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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)

STERICYCLE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (LOSS)

(Unaudited)

In millions, except per share data

Revenues

Cost of revenues

Gross profit

Selling, general and administrative expenses

Income from operations

Interest expense, net

Other expense, net

Income (loss) before income taxes

Income tax (expense) benefit

Net income (loss)

Net loss (income) attributable to noncontrolling interests
Net income (loss) attributable to Stericycle, Inc.
Mandatory convertible preferred stock dividend

Gain on repurchases of preferred stock

Net income (loss) attributable to Stericycle, Inc. common shareholders
Earnings (loss) per common share attributable to Stericycle, Inc. common
shareholders:

Basic

Diluted

Weighted average number of common shares outstanding:
Basic

Diluted

See accompanying Notes to Condensed Consolidated Financial Statements.
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Three Months
Ended
September 30,
2018 2017
$854.9 $882.8
5194 514.7
3355 368.1
2672 2745
68.3 93.6
27.7) (24.5)
62 ) 3 )
34.4 66.8
(10.9) (27.8)
23.5 39.0
23.5 39.0
@84 ) (89 )
2.4 5.4
$17.5 $35.5
$0.20 $0.42
$0.20 $0.41
86.7 85.3
86.8 85.6

Nine Months Ended
September 30,
2018 2017
$2,633.2 $2,692.9
1,5859 1,574.4
1,047.3 1,118.5
862.5 1,102.7
184.8 15.8
773 ) (715
6.8 ) (55
100.7 (61.2
27.1 ) 146
73.6 (46.6
0.1 0.2
73.7 (46.8
255 ) (@275
16.9 14.4
$65.1 $(59.9
$0.76 $(0.70
$0.76 $(0.70
85.9 85.3
86.1 85.3
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STERICYCLE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)

In millions
Three Months
Ended
September 30,
2018 2017
Net income (loss) $23.5 $39.0

Other comprehensive income (loss):

Foreign currency translation adjustments 3.0 30.2
Amortization of cash flow hedge into income, net of tax expense ($0.1 and $0.2, and

$0.3 and $0.5) for the three and nine months ended September 30, 2018 and 2017,

respectively) 0.3 0.3
Change in fair value of cash flow hedge, net of tax expense ($0.0 and $0.0, and $0.0

and $0.1 for the three and nine months ended September 30, 2018 and 2017,

respectively) - -

Total other comprehensive income (loss) 33 30.5
Comprehensive Income 26.8  69.5
Less: comprehensive income (loss) attributable to noncontrolling interests - 0.4

Comprehensive income attributable to Stericycle, Inc. common shareholders $26.8 $69.1

See accompanying Notes to Condensed Consolidated Financial Statements.
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Nine Months
Ended
September 30,
2018 2017
$73.6 $(46.6)

(56.9) 80.8
08 08
: 0.2
(56.1) 81.8
175 352
0.7 ) 1.1
$18.2  $34.1
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STERICYCLE, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

In millions, except per share data
September 30, December

2018 31,2017
ASSETS
Current Assets:
Cash and cash equivalents $ 52.0 $42.2
Accounts receivable, less allowance for doubtful accounts of $70.2 in 2018 and $65.2 in
2017 607.4 624.1
Prepaid expenses 94.5 80.0
Other current assets 49.2 46.3
Assets held for sale - 20.8
Total Current Assets 803.1 813.4
Property, plant and equipment, less accumulated depreciation of $691.1 in 2018 and
$603.2 in 2017 755.1 741.0
Goodwill 3,613.8 3,604.0
Intangible assets, less accumulated amortization of $473.5 in 2018 and $392.5 in 2017 1,670.6 1,791.5
Other assets 60.3 38.4
Total Assets $ 6,902.9 $6,988.3
LIABILITIES AND EQUITY
Current Liabilities:
Current portion of long-term debt $ 109.3 $119.5
Bank overdrafts 79 7.0
Accounts payable 222.8 195.2
Accrued liabilities 358.5 588.1
Other current liabilities 50.8 54.5
Liabilities held for sale - 5.1
Total Current Liabilities 749.3 969.4
Long-term debt, net 2,720.8 2,615.3
Deferred income taxes 380.6 371.1
Long-term taxes payable 54.4 55.8
Other liabilities 65.2 68.1
Total Liabilities 3,970.3 4,079.7
Commitments and contingencies
Equity:
Preferred stock (par value $0.01 per share, 1.0 shares authorized), mandatory convertible
preferred stock, Series A, 0.0 and 0.7 issued and outstanding in 2018 and 2017,
respectively - -
Common stock (par value $0.01 per share, 120.0 shares authorized, 90.6 and 85.5 issued
and outstanding in 2018 and 2017, respectively) 0.9 0.9
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Additional paid-in capital 1,155.5
Retained earnings 2,107.6
Accumulated other comprehensive loss (342.5
Total Stericycle, Inc.’s Equity 2,921.5
Noncontrolling interests 11.1
Total Equity 2,932.6
Total Liabilities and Equity $ 6,902.9

See accompanying Notes to Condensed Consolidated Financial Statements.
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1,153.2
2,029.5
(287.0 )
2,896.6
12.0
2,908.6
$6,988.3
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STERICYCLE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

In millions

Nine Months Ended

September 30,

2018 2017
OPERATING ACTIVITIES:
Net income (loss) $73.6 $46.6 )
Adjustments to reconcile net income (loss) to net cash from operating activities:
Depreciation 95.6 88.7
Intangible amortization 96.6 88.5
Stock-based compensation expense 19.5 17.3
Deferred income taxes 9.5 (156.2 )
Asset impairment charges and loss on disposal of assets held for sale 26.8 28.1
Other, net 2.9 ) 1.2
Changes in operating assets and liabilities, net of the effects of acquisitions and divestitures:
Accounts receivable (1.8 ) 17.1
Prepaid expenses 225 ) (6.7 )
Accounts payable 17.8 33 )
Accrued liabilities (226.2 ) 364.1
Other assets and liabilities 3.9 0.2 )
Net cash from operating activities 89.9 392.0
INVESTING ACTIVITIES:
Capital expenditures 969 ) 1.7 )
Payments for acquisitions, net of cash acquired 396 ) (238 )
Proceeds from divestitures of businesses 25.2 1.2
Other, net 1.9 0.6
Net cash from investing activities (1094 ) (113.7 )
FINANCING ACTIVITIES:
Repayments of long-term debt and other obligations 449 ) 64 )
Proceeds from foreign bank debt 8.7 2.5
Repayment of foreign bank debt (149 ) (19.0 )
Repayment of term loan (35.6 ) (100.0 )
Proceeds from senior credit facility 1,334.2 1,269.3
Repayment of senior credit facility (1,189.1) (1,336.5)
Proceeds from bank overdrafts, net 0.9 18.2
Payments of capital lease obligations (5.1 ) (2.7 )
Payments of deferred financing costs - 2.7 )
Proceeds from issuance of common stock, net 20.1 5.0
Payments for repurchase of mandatory convertible preferred stock 172 ) (308 )
Dividends paid on mandatory convertible preferred stock 255 ) @75 )



Edgar Filing: STERICYCLE INC - Form 10-Q

Payments to noncontrolling interest

Net cash from financing activities

Effect of exchange rate changes on cash and cash equivalents
Net change in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

SUPPLEMENTAL CASH FLOW INFORMATION:
Net issuances of obligations for acquisitions

Capital expenditures in accounts payable

Interest paid during the period, net of capitalized interest
Income taxes paid during the period, net of refunds

See accompanying Notes to Condensed Consolidated Financial Statements.
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0.2
314
(2.1
9.8
422
$52.0

$27.7
$18.2
$62.2
$21.5

0.7

)

2713 )

1.0

8.0

442
$52.2

$7.8
$4.5
$58.9
$123.2
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STERICYCLE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF
CHANGES IN EQUITY

(Unaudited)

In millions
Stericycle, Inc. Equity

Accumulated
Additional Other

Preferred Common Paid-In  Retained Comprehensioncontrolling

Stock Stock Capital Earnings Loss Interests ~ Total Equity

SharesAmour$haresAmount
Balance as of January 1,
2017 07 $ - 8528%08 $1,166.5 $2,006.1 $ (367.6 )$ 10.6 $2,816.4
Net income 42.4 0.6 43.0
Currency translation
adjustment 79.3 1.2 80.5
Change in qualifying cash
flow hedge,
net of tax 1.3 1.3

Issuance of common stock

for exercise of options and

employee stock purchases,

net 03 0.1 17.2 17.3
Repurchase and cancellation

of convertible preferred

stock - - G515 ) 173 342 )
Preferred stock dividend (36.3 ) 363 )
Stock compensation expense 21.3 21.3
Payments to noncontrolling

interest 0.3 ) 04 ) (0.7 )
Balance as of December 31,

2017 0.7 - 855 09 1,153.2  2,029.5 287.0 ) 12.0 2,908.6
Net income 73.7 (0.1 ) 73.6
Currency translation

adjustment (56.3 ) (0.6 ) (569 )
Change in qualifying cash

flow hedge,

net of tax 0.8 - 0.8
Issuance of common stock 04 16.9 16.9

for exercise of options and
employee stock purchases,

11
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net

Repurchase and cancellation

of convertible preferred

stock 0.1) 341 ) 169
Conversion of convertible

preferred stock to common

stock (0.6) 4.7

Preferred stock dividend 255 )
Stock compensation expense 19.5

Payments to noncontrolling

interest (0.2
Cumulative effect of new

accounting standard (see

Note 1) 13.0
Balance as of September 30,
2018 - $ - 90.6%$09 $1,1555 $2,107.6 $ (3425 ) $ 11.1

See accompanying Notes to Condensed Consolidated Financial Statements.
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17.2

(25.5
19.5

0.2

13.0

$2,932.6
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STERICYCLE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(In millions, except per share data and unless otherwise indicated)

9 v on nn

Unless the context requires otherwise, “Company”, “Stericycle”, "we," "us" or "our" refers to Stericycle, Inc. on a
consolidated basis.

NOTE 1 — BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business

We are a multi-national business-to-business services company with a focus on regulated and compliance solutions for
healthcare, retail, and commercial businesses. This includes the collection and processing of regulated and specialized
waste for disposal and the collection of personal and confidential information for secure destruction, plus a variety of
training, consulting, recall/return, communication, and compliance services.

We were incorporated in 1989. Today, we maintain operations in the United States (“U.S.”), Argentina, Australia,
Belgium, Brazil, Canada, Chile, France, Germany, Ireland, Japan, Luxembourg, Mexico, the Netherlands, Portugal,
Republic of Korea, Romania, Singapore, Spain, and the United Kingdom (“U.K.”) and serve a diverse customer base of
more than one million.

Summary of Significant Accounting Policies

Basis of Presentation: The accompanying Condensed Consolidated Financial Statements include the accounts of
Stericycle, Inc. and its subsidiaries. All intercompany accounts and transactions have been eliminated in

consolidation. The Company's Condensed Consolidated Financial Statements were prepared in accordance with

United States’ Generally Accepted Accounting Principles (“U.S. GAAP”) and include the assets, liabilities, revenues and
expenses of all wholly-owned subsidiaries and majority-owned subsidiaries over which the Company exercises

control. Outside shareholders' interests in subsidiaries are shown on the Condensed Consolidated Financial

Statements as “Noncontrolling interests."

The accompanying unaudited Condensed Consolidated Financial Statements as of September 30, 2018 and for the

three and nine months ended September 30, 2018 and 2017 have been prepared pursuant to the rules and regulations

of the Securities and Exchange Commission (“SEC”) for interim reporting and, therefore, do not include all information
and footnote disclosures normally included in audited financial statements prepared in conformity with U.S.

GAAP. However, in the opinion of management, all adjustments, consisting of normal recurring adjustments,
necessary to present fairly the results of operations, financial position and cash flows have been made. These
Condensed Consolidated Financial Statements should be read in conjunction with the consolidated financial

statements and notes thereto included in the Annual Report Form 10-K for the year ended December 31, 2017 (the
“2017 Form 10-K”). The results of operations for any interim period are not necessarily indicative of the results of
operations to be expected for the full year.

2018 Q3 10-Q Report Stericycle, Inc. * 8
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Use of Estimates: The preparation of financial statements in conformity with U.S. GAAP requires us to make
estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Some
areas where we make estimates include our allowance for doubtful accounts, credit memo reserve, accrued employee
health and welfare benefits, environmental liabilities, stock-based compensation expense, income tax liabilities,
accrued auto and workers’ compensation insurance claims, intangible asset valuations and goodwill impairment. Such
estimates are based on historical trends and on various other assumptions that are believed to be reasonable under the
circumstances. Actual results could differ from our estimates.

The following information updates the description of significant accounting policies contained in Note 1 — Basis of
Presentation and Summary of Significant Accounting Policies in our Consolidated Financial Statements included in
the Company’s 2017 Form 10-K.

Highly Inflationary Economy: Effective July 1, 2018, as a result of the three-year cumulative inflation exceeding
100% and under the guidance given in ASC 830 “Foreign Currency Matters”, Argentina was classified as a highly
inflationary economy. Accordingly, the Company recognized, in Other expense, net, a foreign exchange loss of $5.0
million arising from the remeasurement of our Argentinian peso denominated net monetary assets during the three
months ended September 30, 2018.

Nonmonetary assets, liabilities and related expenses are measured using historical exchange rates and do not fluctuate
with changes in the local exchange rate.

As of September 30, 2018, our Argentinian peso denominated net monetary assets amounted to approximately 430
million Argentinian pesos or $10.5 million.

Adoption of New Accounting Standards:
Revenue Recognition

Effective January 1, 2018, the Company adopted ASU No. 2014-19, “Revenue from Contracts with Customers” (“ASC
606”) using the modified retrospective method for all contracts that were not completed as of the date of adoption. The
results of operations for reported periods after January 1, 2018 are presented under this amended guidance, while prior
period amounts are reported in accordance with ASC 605 Revenue Recognition, which is also referred to herein as
“legacy U.S. GAAP” or historical guidance.

The impact of adopting ASC 606 relates to (i) the deferral of certain costs associated with obtaining contracts with
customers, which were previously expensed as incurred, but under the new guidance are capitalized as Other current
assets and Other assets and amortized to Selling, general and administrative expenses (“SG&A”) over the expected
period of benefit to be received, (ii) the write off of deferred installation costs, which were capitalized as Prepaid
expenses under legacy U.S. GAAP but are expensed as incurred under ASC 606 and (iii) an increase in Deferred
income tax liabilities with respect to the tax impact associated with these items. We recognized a net increase to
Retained earnings of $13.0 million as of January 1, 2018 for the cumulative effect of adopting ASC 606. This was
comprised of $22.9 million associated with the capitalization of contract acquisition costs offset by a $4.9 million
write off of deferred installation costs and $5.0 million to recognize Deferred income tax liabilities.

The impact to Income from operations from the adoption of ASC 606 was a decrease in SG&A of $1.3 million and
$7.6 million for the three and nine months ended September 30, 2018, respectively.

15
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Definition of a Business

Effective January 1, 2018, the Company adopted ASU No. 2017-01, “Clarifying the Definition of a Business” (“ASU
2017-01”), which provides guidance to clarify the definition of a business with the objective of adding guidance to
assist entities with evaluating whether transactions should be accounted for as acquisitions (or disposals) of assets or
businesses. The amendments in ASU 2017-01 provide a screen to determine when an integrated set of assets and
activities (collectively referred to as a “set”) is not a business. The screen requires that when substantially all of the fair
value of the gross assets acquired (or disposed of) is concentrated in a single identifiable asset or a group of similar
identifiable assets, the set is not a business. This screen reduces the number of transactions that need to be further
evaluated. If the screen is not met, the amendments require that to be considered a business, a set must include, at a
minimum, an input and a substantive process that together significantly contribute to the ability to create output and
remove the evaluation of whether a market participant could replace the missing elements. The guidance in ASU
2017-01 was applied in evaluating the transactions discussed in Note 3 — Acquisitions, but did not otherwise impact the
accompanying Condensed Consolidated Financial Statements. Due to the number of acquisitions the Company
completes in any year, there may be instances where the acquisition will be determined to be an acquisition of assets
instead of a business. The Company believes this will be a minority of the acquisitions completed in any year and that
there will not be a material impact to our financial statements.

Intra-Entity Transfers of Assets Other Than Inventory

On January 1, 2018, the Company adopted the guidance in ASU No. 2016-16, “Intra-Entity Transfers of Assets Other
Than Inventory” (“ASU 2016-16"). ASU 2016-16 requires the income tax consequences of an intra-entity transfer of an
asset other than inventory to be recognized when the transfer occurs, instead of when the asset is sold to an outside
party. The Company’s adoption of ASU 2016-16 did not have an impact on the accompanying Condensed
Consolidated Financial Statements.

Compensation — Stock Compensation

On January 1, 2018, the Company adopted ASU No. 2017-09, “Compensation — Stock Compensation (Topic 718):
Scope of Modification Accounting” (“ASU 2017-09). ASU 2017-09 clarifies when to account for a change to the terms
or conditions of a share-based payment award as a modification. Under the new guidance, modification accounting is
required only if the fair value, the vesting conditions, or the classification of the award (as equity or liability) changes

as a result of the change in terms or conditions. The Company’s adoption of ASU 2017-09 did not have an impact on
the accompanying Condensed Consolidated Financial Statements.

Accounting Standards Issued But Not Yet Adopted
Leases

In February 2016, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2016-02, “Leases” (Topic 842)
(“ASU 2016-02”). This guidance will require lessees to record a right-of-use asset and lease liability on the balance
sheet for all leases with terms of more than 12 months. ASU 2016-02 also requires certain quantitative and qualitative
disclosures. Accounting guidance for lessors is largely unchanged. The guidance must be applied at one of two
application dates using a modified retrospective method. A cumulative effect adjustment to retained earnings will be
recorded at the beginning of the earliest period presented or the effective date depending on the application date
selected. This ASU is effective for the Company beginning January 1, 2019, and the Company expects to apply the
standard’s transition

17
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provisions, and record the cumulative adjustment as of that date. In addition, the Company expects to avail itself of
the package of practical expedients allowing the Company not to reassess (a) whether any expired or existing contact
contains a lease, (b) the lease classification of any expired or existing leases, and (c) the initial direct costs for any
existing leases. The Company previously engaged a third party service provider to assist in its implementation of the
new leases standard and is continuing to gather, document and analyze lease agreements related to this ASU and
anticipates recognizing material right-of-use assets and related liabilities upon adoption. The Company has also
selected and is advancing the process of implementing a software package, including user acceptance testing and
training, to manage and account for leases under the new guidance. Additionally, the Company is continuing to
monitor industry activities and any additional guidance provided by or changed by regulators, standards setters, or the
accounting profession to adjust the Company’s assessment and implementation plans accordingly.

Derivatives and Hedging

In August 2017, the FASB issued ASU No. 2017-12, “Derivatives and Hedging” (Topic 815): Targeted Improvements
to Accounting for Hedging Activities (“ASU 2017-12”). ASU 2017-12 amends the hedge accounting recognition and
presentation requirements with the objective of improving the financial reporting of hedging relationships to better
portray the economic results of an entity’s risk management activities in its financial statements and enhance the
transparency and understandability of hedge transactions. In addition, ASU 2017-12 makes improvements to simplify
the application of the hedge accounting guidance. ASU 2017-12 is effective for us on January 1, 2019, with early
adoption permitted. The Company does not expect the adoption to materially impact our Condensed Consolidated
Financial Statements.

Financial Instrument Credit Losses

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments — Credit Losses” (“ASU 2016-13"") associated
with the measurement of credit losses on financial instruments. ASU 2016-13 replaces the current incurred loss
impairment methodology of recognizing credit losses when a loss is probable, with a methodology that reflects

expected credit losses and requires consideration of a broader range of reasonable and supportable information to

assess credit loss estimates. The amended guidance is effective for us on January 1, 2020, with early adoption
permitted beginning January 1, 2019. We are evaluating the impact on our Condensed Consolidated Financial
Statements.

Stranded Tax Effects

In February 2018, the FASB issued ASU 2018-02, “Income Statement - Reporting Comprehensive Income:
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income” (“ASU 2018-02”), which
allows for stranded tax effects in accumulated other comprehensive income resulting from the U.S. Tax Cuts and Jobs
Act of 2017 (the “Act”) to be reclassified to retained earnings. ASU 2018-02 is effective for interim and annual periods
beginning after December 15, 2018. We will adopt ASU 2018-02 on January 1, 2019. The adoption of ASU 2018-02
will result in a reclassification between accumulated other comprehensive income and retained earnings, and will have
no impact on our results of operations or financial position.

Implementation Costs Incurred in a Cloud Computing Arrangement
In August 2018, the FASB issued ASU 2018-15, “Goodwill and Other Intangibles- Internal Use Software — Customer’s

Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a Service Contract” (“ASU
2018-15”). ASU 2018-15 aligns the requirements for capitalizing implementation

19
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costs incurred in a hosting arrangement that is a service contract with the requirements for capitalizing implementation
costs for internal-use software. The accounting for any hosting contract is unchanged. ASU 2018-15 is effective for
us on January 1, 2020 with early adoption permitted, including adoption in any interim period. We are evaluating the
impact on our Condensed Consolidated Financial Statements.

NOTE 2 - REVENUES FROM CONTRACTS WITH CUSTOMERS

In accordance with ASC 606, revenue is recognized when a customer obtains control of promised goods or

services. The amount of revenue recognized reflects the consideration to which the Company expects to be entitled to
receive in exchange for these goods or services. Revenue is recognized net of revenue-based taxes assessed by
governmental authorities.

The Company provides regulated and compliance services, which include the collection and processing of regulated
and specialized waste for disposal, the collection of personal and confidential information for secure destruction,
recall and returns (“Expert Solutions”) and communication services. The associated activities for each of these are a
series of distinct services that are substantially the same and have the same pattern of transfer over time; therefore, the
respective services are treated as a single performance obligation.

The Company recognizes revenue by applying the right to invoice practical expedient as our right to consideration
corresponds directly to the value provided to the customer for performance to date. Revenues for our Medical Waste
Solutions and Secure Information Destruction Services are recognized upon waste collection. Our Compliance
Solution revenues are recognized over the contractual service period. Revenues from Hazardous Waste Solutions and
Manufacturing and Industrial Services are recognized at the time the waste is received by a facility with an appropriate
permit, either our processing facility or a third party. Revenues from Communication Services and Expert Solutions
are recorded as the services are performed.

Our customers typically enter into a contract for the provision of services on a regular and scheduled basis, e.g.
weekly, monthly or on an as needed basis over the contract term. Under the contract terms, the Company receives
fees based on a monthly, quarterly or annual rate or fees based on contractual rates depending upon measures
including the volume, weight and type of waste, number and size of containers collected, weight and type of shredded
paper and number of call minutes.

Amounts are invoiced based on the terms of the underlying contract either on a regular basis, e.g., monthly or

quarterly, or as services are performed and are generally due within a short period of time after invoicing based upon
normal terms and conditions for our business type and the geography of the services performed.
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The following table presents our revenues disaggregated by service and primary geographical regions, and includes a

reconciliation of disaggregated revenue to revenue reported by our reportable segments, Domestic and Canada

Regulated Waste and Compliance Services (“RCS”) and International RCS:

In millions

Reportable Segment

Revenues by Service:

Medical Waste and Compliance Solutions
Secure Information Destruction Services
Manufacturing and Industrial Services
Hazardous Waste Solutions
Communication Services

Expert Solutions
Total

In millions

Reportable Segment

Revenues by Service:

Medical Waste and Compliance Solutions
Secure Information Destruction Services
Manufacturing and Industrial Services
Hazardous Waste Solutions
Communication Services

Expert Solutions
Total

Accounts Receivable

Accounts receivable are recorded when invoiced or when goods or services are provided. The carrying value of our

Three Months Ended September 30, 2018

Domestic and
Canada RCS
United
States Canada
$283.4 $9.7
1784 16.3
62.9 5.4
8.0 -
- 3.5
- 2.7
$606.7 $ 37.6

International  All
RCS Other
United
EuropeOthers States Total
$589 $42.6 $- $394.6
29.9 3.0 - 227.6
1.0 938 - 79.1
- - - 82.0
40 - 372 447
1.9 - 223 269
$95.7 $55.4 $59.5 $854.9

Nine Months Ended September 30, 2018

Domestic and
Canada RCS
United

States Canada

$860.5 $29.4
528.3 49.1
186.8 16.6
2350 -
- 12.7
8.9

$1,810.6 $116.7

International
RCS

Europe Others

$189.2 $143.7
91.0 9.1
159 338
133 -
7.0 -

$316.4 $186.6

receivables is presented net of an allowance for doubtful accounts.

All

Other

United

States  Total

$- $1,222.8
- 677.5
- 253.1
- 235.0
112.9 138.9
90.0 105.9

$202.9 $2,633.2

We estimate our allowance for doubtful accounts based on past collection history and specific risks identified among
uncollected amounts. If events or changes in circumstances indicate that specific receivable balances may be impaired,
further consideration is given to the collectability of those balances and the allowance is adjusted

accordingly. Past-due receivable balances are written off when our collection efforts have been exhausted.

Contract Liabilities
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We record a contract liability when cash payments are received or due in advance of our services being
performed. The majority of the contract liability is classified as current in Other current liabilities on the Condensed
Consolidated Balance Sheets since amounts are generally earned in the subsequent quarter.
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The contract liability at September 30, 2018, June 30, 2018, and December 31, 2017 was $15.5 million, $17.4 million,
and $17.9 million, respectively.

Contract Acquisition Costs

Our incremental direct costs of obtaining a contract, which consist primarily of sales incentives, are deferred and
amortized to SG&A over the estimated period of benefit to be received from the cost, over a weighted average period
of 6.3 years.

We had $7.7 million and $22.8 million of contract acquisition costs, related to deferred sales incentives included in
Other current assets and Other assets, respectively, on the Condensed Consolidated Balance Sheet as of September 30,
2018. During the three and nine months ended September 30, 2018, we amortized $1.8 million and $5.0 million,
respectively, of deferred sales incentives to SG&A.

NOTE 3 — ACQUISITIONS
Acquisitions

During the nine months ended September 30, 2018, the Company completed 19 acquisitions, all within our Domestic
and Canada RCS reportable segment, which we believe are complementary to our existing operations and fit our
growth strategy. Each acquisition met the business definition in ASU 2017-01 and for financial reporting purposes
was accounted for using the acquisition method of accounting.

The following table summarizes the location and services of the acquisitions for the nine months ended September 30,
2018:

Service

Total Secure

Number of  Regulafednation
Acquisition Locations Acquisitions Wast®estruction
United States 19 2 17
Total 19 2 17
The following table summarizes the acquisition date fair value of consideration transferred for current year
acquisitions and the adjustment to the consideration transferred for the prior year acquisitions during the nine months
ended September 30, 2018:

In millions
Nine Months Ended
September 30, 2018
Current Adjustments
Year to Prior Year
Acquisitdeggiisitions  Total

Cash, net of cash acquired $39.6 $ - $39.6
Promissory notes 27.5 - 27.5
Deferred consideration 0.6 - 0.6
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Contingent consideration - 0.4 ) (0.4)
Total purchase price $67.7 $ (04 ) $67.3
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During the nine months ended September 30, 2018, we recognized an increase in goodwill of $42.0 million related to
current year acquisitions, excluding the effect of foreign currency translation, which will be deductible for income
taxes.

During the nine months ended September 30, 2018, we recognized an increase in customer relationships intangibles
from current year acquisitions of $22.7 million, excluding the effect of foreign currency translation, with amortizable
lives of 10 to 30 years.

The fair value of consideration transferred in a business combination is allocated to the tangible and intangible assets
assumed at the acquisition date, with the remaining unallocated amount recorded as goodwill. The allocations of the
acquisition price for recent acquisitions have been prepared on a preliminary basis, pending completion of certain
intangible asset valuations and finalization of the opening balance sheets.

The following table summarizes the preliminary purchase price allocations for current year acquisitions and
adjustments to purchase price allocations for prior year acquisitions for the nine months ended September 30, 2018:

In millions
Nine Months Ended
September 30, 2018
Current Adjustments
Year to Prior Year
Acquisitdeggiisitions  Total

Fixed assets $1.8 $ 47 $6.5
Intangibles 22.7 0.6 23.3
Goodwill 42.0 (7.3 ) 34.7
Net other assets and liabilities 1.2 1.6 2.8

Total purchase price allocation $67.7 $ (0.4 ) $67.3

The results of operations of these acquired businesses have been included in the Condensed Consolidated Statements
of Income (Loss) from the date of the acquisitions. Pro forma results of operations for these acquisitions are not
presented because the pro forma effects, individually or in the aggregate, were not material to the Company’s
condensed consolidated results of operations.

NOTE 4 — RESTRUCTURING, DIVESTITURES AND ASSETS HELD FOR SALE
Restructuring - Business Transformation
Stericycle is focused on driving long-term growth, profitability and delivering enhanced shareholder value.

As part of our business strategy, in the third quarter of 2017, we initiated a comprehensive multi-year Business
Transformation with the objective to improve long-term operational and financial performance which we expect to
complete by 2022, see Note 3 - Restructuring, Divestitures, and Assets Held For Sale to our Consolidated Financial
Statements included in the 2017 Form 10-K. We anticipate we will incur approximately $20.0 million of employee
termination charges in connection with this restructuring, of which $8.0 million and $1.0 million is expected to impact
our Domestic and Canada RCS and International reportable segments, respectively, with the remaining $11.0 million
impacting All Other, see Note 12 — Segment Reporting.
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During the three and nine months ended September 30, 2018, in connection with our evolving future information
systems strategy, we recorded a $6.8 million non-cash impairment charge for software, which is reflected as part of
Cost of revenues in the Condensed Consolidated Statements of Income (Loss). The
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impact of accelerated amortization on software that will continue to be in use until the enterprise resource planning
system is implemented is immaterial for the three and nine months ended September 30, 2018. The assets were held
by our Domestic and Canada RCS reportable segment.

During the three and nine months ended September 30, 2018, we recorded $1.0 million in charges related to site
closures/consolidation within our Domestic and Canada RCS reporting segment, which are reflected as part of Cost of
revenues in the Condensed Consolidated Statements of Income (Loss). The charges comprised $0.5 million related to
lease termination fees and $0.5 million related to non-cash impairment charges for leasehold improvements.

During the three and nine months ended September 30, 2018, we incurred $0.1 million and $2.2 million, respectively,
of severance payments related to Business Transformation. The Domestic and Canada RCS and International RCS
reportable segments incurred $1.7 million and $0.3 million, respectively, with the remaining $0.2 million impacting
All Other. These amounts were fully paid as of September 30, 2018.

During the fourth quarter of 2017, we incurred restructuring charges of $13.9 million related to employee termination
benefits of $11.5 million and non-cash impairment charges of $2.4 million related to software. Our Domestic and
Canada RCS and International RCS reportable segments incurred $5.5 million and $3.3 million, respectively, with the
remaining $5.1 million impacting All Other. The remaining liability of $2.2 million at December 31, 2017 was paid
in the first quarter of 2018.

Restructuring — Other

During the three and nine months ended September 30, 2018, we recorded, in SG&A, severance costs of
approximately $1.1 million, associated with a reduction in headcount undertaken as part of our Operational
Optimization. The charges were incurred within our All Other reporting segment and the severance payments are
expected to be paid in the fourth quarter of 2018.

There could be additional initiatives in the future to further streamline our operations. As such, the Company expects
further charges related to workforce reductions and other facility rationalization costs when those restructuring plans
are finalized and related charges are estimable.

Divestitures and Assets Held for Sale

During the three months ended September 30 2018, we completed, as part of our portfolio rationalization, the sale of
the non-core clean room service business that was part of our Domestic and Canada RCS reportable segment and
which had been classified as held for sale as of June 30, 2018. The proceeds of the sale were $17.0 million resulting in
a pre- and after-tax loss of approximately $0.1 million. For the nine months ended September 30, 2018, we recorded
non-cash impairment charges of $6.9 million, comprising non-cash impairments of goodwill and customer list
intangibles of $5.8 million and $0.5 million, respectively, and a reduction in the fair value of net assets of $0.6
million, which are reflected in SG&A in the Condensed Consolidated Statements of Income (Loss) in connection with
reclassifying the assets and liabilities as held for sale during the second quarter of 2018.

In the second quarter of 2018, the Company completed the sale of a business in the U.K. for consideration of
approximately $11.5 million of which $8.2 million was received in cash and $3.3 million is held in escrow, subject to
release upon renewal of a lease held by the sold business. Prior to sale, we had recorded non-cash impairment charges
of $14.8 million in connection with reclassifying the assets and liabilities as held for sale and subsequent changes in
the fair value of these assets: $4.2 million during the nine months ended September 30, 2018; $6.8 million for the year
ended December 31, 2017; and $3.8
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million for the year ended December 31, 2016. These charges are included in SG&A in the Condensed Consolidated
Statements of Income (Loss) in the respective periods. In addition, the consideration received is subject to a potential
adjustment based on the determination of the final net assets transferred under the sale agreement. During the three
months ended September 30, 2018, the Company has recorded a charge of $0.4 million as an estimate of its exposure
to this adjustment, which is reflected in SG&A in the Condensed Consolidated Statements of Income (Loss).

During the nine months ended September 30, 2017, we sold certain assets in the U.K. for $1.2 million, resulting in a
pre-tax loss of $5.6 million ($4.5 million, net of tax), related to non-cash asset impairment charges arising from
changes in the fair value of assets held for sale, which is included in SG&A in the Condensed Consolidated

Statements of Income (Loss).

There were no assets or liabilities that were classified as held for sale on the Condensed Consolidated Balance Sheets
as of September 30, 2018.

NOTE 5 - GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill:

Changes in the carrying amount of goodwill by reportable segment and for the “All Other” category were as follows:

In millions
Domestic
and

Canada International All

RCS RCS Other Total
Balance as of January 1, 2017 $2,811.8 $ 498.4 $280.8 $3,591.0
Goodwill acquired during year 36.9 4.9 4.7 46.5
Purchase accounting adjustments (101 ) 1.2 1.5 @4 )
Impairments during the year - (65.0 ) - (65.0 )
Impairments related to disposition and assets held for sale - (7.1 ) - @1 )
Changes due to foreign currency fluctuations 11.6 344 - 46.0
Balance as of December 31, 2017 2,850.2 466.8 287.0 3,604.0
Goodwill acquired during period 42.0 - - 42.0
Purchase accounting adjustments (6.5 ) - 0.8 ) (73 )
Impairments related to disposition and assets held for sale (see Note 4) (5.8 ) (0.1 ) - 59 )
Changes due to foreign currency fluctuations 40 ) (150 ) - (19.0 )
Balance as of September 30, 2018 $2,8759 $ 451.7 $286.2 $3,613.8

Current period adjustments to goodwill for certain prior year acquisitions are primarily due to the finalization, with the
assistance of third party valuation specialists, of intangible asset valuations among other opening balance sheet
adjustments.
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Other Intangible Assets:

As of September 30, 2018 and December 31, 2017, the values of other intangible assets were as follows:

In millions

September 30, 2018 December 31, 2017

Gross Gross

Carrying Accumulated Net Carrying Accumulated Net

Amount Amortization Value Amount Amortization Value
Amortizable intangibles:
Customer relationships $1,593.6 $ 466.4 $1,127.2 $1,6134 $ 3814 $1,232.0
Covenants not-to-compete 4.1 2.8 1.3 7.9 59 2.0
Tradenames 4.0 1.2 2.8 6.0 1.8 4.2
Other 11.9 3.1 8.8 17.0 34 13.6
Indefinite lived intangibles:
Operating permits 2159 - 2159 2223 - 2223
Tradenames 314.6 - 314.6 317.4 - 317.4
Total $2,144.1 §$ 4735 $1,670.6 $2,184.0 $ 392.5 $1,791.5

Changes in the carrying amount of intangible assets were as follows:

In millions

Total
Balance as of January 1, 2017 $1,862.0
Intangible assets acquired during the year 28.2
Valuation adjustments for prior year acquisitions 7.9
Amounts reclassified to assets held for sale 26 )
Impairments during the year (21.0 )
Amortization during the year (118.4 )
Changes due to foreign currency fluctuations 354
Balance as of December 31, 2017 1,791.5
Intangible assets acquired during the period 22.7
Valuation adjustments for prior year acquisitions 0.6
Amounts reclassified to assets held for sale (144 )
Impairments during the period 6.7 )
Amortization during the period (96.6 )
Changes due to foreign currency fluctuations 275 )
Balance as of September 30, 2018 $1,670.6

In the second quarter of 2018, in connection with entering into an agreement for the sale of a