Edgar Filing: YRC Worldwide Inc. - Form 10-Q

YRC Worldwide Inc.
Form 10-Q

August 02, 2018
Table of Contents

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

FORM 10-Q

y(lQl\g{Igzl;gf)EQLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
For the quarterly period ended June 30, 2018

z)iR?:ZNSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
For the transition period from to

Commission file number: 0-12255

YRC Worldwide Inc.
(Exact name of registrant as specified in its charter)

Delaware 48-0948788
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

10990 Roe Avenue, Overland Park, Kansas 66211

(Address of principal executive offices) (Zip Code)

(913) 696-6100

(Registrant’s telephone number, including area code)

None

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of

the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90

days. Yes y No o

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the
registrant was required to submit such files). Yes y No o

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 filer © Accelerated filer y
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o

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

Yes o No y

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date.

Class Outstanding at July 27, 2018

Common Stock, $0.01 par value per share 34,051,407 shares




Edgar Filing: YRC Worldwide Inc. - Form 10-Q

Table of Contents

INDEX

Item Page
PART I — FINANCIAL INFORMATION

1  Financial Statements 3
Consolidated Balance Sheets - June 30, 2018 and December 31, 2017 3
Statements of Consolidated Comprehensive Income - Three and Six Months Ended June 30. 2018 and 2017 4
Statements of Consolidated Cash Flows - Six Months Ended June 30, 2018 and 2017 5
Statement of Consolidated Shareholders’ Deficit - Six Months Ended June 30, 2018 [}
Notes to Consolidated Financial Statements 1

2 Management’s Discussion and Analysis of Financial Condition and Results of Operations 14

3 Quantitative and Qualitative Disclosures About Market Risk 29

4 Controls and Procedures 29
PART II — OTHER INFORMATION

1 Legal Proceedings 30

1A Risk Factors 30

2 Not Applicable

3 Not Applicable

4 Not Applicable

5 Not Applicable

6  Exhibits 30
Signatures 31

2




Edgar Filing: YRC Worldwide Inc. - Form 10-Q

Table of Contents

PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

CONSOLIDATED BALANCE SHEETS

YRC Worldwide Inc. and Subsidiaries

(Amounts in millions except share and per share data)

June 30, December 31,
2018 2017
(Unaudited)
Assets
Current Assets:
Cash and cash equivalents $158.7 $91.6
Restricted amounts held in escrow — 54.1
Accounts receivable, net 553.9 488.3
Prepaid expenses and other 82.2 66.1
Total current assets 794.8 700.1
Property and Equipment:
Cost 2,745.8 2,770.2
Less — accumulated depreciation (1,971.2 ) (1,957.5 )
Net property and equipment 774.6 812.7
Other assets 75.1 72.7
Total Assets $1,6445 $1,585.5
Liabilities and Shareholders’ Deficit
Current Liabilities:
Accounts payable $193.7 $172.0
Wages, vacations and employee benefits 224.6 182.3
Claims and insurance accruals 116.4 115.1
Other accrued taxes 25.0 23.6
Other current and accrued liabilities 24.4 20.6
Current maturities of long-term debt 28.5 30.6
Total current liabilities 612.6 544.2
Other Liabilities:
Long-term debt, less current portion 864.7 875.5
Deferred income taxes, net 3.1 3.1
Pension and postretirement 226.6 2354
Claims and other liabilities 281.6 280.8
Commitments and contingencies
Shareholders’ Deficit:
Preferred stock, $1 par value per share — —
Common stock, $0.01 par value per share 0.3 0.3
Capital surplus 2,326.6 2,323.3
Accumulated deficit (2,228.8 ) (2,228.6 )
Accumulated other comprehensive loss  (349.5 ) (355.8 )
Treasury stock, at cost (410 shares) (92.7 ) (92.7 )
Total shareholders’ deficit (344.1 ) (353.5 )
Total Liabilities and Shareholders’ Deficit $ 1,644.5 $ 1,585.5

The accompanying notes are an integral part of these statements.
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STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME
YRC Worldwide Inc. and Subsidiaries

For the Three Months and Six Months Ended June 30

(Amounts in millions except per share data, shares in thousands)

(Unaudited)

Three Months Six Months

2018 2017 2018 2017
Operating Revenue $1,326.5 $1,260.6 $2,541.0 $2.431.2
Operating Expenses:
Salaries, wages and employee benefits 756.0 736.4 1,485.7 1,454.8
Fuel, operating expenses and supplies 242.0 209.7 472.2 426.0
Purchased transportation 177.2 159.6 332.6 294.1
Depreciation and amortization 37.6 37.2 75.3 74.3
Other operating expenses 60.6 65.5 123.2 126.8
Losses (gains) on property disposals, net 2.2 (1.0 ) 5.4 1.7
Total operating expenses 1,275.6  1,2074 24944  2,377.7
Operating Income 50.9 53.2 46.6 53.5
Nonoperating Expenses:
Interest expense 25.5 25.7 51.1 51.1
Non-union pension and postretirement benefits (0.4 ) 3.2 (0.9 ) 6.5
Other, net 1.0 1.7 (0.9 ) 2.7
Nonoperating expenses, net 26.1 30.6 49.3 60.3
Income (loss) before income taxes 24.8 22.6 2.7 ) (6.8
Income tax expense (benefit) 10.4 3.6 (2.5 ) (0.5
Net income (loss) 14.4 19.0 (0.2 ) (6.3
Other comprehensive income, net of tax 4.3 6.0 6.3 10.4
Comprehensive Income $18.7 $25.0 $6.1 $4.1

Average Common Shares Outstanding — Basic 32,966 32,715 32,894 32,642
Average Common Shares Outstanding — Diluted33,794 33,322 32,894 32,642

Earnings (Loss) Per Share — Basic $0.44 $0.58 $0.00 $(0.19
Earnings (Loss) Per Share — Diluted $0.43 $0.57 $0.00 $(0.19
The accompanying notes are an integral part of these statements.
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STATEMENTS OF CONSOLIDATED CASH FLOWS
YRC Worldwide Inc. and Subsidiaries

For the Six Months Ended June 30

(Amounts in millions)

(Unaudited)

Operating Activities:

Net loss

Noncash items included in net loss:

Depreciation and amortization

Noncash equity-based compensation and employee benefits expense
Losses on property disposals, net

Other noncash items, net

Changes in assets and liabilities, net:

Accounts receivable

Accounts payable

Other operating assets

Other operating liabilities

Net cash provided by operating activities
Investing Activities:

Acquisition of property and equipment

Proceeds from disposal of property and equipment
Net cash used in investing activities

Financing Activities:

Repayments of long-term debt

Debt issuance costs

Payments for tax withheld on equity-based compensation
Net cash used in financing activities

Net Increase (Decrease) In Cash, Cash Equivalents and Restricted Amounts Held in Escrow
Cash, Cash Equivalents and Restricted Amounts Held in Escrow, Beginning of Period
Cash, Cash Equivalents and Restricted Amounts Held in Escrow, End of Period

Supplemental Cash Flow Information:

Interest paid

Income tax refund (payment), net

The accompanying notes are an integral part of these statements.
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2018 2017

$0.2 ) $6.3 )

75.3 74.3
12.1 11.7
54 1.7
3.6 6.8

(656 ) (615 )

17.8 03 )
174 ) ©.6 )
40.5 14.9
71.5 40.7

(46.5 ) (39.0 )
4.2 6.7
423 ) (323 )

(146 ) (94 )
— 32 )
1.6 )3 )
(16.2 ) (149 )
13.0 65 )
1457 2757

$158.7 $269.2

$(49.4) $(54.1)
29 )30
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STATEMENT OF CONSOLIDATED SHAREHOLDERS’ DEFICIT
YRC Worldwide Inc. and Subsidiaries

For the Six Months Ended June 30, 2018

(Amounts in millions)

(Unaudited)

Preferred Stock:

Beginning and ending balance $—
Common Stock:

Beginning and ending balance $0.3
Capital Surplus:

Beginning balance $2,323.3
Equity-based compensation 33
Ending balance $2,326.6
Accumulated Deficit:

Beginning balance $(2,228.6)
Net loss (0.2 )
Ending balance $(2,228.8)
Accumulated Other Comprehensive Loss:

Beginning balance $(355.8 )
Reclassification of prior net pension actuarial losses, net of tax 7.6
Reclassification of prior service credit, net of tax (0.2 )
Foreign currency translation adjustments (1.1 )
Ending balance $(349.5 )
Treasury Stock, At Cost:

Beginning and ending balance $092.7 )
Total Shareholders’ Deficit $(344.1 )

The accompanying notes are an integral part of these statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YRC Worldwide Inc. and Subsidiaries
(Unaudited)

1. Description of Business

YRC Worldwide Inc. (also referred to as “YRC Worldwide,” the “Company,” “we,” “us” or “our”) is a holding company that,
through wholly owned operating subsidiaries, offers its customers a wide range of transportation services. YRC

Worldwide has one of the largest, most comprehensive less-than-truckload (“LTL”) networks in North America with

local, regional, national and international capabilities. Through our team of experienced service professionals, we

offer expertise in LTL shipments and flexible supply chain solutions, ensuring customers can ship industrial,

commercial and retail goods with confidence. Our reporting segments include the following:

YRC Freight is the reporting segment that focuses on longer haul business opportunities with national, regional and
international services. YRC Freight provides for the movement of industrial, commercial and retail goods, primarily
through centralized management. This reporting segment includes YRC Inc. (doing business as, and herein referred to
as, “YRC Freight”), our LTL subsidiary, and Reimer Express Lines Ltd. (“YRC Reimer”). YRC Reimer is a subsidiary
located in Canada that specializes in shipments into, across and out of Canada. In addition to the United States and
Canada, YRC Freight also serves parts of Mexico and Puerto Rico.

Regional Transportation is the reporting segment for our transportation service providers focused on business
opportunities in the regional and next-day delivery markets. Regional Transportation is comprised of USF Holland

4L LC (“Holland”), New Penn Motor Express LLC (“New Penn”) and USF Reddaway Inc. (“Reddaway”). These companies
each provide regional, next-day ground services in their respective regions through a network of facilities located

across the United States, Canada, and Puerto Rico.

At June 30, 2018, approximately 79% of our labor force is subject to collective bargaining agreements, which
predominantly expire in March 2019.

2. Principles of Consolidation

The accompanying Consolidated Financial Statements include the accounts of YRC Worldwide and its wholly owned
subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation. We report on a
calendar year basis. The quarters of the Regional Transportation companies (with the exception of New Penn) consist
of thirteen weeks that end on a Saturday either before or after the end of March, June and September, whereas all
other operating segment quarters end on the natural calendar quarter end. For ease of reference, the calendar quarter
end dates are used herein.

We make estimates and assumptions that affect the amounts reported in the Consolidated Financial Statements and
notes. Actual results could differ from those estimates. We have prepared the Consolidated Financial Statements,
without audit, pursuant to the rules and regulations of the Securities and Exchange Commission (“SEC”). In our opinion,
we have made all normal recurring adjustments necessary for a fair statement of the financial position, results of
operations and cash flows for the interim periods included in these financial statements. Certain information and note
disclosures normally included in financial statements prepared in accordance with generally accepted accounting
principles in the United States (“GAAP”) have been condensed or omitted from these statements pursuant to SEC rules
and regulations. Accordingly, the accompanying Consolidated Financial Statements should be read in conjunction

with the Consolidated Financial Statements included in our Annual Report on Form 10-K for the year ended

December 31, 2017.
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Certain reclassifications have been made to prior year’s consolidated financial statements to conform to current year
presentation. Total net periodic pension cost associated with the Company’s non-union defined benefit plans that was
previously reported in operating expenses in the income statement is now reported in nonoperating expenses due to

the adoption of Accounting Standards Update (“ASU”) 2017-07, Improving the Presentation of Net Periodic Pension
Cost and Net Periodic Postretirement Benefit Cost, discussed further below. This resulted in a $3.2 million and $6.5
million reclassification from “Salaries, wages and employee benefits” in operating expenses to “Non-union pension and
postretirement benefits” in nonoperating expenses for the three and six months ended June 30, 2017, respectively. In
addition, due to the adoption of ASU 2016-09, Improvements to Employee Share-Based Payment Accounting, cash
paid to a taxing authority when shares are withheld to satisfy the employer’s statutory income tax withholding
obligation are now required to be classified as a financing activity. This resulted in a $2.3 million reclassification in
the six months ended June 30, 2017 from “Change in other operating liabilities” in cash flows from operating activities
to

7
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“Payments for tax withheld on equity-based compensation” in cash flows from financing activities in the statement of
consolidated cash flows.

Reclassifications Out of Accumulated Other Comprehensive Loss

For the three and six months ended June 30, 2018, we reclassified the amortization of our prior net pension losses and
prior net service credit, net of tax, totaling $3.7 million and $7.4 million, respectively, from accumulated other
comprehensive loss to net income (loss). For the three and six months ended June 30, 2017, we reclassified the
amortization of our prior net pension loss, net of tax, totaling $3.9 million and $7.8 million, respectively, from
accumulated other comprehensive loss to net income (loss). This reclassification is a component of net periodic
pension cost and is discussed in the “Employee Benefits” footnote to the consolidated financial statements.

Revenue Recognition and Revenue-Related Reserves

The Company’s revenues are derived from the transportation services we provide through the delivery of goods over
the duration of a shipment. Upon receipt of the bill of lading, the contract existence criteria is met as evidenced by a
legally enforceable agreement between two parties where collectability is probable, thus creating the distinct
performance obligation. The Company has elected to expense initial direct costs as incurred because the average
shipment cycle is less than one week.

The YRC Freight and Regional Transportation segments recognize revenue and substantially all the purchased
transportation expense on a gross basis because we direct the use of the transportation service provided and remain
responsible for the complete and proper shipment.

Inherent within our revenue recognition practices are estimates for revenue associated with shipments in transit and
future adjustments to revenue and accounts receivable for billing adjustments and collectability.

For shipments in transit, we record revenue based on the percentage of service completed as of the period end and
recognize delivery costs as incurred. The percentage of service completed for each shipment is based on how far along
in the shipment cycle each shipment is in relation to standard transit days. Standard transit days are defined as our
published service days between origin zip code and destination zip code. The total revenue earned is accumulated for
all shipments in transit at a particular period end and recorded as operating revenue.

Given the nature of our transportation services, future adjustments may arise which creates variability when
establishing the transaction price used to recognize revenue. We have a high volume of performance obligations with
similar characteristics, therefore we primarily use historical trends to arrive at estimated reserves. For rerate reserves,
which are common for LTL carriers, we assign pricing to bills of lading at the time of shipment based primarily on the
weight, general classification of the product, the shipping destination and individual customer discounts. This process
is referred to as rating. At various points throughout our process, incorrect ratings could be identified based on many
factors, including weight and commodity verifications. Although the majority of rerating occurs in the same month as
the original rating, a portion occurs during the following periods. For the reserve for uncollectible accounts, we
primarily use historical write-off experience but may also consider customer-specific factors, overall collection trends
and economic conditions as part of our ongoing monitoring of credit.

We considered the disclosure requirements for revenue disaggregation guidance in ASC Topic 606 and noted that our
segments disaggregate our revenues based on geographic and time-based factors as our Regional Transportation
segment carriers operate in a smaller geographic footprint and have a shorter length of haul as compared to our YRC
Freight segment. No other criteria listed in the guidance or through our review process was considered to be
meaningful for financial statement users. As such, we conclude that no further disaggregation of revenues is

10
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necessary. Refer to the “Business Segments” footnote to the consolidated financial statements for more details.
Newly Adopted Accounting Standards

In May 2014, the Financial Accounting Standards Board (“FASB”) issued ASU 2014-09, Revenue from Contracts with
Customers. The new standard became effective for the Company for its annual reporting period beginning January 1,
2018, recognizing the cumulative effect using a modified retrospective approach. There was no cumulative effect
adjustment recorded. The Company has completed the implementation including the impacts of new expanded
disclosure requirements and the impacts on the Company’s internal control over financial reporting and has included
updates to our disclosures herein.

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows, to clarify the guidance on how
companies present restricted cash and restricted cash equivalents in the statement of cash flows. As a result, the
Company no longer presents transfers

8
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between cash and cash equivalents and restricted cash in the statement of cash flows. The new standard became
effective for the Company for its annual reporting period beginning January 1, 2018, and was adopted using a
retrospective transition approach. The statement of consolidated cash flows has been updated to reflect the

presentation of beginning and ending cash to include “Cash and cash equivalents” as well as “Restricted amounts held in
escrow” and removed changes in restricted escrows as a component of investing activities.

In March 2017, the FASB issued ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and Net
Periodic Postretirement Benefit Cost, which requires companies to present the service cost component of net benefit
cost in the same income statement line item as other employee compensation costs arising from services rendered
during the period. All other components of net benefit cost are presented outside of any subtotal for operating income,
if one is presented. The new standard was effective and implemented for the Company for its annual reporting period
beginning January 1, 2018, with retrospective application.

Impact of Recently Issued Accounting Standards

In February 2016, the FASB issued ASU 2016-02, Leases, which requires lessees to recognize a right-to-use asset and
a lease obligation for all leases. Additional qualitative and quantitative disclosures, including significant judgments
made by management, will be required. The new standard will become effective for the Company for its annual
reporting period beginning January 1, 2019, including interim periods within that reporting period. The Company will
adopt the standard using a modified retrospective approach with the effective date of the standard as the date of initial
application.

Upon adoption, the Company plans to elect the package of three practical expedients which allows entities to not
reassess initial direct costs, lease classification for existing or expired leases, and lease definition for existing or
expired contracts as of the effective date of January 1, 2019. Additionally, the Company does not plan to elect the
hindsight method practical expedient which would allow us to reassess lease terms and impairment. For leases with a
term of twelve months or less, the Company plans to make an accounting policy election in which the right of use
lease asset and lease liability will not be recognized on the consolidated balance sheet. The Company does not plan to
separate lease and non-lease components for its revenue equipment and real property leases.

Using a cross functional team, the Company has identified a software solution to measure and record right-of-use
asset and liability balances and has entered a majority of the existing leases into the solution. The Company will
continue to evaluate contractual lease obligations and refine our understanding of the accounting impacts and the
necessary updates to our internal controls over financial reporting from the adoption of the new standard. We expect
the adoption of this standard will have a material impact on the consolidated financial statements through the
recognition of significant right-of-use assets and liabilities. The income statement impact continues to be evaluated.

In February 2018, the FASB issued ASU 2018-02, Income Statement - Reporting Comprehensive Income (Topic
220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income, in response to the Tax
Cuts and Jobs Act of 2017 (the “Tax Act”), to provide the option to reclassify certain tax effects out of other
comprehensive income and to retained earnings. The Company elected not to apply this reclassification option as it
will not have a material impact on our consolidated financial statements.

12
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3. Debt and Financing

Our outstanding debt as of June 30, 2018 consisted of the following:

Par Debt Book  Stated Average
As of June 30, 2018 (in millions) Discount Issuance Effective

Value Value Interest Rate

Costs Interest Rate

Term Loan $586.5 $(9.1 ) $(7.4 ) $570.0 10.6 %® 11.0 %
ABL Facility — — — — N/A N/A
Secured Second A&R CDA 26.9 — 0.1 ) 26.8 7.0-18.3% 7.9 %
Unsecured Second A&R CDA 48.2 — 03 ) 479 7.0-18.3% 7.9 %
Lease financing obligations 249.1 — 0.6 ) 2485 8.7-182% 120 %
Total debt $910.7 $9.1 ) $(8.4 ) $893.2
Current maturities of Term Loan (18.0 ) — — (18.0 )
Current maturities of lease financing obligations (9.0 ) — — 9.0 )
gg;‘ent maturities of Unsecured Second A&R $15 ) $— $_ $(15 )
Long-term debt $882.2 $(9.1 ) $(84 ) $864.7

(a) Variable interest rate of 1, 3 or 6-month LIBOR, with a floor of 1.0%, plus a fixed margin of 8.50%.
ABL Facility Availability

Our principal sources of liquidity are cash and cash equivalents, available borrowings under our asset-based loan
facility (the

“ABL Facility”) and any prospective net cash flow from operations. As of June 30, 2018, our availability under our
ABL Facility was $74.7 million, which is derived by reducing the amount that may be advanced against eligible
receivables plus eligible borrowing base cash by certain reserves imposed by the ABL Agent and our $351.5 million
of outstanding letters of credit. Our Managed Accessibility was $32.1 million, which is the measure of availability
management uses based on the ABL requirement to maintain availability in an amount at least equal to or above 10%
of the collateral line cap. Our cash and cash equivalents and Managed Accessibility were $190.8 million as of June 30,
2018.

Credit Facility Covenants

The credit agreement (the “Term Loan Agreement”) governing our term loan facility (the “Term Loan”) has certain
financial covenants, that, among other things, restrict certain capital expenditures and require us to comply with a
maximum total leverage ratio covenant (defined as Consolidated Total Debt divided by Consolidated Adjusted

EBITDA as defined below).

Our total maximum leverage ratio covenants are as follows:

Four Consecutive Fiscal Quarters Ending yei/):g;:lRTa(t)itjl Four Consecutive Fiscal Quarters Ending ﬁiﬁgg:;{zztoall
June 30, 2018 3.50 to 1.00 March 31, 2020 3.00 to 1.00
September 30, 2018 3.50 to 1.00 June 30, 2020 3.00 to 1.00
December 31, 2018 3.50 to 1.00 September 30, 2020 2.75 to 1.00
March 31, 2019 3.25to0 1.00 December 31, 2020 2.75 to 1.00
June 30, 2019 3.25to0 1.00 March 31, 2021 2.75 to 1.00
September 30, 2019 3.25to0 1.00 June 30, 2021 and thereafter 2.50to 1.00
December 31, 2019 3.00 to 1.00

13
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Consolidated Adjusted EBITDA, defined in our Term Loan Agreement as “Consolidated EBITDA,” is a measure that
reflects our earnings before interest, taxes, depreciation, and amortization expense, and is further adjusted for, among
other things, letter of credit fees, equity-based compensation expense, net gains or losses on property disposals,
restructuring charges, transaction costs related to issuances of debt, non-recurring consulting fees, expenses associated
with certain lump sum payments to our union employees and the gains or losses from permitted dispositions and
discontinued operations. Consolidated Total Debt, as defined

10
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in our Term Loan Agreement, is the aggregate principal amount of indebtedness outstanding. Our total leverage ratio
for the four consecutive fiscal quarters ending June 30, 2018 was 3.18 to 1.00.

Impacts to our consolidated financial statements due to the implementation of ASC 842, Leases, on January 1, 2019
will not impact our compliance with the financial covenants included in our Term Loan Agreement as changes in
generally accepted accounting principles subsequent to the date of the agreement are not required to be implemented
for purposes of covenant calculations.

We believe that our results of operations will be sufficient to allow us to comply with the covenants in the Term Loan
Agreement, fund our operations, increase working capital as necessary to support our planned revenue growth and
fund capital expenditures for at least the next twelve months. Our ability to satisfy our liquidity needs and meet future
stepped-up covenants beyond the next twelve months is dependent upon our ability to achieve operating results that
reflect improvement over our 2017 results. Means for improving our profitability may include streamlining our
support structure and networks, as well as ongoing successful implementation and realization of pricing, productivity
and efficiency initiatives, in addition to increased volume and shipments, and increasing capital expenditures, some of
which are outside of our control.

Fair Value Measurement

The book value and estimated fair values of our long-term debt, including current maturities and other financial
instruments, are summarized as follows:

June 30, 2018 December 31,

2017
(in millions) \B’Z;ﬁ(e Fair value }\31210&(@: Fair value
Term Loan $570.0 $595.8 $576.8 $ 596.9
Lease financing obligations 248.5 248.1 254.6 257.7
Second A&R CDA 7477 76.3 747 753
Total debt $893.2 $920.2 $906.1 $929.9

The fair values of the Term Loan and the Second Amended and Restated Contribution Deferral Agreement (the
“Second A&R CDA”) were estimated based on observable prices (level two inputs for fair value measurements). The
fair value of the lease financing obligations is estimated using a publicly-traded secured loan with similar
characteristics (level three input for fair value measurement).

4. Employee Benefits
Qualified and Nonqualified Defined Benefit Pension Plans

The following table presents the components of our Company-sponsored pension plan costs for the three and six
months ended June 30:

E/?(fﬁfhs Six Months
(in millions) 2018 2017 2018 2017
Service cost $0.1 $13 $02 $26
Interest cost 109 128 21.8 25.6
Expected return on plan assets (15.1) (14.89) (30.2) (29.6

15
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Amortization of prior service credit (0.1 ) — 0.2 ) —
Amortization of prior net pension loss 3.7 39 74 1718
Total net periodic pension cost $(0.5) $3.2 $(1.0) $6.4

We expect to contribute $15.4 million to our Company-sponsored pension plans in 2018, of which we have
contributed $2.3 million through June 30, 2018.

11
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5. Income Taxes

Our effective tax rate for the three and six months ended June 30, 2018 was 41.9% and 92.6%, respectively, compared
to 15.9% and 7.4% for the three and six months ended June 30, 2017, respectively. The significant items impacting
the 2018 rates include a provision for net state and foreign taxes, foreign withholding taxes related to dividends from a
foreign subsidiary, certain permanent items, and a change in the valuation allowance established for the net deferred
tax asset balance projected for December 31, 2018. The significant items impacting the 2017 rates include a provision
for federal alternative minimum tax, a net state and foreign tax provision, certain permanent items, and a change in the
valuation allowance established for the net deferred tax asset balance that had been projected for December 31, 2017.
We recognize valuation allowances on deferred tax assets if, based on the weight of the evidence, we determine it is
more likely than not such assets will not be realized. Changes in valuation allowances are included in our tax
provision in the period of change. In determining whether a valuation allowance is warranted, we evaluate factors
such as prior years’ earnings history, expected future earnings, loss carry-back and carry-forward periods, reversals of
existing deferred tax liabilities and tax planning strategies that potentially enhance the likelihood of the realization of a
deferred tax asset. At June 30, 2018 and December 31, 2017, substantially all of our net deferred tax assets were
subject to a valuation allowance.

As indicated in the Company’s 2017 Form 10-K, certain tax accounting items impacted by the Tax Act were
considered provisional due to limited availability of official guidance. No items considered provisional in the 2017
Form 10-K have been finalized as of the quarter ending June 30, 2018.

6. Earnings (Loss) Per Share

We calculate basic earnings per share by dividing our net earnings by our weighted-average shares outstanding at the
end of the period. The calculation for diluted earnings per share adjusts the weighted average shares outstanding for
our dilutive unvested shares and stock units using the treasury stock method. Our calculations for basic and dilutive
earnings per share for the three and six months ended June 30, 2018 and 2017 are as follows:

Three .

Months Six Months
(dollars in millions, except per share data, shares and stock units in thousands) 2018 2017 2018 2017
Basic and dilutive net income (loss) available to common shareholders $14.4 $19.0 $(0.2) $(6.3 )
Basic weighted average shares outstanding 32,96632,715 32,894 32,642
Effect of dilutive securities:
Unvested shares and stock units 828 607 — —
Dilutive weighted average shares outstanding 33,79433,322 32,894 32,642
Basic earnings (loss) per share® $0.44 $0.58 $0.00 $(0.19)
Diluted earnings (loss) per share(® $0.43 $0.57 $0.00 $(0.19)

(a)Earnings (loss) per share is based on unrounded figures and not the rounded figures presented.

At June 30, 2018 and 2017, our anti-dilutive unvested shares, options, and stock units were approximately 57,000 and
350,000, respectively.

7. Business Segments
We report financial and descriptive information about our reporting segments on a basis consistent with that used
internally for evaluating segment performance and allocating resources to segments. We evaluate segment

performance primarily on external revenue, operating income (loss), and operating ratio.
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We charge management fees and other corporate service fees to our reporting segments based on the benefits received
or an overhead allocation basis. Shared support functions include information technology, legal, financial services,
revenue management, and other company-wide services. Corporate represents residual operating expenses of the
holding company that are not attributable to any segment and remain unallocated. Corporate identifiable assets
primarily consist of cash and cash equivalents, restricted amounts held in escrow, and information technology assets,
which are offset by eliminations with the two business segments.

12
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As previously noted in our first quarter consolidated financial statements, we considered the disclosure requirements
for revenue disaggregation guidance in ASC Topic 606 and noted that our segments disaggregate our revenues based
on geographic and time-based factors as our Regional Transportation segment carriers operate in a smaller geographic
footprint and have a shorter length of haul as compared to our YRC Freight segment.

The following table summarizes our operations by business segment:

Regional Corporate/

(in millions) YRC Freight Transportation Eliminations Consolidated
As of June 30, 2018

Identifiable assets $1,001.5 $ 6208 $ 222 $ 1,644.5
As of December 31, 2017

Identifiable assets $ 1,042.1 $ 6074 $ 640 ) $1,5855
Three Months Ended June 30, 2018

External revenue $ 827.6 $ 499.0 $ (0.1 ) $1,326.5
Operating income (loss) $ 26.8 $ 292 $ 5.1 ) $50.9
Six Months Ended June 30, 2018

External revenue $1,578.9 $ 9623 $ (0.2 ) $2,541.0
Operating income (loss) $19.9 $ 344 $ (7.7 ) $46.6
Three Months Ended June 30, 2017

External revenue $ 789.5 $ 4712 $ (0.1 ) $1,260.6
Operating income (loss)® $ 30.9 $ 253 $ (3.0 ) $53.2
Six Months Ended June 30, 2017

External revenue $1,518.4 $ 913.0 $ (0.2 ) $2431.2
Operating income (loss)® $ 234 $ 375 $ (74 ) $535

@ Due to the adoption of ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and Net Periodic
Postretirement Benefit Cost,
“Operating income (loss)” for prior year has been updated to reflect the reclassification of pension expense.

8. Commitments, Contingencies and Uncertainties
Leases

As of June 30, 2018, our operating lease payment obligations through 2030 totaled $411.5 million and are expected to
increase as we lease additional revenue equipment. Additionally, for the six months ended June 30, 2018, we entered
into new operating leases for revenue equipment totaling $108.9 million in future lease payments, payable over an
average lease term of four years.

Other Legal Matters

We are involved in litigation or proceedings that arise in ordinary business activities. When possible, we insure
against these risks to the extent we deem prudent, but no assurance can be given that the nature or amount of such
insurance will be sufficient to fully indemnify us against liabilities arising out of pending and future legal proceedings.
Many of these insurance policies contain self-insured retentions in amounts we deem prudent. Based on our current
assessment of information available as of the date of these consolidated financial statements, we believe that our
consolidated financial statements include adequate provisions for estimated costs and losses that may be incurred
within the litigation and proceedings to which we are a party.
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9. Subsequent Events

The Yellow Corporation Pension Plan was amended in 2017 to permit the payment of lump sum benefit payments
effective January 1, 2018. Subsequent to June 30, 2018, the 2017 amendment triggered a non-cash settlement charge
due to the amount of lump sum benefit payments distributed from plan assets in 2018. The lump sum benefit
payments reduce pension obligations and are funded from existing plan assets. The non-cash settlement charge results
from the requirement to expense a portion of the Plan’s unrecognized actuarial losses associated with the lump sum
settlements.

Settlement accounting is triggered when the payment of lump sum benefits meet and exceed a minimum threshold in
any fiscal year, a threshold which is based on the sum of the Plan’s service cost and interest cost. The non-cash
settlement charge is determined by multiplying the unrecognized losses by the portion of the total projected benefit
obligation settled through the payment of lump sums. The third and fourth quarter pension settlement charges cannot
be determined at this time, as the actual amounts are dependent on various factors, including final lump sums paid,
interest rates and the value of plan assets.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Cautionary Note Regarding Forward-Looking Statements

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be read in
conjunction with the Consolidated Financial Statements and the Notes to Consolidated Financial Statements included
elsewhere in this report. This report includes forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended (“Exchange
Act”). Forward-looking statements include those preceded by, followed by or characterized by words such as “will,”
“expect,” “intend,” “anticipate,” “believe,” “could,” “should,” “may,” “project,” “forecast,” “propose,” “plan,” “designed,” “es
similar expressions which speak only as of the date the statement was made. Forward-looking statements are
inherently uncertain, are based upon current beliefs, assumptions and expectations of Company management and
current market conditions, and are subject to significant business, economic, competitive, regulatory and other risks,
uncertainties and contingencies, known and unknown, many of which are beyond our control. Readers are cautioned
not to place undue reliance on any forward-looking statements. Our future financial condition and results could differ
materially from those predicted in such forward-looking statements because of a number of factors, including (without
limitation):

29 ¢

eeneral economic factors, including (without limitation) customer demand in the retail and manufacturing sectors;
business risks and increasing costs associated with the transportation industry, including increasing equipment,
operational and technology costs and disruption from natural disasters;
competition and competitive pressure on pricing;
the risk of labor disruptions or stoppages if our relationship with our employees and unions were to
deteriorate;
changes in pension expense and funding obligations, subject to interest rate volatility;
tncreasing costs relating to our self-insurance claims expenses;
our ability to finance the maintenance, acquisition and replacement of revenue equipment and other necessary capital
expenditures;
our ability to comply and the cost of compliance with, or liability resulting from violation of, federal, state, local and
foreign laws and regulations, including (without limitation) labor laws and laws and regulations regarding the
environment;
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tmpediments to our operations and business resulting from anti-terrorism measures;

the impact of claims and litigation expense to which we are or may become exposed;

that we may not realize the expected benefits and costs savings from our performance and operational improvement
initiatives;

our ability to attract and retain qualified drivers and increasing costs of driver compensation;

a significant privacy breach or IT system disruption;

risks of operating in foreign countries;

our dependence on key employees;

seasonality;

shortages of fuel and changes in the cost of fuel or the index upon which we base our fuel surcharge and the
effectiveness of our fuel surcharge program in protecting us against fuel price volatility;

our ability to generate sufficient liquidity to satisfy our cash needs and future cash commitments, including (without
Yimitation) our obligations related to our indebtedness and lease and pension funding requirements, and our ability to
achieve increased cash flows through improvement in operations;

limitations on our operations, our financing opportunities, potential strategic transactions, acquisitions or dispositions
resulting from restrictive covenants in the documents governing our existing and future indebtedness;

our failure to comply with the covenants in the documents governing our existing and future indebtedness;
fluctuations in the price of our common stock;

dilution from future issuances of our common stock;

our intention not to pay dividends on our common stock;

that we have the ability to issue preferred stock that may adversely affect the rights of holders of our common stock;
and

other risks and contingencies, including (without limitation) the risk factors that are included in our reports filed with
the SEC, including those described under “Risk Factors” in our annual report on Form 10-K and quarterly reports on
Form 10-Q, including this quarterly report.

14

22



Edgar Filing: YRC Worldwide Inc. - Form 10-Q

Table of Contents
Overview
MD&A includes the following sections:

Our Business — a brief description of our business and a discussion of how we assess our operating results.
Consolidated Results of Operations — an analysis of our consolidated results of operations for the three and six months
ended June 30, 2018 and 2017.

Reporting Segment Results of Operations — an analysis of our results of operations for the three and six months ended
June 30, 2018 and 2017 for our YRC Freight and Regional Transportation reporting segments.

Certain Non-GAAP Financial Measures — presentation and an analysis of selected non-GAAP financial measures for
the three and six months ended June 30, 2018 and 2017 and trailing twelve months ended June 30, 2018 and 2017.
Financial Condition/Liquidity and Capital Resources — a discussion of our major sources and uses of cash and an
analysis of our cash flows and aggregate contractual obligations and commercial commitments.

The “second quarter” and “first half” of the years discussed below refer to the three and six months ended June 30,
respectively.

Our Business

YRC Worldwide is a holding company that, through its operating subsidiaries, offers our customers a wide range of
transportation services. YRC Worldwide has one of the largest, most comprehensive LTL networks in North America
with local, regional, national and international capabilities. Through its team of experienced service professionals,
YRC Worldwide offers industry-leading expertise in LTL shipments and flexible supply chain solutions, ensuring
customers can ship industrial, commercial and retail goods with confidence.

We measure the performance of our business on both a consolidated and reporting segment basis and using several
metrics, but rely primarily upon (without limitation) operating revenue, operating income (loss), and operating ratio.
We also use certain non-GAAP financial measures as secondary measures to assess our operating performance.
Operating Revenue: Our operating revenue has two primary components: volume (commonly evaluated using
tonnage, tonnage per day, number of shipments, shipments per day or weight per shipment) and yield or price
(commonly evaluated using picked up revenue, revenue per hundredweight or revenue per shipment). Yield includes
fuel surcharge revenue, which is common in the trucking industry and represents an amount charged to customers that
adjusts with changing fuel prices. We base our fuel surcharges on the U.S. Department of Energy fuel index and
adjust them weekly. Rapid material changes in the index or our cost of fuel can positively or negatively impact our
revenue and operating income as a result of changes in our fuel surcharge. We believe that fuel surcharge is an
accepted and important component of the overall pricing of our services to our customers. Without an industry
accepted fuel surcharge program, our base pricing for our transportation services would require changes. We believe
the distinction between base rates and fuel surcharge has blurred over time, and it is impractical to clearly separate all
the different factors that influence the price that our customers are willing to pay. In general, under our present fuel
surcharge program, we believe rising fuel costs are beneficial to us and falling fuel costs are detrimental to us in the
short term, the effects of which are mitigated over time.

Operating Income (Loss): Operating income (loss) is operating revenue less operating expenses. Consolidated
operating income (loss) includes certain corporate charges that are not allocated to our reporting segments.

Operating Ratio: Operating ratio is a common operating performance measure used in the trucking industry. It is
calculated as (i) 100 percent (ii) minus the result of dividing operating income by operating revenue or (iii) plus the

result of dividing operating loss by operating revenue, and is expressed as a percentage.

Non—GAAP Financial Measures: We use EBITDA and Adjusted EBITDA, which are non-GAAP financial measures,
to assess the following:
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EBITDA: a non-GAAP measure that reflects our earnings before interest, taxes, depreciation, and amortization
expense. EBITDA is used for internal management purposes as a financial measure that reflects our core operating
performance.
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Adjusted EBITDA: a non-GAAP measure that reflects EBITDA, and further adjusts for net gains or losses on
property disposals, letter of credit expenses, restructuring charges, transaction costs related to issuances of debt,
nonrecurring consulting fees, permitted dispositions and discontinued operations, equity-based compensation expense,
non-union pension settlement charges, and expenses associated with certain lump sum payments to our union
employees, among other items, as defined in our credit facilities. Adjusted EBITDA is used for internal management
purposes as a financial measure that reflects our core operating performance, to measure compliance with financial
covenants in our term loan credit agreement and to determine certain executive bonus compensation.

We believe our presentation of EBITDA and Adjusted EBITDA is useful to investors and other users as these
measures represent key supplemental information our management uses to compare and evaluate our core underlying
business results both on a consolidated basis and across our business segments, particularly in light of our leverage
position and the capital-intensive nature of our business. Further, EBITDA is a measure that is commonly used by
other companies in our industry and provides a comparison for investors to evaluate the performance of the companies
in the industry. Additionally, Adjusted EBITDA helps investors to understand how the company is tracking against
our financial covenants in our term loan credit agreement as this measure is calculated as prescribed in our term loan
credit agreement and serves as a driving component of key financial covenants.

Our non-GAAP financial measures have the following limitations:
EBITDA does not reflect the interest expense or the cash requirements necessary to service interest or fund principal
payments on our outstanding debt;
Adjusted EBITDA does not reflect the interest expense or the cash requirements necessary to service interest or
fund principal payments on our outstanding debt, letter of credit expenses, restructuring charges, transaction
costs related to debt, or nonrecurring consulting fees, among other items;
Although depreciation and amortization are non-cash charges, the assets being depreciated and amortized will
generally need to be replaced in the future and EBITDA and Adjusted EBITDA do not reflect any cash requirements
for such replacements;
Equity-based compensation is an element of our long-term incentive compensation package, although Adjusted
EBITDA excludes employee equity-based compensation expense when presenting our ongoing operating
performance for a particular period; and
Other companies in our industry may calculate Adjusted EBITDA differently than we do, potentially limiting its
usefulness as a comparative measure.

Because of these limitations, our non-GAAP measures should not be considered a substitute for performance
measures calculated in accordance with GAAP. We compensate for these limitations by relying primarily on our
GAAP results and use our non-GAAP measures as secondary measures.

Consolidated Results of Operations
Our consolidated results include the consolidated results of our reporting segments and unallocated corporate charges.
A more detailed discussion of the operating results of our reporting segments is presented in the “Reporting Segment

Results of Operations” section below.

The table below provides summary consolidated financial information for the second quarter and first half of 2018 and
2017:

Second Quarter First Half
(in millions) 2018 2017 Percent Change 2018 2017 Percent Change
Operating revenue $1,326.5 $1,260.6 5.2 %  $2,541.0 $2,431.2 4.5 %
Operating income @ 50.9 53.2 4.3 Y%  46.6 53.5 (12.9 )%
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Nonoperating expenses, net 26.1 30.6 (14.7 Y%  49.3 60.3 (18.2 )%
Net income (loss) 14.4 19.0 (24.2 Y% (0.2 ) (6.3 ) 96.8 %
Due to the adoption of ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and Net Periodic

(a)Postretirement Benefit Cost, “Operating income” for prior year has been updated to reflect the reclassification of
pension expense.
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Second Quarter of 2018 Compared to the Second Quarter of 2017

Our consolidated operating revenue increased $65.9 million, or 5.2%, during the second quarter of 2018 compared to
the same period in 2017. The increase in revenue is primarily attributed to an increase in base yield excluding fuel
surcharge and fuel surcharge revenue, while partially offset by a decrease in tonnage.

Total operating expenses increased $68.2 million, or 5.6%, for the second quarter of 2018 compared to the second
quarter of 2017, and consisted primarily of higher fuel costs, higher contractual employee benefit costs, and an
increase in purchased transportation expense.

Salaries, wages and employee benefits. Salaries, wages and employee benefits increased $19.6 million, or 2.7%,
primarily due to a $19.4 million increase in employee benefit costs, which are primarily related to contractual rate
increases for union employees.

Fuel, operating expenses and supplies. Fuel, operating expenses and supplies increased $32.3 million, or 15.4%,
primarily due to a $22.0 million increase in fuel expense, which was largely driven by higher fuel prices on a per
gallon basis, partially offset by fewer miles driven and improved miles per gallon. Additionally, there was a $2.8
million increase in vehicle maintenance expense and a $2.6 million increase in professional fees.

Purchased transportation. Purchased transportation increased $17.6 million, or 11.0%, primarily due to a $10.2 million
increase in equipment lease expense of which $8.4 million was attributable to long-term rentals in conjunction with
the Company’s strategy to reinvest in its fleet. Purchased transportation expense also includes a $9.1 million increase
in third-party costs for customer specific logistics solutions. These increases were partially offset by a $2.7 million
decrease from reduced usage of local purchased transportation.

Other operating expense. Other operating expense decreased $4.9 million, or 7.5%, primarily due to a $4.3 million
decrease in third-party liability claims expense due to favorable development of prior year claims.

Losses on property disposals. Net losses on disposals of property were $2.2 million in the second quarter of 2018
primarily reflecting losses on the disposal of revenue equipment as compared to a $1.0 million net gain in the second
quarter of 2017 due to the sale of real property, partially offset by losses on the disposal of revenue equipment.

Nonoperating expenses, net. Nonoperating expenses, net, decreased $4.5 million in the second quarter of 2018
compared to the second quarter of 2017 primarily driven by a $3.6 million decrease in non-union pension and
postretirement benefits expense and a $0.7 million decrease in non-cash foreign exchange expense.

Our effective tax rate for the second quarter of 2018 and 2017 was 41.9% and 15.9%, respectively. The significant
items impacting the 2018 rate include provision for a net state and foreign taxes, certain permanent items, and a
change in the valuation allowance established for the net deferred tax asset balance projected for December 31, 2018.
The significant items impacting the 2017 rate include a provision for federal alternative minimum tax, a net state and
foreign tax provision, certain permanent items, and a change in the valuation allowance established for the net
deferred tax asset balance that had been projected for December 31, 2017. We recognize valuation allowances on
deferred tax assets if, based on the weight of the evidence, we determine it is more likely than not that such assets will
not be realized. Changes in valuation allowances are included in our tax provision in the period of change. In
determining whether a valuation allowance is warranted, we evaluate factors such as prior years’ earnings history,
expected future earnings, loss carry-back and carry-forward periods, reversals of existing deferred tax liabilities and
tax planning strategies that potentially enhance the likelihood of the realization of a deferred tax asset. At June 30,
2018 and December 31, 2017, substantially all of our net deferred tax assets were subject to a valuation allowance.
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Our consolidated operating revenue increased $109.8 million, or 4.5%, for the first half of 2018 compared to the same
period in 2017. The increase in revenue is primarily attributed to an increase in base yield excluding fuel surcharge
and fuel surcharge revenue, partially offset by a decrease in tonnage.

Total operating expenses increased $116.7 million, or 4.9%, for the first half of 2018 compared to the same period in
2017, and consisted primarily of an increase in purchased transportation expense, higher fuel costs, and higher
contractual employee benefit costs.

Salaries, wages and employee benefits. Salaries, wages and employee benefits increased $30.9 million, or 2.1%,
primarily due to a $27.7 million increase in employee benefit costs, which are primarily related to contractual rate

increases for union employees.
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Fuel, operating expenses and supplies. Fuel, operating expenses and supplies increased $46.2 million, or 10.8%,
primarily due to a $32.3 million increase in fuel expense, which was largely driven by higher fuel prices on a per
gallon basis, partially offset by fewer miles driven and improved miles per gallon, and an $8.3 million increase in
vehicle and facility maintenance expense.

Purchased transportation. Purchased transportation increased $38.5 million, or 13.1%, primarily due to a $20.0 million
increase in equipment lease expense of which $13.9 million was attributable to long-term rentals in conjunction with
the Company’s strategy to reinvest in its fleet. Purchased transportation expense also includes an $18.2 million
increase in third-party costs for customer specific logistics solutions. These increases were partially offset by a $5.2
million decrease from reduced usage of local purchased transportation.

Other operating expense. Other operating expense decreased $3.6 million, or 2.8%, primarily due to a $3.7 million
decrease in third-party liability claims expense due to favorable development of prior year claims.

Losses on property disposals. Net losses on disposals were $5.4 million in the first half of 2018 primarily reflecting
losses on the disposal of revenue equipment as compared to a $1.7 million loss in the first half of 2017, comprised of
losses on the disposal of revenue equipment, which were partially offset by gains on the sale of real property.

Nonoperating expenses, net. Nonoperating expenses, net, decreased $11.0 million in the first half of 2018 compared to
the first half of 2017 primarily driven by a $7.4 million decrease in non-union pension and postretirement benefits
expense and a $3.7 million decrease in non-cash foreign exchange expense.

Our effective tax rate for the first half of 2018 and 2017 was 92.6% and 7.4%, respectively. The significant items
impacting the 2018 rate include a provision for net state and foreign taxes, foreign withholding taxes related to
dividends from a foreign subsidiary, certain permanent items, and a change in the valuation allowance established for
the net deferred tax asset balance projected for

December 31, 2018. The significant items impacting the 2017 rate include a provision for federal alternative minimum
tax, a net state and foreign tax provision, certain permanent items, and a change in the valuation allowance established
for the net deferred tax asset balance that had been projected for December 31, 2017.

Reporting Segment Results of Operations
We evaluate our operating performance using our YRC Freight and Regional Transportation reporting segments:

YRC Freight is the reporting segment that focuses on longer haul business opportunities with national, regional and
international services. YRC Freight provides for the movement of industrial, commercial and retail goods, primarily
through centralized management. This reporting segment includes YRC Freight, our LTL subsidiary, and YRC
Reimer, a subsidiary located in Canada that specializes in shipments into, across and out of Canada. In addition to the
United States and Canada, YRC Freight also serves parts of Mexico and Puerto Rico.

Regional Transportation is the reporting segment for our transportation service providers focused on business
opportunities in the regional and next-day delivery markets. Regional Transportation is comprised of Holland, New
Penn and Reddaway. These companies each provide regional, next-day ground services in their respective regions
through a network of facilities located across the United States, Canada, and Puerto Rico.

18

29



Edgar Filing: YRC Worldwide Inc. - Form 10-Q

Table of Contents
YRC Freight Results

YRC Freight represented 62.4% of consolidated operating revenue for the second quarter of 2018, as compared to
62.6% for the second quarter of 2017. YRC Freight represented 62.1% of consolidated operating revenue for the first
half of 2018, as compared to 62.5% for the first half of 2017. The table below provides summary financial information
for YRC Freight for the second quarter and first half of 2018 and 2017:

Second Quarter First Half
(in millions) 2018 2017 Percent Change 2018 2017 Percent Change
Operating revenue $827.6  $789.5 4.8% $1,5789 $1,5184 4.0%
Operating income 26.8 30.9 (13.3)% 19.9 23.4 (15.0)%
Operating ratio® 96.8 % 96.1 % (0.7) pp 98.7 % 98.5 % (0.2) pp

(a) pp represents the change in percentage points
Second Quarter of 2018 Compared to the Second Quarter of 2017

YRC Freight reported operating revenue of $827.6 million in the second quarter of 2018, an increase of $38.1 million,
or 4.8%, compared to the same period in 2017. The increase in revenue is primarily attributed to an improvement in
base yield, excluding fuel surcharge, and an increase in fuel surcharge revenue, partially offset by a decrease in
tonnage. The table below summarizes the key revenue metrics for the YRC Freight reporting segment for the second
quarter of 2018 compared to the second quarter of 2017:

Second Quarter

2018 2017 Percent Change®
Workdays 64.0 63.5
Total picked up
revenue (in $ 821.0 $ 780.8 5.2 %
millions)®
Total tonnage (in
thousands) 1,623 1,627 0.2 )%
Total tonnage
per day (in 25.36 25.62 (1.0 )%
thousands)

Total shipments
(in thousands)
Total shipments
per day (in 41.67 43.58 4.4 )%
thousands)

Total picked up

revenue per $ 25.29 $ 24.00 54 %
hundred weight

Total picked up

revenue per

hundred weight $ 22.17 $ 21.53 2.9 %
(excluding fuel

surcharge)

Total picked up

revenue per $ 308 $ 282 9.1 %
shipment

2,667 2,767 (3.6 )%
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Total picked up

revenue per

shipment $ 270
(excluding fuel

surcharge)

Total weight per

shipment (in 1,217
pounds)

(in millions)

(@ Reconciliation of operating revenue to total picked up revenue:

Operating revenue
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1,176

Change in revenue deferral and other

Total picked up revenue

a .
( )the impact
of other revenue

6.6 %

35 %

Second Quarter
2018 2017

$827.6 $789.5
6.6 )@®7 )
$821.0 $780.8

(b)Percent change based on unrounded figures and not the rounded figures presented

Does not equal financial statement revenue due to revenue recognition adjustments between accounting periods and

Operating income for YRC Freight was $26.8 million in the second quarter of 2018 compared to operating income of
$30.9 million in the second quarter of 2017. Operating expenses increased $42.2 million, or 5.6%, primarily due to an

increase in purchased transportation expense, higher contractual employee benefit costs, and higher fuel costs.
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Salaries, wages and employee benefits. Salaries, wages and employee benefits increased $9.4 million, or 2.1%,
primarily due to a $13.2 million increase in employee benefit costs, which are primarily related to contractual benefit
rate increases for union employees, partially offset by a $3.8 million decrease in wages largely due to a decrease in
tonnage that reduced the amount of hours needed to process freight.

Fuel, operating expenses and supplies. Fuel, operating expenses and supplies increased $15.9 million, or 11.7%,
primarily due to an $11.6 million increase in fuel expense, which was driven by higher fuel prices on a per gallon
basis, partially offset by fewer miles driven and improved miles per gallon. Professional fees also increased $2.4
million.

Purchased transportation. Purchased transportation increased $16.6 million, or 13.7%, primarily due to a $9.2 million
increase in equipment lease expense of which $7.6 million was attributable to long-term rentals in conjunction with
the Company’s strategy to reinvest in its fleet. Purchased transportation expense also includes a $9.1 million increase
in third-party costs for customer specific logistics solutions. These increases were partially offset by a $2.3 million
decrease from reduced usage of local purchased transportation.

Other operating expense. Other operating expense decreased $3.1 million, or 8.1%, primarily due to a $1.7 million
decrease in cargo claims expense and a $1.4 million decrease in third-party liability claims expense due to favorable
development of prior year claims.

Losses on property disposals. Net losses on disposals of property were $1.8 million in the second quarter of 2018
primarily reflecting losses on the disposal of revenue equipment, compared to a $1.4 million gain in the second
quarter of 2017 due to the sale of real property, which was partially offset by losses on the disposal of revenue
equipment.

First Half of 2018 Compared to the First Half of 2017

YRC Freight reported operating revenue of $1,578.9 million in the first half of 2018, an increase of $60.5 million, or
4.0%, compared to the same period in 2017. The increase in revenue is primarily attributed to an improvement in base
yield, excluding fuel surcharge, and an increase in fuel surcharge revenue, partially offset by a decrease in tonnage.
The table below summarizes the key revenue metrics for the YRC Freight reporting segment for the first half of 2018
compared to the first half of 2017:

First Half
Percent

2018 2017 Change®
Workdays 127.5 127.5
Total picked up revenue (in millions)®@ $1,568.6 $1,509.0 39 %
Total tonnage (in thousands) 3,122 3,174 (1.6 Y%
Total tonnage per day (in thousands) 24.48 24.89 (1.6 Y%
Total shipments (in thousands) 5,118 5,353 4.4 Y
Total shipments per day (in thousands) 40.14 41.98 4.4 Y
Total picked up revenue per hundred weight $25.12 $23.77 57 %
Total picked up revenue per hundred weight (excluding fuel surcharge) $22.08 $21.30 3.6 %
Total picked up revenue per shipment $307 $282 87 %
Total picked up revenue per shipment (excluding fuel surcharge) $269 $253 6.6 %
Total weight per shipment (in pounds) 1,220 1,186 29 %

First Half
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(in millions) 2018 2017
@ Reconciliation of operating revenue to total picked up revenue:
Operating revenue $1,5789 $1,518.4
Change in revenue deferral and other (10.3 ) (94 )
Total picked up revenue $1,568.6 $1,509.0
Does not equal financial statement revenue due to revenue recognition adjustments between accounting periods and
@ the impact

of other revenue
(b)Percent change based on unrounded figures and not the rounded figures presented
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Operating income for YRC Freight was $19.9 million in the first half of 2018 compared to operating income of $23.4
million in the first half of 2017. Operating expenses increased $64.0 million, or 4.3%, primarily due to an increase in
purchased transportation expense, higher fuel costs, and higher contractual employee benefit costs.

Salaries, wages and employee benefits. Salaries, wages and employee benefits increased $8.8 million, or 1.0%,
primarily due to a $15.4 million increase in employee benefit costs, which are primarily related to contractual benefit
rate increases for union employees, partially offset by a $5.1 million decrease in wages due largely to a decrease in
tonnage that reduced the amount of hours needed to process freight.

Fuel, operating expenses and supplies. Fuel, operating expenses and supplies increased $22.9 million, or 8.4%,
primarily due to a $15.6 million increase in fuel expense, which was driven by higher fuel prices on a per gallon basis,
partially offset by fewer miles driven and improved miles per gallon. Professional fees also increased $3.6 million.

Purchased transportation. Purchased transportation increased $34.7 million, or 15.7%, primarily due to a $17.4 million
increase in equipment lease expense of which $12.1 million was attributable to long-term rentals in conjunction with
the Company’s strategy to reinvest in its fleet. Purchased transportation expense also includes an $18.2 million
increase in third-party costs for customer specific logistics solutions. These increases were partially offset by a $5.6
million decrease from reduced usage of local purchased transportation.

Other operating expense. Other operating expense decreased $6.8 million, or 8.7%, primarily due to a $4.0 million
decrease in third-party liability claims expense due to favorable development of prior year claims and a $3.2 million
decrease in cargo claims expense.

Losses on property disposals. Net losses on disposals of property were $4.5 million in the first half of 2018 primarily
reflecting losses on the disposal of revenue equipment compared to a $0.7 million loss in the first half of 2017,
comprised of losses on the disposal of revenue equipment, which were partially offset by gains on the sale of real

property.
Regional Transportation Results

Regional Transportation represented 37.6% of consolidated operating revenue for the second quarter of 2018, as
compared to 37.4% for the second quarter of 2017. Regional Transportation represented 37.9% of consolidated
operating revenue for the first half of 2018, as compared to 37.5% for the first half of 2017. The table below provides
summary financial information for Regional Transportation for the second quarter and first half of 2018 and 2017:

Second Quarter First Half
(in millions) 2018 2017 Percent Change 2018 2017 Percent Change
Operating revenue $499.0 $471.2 59 % $962.3 $913.0 5.4%
Operating income 29.2 25.3 15.4% 344 37.5 (8.3)%
Operating ratio® 94.1 % 94.6 % 0.5 pp 964 % 959 % (0.5) pp

(a) pp represents the change in percentage points
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Second Quarter of 2018 Compared to the Second Quarter of 2017

Regional Transportation reported operating revenue of $499.0 million for the second quarter of 2018, an increase of
$27.8 million, or 5.9%, from the second quarter of 2017. The increase in revenue is primarily attributed to an increase
in base yield, excluding fuel surcharge, and increased fuel surcharge revenue, partially offset by a decrease in tonnage.
The table below summarizes the key revenue metrics for the Regional Transportation reporting segment for the
second quarter of 2018 compared to the second quarter of 2017:

Second

Quarter

2018 2017 Fereent

Change®
Workdays 64.0 635
Total picked up revenue (in millions)®@ $499.8 $4722 58 %
Total tonnage (in thousands) 2,002 2,036 (1.7 Y%
Total tonnage per day (in thousands) 31.28 3206 (24 Y%
Total shipments (in thousands) 2,590 2,725 (5.0 Y%
Total shipments per day (in thousands) 4047 4292 (5.7 Y%
Total picked up revenue per hundred weight $12.48 $11.60 7.6 %
Total picked up revenue per hundred weight (excluding fuel surcharge) $10.97 $10.43 52 %
Total picked up revenue per shipment $193 $173 114 %
Total picked up revenue per shipment (excluding fuel surcharge) $170 $156 89 %
Total weight per shipment (in pounds) 1,546 1,494 35 %
Second
Quarter

(in millions) 2018 2017
@ Reconciliation of operating revenue to total picked up revenue:
Operating revenue $499.0 $471.2
Change in revenue deferral and other 0.8 1.0
Total picked up revenue $499.8 $472.2

(a)Does not equal financial statement revenue due to revenue recognition adjustments between accounting periods.
(b) Percent change based on unrounded figures and not the rounded figures presented.

Operating income for Regional Transportation was $29.2 million for the second quarter of 2018 compared to $25.3
million for the second quarter of 2017. Operating expenses increased $23.9 million, or 5.4%, primarily due to higher
fuel costs and an increase in contractual wages and employee benefit costs.

Salaries, wages and employee benefits. Salaries, wages and employee benefits increased $6.7 million, or 2.4%,
primarily due to a $5.7 million increase in employee benefit and wage costs, which are primarily related to contractual

rate increases for union employees.
Fuel, operating expenses and supplies. Fuel, operating expenses and supplies increased $17.8 million, or 20.8%,

primarily due to a $10.4 million increase in fuel expense, which was largely driven by higher fuel prices on a per
gallon basis, partially offset by fewer miles driven. Vehicle maintenance expense also increased $3.4 million.
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Purchased transportation. Purchased transportation increased $0.9 million, or 2.4%, primarily due to a $0.8 million
increase in long-term rentals in conjunction with the Company’s strategy to reinvest in its fleet.

Other operating expenses. Other operating expenses decreased $1.7 million, or 6.4%, primarily due to a $2.8 million
decrease in third-party liability claims expense as a result of more favorable development on prior year claims.
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First Half of 2018 Compared to the First Half of 2017

Regional Transportation reported operating revenue of $962.3 million for the first half of 2018, an increase of $49.3
million, or 5.4%, from the first half of 2017. The increase in revenue is primarily attributed to an increase in base
yield, excluding fuel surcharge, and increased fuel surcharge revenue, partially offset by a decrease in tonnage. The
table below summarizes the key revenue metrics for the Regional Transportation reporting segment for the first half of
2018 compared to the first half of 2017:

First Half
Percent

2018 2017 Change®
Workdays 127.5 127.5
Total picked up revenue (in millions)®@ $963.8 $9154 53 %
Total tonnage (in thousands) 3,916 3960 (1.1 Y%
Total tonnage per day (in thousands) 30.71 31.06 (1.1 Y%
Total shipments (in thousands) 5,034 5270 4.5 Y%
Total shipments per day (in thousands) 3048 4134 4.5 Y%
Total picked up revenue per hundred weight $12.31 $11.56 6.5 %
Total picked up revenue per hundred weight (excluding fuel surcharge) $10.84 $10.38 4.5 %
Total picked up revenue per shipment $191 $174 102 %
Total picked up revenue per shipment (excluding fuel surcharge) $169 $156 8.1 %
Total weight per shipment (in pounds) 1,556 1,503 35 %

First Half

(in millions) 2018 2017
(@ Reconciliation of operating revenue to total picked up revenue:
Operating revenue $962.3 $913.0
Change in revenue deferral and other 1.5 24
Total picked up revenue $963.8 $915.4

(a)Does not equal financial statement revenue due to revenue recognition adjustments between accounting periods.
(b) Percent change based on unrounded figures and not the rounded figures presented.

Operating income for Regional Transportation was $34.4 million for the first half of 2018 compared to $37.5 million
for the first half of 2017. Operating expenses increased $52.4 million, or 6.0%, primarily due to higher fuel costs, and
an increase in contractual wages and employee benefit costs.

Salaries, wages and employee benefits. Salaries, wages and employee benefits increased $16.4 million, or 3.0%,
primarily due to an $11.1 million increase in employee benefit costs and a $7.6 million increase in wages, which are
primarily related to contractual rate increases for union employees.

Fuel, operating expenses and supplies. Fuel, operating expenses and supplies increased $29.0 million, or 16.9%,
primarily due to a $16.7 million increase in fuel expense, which was largely driven by higher fuel prices on a per
gallon basis, partially offset by fewer miles driven. Additionally, we had a $4.9 million increase in vehicle
maintenance expense, and a $4.0 million increase in other operating expenses which was largely impacted by higher
costs associated with hardware and software maintenance expense.

Purchased transportation. Purchased transportation increased $3.8 million, or 5.2%, primarily due to a $2.6 million
increase in equipment lease expense of which $1.8 million was attributable to long-term rentals in conjunction with
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the Company’s strategy to reinvest in its fleet.

Other operating expenses. Other operating expenses increased $3.1 million, or 6.4%, primarily due to a $1.8 million
increase in cargo claims expense due to higher claim count and a $1.2 million increase in operating taxes.
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Certain Non-GAAP Financial Measures

As discussed in the “Our Business” section, we use certain non-GAAP financial measures to assess performance. These
measures should be considered in addition to the results prepared in accordance with GAAP, but should not be
considered a substitute for, or superior to, our GAAP financial measures. For segment Adjusted EBITDA, we present
the reconciliation from operating income (loss) to Adjusted EBITDA as it is consistent with how we measure
performance.

Consolidated Adjusted EBITDA
The reconciliation of net income (loss) to EBITDA and EBITDA to Adjusted EBITDA (defined in our Term Loan

Agreement as “Consolidated EBITDA”) for the second quarter and first half of 2018 and 2017, and the trailing twelve
months ended June 30, 2018 and 2017, is as follows:

Second . Trailing Twelve
Quarter First Half Months Ended

) iy June 30, June 30,
(in millions) 2018 2017 2018 2017 2018 2017
Reconciliation of net income (loss) to Adjusted EBITDA®:
Net income (loss) $144 $19.0 $(0.2 ) $(6.3 ) $(4.7 ) $0.1
Interest expense, net 255 256 51.0 50.8 102.6 101.7
Income tax expense (benefit) 104 3.6 25 H)Y®OS5 )O3 )O3 )
Depreciation and amortization 376 372 753 74.3 148.7 154.9
EBITDA 879 854 123.6 1183 2373 2564
Adjustments for Term Loan Agreement:
Losses (gains) on property disposals, net 2.6 (1.0 ) 5.8 1.7 3.5 (1.5 )
Letter of credit expense 1.7 1.7 34 34 6.8 6.8
Restructuring charges 0.6 — 1.2 — 2.1 —
Transaction costs related to issuances of debt — — — 2.2 8.1 2.2
Nonrecurring consulting fees 1.7 — 32 — 3.2 —
Permitted dispositions and other 0.2 0.7 0.7 0.8 1.1 42
Equity-based compensation expense 3.2 2.6 4.8 4.0 7.3 6.8
Non-union pension settlement charge — — — — 7.6 —
Other, net® 29 1.7 3.8 39 94 2.6
Adjusted EBITDA $100.8 $91.1 $146.5 $134.3 $286.4 $277.5

(a)Certain immaterial reclassifications have been made to prior year to conform to current year presentation.

(b) As required under our Term Loan Agreement, Other, net shown above consists of the impact of certain items to be
included in Adjusted EBITDA.

Segment Adjusted EBITDA

The following represents Adjusted EBITDA by segment for the second quarter and first half of 2018 and 2017:

Second

First Half
Quarter
(in millions) 2018 2017 2018 2017
Adjusted EBITDA by segment:
YRC Freight $545 $48.3 $76.6 $63.2
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46.8 422 694 71.6
05 )06 05 0S5 )
$100.8 $91.1 $146.5 $134.3
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The reconciliation of operating income (loss), by segment, to Adjusted EBITDA for the second quarter and first half
of 2018 and 2017, is as follows:

Second First Half
Quarter

YRC Freight segment (in millions) 2018 2017 2018 2017
Reconciliation of operating income to Adjusted EBITDA®:
Operating income $26.8 $30.9 $19.9 $23.4
Depreciation and amortization 215 21.2 4311 425
Losses (gains) on property disposals, net 21 (14 )49 07
Letter of credit expense 1.1 1.1 21 22
Restructuring charges —-  — 01 —
Non-union pension and postretirement benefits® 06 @9 )11 (9 )
Nonrecurring consulting fees 1.6 — 3.1 —
Other, net(© 0.8 (0.6 )23 03
Adjusted EBITDA $54.5 $48.3 $76.6 $63.2

Second First Half

Quarter
Regional Transportation segment (in millions) 2018 2017 2018 2017
Reconciliation of operating income to Adjusted EBITDA:
Operating income $29.2 $25.3 $34.4 $37.5
Depreciation and amortization 16.1 16.0 32.2 318
Losses on property disposals, net 04 04 0.8 1.0
Letter of credit expense 05 0.6 1.1 1.1
Other, net(© 06 (0.1 Y09 02
Adjusted EBITDA $46.8 $42.2 $69.4 $71.6

Second First Half
Quarter

Corporate and other (in millions) 2018 2017 2018 2017
Reconciliation of operating loss to Adjusted EBITDA@:
Operating loss $(5.1) $(3.0) $(7.7) $(7.4)
Depreciation and amortization 0.1 — 0.1 —
Losses on property disposals, net 0.1 — 0.1 —
Letter of credit expense — — 0.1 0.1
Restructuring charges 0.6 — 1.1 —
Transaction costs related to issuances of debt — — — 2.2
Permitted dispositions and other 02 07 0.7 0.8
Non-union pension and postretirement benefits® 0.2 ) (0.3 ) (0.2 )06 )
Equity-based compensation expense 3.2 26 48 4.0
Other, net(© 0.6 0.6 1.5 0.4
Adjusted EBITDA $(0.5) $0.6 $0.5 $(0.5)

(a)Certain immaterial reclassifications have been made to prior year to conform to current year presentation.
Due to the adoption of ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and Net Periodic
(b)Postretirement Benefit Cost, “Operating income (loss)” for prior year has been updated to reflect the reclassification
of pension expense.
(c) As required under our Term Loan Agreement, Other, net shown above consists of the impact of certain items to be
included in Adjusted EBITDA.
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Liquidity and Capital Resources

Our principal sources of liquidity are cash and cash equivalents, available borrowings under our ABL Facility and any
prospective cash flow from operations. As of June 30, 2018, our availability under our ABL Facility was $74.7
million, which is derived by reducing the amount that may be advanced against eligible receivables plus eligible
borrowing base cash by certain reserves imposed by the ABL Agent and our $351.5 million of outstanding letters of
credit. Our Managed Accessibility was $32.1 million, which is the measure of availability management uses based on
the ABL requirement to maintain availability in an amount at least equal to or above 10% of the collateral line cap.
Our cash and cash equivalents and Managed Accessibility was $190.8 million as of June 30, 2018.

Outside of funding normal operations, our principal uses of cash include making contributions to various
multi-employer pension funds and our single-employer pension plans, and meeting our other cash obligations
including, but not limited to, paying principal and interest on our funded debt, making payments on our equipment
leases, and funding capital expenditures.

As of June 30, 2018, we had $910.7 million in aggregate par value of outstanding indebtedness, the majority of which
matures in 3-5 years. We also have future funding obligations for our single-employer pension plans and various
multi-employer pension funds. We expect our funding obligations for the remainder of 2018 for our multi-employer
pension funds and single-employer pension plans will be $56.3 million and $13.1 million, respectively. In addition,
we have, and will continue to have, operating lease obligations. As of June 30, 2018, our operating lease payment
obligations through 2030 totaled $411.5 million and are expected to increase as we lease additional revenue
equipment. For the first half of 2018, we entered into new operating leases for revenue equipment totaling $108.9
million in future lease payments, payable over an average lease term of four years.

Our capital expenditures for the first half of 2018 and 2017 were $46.5 million and $39.0 million, respectively. These
amounts were principally used to fund the purchase of used tractors and trailers, to refurbish engines for our revenue
fleet, and for capitalized costs to improve our technology infrastructure.

As of June 30, 2018, our Standard & Poor’s Corporate Family Rating was “B-" with a stable outlook and Moody’s
Investor Service Corporate Family Rating was “B3” with a positive outlook.

Credit Facility Covenants

Our Term Loan Agreement has certain financial covenants that, among other things, restrict certain capital
expenditures and require us to not exceed a maximum total leverage ratio (defined as Consolidated Total Debt divided
by Consolidated Adjusted EBITDA). These covenants are more fully described in the “Debt and Financing” footnote to
the consolidated financial statements. At June 30, 2018, we were in compliance with all such covenants.

We believe that our results of operations will be sufficient to allow us to comply with the covenants in the Term Loan
Agreement, fund our operations, increase working capital as necessary to support our planned revenue growth and
fund capital expenditures for at least the next twelve months. Our ability to satisfy our liquidity needs and meet future
stepped-up covenants beyond the next twelve months is dependent upon our ability to achieve operating results that
reflect improvement over our 2017 results. Means for improving our profitability may include streamlining our
support structure and networks, as well as ongoing successful implementation and realization of pricing, productivity
and efficiency initiatives, in addition to increased volume and increasing capital expenditures, some of which are
outside of our control.

Cash Flows

43



Edgar Filing: YRC Worldwide Inc. - Form 10-Q

Operating Cash Flow

Cash flows provided by operating activities were $71.5 million during the first half of 2018, compared to $40.7
million during the first half of 2017. The increase in operating cash flows was primarily attributable to a $22.8 million
improvement due to changes in working capital, and a $6.1 million decrease in net loss.

Investing Cash Flow
Cash flows used in investing activities were $42.3 million during the first half of 2018 compared to $32.3 million
during the first half of 2017, an increase of $10.0 million largely driven by higher property and equipment acquisitions

of $7.5 million, and lower cash proceeds from the sale of real property.
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Financing Cash Flow

Cash flows used in financing activities for the first half of 2018 and 2017 were $16.2 million and $14.9 million,
respectively, which consist primarily of repayments on our long-term debt. Cash flows used in financing activities for
the first half of 2017 also included $3.2 million in debt issuance costs incurred during the quarter.

Contractual Obligations and Other Commercial Commitments

The following sections provide aggregated information regarding our contractual cash obligations and other
commercial commitments as of June 30, 2018.

Contractual Cash Obligations

The following table reflects our cash outflows that we are contractually obligated to make as of June 30, 2018:

Payments Due by Period

1 More
(in millions) Total Less than ? 1year3-5 years than

years

5 years

ABL Facility® $228 $7.0 $158 $— $—
Term Loan® 828.7 80.2 1555 3593.0 —
Lease financing obligations©) 86.3 33.6 232 16.2 13.3
Pension deferral obligations(® 1009 74 143 792 —
Wo‘rkefs compensation, property damage and liability claims 369.4 1048 1163 519 96 4
obligations(®
Operating leases® 411.5  130.1 189.3 73.7 18.4
Other contractual obligations(®) 25.5 205 34 1.6 —
Capital expenditures and other ® 37.4 374  — — —
Total contractual obligations $1,882.5 $421.0 $517.8 $815.6 $128.1

@ The ABL Facility includes future payments for the letter of credit and unused line fees and are not included on the
Company’s consolidated balance sheets.

(b)The Term Loan includes principal and interest payments, but excludes unamortized discounts.
The lease financing obligations include interest payments of $56.6 million and principal payments of $29.7 million.

(c) The remaining principal obligation is offset by the estimated book value of leased property at the expiration date of
each lease agreement.

(d)Pension deferral obligations includes principal and interest payments on the Second A&R CDA.

© The workers’ compensation, property damage and liability claims obligations represent our estimate of future
payments for these obligations, not all of which are contractually required.

Operating leases represent future payments under contractual lease arrangements primarily for revenue equipment

and are not included on the Company’s consolidated balance sheets.

Other contractual obligations includes future service agreements and certain maintenance agreements and are not

included on the Company’s consolidated balance sheets.

Capital expenditure and other obligations primarily includes noncancelable orders for revenue equipment the

(h) Company intends to lease and the equipment is not yet delivered, whereby the cash obligations will be scheduled

over the multi-year term of the lease and are not included on the Company’s consolidated balance sheets.

)
€9)
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Other Commercial Commitments

The following table reflects other commercial commitments or potential cash outflows that may result from a
contingent event, such as a need to borrow short-term funds due to insufficient free cash flow.

Amount of Commitment Expiration

Per Period

More
(in millions) Total Less thah-B years 3-5 years than

5 years
ABL Facility availability @ $747 $— $747 § —3 —
Letters of credit® 3515 — 351.5 — —
Surety bonds(®) 122.6 1226 0.0 — —
Total commercial commitments $548.8 $122.6 $426.2 $ —3$ —

Availability under the ABL Facility is derived by reducing the amount that may be advanced against eligible
(a)receivables plus eligible borrowing base cash by certain reserves imposed by the ABL. Agent and our outstanding

letters of credit. Managed Accessibility was $32.1 million.

Letters of credit outstanding are generally required as collateral to support self-insurance programs and do not
(b)represent additional liabilities as the underlying self-insurance accruals are already included in our consolidated

balance sheets.

Surety bonds are generally required for workers’ compensation to support self-insurance programs, which include
(c)certain bonds that do not have an expiration date but are redeemable on demand, and do not represent additional

liabilities as the underlying self-insurance accruals are already included in our consolidated balance sheets.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements other than operating leases, other contractual obligations for service
agreements and capital purchases, letters of credit and surety bonds, which are reflected in the above tables.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are primarily exposed to the market risk associated with unfavorable movements in interest rates, foreign
currencies, and fuel price volatility. The risk inherent in our market risk-sensitive instruments and positions is the
potential loss or increased expense arising from adverse changes in those factors. There have been no material changes
to our market risk policies or our market risk-sensitive instruments and positions as described in our annual report on
Form 10-K for the year ended December 31, 2017.

Item 4. Controls and Procedures

As required by the Exchange Act, we maintain disclosure controls and procedures designed to ensure that
information we are required to disclose in reports that we file or submit under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified in the SEC’s rules and forms. Our disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that information we
are required to disclose in reports that we file or submit under the Exchange Act is accumulated and communicated to
our management, including our principal executive and principal financial officers, as appropriate to allow timely
decisions regarding required disclosure. Our management, with the participation of our principal executive and
financial officers, has evaluated our disclosure controls and procedures as of June 30, 2018 and have concluded that
our disclosure controls and procedures were effective as of June 30, 2018.

Effective January 1, 2018, we implemented the human resources and payroll modules of the new comprehensive
enterprise resource planning (ERP) system, at several of our companies, including our largest operating company.
Although the processes that constitute our internal control over financial reporting were affected by the
implementation, the Company performed procedures at each phase as part of its assessment of the effectiveness of
internal control over financial reporting. We do not believe that the implementation had a material adverse effect on
our internal controls over financial reporting.

We implemented ASU 2014-09, Revenue from Contracts with Customers, on January 1, 2018 with no major changes
in our internal controls over financial reporting related to our revenue recognition process.

There was no change in our internal control over financial reporting that occurred during the fiscal quarter ended June

30, 2018 that has materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting.
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PART II—OTHER INFORMATION
Item 1. Legal Proceedings

We discuss legal proceedings in the “Commitments, Contingencies and Uncertainties” note to our consolidated financial
statements included with this quarterly report on Form 10-Q, and that discussion is incorporated by reference herein.

Item 1A. Risk Factors

There were no material changes during the quarter to the Risk Factors disclosed in Part I, Item 1A - “Risk Factors” in
our annual report on Form 10-K for the year ended December 31, 2017.
Item 6. Exhibits

10.1%* Consulting Agreement dated June 11. 2018. with James .. Welch
1% Certification of Darren D. Hawkins filed pursuant to Exchange Act Rules 13a-14 and 15d-14. as adopted
* pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

(o8]

Certification of Stephanie D. Fisher filed pursuant to Exchange Act Rules 13a-14 and 15d-14. as adopted

*k
3.2 pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
30 1% Certification of Darren D. Hawkins furnished pursuant to 18 U.S.C. Section 1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.

30 2 Certification of Stephanie D. Fisher furnished pursuant to 18 U.S.C. Section 1350. as adopted pursuant to
* Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS* XBRL Instance Document

101.SCH* XBRL Taxonomy Extension Schema

101.CAL* XBRL Taxonomy Extension Calculation Linkbase
101.DEF* XBRL Taxonomy Extension Definition Linkbase
101.LAB* XBRL Taxonomy Extension Label Linkbase

101.PRE* XBRL Taxonomy Extension Presentation Linkbase

* Indicates documents filed herewith.
** Indicates documents furnished herewith
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934 the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

YRC WORLDWIDE INC.

Date: August 2, 2018 /s/ Darren D. Hawkins
Darren D. Hawkins
Chief Executive Officer

Date: August 2, 2018 /s/ Stephanie D. Fisher

Stephanie D. Fisher
Chief Financial Officer
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