The fair value of asset derivatives included in other assets, net and liability derivatives included in other current
liabilities in our consolidated balance sheets related to foreign currency contracts were $40 million and $25 million,
respectively, at July 2, 2017 and $53 million and $48 million, respectively, at December 31, 2016. The fair values of
these derivatives are Level 2 in the fair value hierarchy at July 2, 2017 and December 31, 2016 because they are
determined based on a market approach utilizing externally quoted forward rates for similar contracts.

We use foreign currency forward contracts to fix the functional currency value of specific commitments, payments
and receipts. The aggregate notional amount of the outstanding foreign currency forward contracts was $1,097 million
and $1,277 million at July 2, 2017 and December 31, 2016, respectively. The net notional exposure of these contracts
was approximately $197 million and $342 million at July 2, 2017 and December 31, 2016, respectively.

Our foreign currency forward contracts contain offset or netting provisions to mitigate credit risk in the event of
counterparty default, including payment default and cross default. At July 2, 2017 and December 31, 2016, the fair
value of our counterparty default exposure was less than $1 million and spread across numerous highly rated
counterparties.

There were no interest rate swaps outstanding at July 2, 2017 and December 31, 2016.
Other Financial Instruments—We invest in marketable securities in accordance with our short-term investment policy
and cash management strategy. These marketable securities are classified as available-for-sale and are recorded at fair

value as short-term investments in our consolidated balance sheets. These investments are deemed Level 2 assets
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under the fair value hierarchy at July 2, 2017 and December 31, 2016, as their fair value is determined under a market
approach using valuation models that utilize observable inputs, including maturity date, issue date, settlement date and
current rates. At July 2, 2017 and December 31, 2016, we had short-term investments of $410 million and $100
million, respectively, consisting of highly rated bank certificates of deposit with a minimum long-term debt rating of
A or A2 and a minimum short-term debt rating of A-1 and P-1. As of July 2, 2017, our short-term investments had an
average maturity of approximately one month. The amortized cost of these securities closely approximated their fair
value at July 2, 2017 and December 31, 2016. There were no securities deemed to have other than temporary declines
in value in the second quarter of 2017. In the second quarter and first six months of 2017, we recorded unrealized
gains on short-term investments of less than $1 million, net of tax, in accumulated other comprehensive loss (AOCL).
In the second quarter and first six months of 2016, we recorded unrealized losses on short-term investments of less
than $1 million, net of tax, in AOCL, and unrealized gains on short-term investments of less than $1 million, net of
tax, in AOCL, respectively. We did not have any sales of short-term investments in the second quarters and first six
months of 2017 and 2016. For purposes of computing realized gains and losses on available-for-sale securities, we
determine cost on a specific identification basis.
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In addition to the financial instruments discussed above, we hold other financial instruments, including cash and cash
equivalents, notes receivable, commercial paper and long-term debt. The carrying amounts for cash and cash
equivalents, notes receivable and commercial paper approximated their fair values. The carrying value of long-term
debt was recorded at amortized cost. The estimated fair value of long-term debt was determined based on quoted
prices in inactive markets, which falls within Level 2 of the fair value hierarchy. The carrying value and estimated fair
value of long-term debt were as follows:

Jul 2, Dec 31,

2017 2016

Carrying value of long-term debt $4,747 $5,335

Fair value of long-term debt 5,288 5,848

(In millions)

In addition, we did not have any transfers of assets or liabilities between levels of the fair value hierarchy during the
first six months of 2017.

In the second quarter of 2017, we received net proceeds of $300 million from the issuance of short-term commercial
paper and we exercised our call rights to repurchase, at prices based on fixed spreads to the U.S. Treasury rates, $591
million of our long-term debt due March and December 2018 at a loss of $39 million pretax, $25 million after tax,
which is included in other (income) expense, net. The commercial paper notes outstanding have original maturities of
not more than 90 days from the date of issuance. At July 2, 2017, short-term commercial paper borrowings
outstanding were $300 million, which had a weighted average interest rate and original maturity period of 1.221% and
25 days, respectively. At December 31, 2016, there were no commercial paper borrowings outstanding.

Note 10: Commitments and Contingencies

Environmental Matters—We are involved in various stages of investigation and cleanup related to remediation of
various environmental sites. Our estimate of the liability of total environmental remediation costs includes the use of a
discount rate and takes into account that a portion of these costs is eligible for future recovery through the pricing of
our products and services to the U.S. government. We consider such recovery probable based on government
contracting regulations and our long history of receiving reimbursement for such costs, and accordingly have recorded
the estimated future recovery of these costs from the U.S. government within prepaid expenses and other current
assets, in our consolidated balance sheets. Our estimates regarding remediation costs to be incurred were as follows:

(In millions, except percentages) Jul2, " Dec 31,
’ 2017 2016
Total remediation costs—undiscounte$210  $219
Weighted average discount rate 52 % 52 %
Total remediation costs—discounted $146  $147
Recoverable portion 95 92

We also lease certain government-owned properties and generally are not liable for remediation of preexisting
environmental contamination at these sites. As a result, we generally do not provide for these costs in our consolidated
financial statements.

Due to the complexity of environmental laws and regulations, the varying costs and effectiveness of alternative
cleanup methods and technologies, the uncertainty of insurance coverage and the unresolved extent of our
responsibility, it is difficult to determine the ultimate outcome of environmental matters. However, we do not expect
any additional liability to have a material adverse effect on our financial position, results of operations or liquidity.

Financing Arrangements and Other—We issue guarantees, and banks and surety companies issue, on our behalf, letters

of credit and surety bonds to meet various bid, performance, warranty, retention and advance payment obligations of
us or our affiliates. These instruments expire on various dates through 2025. Additional guarantees of project
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performance for which there is no stated value also remain outstanding. The stated values outstanding consisted of the
following:

Jul 2, Dec 31,

2017 2016

Guarantees $208 $ 190

Letters of credit 2,560 2,345

Surety bonds 127 127

(In millions)

Included in guarantees and letters of credit described above were $208 million and $45 million, respectively, at July 2,
2017, and $180 million and $44 million, respectively, at December 31, 2016, related to our joint venture in
Thales-Raytheon Systems Co. Ltd. (TRS). As previously disclosed in our Form 10-K for the year ended December 31,
2016, the joint venture agreement for the
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TRS joint venture was amended and restated in 2016, reducing the scope of the joint venture to Thales-Raytheon
Systems Air and Missile Defense Command and Control S.A.S. (TRS AMDC?2) only. We provide these guarantees
and letters of credit to TRS AMDC?2 and other affiliates to assist these entities in obtaining financing on more
favorable terms, making bids on contracts and performing their contractual obligations. While we expect these entities
to satisfy their loans and meet their project performance and other contractual obligations, their failure to do so may
result in a future obligation to us. We periodically evaluate the risk of TRS AMDC?2 and other affiliates failing to meet
their obligations described above. At July 2, 2017, we believe the risk that TRS AMDC?2 and other affiliates will not
be able to meet their obligations is minimal for the foreseeable future based on their current financial condition. All
obligations were current at July 2, 2017. We had an estimated liability of $3 million at July 2, 2017 and December 31,
2016 related to these guarantees and letters of credit.

As discussed in "Note 8: Forcepoint Joint Venture", under the joint venture agreement between Raytheon Company
and Vista Equity Partners, Raytheon may be required to purchase Vista Equity Partners' interest in Forcepoint.

We have entered into industrial cooperation agreements, sometimes referred to as offset agreements, as a condition to
obtaining orders for our products and services from certain customers in foreign countries. At July 2, 2017, the
aggregate amount of our offset agreements, both agreed to and anticipated to be agreed to, had an outstanding notional
value of approximately $8.8 billion. These agreements are designed to return economic value to the foreign country by
requiring us to engage in activitie
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