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MERITOR, INC.

PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements

CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
(in millions, except per share amounts)

Three Months
Ended
December 31,
2016 2015
(Unaudited)
Sales $699 $809
Cost of sales (610 ) (705 )
GROSS MARGIN 89 104
Selling, general and administrative 53 )6 )
Restructuring costs — (1 )
Other operating expense, net 3 )—
OPERATING INCOME 33 47
Other income, net — 1
Equity in earnings of affiliates 10 10
Interest expense, net 21 )22 )
INCOME BEFORE INCOME TAXES 22 36
Provision for income taxes o HYa )
INCOME FROM CONTINUING OPERATIONS 16 29
LOSS FROM DISCONTINUED OPERATIONS, net of tax — 2 )
NET INCOME 16 27
Less: Net income attributable to noncontrolling interests (1 ) (1 )

NET INCOME ATTRIBUTABLE TO MERITOR, INC. $15  $26
NET INCOME ATTRIBUTABLE TO MERITOR, INC.

Net income from continuing operations $15  $28
Loss from discontinued operations — 2 )
Net income $15  $26
BASIC EARNINGS (LOSS) PER SHARE
Continuing operations $0.17 $0.30
Discontinued operations — (0.02)
Basic earnings per share $0.17 $0.28
DILUTED EARNINGS (LOSS) PER SHARE
Continuing operations $0.17 $0.30
Discontinued operations — (0.02)
Diluted earnings per share $0.17 $0.28
Basic average common shares outstanding 87.1 925
Diluted average common shares outstanding 88.5 943

See notes to condensed consolidated financial statements.
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MERITOR, INC.

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)
(in millions)

Three
Months
Ended
December
31,
2016 2015
(Unaudited)
Net income $16 $27
Other comprehensive income (loss):
Foreign currency translation adjustments:
Attributable to Meritor, Inc. 28) (6 )
Attributable to noncontrolling interest 2 )—
Pension and other postretirement benefit related adjustments 11 9
Unrealized gain on investments and foreign exchange contracts 1 3
Other comprehensive income (loss), net of tax (18 ) 6
Total comprehensive income (loss) 2 )33
Less: Comprehensive income (loss) attributable to noncontrolling interest 1 1)
Comprehensive income (loss) attributable to Meritor, Inc. $(1) $32

See notes to condensed consolidated financial statements.
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MERITOR, INC.

CONDENSED CONSOLIDATED BALANCE SHEET
(in millions)

DecembeS&itember 30,
2016 2016
(Unaudited)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents () $125 $ 160
Receivables, trade and other, net (1 332 396
Inventories () 334 316
Other current assets 40 33
TOTAL CURRENT ASSETS 831 905
NET PROPERTY () 423 439
GOODWILL 383 390
OTHER ASSETS 757 760
TOTAL ASSETS $2,394 $ 2,494
LIABILITIES AND EQUITY (DEFICIT)
CURRENT LIABILITIES:
Short-term debt $11 $ 14
Accounts and notes payable (1) 430 475
Other current liabilities 236 268
TOTAL CURRENT LIABILITIES 677 757
LONG-TERM DEBT 983 982
RETIREMENT BENEFITS 691 703
OTHER LIABILITIES 228 238
TOTAL LIABILITIES 2,579 2,680
COMMITMENTS AND CONTINGENCIES (See Note 21)
EQUITY (DEFICIT):
Common stock (December 31, 2016 and September 30, 2016, 101.0 and 99.6 shares issued and1 01 99
88.2 and 86.8 shares outstanding, respectively)
Additional paid-in capital 877 876
Accumulated deficit (226 ) (241 )
Treasury stock, at cost (at both December 31, 2016 and September 30, 2016, 12.8 shares) (136 ) (136 )
Accumulated other comprehensive loss (825 ) (809 )
Total deficit attributable to Meritor, Inc. (209 ) (211 )
Noncontrolling interests (1) 24 25
TOTAL DEFICIT (185 ) (186 )
TOTAL LIABILITIES AND DEFICIT $2,394 $ 2,494

() As of December 31, 2016, Assets and Liabilities held for sale were: (i) $2 million Cash and cash equivalents; (ii) $6
million Receivables, trade and other, net; (iii) $1 million Inventories; (iv) $1 million Goodwill; (v) $5 million
Accounts and notes payable; and (vi) $2 million Noncontrolling interests. As of September 30, 2016, Assets and
Liabilities held for sale were: (i) $1 million Cash and cash equivalents; (ii) $8 million Receivables, trade and other,
net; (iii) $1 million Inventories; (iv) $3 million Net property; (v) $5 million Accounts and notes payable; and (vi) $3
million Noncontrolling interests.

See notes to condensed consolidated financial statements.



Edgar Filing: MERITOR INC - Form 10-Q




Edgar Filing: MERITOR INC - Form 10-Q

MERITOR, INC.

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(in millions)

Three
Months
Ended
December
31,
2016 2015
(Unaudited)
OPERATING ACTIVITIES
CASH USED FOR OPERATING ACTIVITIES (See Note 10) $(14) $(5 )
INVESTING ACTIVITIES
Capital expenditures 17 ) 22 )
Other investing activities — 1
Net investing cash flows provided by discontinued operations 2 3
CASH USED FOR INVESTING ACTIVITIES (15 ) (18 )
FINANCING ACTIVITIES
Repurchase of common stock — 43 )
Other financing activities 4 H1
CASH USED FOR FINANCING ACTIVITIES 4 )@2)
EFFECT OF CHANGES IN FOREIGN CURRENCY EXCHANGE 2 )
RATES ON CASH AND CASH EQUIVALENTS
CHANGE IN CASH AND CASH EQUIVALENTS (35 ) 65 )
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 160 193
CASH AND CASH EQUIVALENTS AT END OF PERIOD $125 $128

See notes to condensed consolidated financial statements.
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MERITOR, INC.

CONDENSED CONSOLIDATED STATEMENT OF EQUITY (DEFICIT)

(In millions)
(Unaudited)

Commo
Stock
Beginning balance at September $ 99
30,2016
Comprehensive income —
Equity based compensation

expense
Vesting of equity based awards 2

Ending Balance at December 31, $ 101
2016

Beginning balance at September
30, 2015

Comprehensive income —
Equity based compensation

expense

Repurchase of common stock —
Ending Balance at December 31, $ 99
2015

$ 99

n?dditional
aid-in . .
Capital Deficit
$ 876 $ (241
— 15

3 _

(2 ) —

$ 877 $ (226
$ 865 $ (814
— 26

3 _

$ 868 $ (788

See notes to condensed consolidated financial statements.
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MERITOR, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation
Meritor, Inc. (the “company” or “Meritor”’), headquartered in Troy, Michigan, is a premier global supplier of a broad range
of integrated systems, modules and components to original equipment manufacturers (“OEMs”) and the aftermarket for
the commercial vehicle, transportation and industrial sectors. The company serves commercial truck, trailer, military,
bus and coach, construction and other industrial OEMs and certain aftermarkets. The condensed consolidated financial
statements are those of the company and its consolidated subsidiaries.
Certain businesses are reported in discontinued operations in the condensed consolidated statement of operations,
condensed consolidated statement of cash flows and related notes for all periods presented. Additional information
regarding discontinued operations is discussed in Note 4.
In the opinion of the company, the unaudited condensed consolidated financial statements contain all adjustments,
consisting solely of adjustments of a normal, recurring nature, necessary to present fairly the financial position, results
of operations and cash flows for the periods presented. These statements should be read in conjunction with the
company’s audited consolidated financial statements and notes thereto included in the company's Annual Report on
Form 10-K for the fiscal year ended September 30, 2016, as amended. The condensed consolidated balance sheet data
as of September 30, 2016 was derived from audited financial statements but does not include all annual disclosures
required by accounting principles generally accepted in the United States of America. The results of operations for the
three months ended December 31, 2016 are not necessarily indicative of the results for the full year.
The company’s fiscal year ends on the Sunday nearest September 30, and its fiscal quarters generally end on the
Sundays nearest December 31, March 31, and June 30. The first quarter of fiscal years 2017 and 2016 ended on
January 1, 2017 and January 3, 2016, respectively. All year and quarter references relate to the company’s fiscal year
and fiscal quarters, unless otherwise stated. For ease of presentation, September 30 and December 31 are used
consistently throughout this report to represent the fiscal year end and first fiscal quarter end, respectively.
2. Earnings per Share
Basic earnings (loss) per share is calculated using the weighted average number of shares outstanding during each
period. The diluted earnings (loss) per share calculation includes the impact of dilutive common stock options,
restricted shares, restricted share units, performance share unit awards, and convertible securities, if applicable.
A reconciliation of basic average common shares outstanding to diluted average common shares outstanding is as
follows (in millions):

Three

Months

Ended

December

31,

2016 2015
Basic average common shares outstanding 87.1 92.5
Impact of restricted shares, restricted share units and performance share units 1.4 1.8
Diluted average common shares outstanding 88.5 94.3

In November 2016, the Board of Directors approved a grant of performance share units to all executives eligible to
participate in the long-term incentive plan. Each performance share unit represents the right to receive one share of
common stock or its cash equivalent upon achievement of certain performance and time vesting criteria. The fair value
of each performance share unit was $12.77, which was the company’s share price on the grant date of December 1,
2016. The Board of Directors also approved a grant of 0.5 million restricted share units to these executives. The
restricted share units vest at the earlier of three years from the date of grant or upon termination of employment with
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the company under certain circumstances. The fair value of each restricted share unit was $12.77, which was the
company's share price on the grant date of December 1, 2016.

The actual number of performance share units that will vest depends upon the company’s performance relative to the
established M2019 goals for the three-year performance period of October 1, 2016 to September 30, 2019, measured
at the end of the performance period. The number of performance share units will depend on meeting the established
M2019 goals at the following

8

10



Edgar Filing: MERITOR INC - Form 10-Q

Index

MERITOR, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

weights: 50% associated with achieving an Adjusted diluted earnings per share from continuing operations target,
25% associated with achieving revenue growth above market, and 25% associated with achieving a Net Debt to
Adjusted EBITDA target. The number of performance share units that vest will be between 0% and 200% of the grant
date amount of 0.6 million performance share units.

In November 2015, the Board of Directors approved a grant of performance share units to all executives eligible to
participate in the long-term incentive plan. Each performance share unit represents the right to receive one share of
common stock or its cash equivalent upon achievement of certain performance and time vesting criteria. The fair value
of each performance share unit was $10.51, which was the company’s share price on the grant date of December 1,
2015. The Board of Directors also approved a grant of 0.5 million restricted share units to these executives. The
restricted share units vest at the earlier of three years from the date of grant or upon termination of employment with
the company under certain circumstances. The fair value of each restricted share unit was $10.51, which was the
company's share price on the grant date of December 1, 2015.

The actual number of performance share units that will vest depends upon the company’s performance relative to the
established performance metrics for the three-year performance period of October 1, 2015 to September 30, 2018,
measured at the end of the performance period. The number of performance share units that vest will depend on
Adjusted EBITDA margin and Adjusted diluted earnings per share from continuing operations at the following
weights: 50% associated with achieving an Adjusted EBITDA margin target and 50% associated with achieving an
Adjusted diluted earnings per share from continuing operations target. The number of performance share units that
vest will be between 0% and 200% of the grant date amount of 0.7 million performance share units.

In November 2014, the Board of Directors approved a grant of performance share units to all executives eligible to
participate in the long-term incentive plan. Each performance share unit represents the right to receive one share of
common stock or its cash equivalent upon achievement of certain performance and time vesting criteria. The fair value
of each performance share unit was $13.74, which was the company’s share price on the grant date of December 1,
2014. The Board of Directors also approved a grant of 0.4 million restricted share units to these executives. The
restricted share units vest at the earlier of three years from the date of grant or upon termination of employment with
the company under certain circumstances. The fair value of each restricted share unit was $13.74, which was the
company’s share price on the grant date of December 1, 2014.

The actual number of performance share units that will vest depends upon the company’s performance relative to the
established performance metrics for the three-year performance period of October 1, 2014 to September 30, 2017,
measured at the end of the performance period. The number of performance share units that vest will depend on
Adjusted EBITDA margin and Adjusted diluted earnings per share from continuing operations at the following
weights: 75% associated with achieving an Adjusted EBITDA margin target and 25% associated with achieving an
Adjusted diluted earnings per share from continuing operations target. The number of performance share units that
vest will be between 0% and 200% of the grant date amount of 0.6 million performance share units.

In November 2013, the Board of Directors approved a grant of performance share units to all executives eligible to
participate in the long-term incentive plan. Each performance share unit represented the right to receive one share of
common stock or its cash equivalent upon achievement of certain performance and time vesting criteria. The fair value
of each performance share unit was $7.97, which was the company’s share price on the grant date of December 1,
2013.

The actual number of performance share units that vested on December 1, 2016 depended upon the company’s
performance relative to the established M2016 goals for the three-year performance period of October 1, 2013 to
September 30, 2016, which was measured after the end of the performance period. The number of performance share
units that vested depended on meeting the established M2016 goals at the following weights: 50% associated with
achieving an Adjusted EBITDA margin target, 25% associated with achieving a net debt including retirement benefit
liabilities target, and 25% associated with achieving an incremental booked revenue target. The company's

11
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performance resulted in the vesting of the performance share units at 112% of the grant date amounts. There were 0.9
million shares related to these performance share units included in the diluted earnings per share calculation for the
three months ended December 31, 2016 and December 31, 2015, as certain payout thresholds were achieved relative
to the Adjusted EBITDA, net debt reduction and incremental booked revenue targets.

For the three months ended December 31, 2016, the dilutive impact of previously issued restricted shares, restricted
share units, and performance share units was 1.4 million, compared to 1.8 million share units for the same period in
the prior fiscal year. For the three months ended December 31, 2016 and December 31, 2015, compensation cost
related to restricted shares, restricted share units, performance share units and stock options was $3 million.

9
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MERITOR, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

For the three-month period ended December 31, 2015, options to purchase 0.3 million shares of common stock were
excluded in the computation of diluted earnings per share because their exercise price exceeded the average market
price for the periods and thus their inclusion would be anti-dilutive.

For the three months ended December 31, 2016 and December 31, 2015, the company’s convertible senior unsecured
notes were excluded from the computation of diluted earnings per share, as the company’s average stock price during
this period was less than conversion price for the notes.

3. New Accounting Standards

Accounting standards to be implemented

In January 2017, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2017-04, Intangibles-Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment, the new
guidance eliminates the need to determine the fair value of individual assets and liabilities of a reporting unit to
measure a goodwill impairment. A goodwill impairment will now be the amount by which a reporting unit’s carrying
value exceeds its fair value. The revised guidance will be applied prospectively, and is effective for calendar year-end
SEC filers in 2020. Early adoption is permitted for any impairment tests performed after January 1, 2017. The new
guidance is not expected to have a material impact on the company's consolidated financial statements.

In January 2017, the FASB issued ASU 2017-01, Business Combinations (Topic 805): Clarifying the Definition of a
Business. The ASU provides clarification on the definition of a business and adds guidance to assist entities with
evaluating whether transactions should be accounted for as acquisitions (or disposals) of assets or businesses. To be
considered a business under the new guidance, it must include an input and a substantive process that together
significantly contribute to the ability to create output. The amendment removes the evaluation of whether a market
participant could replace missing elements. The amendments in this update are effective for fiscal years beginning
after December 15, 2017, including interim periods within those fiscal years, and will be applied prospectively. The
potential impact of this new guidance will be assessed for future acquisitions or dispositions, but it is not expected to
have a material impact on the company's consolidated financial statements.

In October 2016, the FASB issued ASU 2016-17, Consolidation (Topic 810): Interests held through Related Parties
that are under Common Control, which alters how a decision maker needs to consider indirect interests in a variable
interest entity (VIE) held through an entity under common control. Under the ASU, if a decision maker is required to
evaluate whether it is the primary beneficiary of a VIE, it will need to consider only its proportionate indirect interest
in the VIE held through a common control party. The amendments in this update are effective for public business
entities for fiscal years beginning after December 15, 2016, including interim periods within those fiscal years. Early
adoption is permitted, including adoption in an interim period. The company is currently evaluating the potential
impact of this new guidance on its consolidated financial statements but does not expect a material impact upon
adoption.

In October 2016, the FASB issued ASU 2016-16, Accounting for Income Taxes: Intra-Entity Asset Transfers of
Assets Other than Inventory. The ASU was issued to remove the prohibition in ASC 740 against the immediate
recognition of the current and deferred income tax effects of intra-entity transfers of assets other than inventory. The
amendments in this update are effective for public business entities in fiscal years beginning after December 15, 2017,
including interim periods within those fiscal years. Early adoption is permitted; however, the guidance can only be
adopted in the first interim period of a fiscal year. The company is currently evaluating the potential impact of this
new guidance on its consolidated financial statements.

13
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In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments (a consensus of the Emerging Issues Task Force). The ASU was issued to reduce
differences in practice with respect to how specific transactions are classified in the statement of cash flows. The
update provides guidance on the following eight types of transactions: debt prepayment or debt extinguishment costs,
settlement of zero-coupon debt instruments, contingent consideration payments made after a business combination,
proceeds from the settlement of insurance claims, proceeds from the settlement of corporate-owned life insurance
policies, including bank-owned life insurance policies, distributions received from equity method investments,
beneficial interests in securitization transactions, and separately identifiable cash flows and application of the
predominance principle. The amendments in this update are effective for public business entities in fiscal years
beginning after December 15, 2017, including interim periods within those fiscal years. Early adoption is permitted,
provided that all of the amendments are adopted in the same period. The guidance requires application using a
retrospective transition method. The company is currently evaluating the potential impact of this new guidance on its
consolidated financial statements.

10
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MERITOR, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments. The ASU introduces an approach based on expected losses to estimate credit
losses on certain types of financial instruments, including accounts receivable. The ASU also modifies the impairment
model for available-for-sale (AFS) debt securities and provides for a simplified accounting model for purchased
financial assets with credit deterioration since their origination. The amendments in this update are required to be
adopted by public business entities in fiscal years beginning after December 15, 2019, including interim periods
within those fiscal years. The company is currently evaluating the potential impact of this new guidance on its on its
accounting policies and its consolidated financial statements.

In May 2016, the FASB issued ASU 2016-12, Revenue from Contracts with Customers (Topic 606): Narrow-Scope
Improvements and Practical Expedients. The ASU clarifies the assessment of the likelihood that revenue will be
collected from a contract, the guidance for presenting sales taxes and similar taxes, and the timing for measuring
customer payments that are not in cash. The ASU also establishes a practical expedient for contract modifications at
the transition. The amendments in this update affect the guidance in ASU 2014-09, which is not effective yet. The
effective date and the transition requirements for the amendments in ASU 2016-12 are the same as the effective date
and transition requirements in ASU 2014-09 as described below. Therefore, the company plans to implement this
standard in the first quarter of the fiscal year beginning October 1, 2018 in connection with its planned
implementation of ASU 2014-09 and is currently evaluating the potential impact of this new guidance on its
accounting policies and its consolidated financial statements.

In May 2016, the FASB issued ASU 2016-11, Revenue Recognition (Topic 605) and Derivatives and Hedging (Topic
815): Rescission of SEC Guidance Because of Accounting Standards Updates 2014-09 and 2014-16 Pursuant to Staff
Announcements at the March 3, 2016 EITF Meeting (SEC Update). The ASU was issued to remove from the
Codification certain SEC staff guidance that the SEC staff stated would be rescinded: Revenue and Expense
Recognition for Freight Services in Process; Accounting for Shipping and Handling Fees and Costs; and Accounting
for Consideration Given by a Vendor to a Customer (including a Reseller of the Vendor’s Products). The amendments
in this update affect the guidance in ASU 2014-09, which is not effective yet. The effective date and the transition
requirements for the amendments in ASU 2016-11 are the same as the effective date and transition requirements in
ASU 2014-09 as described below. Therefore, the company plans to implement this standard in the first quarter of the
fiscal year beginning October 1, 2018 in connection with its planned implementation of ASU 2014-09 and is currently
evaluating the potential impact of this new guidance on its consolidated financial statements.

In April, 2016, the FASB issued ASU 2016-10, Revenue from Contracts with Customers (Topic 606), Identifying
Performance Obligations and Licensing. The ASU provides guidance regarding the identification of performance and
licensing obligations. The amendments in this update affect the guidance in ASU 2014-09, which is not effective yet.
The effective date and the transition requirements for the amendments in ASU 2016-10 are the same as the effective
date and transition requirements in ASU 2014-09 as described below. Therefore, the company plans to implement this
standard in the first quarter of the fiscal year beginning October 1, 2018 in connection with its planned
implementation of ASU 2014-09 and is currently evaluating the potential impact of this new guidance on its
consolidated financial statements.

In March 2016, the FASB issued ASU 2016-09, Compensation - Stock Compensation (Topic 718), Improvements to
Employee Share-Based Payment Accounting. The ASU intends to simplify how share-based payments are accounted
for, including accounting for income taxes, forfeitures, and statutory tax withholding requirements, as well as
classification in the statement of cash flows. The standard is required to be adopted by public business entities in fiscal

15
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years beginning after December 15, 2016, including interim periods within those fiscal years. Early adoption is
permitted. The company is assessing the potential impact of this new guidance on its consolidated financial
statements.

In March 2016, the FASB issued ASU 2016-08, Revenue from Contracts with Customers (Topic 606), Principal
versus Agent Considerations (Reporting Revenue Gross versus Net) to clarify certain aspects of the
principal-versus-agent guidance in its new revenue recognition standard. The amendments in this update affect the
guidance in ASU 2014-09, Revenue from Contracts with Customers (Topic 606), which is not yet effective. The
effective date and transition requirements for the amendments in ASU 2016-08 are the same as the effective date and
transition requirements of ASU 2014-09. Therefore, the company plans to implement this standard in the first quarter
of the fiscal year beginning October 1, 2018 in connection with its planned implementation of ASU 2014-09. The
company is currently evaluating the potential impact of this new guidance on its consolidated financial statements.

In March 2016, the FASB issued ASU 2016-07, Investments-Equity Method and Joint Ventures (Topic 323),
Simplifying the Transition to the Equity Method of Accounting. The ASU will eliminate the requirement to apply the
equity method of accounting retrospectively when a reporting entity obtains significant influence over a previously
held investment. The standard is required

11
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

to be adopted by public business entities in fiscal years beginning after December 15, 2016, including interim periods
within those fiscal years. Early adoption is permitted. The company does not expect a material impact on its
consolidated financial statements from adoption of this guidance.

In March 2016, the FASB issued ASU 2016-06, Derivatives and Hedging (Topic 815), Contingent Put and Call
Options in Debt Instruments. The ASU clarifies that an exercise contingency itself does not need to be evaluated to
determine whether it is in an embedded derivative, just the underlying option. The standard is required to be adopted
by public business entities in fiscal years beginning after December 15, 2016, including interim periods within those
fiscal years. Early adoption is permitted. The company does not expect a material impact on its consolidated financial
statements from adoption of this guidance.

In March 2016, the FASB issued ASU 2016-05, Derivatives and Hedging (Topic 815), Effect of Derivative Contract
Novations on Existing Hedge Accounting Relationships. The update clarifies that a change in a counterparty to a
derivative instrument designated as a hedging instrument would not require the entity to dedesignate the hedging
relationship and discontinue the application of hedge accounting. The standard is required to be adopted by public
business entities in fiscal years beginning after December 15, 2016, including interim years within those fiscal
periods. Early adoption is permitted. The company does not expect a material impact on its consolidated financial
statements from adoption of this guidance.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The update will require lessees to recognize a
right-of-use asset and lease liability for substantially all leases. The standard is required to be adopted by public
business entities in fiscal years beginning after December 15, 2018, including interim periods within those fiscal
years. Early adoption is permitted. The company plans to implement this standard in the first quarter of the fiscal year
beginning October 1, 2019 and is currently assessing the potential impact of this new guidance on its on its accounting
policies and its consolidated financial statements.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10), Recognition and
Measurement of Financial Assets and Financial Liabilities, which requires equity investments (except those accounted
for under the equity method of accounting or those that result in consolidation of the investee) to be measured at fair
value with changes in fair value recognized in net income. The guidance is effective for fiscal years beginning after
December 15, 2017, including interim periods within those fiscal years. Early adoption is permitted. The company
does not expect a material impact on its consolidated financial statements from adoption of this guidance.

In July 2015, the FASB issued ASU 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory,
which requires entities that measure inventory using first-in, first-out (FIFO) or average cost to measure inventory at
the lower of cost and net realizable value. The standard is required to be adopted by public business entities in fiscal
years beginning after December 15, 2016, including interim periods within those fiscal years. The company does not
expect a material impact on its consolidated financial statements from adoption of this guidance.

In August 2014, the FASB issued ASU 2014-15, Presentation of Financial Statements - Going Concern (Subtopic
205-40), which provides guidance about management's responsibility in evaluating whether there is substantial doubt
relating to an entity’s ability to continue as a going concern and to provide related footnote disclosures as applicable.
ASU 2014-15 is effective for the annual period ending after December 15, 2016 and for annual periods and interim
periods thereafter. Early adoption is permitted. The company does not expect a material impact on its consolidated
financial statements from adoption of this guidance.
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In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), which requires
companies to recognize revenue when a customer obtains control rather than when companies have transferred
substantially all risks and rewards of a good or service and requires additional disclosure about the nature, amount,
timing and uncertainty of revenue and cash flows arising from customer contracts. ASU 2014-09 was originally
effective for fiscal periods beginning after December 15, 2016, including interim periods within those fiscal periods.
In August 2015, the FASB issued ASU 2015-14 which deferred the effective date of ASU 2014-09 by one year
making it effective for fiscal periods beginning after December 15, 2017, including interim periods within those fiscal
periods, while also providing for early adoption but not before the original effective date. The company plans to
implement this standard in the first quarter of the fiscal year beginning October 1, 2018 and is currently evaluating the
potential impact of this new guidance on its on its accounting policies and its consolidated financial statements.
Accounting standards implemented during fiscal year 2017

In January 2017, the FASB issued ASU 2017-03 which amended Accounting Changes and Error Corrections (Topic
250) to state that registrants should consider additional qualitative disclosures if the impact of an issued but not yet
adopted ASU is unknown or cannot be reasonably estimated and to include a description of the effect of the
accounting policies that the registrant expects

12
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to apply, if determined. Transition guidance included in certain issued but not yet adopted ASUs was also updated to
reflect this amendment.

In June 2014, the FASB issued ASU 2014-12, Compensation - Stock Compensation (Topic 718), Accounting for
Share-Based Payments When the Terms of an Award Provide That a Performance Target Could be Achieved After the
Requisite Service Period. This guidance requires that an award with a performance target that affects vesting and that
could be achieved after the requisite service period, such as when an employee retires, but may still vest if and when
the performance target is achieved, be treated as an award with performance conditions that affect vesting and the
company apply existing guidance under ASC Topic 718, Compensation - Stock Compensation. The guidance is
effective for fiscal periods beginning after December 15, 2015, including interim periods within those fiscal periods
and may be applied either prospectively or retrospectively. The company adopted this standard prospectively in the
first quarter of fiscal year 2017. This guidance did not have a material impact on its consolidated financial statements.
4. Discontinued Operations
Results of discontinued operations are summarized as follows (in millions):

Three

Months

Ended

December

31,

2016015
Sales $ 8 —

Loss before income taxes $$3)

Benefit from income taxes — 1

Loss from discontinued operations attributable to Meritor, Inc. $ —$ (2 )

Loss from discontinued operations attributable to the company for the three months ended December 31, 2015 was
primarily attributable to changes in estimates related to legal costs incurred in connection with previously divested
businesses.

Total discontinued operations assets as of December 31, 2016 and September 30, 2016 were $1 million and total
discontinued operations liabilities as of December 31, 2016 and September 30, 2016 were $6 million.

5. Assets and Liabilities Held for Sale

During the first quarter of 2017, management approved a plan to sell a business within the Commercial Truck &
Industrial reporting segment. The company expects to sell the business within one year from management's approval
of the plan. The business and its associated assets and liabilities met the criteria for presentation as held for sale as of
December 31, 2016.

Assets and liabilities held for sale are measured at the lower of the carrying value or fair value less costs to sell. Upon
meeting the held for sale criteria, the company determined the carrying value of the business exceeded the fair value
less costs to sell. As a result, an impairment charge of $3 million was recorded within other operating expense, net in
the company’s condensed consolidated statement of operations during the first quarter of 2017.

6. Goodwill

In accordance with FASB Accounting Standards Codification (ASC) Topic 350-20, “Intangibles - Goodwill and Other”,
goodwill is reviewed for impairment annually during the fourth quarter of the fiscal year or more frequently if certain
indicators arise. If business conditions or other factors cause the operating results and cash flows of a reporting unit to
decline, the company may be required to record impairment charges for goodwill at that time.
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The company tests goodwill for impairment at a level of reporting referred to as a reporting unit, which is an operating
segment or one level below an operating segment (referred to as a component). A component of an operating segment
is a reporting unit if the component constitutes a business for which discrete financial information is available and
segment management regularly reviews the operating results of that component. When two or more components of an
operating segment have similar economic characteristics, the components are aggregated and deemed a single
reporting unit. An operating segment is deemed to be a reporting unit if all of its components are similar, if none of its
components are a reporting unit, or if the segment comprises only a single component.
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A summary of the changes in the carrying value of goodwill by the company’s two reportable segments are presented

below (in millions):

Commercial

Truck &

Industrial
Goodwill $ 245
Accumulated impairment losses (15 )

Beginning balance at September 30, 2016 230
Foreign currency translation 4 )
Balance at December 31, 2016 $ 226

7. Restructuring Costs

Aftermarket Total
& Trailer

$ 160 $405
— (15 )
160 390
3 ) (7 )
$ 157 $383

Restructuring reserves, primarily related to unpaid employee termination benefits, were $13 million at December 31,
2016 and $16 million at September 30, 2016. The changes in restructuring reserves for the three months ended
December 31, 2016 and 2015 are as follows (in millions):

Beginning balance at September 30, 2016

Activity during the period:

Charges to continuing operations

Cash payments — continuing operations

Total restructuring reserves at December 31, 2016
Less: non-current restructuring reserves

Restructuring reserves — current, at December 31, 2016

Employee Plant
Termination Shutdown Total
Benefits & Other

$ 15 $ 1 $16
3 ) — 3 )
12 1 13

(2 ) — 2 )
$ 10 $ 1
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