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OR
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  x    No  ¨
Indicate by check mark whether the registrant has submitted electronically 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).    Yes  x    No  ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange
Act.

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

Emerging growth company ¨

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ¨
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ¨    No  x
As of April 30, 2018, there were outstanding 39,201,753 shares of the registrant's common stock, no par value, which
is the only class of common stock of the registrant.
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PART I: FINANCIAL INFORMATION
Item 1:    Financial Statements (Unaudited)
ITRON, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Three Months Ended
March 31,
2018 2017
(in thousands, except
per share data)

Revenues
Product revenues $537,110 $432,365
Service revenues 70,111 45,227
Total revenues 607,221 477,592
Cost of revenues
Product cost of revenues 382,850 287,093
Service cost of revenues 44,516 32,862
Total cost of revenues 427,366 319,955
Gross profit 179,855 157,637

Operating expenses
Sales and marketing 51,921 41,255
Product development 60,284 40,767
General and administrative 102,493 37,187
Amortization of intangible assets 17,740 4,549
Restructuring 87,865 3,052
Total operating expenses 320,303 126,810

Operating income (loss) (140,448 ) 30,827
Other income (expense)
Interest income 661 269
Interest expense (15,504 ) (3,199 )
Other income (expense), net (1,167 ) (2,836 )
Total other income (expense) (16,010 ) (5,766 )

Income (loss) before income taxes (156,458 ) 25,061
Income tax benefit (provision) 11,188 (9,047 )
Net income (loss) (145,270 ) 16,014
Net income attributable to noncontrolling interests 396 169
Net income (loss) attributable to Itron, Inc. $(145,666) $15,845

Earnings (loss) per common share - Basic $(3.74 ) $0.41
Earnings (loss) per common share - Diluted $(3.74 ) $0.40

Weighted average common shares outstanding - Basic 38,945 38,474
Weighted average common shares outstanding - Diluted 38,945 39,215
The accompanying notes are an integral part of these condensed consolidated financial statements.

Edgar Filing: ITRON INC /WA/ - Form 10-Q

4



1

Edgar Filing: ITRON INC /WA/ - Form 10-Q

5



Table of Contents

ITRON, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(UNAUDITED)

Three Months Ended
March 31,
2018 2017
(in thousands)

Net income (loss) $(145,270) $16,014

Other comprehensive income, net of tax:
Foreign currency translation adjustments 16,300 15,016
Net unrealized gain (loss) on derivative instruments, designated as cash flow hedges 1,169 292
Pension benefit obligation adjustment 414 401
Total other comprehensive income, net of tax 17,883 15,709

Total comprehensive income (loss), net of tax (127,387 ) 31,723

Comprehensive income attributable to noncontrolling interests, net of tax 396 169

Comprehensive income (loss) attributable to Itron, Inc. $(127,783) $31,554
The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITRON, INC.
CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

March 31,
2018

December 31,
2017

(in thousands)
ASSETS
Current assets
Cash and cash equivalents $143,951 $ 176,274
Accounts receivable, net 481,389 398,029
Inventories 209,373 193,835
Other current assets 97,925 81,604
Total current assets 932,638 849,742

Property, plant, and equipment, net 234,924 200,768
Deferred tax assets, net 58,917 49,971
Restricted cash 1,466 311,010
Other long-term assets 46,843 43,666
Intangible assets, net 318,984 95,228
Goodwill 1,142,757 555,762
Total assets $2,736,529 $ 2,106,147

LIABILITIES AND EQUITY
Current liabilities
Accounts payable $275,702 $ 262,166
Other current liabilities 90,259 56,736
Wages and benefits payable 119,312 90,505
Taxes payable 22,659 16,100
Current portion of debt 16,250 19,688
Current portion of warranty 26,533 21,150
Unearned revenue 87,293 41,438
Total current liabilities 638,008 507,783

Long-term debt 1,105,538 593,572
Long-term warranty 15,446 13,712
Pension benefit obligation 100,045 95,717
Deferred tax liabilities, net 1,571 1,525
Other long-term obligations 171,318 88,206
Total liabilities 2,031,926 1,300,515

Commitments and contingencies (Note 11)

Equity
Preferred stock, no par value, 10 million shares authorized, no shares issued or outstanding— —
Common stock, no par value, 75 million shares authorized, 39,181 and 38,771 shares
issued and outstanding 1,310,379 1,294,767

Accumulated other comprehensive loss, net (152,595 ) (170,478 )
Accumulated deficit (471,812 ) (337,873 )
Total Itron, Inc. shareholders' equity 685,972 786,416
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Noncontrolling interests 18,631 19,216
Total equity 704,603 805,632
Total liabilities and equity $2,736,529 $ 2,106,147
The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITRON, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Three Months Ended
March 31,
2018 2017
(in thousands)

Operating activities
Net income (loss) $(145,270) $16,014
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
Depreciation and amortization 31,072 14,378
Stock-based compensation 8,095 5,211
Amortization of prepaid debt fees 3,386 266
Deferred taxes, net (16,508 ) 882
Restructuring, non-cash 47 —
Other adjustments, net (106 ) 946
Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable (7,768 ) 13,119
Inventories (253 ) (11,274 )
Other current assets (8,849 ) (11,169 )
Other long-term assets 4,509 646
Accounts payable, other current liabilities, and taxes payable 7,826 28,277
Wages and benefits payable 16,438 (1,796 )
Unearned revenue 23,317 14,020
Warranty 663 (2,303 )
Other operating, net 58,953 (3,960 )
Net cash provided by (used in) operating activities (24,448 ) 63,257

Investing activities
Acquisitions of property, plant, and equipment (17,433 ) (9,122 )
Business acquisitions, net of cash equivalents acquired (802,488 ) —
Other investing, net 100 (78 )
Net cash used in investing activities (819,821 ) (9,200 )

Financing activities
Proceeds from borrowings 555,938 —
Payments on debt (32,395 ) (2,813 )
Issuance of common stock 3,384 405
Prepaid debt fees (24,042 ) —
Other financing, net (1,046 ) 155
Net cash provided by (used in) financing activities 501,839 (2,253 )

Effect of foreign exchange rate changes on cash, cash equivalents, and restricted cash 563 2,559
Increase (decrease) in cash, cash equivalents, and restricted cash (341,867 ) 54,363
Cash, cash equivalents, and restricted cash at beginning of period 487,335 133,565
Cash, cash equivalents, and restricted cash at end of period $145,468 $187,928

Supplemental disclosure of cash flow information:
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Cash paid during the period for:
Income taxes, net $1,498 $1,224
Interest 6,878 2,422

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITRON, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2018
(UNAUDITED)
In this Quarterly Report on Form 10-Q, the terms "we," "us," "our," "Itron," and the "Company" refer to Itron, Inc.

Note 1:    Summary of Significant Accounting Policies

Financial Statement Preparation
The condensed consolidated financial statements presented in this Quarterly Report on Form 10-Q are unaudited and
reflect entries necessary for the fair presentation of the Consolidated Statements of Operations and the Consolidated
Statements of Comprehensive Income (Loss) for the three months ended March 31, 2018 and 2017, the Consolidated
Balance Sheets as of March 31, 2018 and December 31, 2017, and the Consolidated Statements of Cash Flows for the
three months ended March 31, 2018 and 2017 of Itron, Inc. and its subsidiaries. All entries required for the fair
presentation of the financial statements are of a normal recurring nature, except as disclosed. The results of operations
for the three months ended March 31, 2018 are not necessarily indicative of the results expected for the full year or for
any other period.

Certain information and notes normally included in financial statements prepared in accordance with U.S. generally
accepted accounting principles (GAAP) have been condensed or omitted pursuant to the rules and regulations of the
Securities and Exchange Commission (SEC) regarding interim results. These condensed consolidated financial
statements should be read in conjunction with the audited financial statements and notes included in our 2017 Annual
Report on Form 10-K filed with the SEC on February 28, 2018. There have been no significant changes in financial
statement preparation or significant accounting policies since December 31, 2017, with the exception of the adoption
of Accounting Standards Codification (ASC) 606, Revenue from Contracts with Customers (Topic 606).

On January 1, 2018, we adopted Topic 606 using the modified retrospective method applied to those contracts that
were not completed. Results for reporting periods beginning after January 1, 2018 are presented under Topic 606,
while prior period amounts are not adjusted and continue to be reported in accordance with our historic accounting
under ASC 605, Revenue Recognition. The cumulative impact of adoption was a net decrease to accumulated deficit
of $10.9 million as of January 1, 2018, with the impact primarily related to multiple element arrangements that contain
software and software related elements. As we had not established vendor specific objective evidence of fair value for
certain of our software and software related elements, we historically combined them as one unit of account and
recognized the combined unit of account using the combined services approach. Under Topic 606, these software and
software related elements are generally determined to be distinct performance obligations. As such, we are able to
recognize revenue as we satisfy the performance obligations, either at a point in time or over time. For contracts that
were modified prior to January 1, 2018, we have reflected the aggregate effect of all modifications prior to the date of
initial adoption in order to identify the satisfied and unsatisfied performance obligations, determine the transaction
price, and allocate the transaction price to satisfied and unsatisfied performance obligations. The impact to revenues
for the three months ended March 31, 2018 was immaterial as a result of applying Topic 606.

Refer to the updated Revenue Recognition accounting policy described below and Note 16 for additional disclosures
regarding our revenues from contracts with customers and the adoption of Topic 606.

Reclassifications
Certain reclassifications have been made to prior period consolidated financial statements to conform to classifications
used in the current period. These reclassifications had no impact on net income (loss), shareholders' equity or cash
flows as previously reported.
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Restricted Cash and Cash Equivalents
Cash and cash equivalents that are contractually restricted from operating use are classified as restricted cash and cash
equivalents. On December 22, 2017, we issued $300 million aggregate principal amount of 5.00% senior unsecured
notes due in 2026 (December Notes). The proceeds of the December Notes plus payments for prepaid interest and a
premium for a special mandatory redemption option were deposited into escrow, where the funds remained until all
the escrow release conditions were satisfied, specifically the closing of the acquisition of Silver Spring Networks, Inc.
(SSNI) on January 5, 2018. We recognized the balance in escrow as restricted cash in our consolidated financial
statements as of December 31, 2017.
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The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported within the
Consolidated Balance Sheets that sum to the total of the same such amounts shown in the Consolidated Statements of
Cash Flows:

Three months ended
March 31
2018 2017
(in thousands)

Cash and cash equivalents $143,951 $187,928
Current restricted cash included in other current assets 51 —
Long-term restricted cash 1,466 —
Total cash, cash equivalents, and restricted cash $145,468 $187,928

Revenue Recognition
The majority of our revenues consist primarily of hardware sales, but may also include the license of software,
software implementation services, cloud services and software as a service ("Saas"), project management services,
installation services, consulting services, post-sale maintenance support, and extended or noncustomary warranties.
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. In determining whether the definition of a contract has been met, we will consider whether the arrangement
creates enforceable rights and obligations, which involves evaluation of agreement terms that would allow for the
customer to terminate the agreement. If the customer is able to terminate the agreement without providing further
consideration to us, the agreement would not be considered to meet the definition of a contract.

Many of our revenue arrangements involve multiple performance obligations consisting of hardware, meter reading
system software, installation, and/or project management services. Separate contracts entered into with the same
customer (or related parties of the customer) at or near the same time are accounted for as a single contract where one
or more of the following criteria are met:
•The contracts are negotiated as a package with a single commercial objective;
•The amount of consideration to be paid in one contract depends on the price or performance of the other contract; or

•The goods or services promised in the contracts (or some goods or services promised in each of the contracts) are a
single performance obligation.

Once the contract has been defined, we evaluate whether the promises in the contract should be accounted for as more
than one performance obligation. This evaluation requires significant judgment, and the decision to separate the
combined or single contract into multiple performance obligations could change the amount of revenue and profit
recognized in a given period. For some of our contracts, the customer contracts with us to provide a significant service
of integrating, customizing or modifying goods or services in the contract in which case the goods or services would
be combined into a single performance obligation. It is common that we may promise to provide multiple 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. If applicable, for goods or services where we have observable
standalone sales, the observable standalone sales are used to determine the standalone selling price. For the majority
of our goods and services, we do not have observable standalone sales. As a result, we estimate the standalone selling
price using either the adjusted market assessment approach or the expected cost plus a margin approach. Approaches
used to estimate the standalone selling price for a given good or service will maximize the use of observable inputs
and considers several factors, including our pricing practices, costs to provide a good or service, the type of good or
service, and availability of other transactional data, among others.
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We determine the estimated standalone selling prices of goods or services used in our allocation of arrangement
consideration on an annual basis or more frequently if there is a significant change in our business or if we experience
significant variances in our transaction prices.

Many of our contracts with customers include variable consideration, which can include liquidated damage
provisions, rebates and volume and early payment discounts. Some of our contracts with customers contain clauses for
liquidated damages related to the timing of delivery or milestone accomplishments, which could become material in
an event of failure to meet the contractual deadlines. At the inception of the arrangement and on an ongoing basis, we
evaluate the probability and magnitude of having to pay liquidated damages. We estimate variable consideration using
the expected value method, taking into consideration contract terms, historical customer behavior and historical sales.
In the case of liquidated damages, we also take into consideration progress towards meeting contractual milestones,
including whether milestones have not been achieved, specified rates, if applicable, stated

6
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in the contract, and history of paying liquidated damages to the customer or similar customers. Variable consideration
is included in the transaction price if, in our judgment, it is probable that a significant future reversal of cumulative
revenue under the contract will not occur.

In the normal course of business, we do not accept product returns unless the item is defective as manufactured. We
establish provisions for estimated returns and warranties. In addition, we do not typically provide customers with the
right to a refund.

Hardware revenues are recognized at a point in time. Transfer of control is typically at the time of shipment, receipt by
the customer, or, if applicable, upon receipt of customer acceptance provisions. We will recognize revenue prior to
receipt of customer acceptance for hardware in cases where the customer acceptance provision is determined to be a
formality. Transfer of control would not occur until receipt of customer acceptance in hardware arrangements where
such provisions are subjective or where we do not have history of meeting the acceptance criteria.

Perpetual software licenses are considered to be a right to use intellectual property and are recognized at a point in
time. Transfer of control is considered to be at the point at which it is available to the customer to download and use
or upon receipt of customer acceptance. In certain contracts, software licenses may be sold with professional services
that include implementation services that include a significant service of integrating, customizing or modifying the
software. In these instances, the software license is combined into single performance obligation with the
implementation services and recognized over time as the implementation services are performed.

Hardware and software licenses (when not combined with professional services) are typically billed when shipped and
revenue recognized at a point-in-time. As a result, the timing of revenue recognition and invoicing does not have a
significant impact on contract assets and liabilities.

Professional services, which include implementation, project management, installation, and consulting services are
recognized over time. We measure progress towards satisfying these performance obligations using input methods,
most commonly based on the costs incurred in relation to the total expected costs to provide the service. We expect
this method to best depict our performance in transferring control of services promised to the customer or represents a
reasonable proxy for measuring progress. The estimate of expected costs to provide services requires judgment. Cost
estimates take into consideration past history and the specific scope requested by the customer and are updated
quarterly. We may also offer professional services on a stand-ready basis over a specified period of time, in which
case revenue would be recognized ratably over the term. Invoicing of these services is commensurate with
performance and occurs on a monthly basis. As such, these services do not have a significant impact on contract assets
and contract liabilities.

Cloud services and SaaS arrangements where customers have access to certain of our software within a cloud-based
IT environment that we manage, host and support are offered to customers on a subscription basis. Revenue for the
cloud services and SaaS offerings are generally recognized over time, ratably over the contact term commencing with
the date the services are made available to the customer.

Services, including professional services, cloud services and SaaS arrangements, are commonly billed on a monthly
basis in arrears and typically result in an unbilled receivable, which is not considered a contract asset as our right to
consideration is unconditional.

Certain of our revenue arrangements include an extended or noncustomary warranty provisions that covers all or a
portion of a customer's replacement or repair costs beyond the standard or customary warranty period. Whether or not
the extended warranty is separately priced in the arrangement, such warranties are considered to be a separate good or
service, and a portion of the transaction price is allocated to this extended warranty performance obligation. This
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revenue is recognized, ratably over the extended warranty coverage period.

Hardware and software post-sale maintenance support fees are recognized over time, ratably over the life of the
related service contract. Shipping and handling costs and incidental expenses billed to customers are recognized as
revenue, with the associated cost charged to cost of revenues. We recognize sales, use, and value added taxes billed to
our customers on a net basis. Support fees are typically billed on an annual basis, resulting in a contract liability.

Payment terms with customers can vary by customer; however, amounts billed are typically payable within 30 to 90
days, depending on the destination country. We do not make a practice of offering financing as part of our contracts
with customers.

We incur certain incremental costs to obtain contracts with customers, primarily in the form of sales commissions.
Where the amortization period is one year or less, we have elected to apply the practical expedient and recognize the
related commissions

7
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expense as incurred. Otherwise, such incremental costs are capitalized and amortized over the contract period.
Capitalized incremental costs are not material.

New Accounting Pronouncements
In February 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2016-02, Leases (Topic 842), which requires substantially all leases be recognized by lessees on their balance sheet as
a right-of-use asset and corresponding lease liability, including leases currently accounted for as operating leases. The
new standard also will result in enhanced quantitative and qualitative disclosures, including significant judgments
made by management, to provide greater insight into the extent of revenue and expense recognized and expected to be
recognized from existing leases. The standard requires modified retrospective adoption and will be effective for
annual reporting periods beginning after December 15, 2018, with early adoption permitted. We currently believe the
most significant impact relates to our real estate leases and the increased financial statement disclosures, but are
continuing to evaluate the effect that the updated standard will have on our consolidated results of operations,
financial position, cash flows, and related financial statement disclosures.

In October 2016, the FASB issued ASU 2016-16, Income Taxes: Intra-Entity Transfers of Assets Other Than
Inventory (Topic 740) (ASU 2016-16), which removes the prohibition in Topic 740 against the immediate recognition
of the current and deferred income tax effects of intra-entity transfers of assets other than inventory. Under ASU
2016-16, the selling entity is required to recognize a current tax expense or benefit upon transfer of the asset.
Similarly, the purchasing entity is required to recognize a deferred tax asset or deferred tax liability, as well as the
related deferred tax benefit or expense, upon receipt of the asset. The resulting deferred tax asset or deferred tax
liability is measured by computing the difference between the tax basis of the asset in the buyer's jurisdiction and its
financial reporting carrying value in the consolidated financial statements and multiplying such difference by the
enacted tax rate in the buyer's jurisdiction. ASU 2016-16 is effective for fiscal years beginning after December 15,
2017 with early adoption permitted. We adopted this standard effective January 1, 2018 using a modified retrospective
transition method, recognizing a $0.9 million one-time decrease to accumulated deficit.

In March 2017, the FASB issued ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and Net
Periodic Postretirement Benefit Cost (ASU 2017-07), which provides additional guidance on the presentation of net
benefit costs in the income statement. ASU 2017-07 requires an employer disaggregate the service cost component
from the other components of net benefit cost and to disclose other components outside of a subtotal of income from
operations. It also allows only the service cost component of net benefit costs to be eligible for capitalization. ASU
2017-07 is effective for fiscal years beginning after December 15, 2017 with early adoption permitted.

We adopted this standard on January 1, 2018 retrospectively for the presentation of the service cost component of net
periodic pension cost in the statement of operations, and prospectively for the capitalization of the service cost
component of net periodic pension cost. For applying the retrospective presentation requirements, we elected to utilize
amounts previously disclosed in our defined benefit pension plan footnote for the prior comparative periods as the
estimation basis for applying the retrospective presentation. This resulted in a reclassification of an immaterial amount
of net periodic pension benefit costs from operating income to other income (expense) in all periods presented on the
Consolidated Statements of Operations.

In August 2017, the FASB issued ASU 2017-12, Targeted Improvements to Accounting for Hedging Activities (ASU
2017-12), which amends and simplifies existing guidance in order to allow companies to more accurately present the
economic effects of risk management activities in the financial statements. This update expands and refines hedge
accounting for both nonfinancial and financial risk components and aligns the recognition and presentation of the
effects of the hedging instrument and the hedged item in the financial statements. Additionally, the amendments in
ASU 2017-12 provide new guidance about income statement classification and eliminates the requirement to
separately measure and report hedge ineffectiveness. ASU 2017-12 is effective for fiscal years beginning after
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December 15, 2018, with early adoption permitted. We are currently assessing the impact of adoption on our
consolidated results of operations, financial position, cash flows, and related financial statement disclosures.
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Note 2:    Earnings Per Share

The following table sets forth the computation of basic and diluted earnings (loss) per share (EPS):
Three Months Ended March 31,
2018 2017
(in
thousands, except per share data)

Net income (loss) available to common shareholders $ (145,666 ) $ 15,845

Weighted average common shares outstanding - Basic 38,945 38,474
Dilutive effect of stock-based awards — 741
Weighted average common shares outstanding - Diluted 38,945 39,215
Earnings (loss) per common share - Basic $ (3.74 ) $ 0.41
Earnings (loss) per common share - Diluted $ (3.74 ) $ 0.40

Stock-based Awards
For stock-based awards, the dilutive effect is calculated using the treasury stock method. Under this method, the
dilutive effect is computed as if the awards were exercised at the beginning of the period (or at time of issuance, if
later) and assumes the related proceeds were used to repurchase common stock at the average market price during the
period. Related proceeds include the amount the employee must pay upon exercise and the future compensation cost
associated with the stock award. Approximately 1.0 million and 0.2 million stock-based awards were excluded from
the calculation of diluted EPS for the three months ended March 31, 2018 and 2017 because they were anti-dilutive.
As a result of our net loss for the three months ended March 31, 2018, there was no dilutive effect to weighted average
common shares outstanding.

Note 3:    Certain Balance Sheet Components

A summary of accounts receivable from contracts with customers is as follows:
March 31,
2018

December 31,
2017

(in thousands)
Trade receivables (net of allowance of $4,774 and $3,957) $448,211 $ 369,047
Unbilled receivables 33,178 28,982
Total accounts receivable, net $481,389 $ 398,029

Allowance for doubtful accounts activity Three Months
Ended March 31,
2018 2017
(in thousands)

Beginning balance $3,957 $3,320
Provision for doubtful accounts, net 920 303
Accounts written-off (258 ) (330 )
Effect of change in exchange rates 155 131
Ending balance $4,774 $3,424

Inventories March 31,
2018

December 31,
2017

(in thousands)
Materials $132,990 $ 126,656
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Work in process 8,700 9,863
Finished goods 67,683 57,316
Total inventories $209,373 $ 193,835
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Property, plant, and equipment, net March 31,
2018

December 31,
2017

(in thousands)
Machinery and equipment $332,055 $ 310,753
Computers and software 111,227 104,384
Buildings, furniture, and improvements 150,049 135,566
Land 16,638 18,433
Construction in progress, including purchased equipment 41,959 39,946
Total cost 651,928 609,082
Accumulated depreciation (417,004 ) (408,314 )
Property, plant, and equipment, net $234,924 $ 200,768

Depreciation expense
Three Months
Ended March
31,
2018 2017
(in thousands)

Depreciation expense $13,332 $9,829

Note 4:    Intangible Assets and Liabilities

The gross carrying amount and accumulated amortization (accretion) of our intangible assets and liabilities, other than
goodwill, were as follows:

March 31, 2018 December 31, 2017

Gross
Accumulated
(Amortization)
Accretion

Net Gross
Accumulated
(Amortization)
Accretion

Net

(in thousands)
Intangible Assets
Core-developed technology $531,263 $ (423,634 ) $107,629 $429,548 $ (399,969 ) $29,579
Customer contracts and relationships 400,566 (210,757 ) 189,809 258,586 (197,582 ) 61,004
Trademarks and trade names 82,337 (68,982 ) 13,355 70,056 (66,004 ) 4,052
Other 11,664 (11,073 ) 591 11,661 (11,068 ) 593
Total intangible assets subject to
amortization $1,025,830 $ (714,446 ) $311,384 $769,851 $ (674,623 ) $95,228

In-process research and development 7,600 — 7,600 — — —
Total intangible assets $1,033,430 $ (714,446 ) $318,984 $769,851 $ (674,623 ) $95,228

Intangible Liabilities
Customer contracts and relationships $(23,900 ) $ 1,304 $(22,596 ) $— $ — $—
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A summary of intangible assets and liabilities activity is as follows:
Three Months Ended
March 31,
2018 2017
(in thousands)

Beginning balance, intangible assets, gross $769,851 $669,896
Intangible assets acquired 240,600 —
Effect of change in exchange rates 22,979 16,168
Ending balance, intangible assets, gross $1,033,430 $686,064

Beginning balance, intangible liabilities, gross $— $—
Intangible liabilities acquired (23,900 ) —
Effect of change in exchange rates — —
Ending balance, intangible liabilities, gross $(23,900 ) $—

On January 5, 2018, we completed our acquisition of SSNI by purchasing 100% of the voting stock. Intangible assets
acquired in 2018 are based on the preliminary purchase price allocation relating to this acquisition. Acquired
intangible assets include in-process research and development (IPR&D), which is not amortized until such time as the
associated development projects are completed. Of these projects, $6.8 million were completed during the first quarter
of 2018 and are included in core-developed technology. The remaining IPR&D is expected to be completed in the
next year. Acquired intangible liabilities reflect the present value of the projected cash outflows for an existing
contract where remaining costs are expected to exceed projected revenues. Refer to Note 17 for additional information
regarding this acquisition.

Estimated future annual amortization (accretion) is as follows:

Year Ending December 31, AmortizationAccretion

Estimated
Annual
Amortization,
net

(in thousands)
2018 (amount remaining at March 31, 2018) $58,564 $(3,913 ) $ 54,651
2019 72,345 (8,233 ) 64,112
2020 52,265 (8,028 ) 44,237
2021 36,649 (1,963 ) 34,686
2022 26,317 (459 ) 25,858
Beyond 2022 65,244 — 65,244
Total intangible assets subject to amortization (accretion) $311,384 $(22,596) $ 288,788

We have recognized $17.7 million and $4.5 million of net amortization of intangible assets for the three months ended
March 31, 2018 and 2017, respectively, within operating expenses in the Consolidated Statement of Operations. These
expenses relate to intangible assets and liabilities acquired as part of a business combination.
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Note 5:    Goodwill

The following table reflects goodwill allocated to each reporting unit:

Electricity Gas Water Networks Total
Company

(in thousands)
Goodwill balance at January 1, 2018
Goodwill before impairment $500,625 $352,703 $378,901 $— $1,232,229
Accumulated impairment losses (386,384 ) — (290,083 ) — (676,467 )
Goodwill, net 114,241 352,703 88,818 — 555,762

Goodwill acquired — — — 572,499 572,499
Effect of change in exchange rates 1,031 10,788 2,560 117 14,496

Goodwill balance at March 31, 2018
Goodwill before impairment 514,057 363,491 393,693 572,616 1,843,857
Accumulated impairment losses (398,785 ) — (302,315 ) — (701,100 )
Goodwill, net $115,272 $363,491 $91,378 $572,616 $1,142,757

Note 6:    Debt

The components of our borrowings were as follows:
March 31,
2018

December 31,
2017

(in thousands)
Credit facility:
USD denominated term loan $650,000 $ 194,063
Multicurrency revolving line of credit 95,777 125,414
Senior notes 400,000 300,000
Total debt 1,145,777 619,477
Less: current portion of debt 16,250 19,688
Less: unamortized prepaid debt fees - term loan 5,912 629
Less: unamortized prepaid debt fees - senior notes 18,077 5,588
Long-term debt $1,105,538 $ 593,572

Credit Facility
On January 5, 2018, we entered into a credit agreement providing for committed credit facilities in the amount of
$1.2 billion U.S. dollars (the 2018 credit facility) which amended and restated in its entirety our credit agreement
dated June 23, 2015 and replaced committed facilities in the amount of $725 million. The 2018 credit facility consists
of a $650 million U.S. dollar term loan (the term loan) and a multicurrency revolving line of credit (the revolver) with
a principal amount of up to $500 million. The revolver also contains a $300 million standby letter of credit sub-facility
and a $50 million swingline sub-facility. Both the term loan and the revolver mature on January 5, 2023, and can be
repaid without penalty. Amounts repaid on the term loan may not be reborrowed and amounts borrowed under the
revolver, during the credit facility term may be repaid and reborrowed until the revolver's maturity, at which time all
outstanding loans together with all accrued and unpaid interest must be repaid. Amounts not borrowed under the
revolver are subject to a commitment fee, which is paid in arrears on the last day of each fiscal quarter, ranging from
0.18% to 0.35% per annum depending on our total leverage ratio as of the most recently ended fiscal quarter.
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The 2018 credit facility permits us and certain of our foreign subsidiaries to borrow in U.S. dollars, euros, British
pounds, or, with lender approval, other currencies readily convertible into U.S. dollars. All obligations under the 2018
credit facility are guaranteed by Itron, Inc. and material U.S. domestic subsidiaries and are secured by a pledge of
substantially all of the assets of Itron, Inc. and material U.S. domestic subsidiaries, including a pledge of their related
assets. This includes a pledge of 100% of the capital stock of material U.S. domestic subsidiaries and up to 66% of the
voting stock (100% of the non-voting stock) of first-tier foreign subsidiaries. In addition, the obligations of any
foreign subsidiary who is a foreign borrower, as defined by the 2018 credit facility, are guaranteed by the foreign
subsidiary and by its direct and indirect foreign parents. The 2018 credit facility includes debt

12

Edgar Filing: ITRON INC /WA/ - Form 10-Q

24



Table of Contents

covenants, which contain certain financial thresholds and place certain restrictions on the incurrence of debt,
investments, and the issuance of dividends. We were in compliance with the debt covenants under the 2018 credit
facility at March 31, 2018.

Under the 2018 credit facility, we elect applicable market interest rates for both the term loan and any outstanding
revolving loans. We also pay an applicable margin, which is based on our total leverage ratio (as defined in the credit
agreement). The applicable rates per annum may be based on either: (1) the LIBOR rate or EURIBOR rate (subject to
a floor of 0%), plus an applicable margin, or (2) the Alternate Base Rate, plus an applicable margin. The Alternate
Base Rate election is equal to the greatest of three rates: (i) the prime rate, (ii) the Federal Reserve effective rate plus
0.50%, or (iii) one-month LIBOR plus 1.00%. At March 31, 2018, the interest rate for both the term loan and the USD
revolver was 3.88%, which includes the LIBOR rate plus a margin of 2.00%. At March 31, 2018, the interest rate for
the EUR revolver was 2.00% (the EURIBOR floor rate plus a margin of 2.00%).

Senior Notes
On December 22, 2017 and January 19, 2018, we issued $300 million and $100 million, respectively, of aggregate
principal amount of 5.00% senior notes maturing January 15, 2026 (Notes). The proceeds were used to refinance
existing indebtedness related to the acquisition of SSNI, pay related fees and expenses, and for general corporate
purposes. Interest on the Notes will be payable semi-annually in arrears on January 15 and July 15, commencing on
July 15, 2018. The Notes are fully and unconditionally guaranteed, jointly and severally, on a senior unsecured basis
by each of our subsidiaries that guarantee the senior credit facilities.

Prior to maturity we may redeem some or all of the Notes, together with accrued and unpaid interest, if any, plus a
"make-whole" premium. On or after January 15, 2021, we may redeem some or all of the Notes at any time at
declining redemption prices equal to 102.50% beginning on January 15, 2021, 101.25% beginning on January 15,
2022 and 100.00% beginning on January 15, 2023 and thereafter to the applicable redemption date. In addition, before
January 15, 2021, and subject to certain conditions, we may redeem up to 35% of the aggregate principal amount of
Notes with the net proceeds of certain equity offerings at 105.00% of the principal amount thereof to the date of
redemption; provided that (i) at least 65% of the aggregate principal amount of Notes remains outstanding after such
redemption and (ii) the redemption occurs within 60 days of the closing of any such equity offering.

Debt Maturities
The amount of required minimum principal payments on our long-term debt in aggregate over the next five years, are
as follows:
Year Ending December 31, Minimum Payments

(in thousands)
2018 (amount remaining at March 31, 2018) $ 12,188
2019 28,438
2020 44,777
2021 60,937
2022 65,000
2023 534,437
Total minimum payments on debt $ 745,777
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Note 7:    Derivative Financial Instruments

As part of our risk management strategy, we use derivative instruments to hedge certain foreign currency and interest
rate exposures. Refer to Note 13 and Note 14 for additional disclosures on our derivative instruments.

The fair values of our derivative instruments are determined using the income approach and significant other
observable inputs (also known as "Level 2"). We have used observable market inputs based on the type of derivative
and the nature of the underlying instrument. The key inputs include interest rate yield curves (swap rates and futures)
and foreign exchange spot and forward rates, all of which are available in an active market. We have utilized the
mid-market pricing convention for these inputs. We include, as a discount to the derivative asset, the effect of our
counterparty credit risk based on current published credit default swap rates when the net fair value of our derivative
instruments is in a net asset position. We consider our own nonperformance risk when the net fair value of our
derivative instruments is in a net liability position by discounting our derivative liabilities to reflect the potential credit
risk to our counterparty through applying a current market indicative credit spread to all cash flows.

The fair values of our derivative instruments were as follows:
Fair Value

Asset Derivatives Balance Sheet Location March 31,
2018

December 31,
2017

Derivatives designated as hedging instruments under ASC
815-20 (in thousands)

Interest rate swap contracts Other current assets $1,303 $ 658
Interest rate cap contracts Other current assets 74 17
Interest rate swap contracts Other long-term assets 2,226 1,712
Interest rate cap contracts Other long-term assets 310 179
Derivatives not designated as hedging instruments under ASC
815-20
Foreign exchange forward contracts Other current assets 44 41
Interest rate cap contracts Other current assets 111 25
Interest rate cap contracts Other long-term assets 464 268
Total asset derivatives $4,532 $ 2,900

Liability Derivatives
Derivatives not designated as hedging instruments under ASC
815-20
Foreign exchange forward contracts Other current liabilities $356 $ 289

The changes in accumulated other comprehensive income (loss) (AOCI), net of tax, for our derivative and
nonderivative hedging instruments, were as follows:

2018 2017
(in thousands)

Net unrealized gain (loss) on hedging instruments at January 1, $(13,414) $(14,337)
Unrealized gain (loss) on hedging instruments 1,183 60
Realized loss (gain) reclassified into net income (14 ) 232
Net unrealized gain (loss) on hedging instruments at March 31, $(12,245) $(14,045)

Reclassification of amounts related to hedging instruments are included in interest expense in the Consolidated
Statements of Operations for the periods ended March 31, 2018 and 2017. Included in the net unrealized loss on
hedging instruments at March 31, 2018 and 2017 is a loss of $14.4 million, net of tax, related to our nonderivative net
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time when earnings are impacted by a sale or liquidation of the associated foreign operation.
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A summary of the effect of netting arrangements on our financial position related to the offsetting of our recognized
derivative assets and liabilities under master netting arrangements or similar agreements is as follows:

Offsetting of Derivative Assets

Gross
Amounts
of
Recognized
Assets
Presented
in
the
Consolidated
Balance
Sheets

Gross Amounts Not
Offset in the
Consolidated Balance
Sheets

Derivative
Financial
Instruments

Cash
Collateral
Received

Net
Amount

(in thousands)
March 31, 2018 $4,532 $ (128 ) $ —$ 4,404

December 31, 2017 $2,900 $ (90 ) $ —$ 2,810

Offsetting of Derivative Liabilities

Gross
Amounts
of
Recognized
Liabilities
Presented
in
the
Consolidated
Balance
Sheets

Gross Amounts Not
Offset in the
Consolidated Balance
Sheets

Derivative
Financial
Instruments

Cash
Collateral
Pledged

Net
Amount

(in thousands)
March 31, 2018 $356 $ (128 ) $ —$ 228

December 31, 2017 $289 $ (90 ) $ —$ 199

Our derivative assets and liabilities subject to netting arrangements consist of foreign exchange forward and interest
rate contracts with three counterparties at March 31, 2018 and December 31, 2017. No derivative asset or liability
balance with any of our counterparties was individually significant at March 31, 2018 or December 31, 2017. Our
derivative contracts with each of these counterparties exist under agreements that provide for the net settlement of all
contracts through a single payment in a single currency in the event of default. We have no pledges of cash collateral
against our obligations nor have we received pledges of cash collateral from our counterparties under the associated
derivative contracts.

Cash Flow Hedges
As a result of our floating rate debt, we are exposed to variability in our cash flows from changes in the applicable
interest rate index. We enter into interest rate caps and swaps to reduce the variability of cash flows from increases in
the LIBOR based borrowing rates on our floating rate credit facility. These instruments do not protect us from changes
to the applicable margin under our credit facility. At March 31, 2018, our LIBOR-based debt balance was $690.0
million.
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In October 2015, we entered into an interest rate swap, which is effective from August 31, 2016 to June 23, 2020, and
converts $214 million of our LIBOR based debt from a floating LIBOR interest rate to a fixed interest rate of 1.42%
(excluding the applicable margin on the debt). The notional balance will amortize to maturity at the same rate as
required minimum payments on our term loan. The cash flow hedge is expected to be highly effective in achieving
offsetting cash flows attributable to the hedged risk through the term of the hedge. Consequently, effective changes in
the fair value of the interest rate swap is recognized as a component of other comprehensive income (OCI) and will be
recognized in earnings when the hedged item affects earnings. The amounts paid or received on the hedge are
recognized as an adjustment to interest expense. The amount of net gains expected to be reclassified into earnings in
the next 12 months is $1.3 million.

In November 2015, we entered into three interest rate cap contracts with a total notional amount of $100 million at a
cost of $1.7 million. The interest rate cap contracts expire on June 23, 2020 and were entered into in order to limit our
interest rate exposure on $100 million of our variable LIBOR based debt up to 2.00%. In the event LIBOR is higher
than 2.00%, we will pay interest at the capped rate of 2.00% with respect to the $100 million notional amount of such
agreements. As of December 31, 2016, due to the accelerated revolver payments from surplus cash, we elected to
de-designate two of the interest rate cap contracts as cash flow hedges and discontinued the use of cash flow hedge
accounting. The amounts recognized in AOCI from de-designated interest rate cap contracts will continue to be
reported in AOCI unless it is not probable that the forecasted transactions will occur. As a result of the discontinuance
of cash flow hedge accounting, all subsequent changes in fair value of the de-designated derivative instruments are
recognized within interest expense instead of OCI. The amount of net losses expected to be reclassified into earnings
for all interest rate cap contracts in the next 12 months is $0.3 million.
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The before-tax effects of our derivative instruments designated as hedges on the Consolidated Balance Sheets and the
Consolidated Statements of Operations were as follows:
Derivatives in ASC
815-20
Cash Flow
Hedging Relationships

Amount of Gain (Loss)
Recognized in OCI on
Derivative (Effective
Portion)

Gain (Loss) Reclassified from Accumulated
AOCI into Income (Effective Portion)

Gain (Loss) Recognized in Income on
Derivative (Ineffective Portion)

Location Amount Location Amount

2018 2017 2018 2017 20182017

(in thousands) (in thousands) (in
thousands)

Three Months Ended
March 31,
Interest rate swap
contracts $ 1,247 $ 181 Interest expense $ 88 $ (335 ) Interest expense $ —$ —

Interest rate cap
contracts 188 (84 ) Interest expense (70 ) (43 ) Interest expense — —

Derivatives Not Designated as Hedging Relationships
We are also exposed to foreign exchange risk when we enter into non-functional currency transactions, both
intercompany and third party. At each period-end, non-functional currency monetary assets and liabilities are revalued
with the change recognized to other income and expense. We enter into monthly foreign exchange forward contracts,
which are not designated for hedge accounting, with the intent to reduce earnings volatility associated with currency
exposures. As of March 31, 2018, a total of 57 contracts were offsetting our exposures from the Euro, Saudi Riyal,
Indian Rupee, Chinese Yuan, Indonesian Rupiah, and various other currencies, with notional amounts ranging
from $93,000 to $47.5 million.

The effect of our derivative instruments not designated as hedges on the Consolidated Statements of Operations was
as follows:

Derivatives Not Designated as Hedging Instrument under ASC
815-20 Location

Gain (Loss)
Recognized on
Derivatives in
Other Income
(Expense)
Three Months
Ended March 31,
2018 2017
(in thousands)

Foreign exchange forward contracts Other income (expense),
net $(1,523) $(1,742)

Interest rate cap contracts Interest expense 282 (126 )

Note 8:    Defined Benefit Pension Plans

We sponsor both funded and unfunded defined benefit pension plans offering death and disability, retirement, and
special termination benefits for our international employees, primarily in Germany, France, Italy, Indonesia, Brazil,
and Spain. The defined benefit obligation is calculated annually by using the projected unit credit method. The
measurement date for the pension plans was December 31, 2017.

Amounts recognized on the Consolidated Balance Sheets consist of:
March 31, 2018 December 31, 2017
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(in thousands)
Assets
Plan assets in other
long-term assets $ 1,054 $ 991

Liabilities
Current portion of
pension benefit
obligation in
wages and benefits
payable

3,291 3,260

Long-term portion
of pension benefit
obligation

100,045 95,717

Pension benefit
obligation, net $ 102,282 $ 97,986

Our asset investment strategy focuses on maintaining a portfolio using primarily insurance funds, which are accounted
for as investments and measured at fair value, in order to achieve our long-term investment objectives on a risk
adjusted basis. Our general funding policy for these qualified pension plans is to contribute amounts sufficient to
satisfy regulatory funding standards of the respective countries for each plan.
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Net periodic pension benefit costs for our plans include the following components:
Three Months
Ended March 31,
2018 2017
(in thousands)

Service cost $1,049 $928
Interest cost 609 525
Expected return on plan assets (181 ) (146 )
Amortization of actuarial net loss 403 391
Amortization of unrecognized prior service costs 17 15
Net periodic benefit cost $1,897 $1,713

The components of net periodic benefit cost, other than the service cost component, are included in total other income
(expense) on the Consolidated Statements of Operations.

Note 9:    Stock-Based Compensation

We maintain the Second Amended and Restated 2010 Stock Incentive Plan (Stock Incentive Plan), which allows us to
grant stock-based compensation awards, including stock options, restricted stock units, phantom stock, and
unrestricted stock units. Under the Stock Incentive Plan, we have 10,473,956 shares of common stock reserved and
authorized for issuance subject to stock splits, dividends, and other similar events. At March 31, 2018, 4,215,490
shares were available for grant under the Stock Incentive Plan. We issue new shares of common stock upon the
exercise of stock options or when vesting conditions on restricted stock units are fully satisfied. These shares are
subject to a fungible share provision such that the authorized share reserve is reduced by (i) one share for every one
share subject to a stock option or share appreciation right granted under the Plan and (ii) 1.7 shares for every one share
of common stock that was subject to an award other than an option or share appreciation right.

As a part of the acquisition of SSNI, we reserved and authorized 730,457 shares of Itron common stock to be issued
for certain Silver Spring Network common stock awards that were converted to Itron common stock awards at
acquisition date pursuant to the Agreement and Plan of Merger (SSNI Plan). New stock based compensation awards
from the SSNI Plan may only be made to previous and newly hired employees of SSNI. The shares were converted
from the Silver Spring Networks, Inc. 2012 Equity Incentive Plan, Non-Plan Inducement Stock Options, Non-Plan
Inducement Restricted Stock Units and Non-Plan Inducement Performance Stock Units. There is no fungible share
provision. As of March 31, 2018, 142,336 shares were available for grant under the SSNI Plan.

We also periodically award phantom stock units, which are settled in cash upon vesting and accounted for as
liability-based awards with no impact to the shares available for grant.

In addition, we maintain the Employee Stock Purchase Plan (ESPP), for which approximately 331,993 shares of
common stock were available for future issuance at March 31, 2018.

Unrestricted stock and ESPP activity for the three months ended March 31, 2018 and 2017 was not significant.

Stock-Based Compensation Expense
Total stock-based compensation expense and the related tax benefit were as follows:

Three Months
Ended March
31,
2018 2017
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(in thousands)
Stock options $831 $659
Restricted stock units 7,057 4,297
Unrestricted stock awards 207 255
Phantom stock units 690 392
Total stock-based compensation $8,785 $5,603

Related tax benefit $1,534 $1,228
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Stock Options
A summary of our stock option activity is as follows:

Shares
Weighted
Average Exercise
Price per Share

Weighted Average
Remaining
Contractual Life

Aggregate
Intrinsic Value

Weighted
Average Grant
Date Fair Value

(in thousands) (years) (in thousands)
Outstanding, January 1, 2017 959 $ 45.64 6.6 $ 19,125
Granted 121 65.55 $ 22.01
Exercised (5 ) 35.29 120
Outstanding, March 31, 2017 1,075 $ 47.92 6.7 $ 17,236

Outstanding, January 1, 2018 956 $ 47.10 6.3 $ 21,965
Converted upon acquisition 42 51.86 $ 14.86
Granted 101 69.30 $ 24.83
Exercised (62 ) 40.31 2,104
Forfeited (3 ) 72.25
Expired (7 ) 95.96
Outstanding, March 31, 2018 1,027 $ 49.49 6.5 $ 24,051

Exercisable March 31, 2018 716 $ 45.96 5.5 $ 19,725

Expected to vest, March 31, 2018 308 $ 57.74 8.9 $ 4,255

At March 31, 2018, total unrecognized stock-based compensation expense related to nonvested stock options was
$5.0 million, which is expected to be recognized over a weighted average period of approximately 1.8 years.

The weighted-average assumptions used to estimate the fair value of stock options granted and the resulting weighted
average fair value are as follows:

Three Months
Ended March
31,
2018 2017

Expected volatility 30.9% 32.7%
Risk-free interest rate 2.8 % 2.0 %
Expected term (years) 6.1 5.5
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Restricted Stock Units
The following table summarizes restricted stock unit activity:

Number of
Restricted Stock Units

Weighted
Average Grant
Date Fair Value

Aggregate
Intrinsic Value

(in thousands) (in thousands)
Outstanding, January 1, 2017 701
Granted 131 $ 63.12
Released (317 ) $ 12,066
Forfeited (3 )
Outstanding, March 31, 2017 512

Outstanding, January 1, 2018 556 $ 47.68
Converted upon acquisition 579 69.40
Granted 136 69.30
Released (352 ) 47.18 $ 17,231
Forfeited (28 ) 68.44
Outstanding, March 31, 2018 891 63.72

Vested but not released, March 31, 2018 10 $ 729

Expected to vest, March 31, 2018 788 $ 56,369

At March 31, 2018, total unrecognized compensation expense on restricted stock units was $61.3 million, which is
expected to be recognized over a weighted average period of approximately 2.4 years.
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