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INFORMATION RELATING TO FORWARD-LOOKING STATEMENTS

Other than statements of historical fact, statements made in this report include forward-looking statements, such as
statements with respect to our future financial performance, operating results, plans and objectives that involve risk

and uncertainties. Forward-looking statements generally can be identified by the use of forward-looking terminology,
such as “believe,” “expect,” “anticipate,” “may,” “will,” “intend,” “estimate,” “continue,” or similar expressions or the negativ
terms or expressions. Such statements involve risks and uncertainties, which could cause actual results to vary
materially from those expressed in or indicated by the forward-looking statements. We have based these
forward-looking statements on our current expectations and projections about future events. However, actual results
may differ materially from those currently anticipated depending on a variety of risk factors including, but not limited
to, those identified under “Part I, Item 1A, Risk Factors” of this Quarterly Report on Form 10-Q. We caution you not to
place undue reliance on forward-looking statements, which reflect an analysis only and speak only as of the date

hereof. We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result

of new information, future events, or otherwise, except as required by law.

99 ¢ 99 ¢ LT3
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements

BIO-RAD LABORATORIES, INC.
Condensed Consolidated Balance Sheets
(In thousands, except share data)

ASSETS:

Cash and cash equivalents
Short-term investments
Restricted investments

Accounts receivable, less allowance for doubtful accounts of $26,559 million at 2018 and

$25,549 at 2017

Inventories:

Raw materials

Work in process

Finished goods

Total inventories

Other current assets

Total current assets

Property, plant and equipment
Less: accumulated depreciation and amortization
Property, plant and equipment, net
Goodwill, net

Purchased intangibles, net

Other investments

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY:
Accounts payable, accrued payroll and employee benefits
Current maturities of long-term debt and notes payable
Income and other taxes payable

Other current liabilities

Total current liabilities

Long-term debt, net of current maturities

Deferred income taxes

Other long-term liabilities

Total liabilities

Stockholders’ equity:

Class A common stock, shares issued 24,860,159 and 24,679,127 at 2018 and 2017,
respectively; shares outstanding 24,859,577 and 24,678,545 at 2018 and 2017, respectively
Class B common stock, shares issued 5,103,544 and 5,107,674 at 2018 and 2017,
respectively; shares outstanding 5,102,627 and 5,106,757 at 2018 and 2017, respectively

Additional paid-in capital

September 30,
2018
(Unaudited)
$434,517
426,053
5,560

381,526

117,544
149,249
334,260
601,053
185,488
2,034,197
1,295,884
(811,561
484,323
501,903
150,662
3,474,321
73,256
$6,718,662

$257,028
1,772
44,783
149,576
453,159
438,803
753,948
172,271
1,818,181

382,393

December 31,
2017

$383,824
371,154
5,560

464,847

113,925
142,589
338,290
594,804
156,460
1,976,649
1,305,150

) (811,654 )

493,496
506,069
174,113
1,027,736
94,949
$4,273,012

$306,814
420
39,941
155,521
502,696
434,581
222,209
183,276
1,342,762

2

1
361,231

12
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Class A treasury stock at cost, 582 shares at 2018 and 2017 (128 ) (128 )
Class B treasury stock at cost, 917 shares at 2018 and 2017 (89 ) (89 )
Retained earnings 4,550,601 1,830,439
Accumulated other comprehensive (loss)/income (32,299 ) 738,794
Total stockholders’ equity 4,900,481 2,930,250
Total liabilities and stockholders’ equity $6,718,662 $4,273,012

The accompanying notes are an integral part of these condensed consolidated financial statements.

4
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BIO-RAD LABORATORIES, INC.

Condensed Consolidated Statements of Income

(In thousands, except per share data)
(Unaudited)

Net sales

Cost of goods sold

Gross profit

Selling, general and administrative expense
Research and development expense
Income from operations

Interest expense

Foreign currency exchange losses, net

Change in fair market value of equity securities

Other (income) expense, net
Income before income taxes
Provision for income taxes
Net income

Basic earnings per share:
Net income per basic share
Weighted average common shares - basic

Diluted earnings per share:
Net income per diluted share
Weighted average common shares - diluted

The accompanying notes are an integral part of these condensed consolidated financial statements.

Three Months Ended
September 30,
2018 2017

$545,138 $534,141
258,422 235,133
286,716 299,008
201,196 198,169
49,245 62,077
36,275 38,762

6,064 5,872
672 3,363
(318,007 ) —

(2,585 ) (1,061
350,131 30,588
(80,805 ) (8,521
$269,326 $22,067

$9.02 $0.74
29,863 29,660

$8.89 $0.73
30,292 30,052

Nine Months Ended
September 30,
2018 2017

$1,672,568 $1,538,858
781,982 696,412
890,586 842,446
620,751 605,060
146,122 174,116
123,713 63,270

17,823 17,233
1,911 7,668
(1,420,339 ) —

) (29,588 ) (13,486

1,553,906 51,855

) (359,763 ) (12,340

$1,194,143 $39,515

$40.04 $1.33
29,822 29,618

$39.50 $1.32
30,234 29,994
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BIO-RAD LABORATORIES, INC.
Condensed Consolidated Statements of Comprehensive Income
(In thousands)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2018 2017 2018 2017
Net income $269,326 $22,067 $1,194,143 $39,515
Other comprehensive (loss) income:
Foreign currency translation adjustments (13,556 ) 10,604 (91,128 ) 71,126
g())(reeslgn other post-employment benefits adjustments, net of income 105 192 1281 (1.861 )

Net hold‘mg (loss)‘ gain on equlty securities and net gnreahzed holding (138 ) (4,582 ) (1,989 ) 130,131
(loss) gain on available-for-sale investments, net of income taxes

Other comprehensive (loss) income, net of income taxes (13,589 ) 6,214 (91,836 ) 199,396
Comprehensive income $255,737 $28,281 $1,102,307 $238,911

The accompanying notes are an integral part of these condensed consolidated financial statements.
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BIO-RAD LABORATORIES, INC.
Condensed Consolidated Statements of Cash Flows
(In thousands, unaudited)

Nine Months Ended

September 30,

2018 2017
Cash flows from operating activities:
Cash received from customers $1,715,960 $1,518,057
Cash paid to suppliers and employees (1,494,794 ) (1,430,371 )
Interest paid, net (11,721 ) (11,397 )
Income tax payments, net (57,840 ) (39,821 )
Investment proceeds and miscellaneous receipts, net 21,601 14,338
Proceeds from (payments for) forward foreign exchange contracts, net 7,279 (16,034 )
Net cash provided by operating activities 180,485 34,772
Cash flows from investing activities:
Capital expenditures (75,951 ) (85,264 )
Proceeds from dispositions of property, plant and equipment 4,273 62
Proceeds from divestiture of a product line 6,964 —
Proceeds from (payments for) acquisitions and long-term investments 266 (74,874 )
Payments for purchases of intangible assets 3 ) (3,790 )
Payments for purchases of marketable securities and investments (286,826 ) (233,766 )
Proceeds from sales of marketable securities and investments 60,488 83,883
Proceeds from maturities of marketable securities and investments 158,622 151,260
Net cash used in investing activities (132,167 ) (162,489 )
Cash flows from financing activities:
Net payments on line-of-credit arrangements and notes payable — 36 )
Payments on long-term borrowings (1,595 ) (220 )
Payments of contingent consideration (2,078 ) (3,681 )
Proceeds from issuances of common stock for share-based compensation, net 1,996 3,622
Payments for purchases of treasury stock — (2,920 )
Net cash used in financing activities (1,677 ) (3,235 )
Effect of foreign exchange rate changes on cash 3,965 3,823
Net increase (decrease) in cash, cash equivalents, and restricted cash 50,606 (127,129 )
Cash, cash equivalents, and restricted cash at beginning of period 384,983 457,171
Cash, cash equivalents, and restricted cash at end of period $435,589 $330,042

The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported within the
Condensed Consolidated Balance Sheets that agrees to the same amounts shown in the Condensed Consolidated
Statements of Cash Flows (in thousands):

September 30, September 30,

2018 2017
Cash and cash equivalents $ 434,517 $328,894
Restricted cash included in Other current assets 102 812
Restricted cash included in Other assets 970 336

Total cash, cash equivalents, and restricted cash shown in the Condensed Consolidated

Statements of Cash Flows $ 435,589 $ 330,042

16
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These restricted cash items are primarily related to performance guarantees.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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BIO-RAD LABORATORIES, INC

Notes to Condensed Consolidated Financial Statements
(Unaudited)

1.BASIS OF PRESENTATION AND USE OF ESTIMATES

Basis of Presentation

In this report, “Bio-Rad,” “we,” “us,” “the Company” and “our” refer to Bio-Rad Laboratories, Inc. and its subsidiaries. The
accompanying unaudited condensed consolidated financial statements of Bio-Rad have been prepared in accordance
with accounting principles generally accepted in the United States of America (GAAP) and reflect all adjustments
which are, in the opinion of management, necessary to fairly state the results of the interim periods presented. All
such adjustments are of a normal recurring nature. Results for the interim period are not necessarily indicative of the
results for the entire year. The condensed consolidated balance sheet at December 31, 2017 has been derived from the
audited consolidated financial statements at that date but does not include all of the information and footnotes required
by GAAP for complete financial statements. The condensed consolidated financial statements should be read in
conjunction with the notes to the consolidated financial statements contained in our Annual Report on Form 10-K for
the year ended December 31, 2017.

We evaluate subsequent events and the evidence they provide about conditions existing at the date of the balance
sheet as well as conditions that arose after the balance sheet date but through the date the financial statements are
issued. The effects of conditions that existed at the balance sheet date are recognized in the financial statements.
Events and conditions arising after the balance sheet date but before the financial statements are issued are evaluated
to determine if disclosure is required to keep the financial statements from being misleading. To the extent such
events and conditions exist, disclosures are made regarding the nature of events and the estimated financial effects of
those events and conditions.

Use of Estimates

The preparation of the condensed consolidated financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingencies at the date of
the financial statements as well as the reported amounts of revenues and expenses during the reporting periods.
Bio-Rad bases its estimates on historical experience and on various other market-specific and other relevant
assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results could differ materially from those estimates.

Revenue Recognition

On January 1, 2018, we adopted Accounting Standards Codification ("ASC") 606, "Revenue from Contracts with
Customers," using the modified retrospective method applied to those contracts which were not completed as of
January 1, 2018. Results for reporting periods beginning after January 1, 2018 are presented under ASC 606, while
prior period amounts are not adjusted and continue to be reported under prior revenue guidance ASC 605, "Revenue
Recognition."

We recorded a net reduction to opening retained earnings of $0.1 million as of January 1, 2018 due to the cumulative
impact of adopting ASC 606 with the impact primarily related to a customer loyalty program in the United States for
which the resulting non-cash consideration is treated as variable consideration under the new revenue recognition
accounting standard. The impact to revenue as a result of applying ASC 606 as compared to ASC 605 for the nine
months ended September 30, 2018 was not significant.

18
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We recognize revenue from operations through the sale of products, services, and rental of instruments. Revenue from
contracts with customers is recognized upon transfer of control of promised products or services to customers in an
amount that reflects the consideration we expect to receive in exchange for those products or services. We

8
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enter into contracts that can include various combinations of products and services, which are generally accounted for
as distinct performance obligations. Revenue is recognized net of any taxes collected from customers (sales tax, value
added tax, etc.), which are subsequently remitted to government authorities.

Our contracts from customers often include promises to transfer multiple products and services to a customer.
Determining whether products and services are considered distinct performance obligations that should be accounted
for separately versus together may require significant judgment and may or may not impact the timing of revenue
recognition. Revenue associated with equipment that requires factory installation is not recorded until installation is
complete and customer acceptance, if required, has occurred. Certain equipment requires installation due to the fact
that the instruments are being operated in a clinical/laboratory environment, and the installation services could result
in modification of the equipment in order to ensure that the instruments are working according to specifications of the
customer which are subject to validation tests upon completion of the installation. In these arrangements, which
require factory installation, the delivery of the equipment and the installation are separate performance obligations.
We will recognize the transaction price allocated to the equipment only upon customer acceptance, as the transfer of
control has occurred in relation to the equipment at that point in time as the customer has the ability to direct the use
of and obtain substantially all of the remaining benefits from the asset. The transaction price allocated to the
installation services is also recognized upon completion of the services because without the completion of the
installation services and related customer acceptance the customer cannot receive any of the benefits of the service.
At the time revenue is recognized, a provision is recognized for estimated product returns as this right is considered
variable consideration. Accordingly, when product revenues are recognized, the transaction price is reduced to the
estimated amount that we expect to receive in exchange for transferring control for those products.

Service revenues on extended warranty contracts are recognized ratably over the life of the service agreement as a
stand-ready performance obligation. For arrangements that include a combination of products and services, transaction
prices are allocated to performance obligations based on stand-alone selling prices. The method used to determine the
stand-alone selling prices for service revenues is based on the observable prices when the services have been sold
separately.

In those instances where the timing of revenue recognition differs from the timing of invoicing, we have determined
that our contracts generally do not include a significant financing component. The primary purpose of our invoicing
terms is to provide customers with simple and predictable methods of purchasing our products and services, not to
either provide or receive financing to or from our customers. We record contract liabilities when cash payments are
received or due in advance of our performance.

We do not disclose the value of unsatisfied performance obligations for contracts with an original expected length of
one year or less and for contracts in which we recognize revenue at the amount to which we have the right to invoice
for services performed. Our payment terms vary by the type and location of our customer, and the products and
services offered. The term between invoicing and when payment is due is not significant.

Reagent Rental Agreements

Reagent rental agreements are a diagnostic industry sales method that provides use of an instrument and consumables
(reagents) to a customer on a per test basis. These agreements may also include maintenance of the underlying
instruments retained at customer locations as well as initial training. We concluded that the use of the instrument and
related maintenance services (collectively known as “lease elements”) are not within the guidance of ASC 606 but rather
ASC 840 Leases. Accordingly, we first allocate the transaction price between the lease elements and the non-lease
elements based on relative standalone selling prices. The determination of the transaction price requires judgment and
requires consideration of any fixed/minimum payments as well as estimates of variable consideration. After
determining what portion of the transaction price should be allocated to the lease elements, any fixed consideration
would be considered the minimum lease payment to be amortized straight line over the lease term and any variable
consideration would be contingent rent to be recognized monthly as earned, which coincides with the transfer of
control of the non-lease elements.

9
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For the portion of the transaction price allocated to the non-lease elements, which are principally the reagents, the
related revenue will be recognized at a point in time when control transfers. Generally, the terms of the arrangements
result in the transfer of control upon either (i) when the consumables are delivered or (ii) when the consumables are
consumed by the customer.
Revenue allocated to the lease elements of these reagent rental arrangements represent approximately 5% of total
revenue and are included as part of the Net sales in our Condensed Consolidated Statements of Income.
Contract costs:
As a practical expedient, we expense as incurred costs to obtain contracts as the amortization period would have been
one year or less. These costs, recorded within Selling, general and administrative expense, include our internal sales
force compensation programs and certain partner sales incentive programs, as we have determined that annual
compensation is commensurate with annual selling activities.
Disaggregation of Revenue:
The following table presents our revenues disaggregated by geographic region based primarily on the location of the
use of the product or service (in millions, unaudited):

Three Months Nine Months

Ended Ended

September 30, September 30,

2018 2017 2018 2017

Europe $182.7 $190.3 $579.5 $539.3
Pacific Rim 110.3 105.7 341.7 3079
United States 218.3 203.3 649.8 5932
Other (primarily Canada and Latin America) 33.8 34.8 101.6  98.5
Total Net sales $545.1 $534.1 $1,672.6 $1,538.9

The disaggregation of our revenue by industry segment sources is presented in our Segment Information footnote (see
Note 10).

Deferred revenues represent mostly unrecognized fees billed or collected for extended service arrangements. Deferred
revenues are recognized as (or when) we perform under the contract, which is generally recognized ratably over the
term of the service contract. A majority of our deferred revenue balance is classified as current with an expected
length of one year or less. The increase in our total deferred revenue balance from $36.7 million at December 31, 2017
to $39.3 million at September 30, 2018 is primarily driven by $30.8 million, net, of cash payments received or due in
advance of satisfying our performance obligations, offset by $28.2 million of revenue recognized that were included
in our deferred revenue balance as of December 31, 2017.

We warrant certain equipment against defects in design, materials and workmanship, generally for a period of one
year. Upon revenue recognition of that equipment, we establish, as part of Cost of goods sold, a provision for the
expected costs of such warranty based on historical experience, specific warranty terms and customer feedback. A
review is performed on a quarterly basis to assess the adequacy of our warranty accrual.

Components of the warranty accrual, included in Other current liabilities and Other long-term liabilities in the
Condensed Consolidated Balance Sheets, were as follows (in millions):

10
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January 1, 2018 $18.7
Provision for warranty 25.8
Actual warranty costs (27.7 )
September 30, 2018  $16.8

Recent Accounting Pronouncements Adopted

In February 2018, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update No.
("ASU") 2018-03, "Technical Corrections and Improvements to Financial Instruments - Recognition and
Measurement of Financial Assets and Financial Liabilities." ASU 2018-03 amends certain items in ASU 2016-01 (see
below) such as equity securities without a readily determinable fair value. ASU 2018-03 clarifies that an entity that
uses the measurement alternative for equity securities without readily determinable fair values can change its
measurement approach to fair value and once made the election is irrevocable. If an entity measures equity securities
without readily determinable fair values at fair value, it must record a cumulative-effect adjustment to Retained
earnings as of the beginning of the fiscal year in which the guidance is adopted. We adopted ASU 2018-03 on January
1, 2018 and made an irrevocable election to account for our investment of the ordinary shares of Sartorius AG at fair
value (see ASU 2016-01 below).

In January 2016, the FASB issued ASU 2016-01, "Recognition and Measurement of Financial Assets and Financial
Liabilities." Amendments under ASU 2016-01, among other items, require that all equity investments in
unconsolidated entities (other than those accounted for using the equity method of accounting) will generally be
measured at fair value through earnings. Changes in fair value for equity securities will no longer be reported in other
comprehensive income. For equity investments without readily determinable fair values, the cost method is also
eliminated. We adopted ASU 2016-01 on January 1, 2018 and record equity investments without readily determinable
fair values at cost, less impairment, and plus or minus subsequent adjustments for observable price changes and were
valued at $0.6 million as of September 30, 2018. Changes in the basis of these equity investments are reported in
current earnings. For equity securities that are affected by ASU 2016-01 and ASU 2018-03, see Note 2 to the
condensed consolidated financial statements, which primarily consists of our investment in Sartorius AG.

The impact of the adoption of ASU 2016-01 and ASU 2018-03 on January 1, 2018 was through a cumulative-effect
adjustment of $864.5 million to Total stockholders' equity by increasing Retained earnings of $1,543.7 million and
decreasing Accumulated other comprehensive income of $679.2 million, including increasing Deferred income taxes
by $232.9 million and an increase in Other investments of $1,097.4 million in our Condensed Consolidated Balance
Sheet. As a result of ASU 2016-01 and ASU 2018-03 for the three and nine months ended September 30, 2018, we
recorded $318.0 million and $1,420.3 million, respectively, for the Change in fair market value of equity securities in
the Condensed Consolidated Statement of Income that resulted in a deferred tax expense for the three and nine months
ended September 30, 2018 of $70.0 million and $313.7 million, respectively.

In March 2017, the FASB issued ASU 2017-07, "Improving the Presentation of Net Periodic Pension Cost and Net
Periodic Postretirement Benefit Cost," which changed how we present the net periodic benefit cost of our defined
benefit pension and/or other postretirement plans. We adopted ASU 2017-07 on January 1, 2018 and applied the
practical expedient to estimate amounts for comparative purposes utilizing the information disclosed in Note 12 to the
consolidated financial statements in our Form 10-K for the year ended December 31, 2017. The interest costs are
recorded in Interest expense, and the other costs are recorded in Other (income) expense, net in the Condensed
Consolidated Statements of Income. For the third quarter of 2017 for interest costs and other costs, we reclassified
$0.076 million, $0.538 million, and $0.036 million from Costs of goods sold (COGS), Selling, general and
administrative expense (SG&A) and Research and development expense (R&D), respectively, to Interest expense of
$0.275 million and Other (income) expense, net of $0.375 million. For the first nine months of 2017 for interest costs
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and other costs, we reclassified $0.228 million, $1.614 million, and $0.108 million from COGS, SG&A and R&D,
respectively, to Interest expense of $0.825 million and Other (income) expense, net of $1.125 million.

11

24



Edgar Filing: BIO-RAD LABORATORIES, INC. - Form 10-Q

In November 2016, the FASB issued ASU 2016-18, "Restricted Cash," which required us to cease to present transfers
between cash and cash equivalents and restricted cash and restricted cash equivalents in the statement of cash flows.
We adopted ASU 2016-18 on January 1, 2018 and updated the Condensed Consolidated Statements of Cash Flows to
incorporate restricted cash included in Other current assets and Other assets of $1.1 million as of September 30, 2018
and $1.1 million as of September 30, 2017.

In October 2016, the FASB issued ASU 2016-16, "Intra-Entity Transfers of Assets Other Than Inventory," which
required immediate recognition of income tax consequences of intercompany asset transfers, other than inventory
transfers. We adopted ASU 2016-16 on January 1, 2018 on a modified retrospective basis through a cumulative-effect
adjustment by decreasing Retained earnings by $17.6 million, and decreasing Prepaid taxes by $22.8 million and
increasing Deferred tax assets by $5.2 million that are both recorded in Other assets in our Condensed Consolidated
Balance Sheet.

In August 2016, FASB issued ASU 2016-15, "Classification of Certain Cash Receipts and Cash Payments" and
adopted it on January 1, 2018, which did not have an impact to our statement of cash flows presentation.

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers ("ASC 606"), an updated
standard on revenue recognition. The new standard provides enhancements to the quality and consistency of how
revenue is reported under the principle that revenue should be recognized in an amount that reflects the consideration
to which we expect to be entitled in exchange for the transfer of promised goods or services. We adopted ASC 606 as
of January 1, 2018 using the cumulative effect transition method as more fully described above under the caption
“Revenue Recognition.”

Recent Accounting Pronouncements to be Adopted

In August 2018, the FASB issued ASU 2018-15, "Customer's Accounting for Implementation Costs Incurred in a
Cloud Computing Arrangement That Is a Service Contract." ASU 2018-15 amends the definition of a hosting
arrangement and requires a customer in a hosting arrangement that is a service contract to capitalize certain
implementation costs as if the arrangement was an internal-use software project. The internal-use software guidance
states that only qualifying costs incurred during the application development stage can be capitalized. ASU 2018-15 is
effective for fiscal years ending after December 15, 2019. Early adoption is permitted and entities have the option to
apply the guidance prospectively to all implementation costs incurred after the date of adoption or retrospectively. We
are currently evaluating the effect ASU 2018-15 will have on our consolidated financial statements.

In August 2018, the FASB issued ASU 2018-14, "Disclosure Framework - Changes to the Disclosure Requirements
for Defined Benefit Plans." ASU 2018-14 eliminates and adds certain disclosures for defined benefit plans. ASU
2018-14 is effective for fiscal years ending after December 15, 2020 using a retrospective approach, with early
adoption permitted. We are currently evaluating the disclosures and the timing of adoption but do not expect ASU
2018-14 to have a material impact to our disclosures for defined benefit plans.

In August 2018, the FASB issued ASU 2018-13, "Disclosure Framework - Changes to the Disclosure Requirements
for Fair Value Measurement." ASU 2018-13 eliminates, adds and modifies certain disclosures for fair value
measurements. ASU 2018-13 is effective for fiscal years beginning after December 15, 2019 and for interim periods
within those fiscal years. Early adoption is permitted in interim periods, including periods for which financial
statements have not yet been issued. We do not expect ASU 2018-13 to have a material impact to our fair value
disclosures and we currently do not plan to early adopt.

In June 2016, the FASB issued ASU 2016-13, "Measurement of Credit Losses on Financial Instruments." ASU
2016-13 will replace the current incurred loss approach with an expected loss model for instruments measured at
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amortized cost and require entities to record allowances for available-for-sale debt securities rather than reduce the
carrying amount under the current other-than-temporary impairment model. ASU 2016-13 is effective for fiscal years
beginning after December 15, 2019, and interim periods within those fiscal years. Early adoption is permitted
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for all entities for annual periods beginning after December 15, 2018, and interim periods therein. We are currently
evaluating the effect ASU 2016-13 will have on our consolidated financial statements.

In February 2016, the FASB issued ASU 2016-02, "Leases," which will require, among other items, lease accounting
to recognize most leases as assets and liabilities on the balance sheet. Qualitative and quantitative disclosures will be
enhanced to better understand the amount, timing and uncertainty of cash flows arising from leases. In July 2018, the
FASB issued ASU 2018-11, "Targeted Improvements," which gives the option to apply the transition provisions of
ASU 2016-02 at its adoption date instead of at the earliest comparative period presented in its financial statements. In
addition, ASU 2018-11 provides a practical expedient that permits lessors to not separate nonlease components from
the associated lease component if certain conditions are met. Also in July 2018, the FASB issued ASU 2018-10,
"Codification Improvements to Topic 842, Leases," which clarifies certain aspects of ASU 2016-02. We will adopt
ASU 2016-02 on a modified retrospective basis on its adoption date of January 1, 2019 with practical expedients,
instead of at the earliest comparative period presented in our financial statements. We are currently gathering,
documenting and analyzing lease agreements where we act as lessee related to this ASU and anticipate material
additions to the balance sheet for right-of-use assets, and the associated liabilities. We are also gathering, documenting
and analyzing the impact on those contracts where we act as a lessor in reagent rental arrangements and do not
anticipate a significant impact to our financial statements, as the associated assets are already included in our
Condensed Consolidated Balance Sheets. Such reagent rental arrangements are more fully described above under the
caption "Reagent Rental Agreements."

2.FAIR VALUE MEASUREMENTS

We determine the fair value of an asset or liability based on the assumptions that market participants would use in
pricing the asset or liability in an orderly transaction between market participants at the measurement date. The
identification of market participant assumptions provides a basis for determining what inputs are to be used for pricing
each asset or liability. A fair value hierarchy has been established which gives precedence to fair value measurements
calculated using observable inputs over those using unobservable inputs. This hierarchy prioritizes the inputs into
three broad levels as follows:

L evel 1: Quoted prices in active markets for identical instruments

L evel 2: Other significant observable inputs (including quoted prices in active markets for similar instruments)

L evel 3: Significant unobservable inputs (including assumptions in determining the fair value of certain investments)
Financial assets and liabilities carried at fair value and measured on a recurring basis as of September 30, 2018 are

classified in the hierarchy as follows (in millions):
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Level Level

Level 1 ’ 3 Total
Financial Assets Carried at Fair Value:
Cash equivalents:
Commercial paper $— $70.7 $— $70.7
Asset backed — 0.1 — 01
Time deposits 24.0 100 — 340
Money market funds 35.0 — — 350
Total cash equivalents (a) 59.0 80.8 — 139.8
Restricted investment 5.6 — — 56
Equity securities (b) 3,502.7 — —  3,502.7
Available-for-sale investments:
Corporate debt securities — 2235 — 2235
U.S. government sponsored agencies — 76.1 — 76.1
Foreign government obligations — 33 — 33
Municipal obligations — 156 — 15.6
Asset-backed securities — 61.0 — 61.0
Total available-for-sale investments (c) — 379.5 — 3795
Forward foreign exchange contracts (d) — 1.5 1.5

Total financial assets carried at fair value $3,567.3 $461.8 $— $4,029.1

Financial Liabilities Carried at Fair Value:

Forward foreign exchange contracts (e) $— $15 $— $15
Contingent consideration (f) — — 8.1 8.1
Total financial liabilities carried at fair value $— $15 $8.1 $9.6

As of first quarter 2018, our equity securities are no longer reported as Available-for-sale investments due to the
implementation of ASU 2016-01. Changes in fair value of equity securities are now reported on the Condensed
Consolidated Statements of Income rather than Other Comprehensive Income (see Note 1).
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Financial assets and liabilities carried at fair value and measured on a recurring basis as of December 31, 2017 are
classified in the hierarchy as follows (in millions):

Level Level

Level 1 s 3 Total
Financial Assets Carried at Fair Value:
Cash equivalents:
Commercial paper $— $36.0 $— $36.0
Time deposits 43.7 100 — 537
U.S. government sponsored agencies — 112 — 11.2
Money market funds 34 — — 34
Total cash equivalents (a) 47.1 572 — 104.3
Restricted investment 5.6 — — 5.6
Available-for-sale investments:
Corporate debt securities — 185.7 — 185.7
U.S. government sponsored agencies — 67.6 —  67.6
Foreign government obligations — 34 — 34
Brokered certificates of deposit — 0.7 — 07
Municipal obligations — 150 — 15.0
Marketable equity securities 9734 — — 9734
Asset-backed securities — 556 — 556
Total available-for-sale investments (c) 973.4 328.0 — 1,301.4
Forward foreign exchange contracts (d) — 0.5 — 05

Total financial assets carried at fair value $1,026.1 $385.7 $— $1,411.8

Financial Liabilities Carried at Fair Value:

Forward foreign exchange contracts (e) $— $16 $— $1.6
Contingent consideration (f) — — 16.7 16.7
Total financial liabilities carried at fair value $— $1.6 $16.7 $18.3

(a)Cash equivalents are included in Cash and cash equivalents in the Condensed Consolidated Balance Sheets.

(b)Equity securities are included in the following accounts in the Condensed Consolidated Balance Sheets (in
millions):
September 30,
2018
Short-term investments $ 46.7
Other investments 3,456.0

Total $ 3,502.7

The unrealized gains on our equity securities still held as of September 30, 2018 are $1,420.3 million and are
primarily due to our investment in Sartorius AG and is recorded in our Condensed Consolidated Statements of Income
due to the adoption of ASU 2016-01 (see Note 1).

(c)Available-for-sale investments are included in the following accounts in the Condensed Consolidated Balance
Sheets (in millions):
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September 30, December 31,

2018 2017
Short-term investments $ 379.3 $ 371.2
Other investments 0.2 930.2
Total $ 3795 $ 1,3014

In accordance with our adoption of ASU 2016-01 January 1, 2018, our investment in Sartorius AG preferred shares,
which was reported within marketable equity securities as Available-for-sale as of December 31, 2017, is now
reported as an Equity security as of September 30, 2018 (see Note 1 and footnote (b) above).

(d) Forward foreign exchange contracts in an asset position are included in Other current assets in the Condensed
Consolidated Balance Sheets.

(e) Forward foreign exchange contracts in a liability position are included in Other current liabilities in the Condensed
Consolidated Balance Sheets.

(f) Contingent consideration liability is included in the following accounts in the Condensed Consolidated Balance
Sheets (in millions):

September 30, December 31,

2018 2017
Other current liabilities $ 3.1 $ 2.7
Other long-term liabilities 5.0 14.0
Total $ 8.1 $ 16.7

During the first quarter of 2016, we recognized a contingent consideration liability upon our acquisition of a high
performance analytical flow cytometer platform from Propel. At the acquisition date, the amount of contingent
consideration was determined based on a probability-weighted income approach related to the achievement of sales
milestones, ranging from 39% to 20% for the calendar years 2018 through 2020. The sales milestones could
potentially range from $0 to an unlimited amount. In the first and third quarters of 2018, we paid $1.3 million and $0.8
million, respectively, per the purchase agreement. Since 2016 we have decreased the cumulative valuation of the sales
milestones by $12.5 million. The contingent consideration was accrued at its estimated fair value of $8.1 million as of
September 30, 2018.

The following table provides a reconciliation of the Level 3 analytical flow cytometer platform contingent
consideration liabilities measured at estimated fair value (in millions):

January 1, 2018 $16.7
Payment of sales milestone 2.1 )
Decrease in estimated fair value of contingent consideration included in Selling, general and administrative 65 )
expense

September 30, 2018 $8.1
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analytical flow cytometer platform September 30, 2018
Valuation Technique Unobservable
Input
i ili i : Sales
Analytical flow cytometer platform Probability-weighted income approach milestones:

Discountrate 11.3 %
Costofdebt 49 %

To estimate the fair value of Level 2 debt securities as of September 30, 2018 and December 31, 2017, our primary
pricing provider uses Securities Evaluations as the primary pricing source. Our pricing process allows us to select a
hierarchy of pricing sources for securities held. If Securities Evaluations does not price a Level 2 security that we
hold, then the pricing provider will utilize our custodian supplied pricing as the secondary pricing source.

For commercial paper as of September 30, 2018 and December 31, 2017, pricing is determined by a straight-line
calculation, starting with the purchase price on the date of purchase and increasing to par at maturity. Interest bearing
certificates of deposit and commercial paper are priced at par. In the event that an additional lot of the same
commercial paper issue has been purchased within the same account, then the price of all holdings of that issue in that
account will be the price of the most recent lot purchased.

Our pricing provider performs daily reasonableness testing of the Securities Evaluations prices. Price changes of 5%
or greater are investigated and resolved. In addition, we perform a quarterly comparison of the Securities Evaluations
prices to custodian reported prices. Price differences outside a tolerable variance of approximately 1% are investigated
and resolved.

Available-for-sale investments consist of the following (in millions):

September 30, 2018

Amortizthrealized Unrealized EsFlmated
Cost  Gains Losses Fair
Value
Short-term investments:
Corporate debt securities $2247 $ 0.1 $13 ) $2235
Municipal obligations 157 — (0.1 ) 15.6
Asset-backed securities 61.1 — (0.3 ) 60.8
U.S. government sponsored agencies 77.6 ~— 1.5 ) 76.1
Foreign government obligations 33 — — 33
382.4 0.1 3.2 ) 379.3
Long-term investments:
Asset-backed securities 0.2 — — 0.2
0.2 — — 0.2
Total $382.6 $ 0.1 $ (32 ) $3795
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The following is a summary of the amortized cost and estimated fair value of our debt securities at September 30,
2018 by contractual maturity date (in millions):
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Amortized EsFlmated
Cost Fair
Value
Mature in less than one year  $ 170.3  $ 170.0
Mature in one to five years 164.9 163.3
Mature in more than five years 47.4 46.2
Total $382.6 $3795

Available-for-sale investments consist of the following (in millions):

December 31, 2017

Amortizkthrealized Unrealized EsFlmated
Cost  Gains Losses Fair
Value

Short-term investments:
Corporate debt securities $185.9 $ 0.3 $(05 ) $185.7
Brokered certificates of deposit 0.7 — — 0.7
Municipal obligations 151 — (0.1 ) 15.0
Asset-backed securities 556 — 0.2 ) 554
U.S. government sponsored agencies 68.3 — 0.7 ) 67.6
Foreign government obligations 34 — — 34
Marketable equity securities 344 9.0 — 434

363.4 9.3 1.5 ) 371.2
Long-term investments:
Marketable equity securities 545 8755 — 930.0
Asset-backed securities 0.2 — — 0.2

54.7 8755 — 930.2
Total $418.1 $884.8 $ (1.5 ) $1,3014

The following is a summary of investments with gross unrealized losses and the associated fair value (in millions):
September 30, December 31,

2018 2017
Fair value of investments in a loss position 12 months or more $ 70.7 $ 439
Fair value of investments in a loss position less than 12 months $ 242.8 $ 168.7
Gross unrealized losses for investments in a loss position 12 months or more ~ $ 1.5 $ 0.7
Gross unrealized losses for investments in a loss position less than 12 months  $ 1.7 $ 0.8

The unrealized losses on these securities are due to a number of factors, including changes in interest rates, changes in
economic conditions and changes in market outlook for various industries, among others. Because Bio-Rad has the
ability and intent to hold these investments with unrealized losses until a recovery of fair value, or for a reasonable
period of time sufficient for a forecasted recovery of fair value, which may be maturity, we do not consider these
investments to be other-than-temporarily impaired at September 30, 2018 or at December 31, 2017.

As part of distributing our products, we regularly enter into intercompany transactions. We enter into forward foreign
exchange contracts to manage foreign exchange risk of future movements in foreign exchange rates that affect foreign
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currency denominated intercompany receivables and payables. We do not use derivative financial instruments for
speculative or trading purposes. We do not seek hedge accounting treatment for these contracts. As
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a result, these contracts, generally with maturity dates of 90 days or less and denominated primarily in currencies of
industrial countries, are recorded at their fair value at each balance sheet date. The notional principal amounts provide
one measure of the transaction volume outstanding as of September 30, 2018 and do not represent the amount of
Bio-Rad's exposure to loss. The estimated fair value of these contracts was derived using the spot rates from Reuters
on the last business day of the quarter and the points provided by counterparties. The resulting gains or losses offset
exchange gains or losses on the related receivables and payables, both of which are included in Foreign currency
exchange losses, net in the Condensed Consolidated Statements of Income.

The following is a summary of our forward foreign exchange contracts (in millions):

September 30,
2018
Contracts maturing in October through December 2018 to sell foreign currency:
Notional value $ 524
Unrealized loss $ 02
Contracts maturing in October through December 2018 to purchase foreign currency:
Notional value $ 288.0
Unrealized loss $ —

The estimated fair value of financial instruments that are not recognized at fair value in the Condensed Consolidated
Balance Sheets and are included in Other investments, are presented in the table below. Fair value has been
determined using significant observable inputs, including quoted prices in active markets for similar instruments.
Estimates are not necessarily indicative of the amounts that could be realized in a current market exchange as
considerable judgment is required in interpreting market data used to develop estimates of fair value. The use of
different market assumptions or estimation techniques could have a material effect on the estimated fair value. Other
investments include financial instruments, the majority of which have fair value based on similar, actively traded
stock adjusted for various discounts, including a discount for marketability. Long-term debt, excluding leases and
current maturities, has an estimated fair value based on quoted market prices for the same or similar issues.

The estimated fair value of the financial instruments discussed above and the level of the fair value hierarchy within
which the fair value measurement is categorized are as follows (in millions):

September 30, 2018 December 31, 2017

Carryin, EsFlmated Fair Value Carryin EsFlmated Fair Value

AmoumValue Hierarchy Level Amoun‘[Value Hierarchy Level
Other investments — — $91.8 $1,2494 2

Total long-term debt, excluding leases

.. $423.6 $ 4364 2 $423.1 $449.8 2
and current maturities

We own shares of ordinary voting stock of Sartorius AG (Sartorius), of Goettingen, Germany, a process technology
supplier to the biotechnology, pharmaceutical, chemical and food and beverage industries. We own over 37% of the
outstanding voting shares (excluding treasury shares) of Sartorius as of September 30, 2018. The Sartorius family
trust and Sartorius family members hold a controlling interest of the outstanding voting shares. We do not have any
representative or designee on Sartorius’ Board of Directors, nor do we have the ability to exercise significant influence
over the operating and financial policies of Sartorius. As of September 30, 2018, due to the adoption of

ASU 2016-01 and ASU 2018-03 as of January 1, 2018, we account for this investment at fair market value as
determined at period end by a quoted price on an organized exchange (see Note 1).
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3.GOODWILL AND OTHER PURCHASED INTANGIBLE ASSETS

Changes to goodwill by segment were as follows (in millions):
Life Clinical

. . . otal
Science Diagnostics

Balances as of January 1, 2018:
Goodwill $234.7 $ 324.6 $559.3
Accumulated impairment losses (359 ) 173 ) (532 )
Goodwill, net 198.8 307.3 506.1
Divestiture — (1.4 ) (1.4 )
Currency fluctuations 0.2 ) (2.6 ) 2.8 )
Balances as of September 30, 2018:
Goodwill 234.5  320.6 555.1
Accumulated impairment losses (359 ) 173 ) (532 )
Goodwill, net $198.6 $ 303.3 $501.9

In March 2018, we wrote off $1.4 million of goodwill from our Clinical Diagnostics segment as a result of a
divestiture of a product line.

Other than goodwill, we have no intangible assets with indefinite lives. Information regarding our identifiable
purchased intangible assets with definite lives is as follows (in millions):
September 30, 2018

Average Purchase Accumulated Net

Remaining _ . .. Carrying

Life (years) Price Amortization Amount
Customer relationships/lists 1-7 $89.1 $(67.0 ) $22.1
Know how 1-7 191.7 (159.7 ) 32.0
Developed product technology 2-11 131.3 (76.1 ) 55.2
Licenses 1-11 76.4 (39.7 ) 36.7
Tradenames 2-6 3.9 (3.2 ) 0.7
Covenants not to compete 1-8 79 3.9 ) 4.0

Total definite-lived intangible assets $5003 $ (3496 ) $150.7

December 31, 2017

Avera.ge. Purchase Accumulated Net .

Remaining _ . .. Carrying

. Price Amortization

Life (years) Amount
Customer relationships/lists 1-7 $923 $ (644 ) $27.9
Know how 1-8 194.9 (157.9 ) 37.0
Developed product technology 1-12 133.3 (70.3 ) 63.0
Licenses 1-12 76.7 (36.0 ) 40.7
Tradenames 1-6 3.9 3.0 ) 0.9
Covenants not to compete 1-8 79 3.3 ) 4.6

Total definite-lived intangible assets $509.0 $ (3349 ) $174.1
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Amortization expense related to purchased intangible assets is as follows (in millions):
Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017

Amortization expense $ 7.0 $7.8 $21.8 $234

4. SUPPLEMENTAL CASH FLOW INFORMATION

The reconciliation of net income to net cash provided by operating activities is as follows (in millions):

Net income

Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Depreciation and amortization

Share-based compensation

Losses on dispositions of securities

Changes in fair market value of equity securities

Gain on divestiture of a product line

Losses on dispositions of fixed assets

Gain on sale of land

Changes in fair value of contingent consideration
Decrease (increase) in accounts receivable

Increase in inventories

Increase in other current assets

Decrease in accounts payable and other current liabilities
Decrease in income taxes payable

Increase in deferred income taxes

Net increase in other long-term assets/liabilities

Net cash provided by operating activities

21

Nine Months Ended
September S6ptember 30,
2018 2017

$1,194.1 $ 395

103.6 106.0

19.2 16.6

1.0 0.2

(1,4203 ) —

(5.1 ) —

1.2 6.8

4.1 ) —

(6.5 ) (11.7 )
72.2 (224 )
(263 ) (526 )
8.9 ) (184 )
43.1 ) (45 )
22.1 ) (29.2 )
316.7 0.2

8.9 14.3

$180.5 § 348
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5. LONG-TERM DEBT
The principal components of long-term debt are as follows (in millions):

September 30, December 31,

2018 2017
4.875% Senior Notes due 2020 principal amount $ 425.0 $ 425.0
Less unamortized discount and debt issuance costs (1.4 ) (1.9 )
4.875% Senior Notes less unamortized discount and debt issuance costs 423.6 423.1
Capital leases and other debt 17.0 11.9

440.6 435.0
Less current maturities (1.8 ) (0.4 )
Long-term debt $ 438.8 $ 434.6

Senior Notes due 2020

In December 2010, Bio-Rad sold $425.0 million principal amount of Senior Notes due 2020 (4.875% Notes). The
sale yielded net cash proceeds of $422.6 million at an effective rate of 4.946%. The 4.875% Notes pay a fixed rate of
interest of 4.875% per year. We have the option to redeem any or all of the 4.875% Notes at any time at a redemption
price of 100% of the principal amount (plus a specified make-whole premium as defined in the indenture governing
the 4.875% Notes) and accrued and unpaid interest thereon to the redemption date. Our obligations under the 4.875%
Notes are not secured and rank equal in right of payment with all of our existing and future unsubordinated
indebtedness. Certain covenants apply at each year end to the 4.875% Notes including limitations on the following:
liens, sale and leaseback transactions, mergers, consolidations or sales of assets and other covenants. There are no
restrictive covenants relating to total indebtedness, interest coverage, stock repurchases, recapitalizations, dividends
and distributions to shareholders or current ratios.

Credit Agreement

In June 2014, Bio-Rad entered into a $200.0 million unsecured Credit Agreement. Borrowings under the Credit
Agreement are on a revolving basis and can be used to make permitted acquisitions, for working capital and for other
general corporate purposes. We had no outstanding borrowings under the Credit Agreement as of September 30, 2018
or December 31, 2017, however $0.5 million was utilized for domestic standby letters of credit that reduced our
borrowing availability as of September 30, 2018. The Credit Agreement matures in June 2019. If we had borrowed
against our Credit Agreement, the borrowing rate would have been 3.523% at September 30, 2018.

The Credit Agreement requires Bio-Rad to comply with certain financial ratios and covenants, among other things.
These ratios and covenants include a leverage ratio test and an interest coverage test, as well as restrictions on our
ability to declare or pay dividends, incur debt, guarantee debt, enter into transactions with affiliates, merge or
consolidate, sell assets, make investments and create liens. We were in compliance with all of these ratios and
covenants as of September 30, 2018.
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6. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Accumulated other comprehensive income included in our Condensed Consolidated Balance Sheets consists of the

following components (in millions):

Balances as of January 1, 2018%*:

Other comprehensive (loss) income, before reclassifications (91.2

Amounts reclassified from Accumulated other
comprehensive income

Income tax effects

Other comprehensive (loss) income, net of income taxes
Balances as of September 30, 2018:

Balances as of January 1, 2017:

Other comprehensive income (loss), before reclassifications 71.1

Amounts reclassified from Accumulated other
comprehensive income

Income tax effects

Other comprehensive income (loss), net of income taxes
Balances as of September 30, 2017:

Net unrealized Total

Foreign  Foreign other

holding gains accumulated
currency post-employment other
translation benefits . .
. . available-for-sabomprehensive
adjustmentsadjustments . .
investments  income
$77.4 $ (223 ) $ 45 $ 59.6
) 0.5 (2.3 ) (93.0 )
— 1.2 0.3 1.5
— 0.4 ) — 0.4 )
91.2 ) 1.3 (2.0 ) (919 )
$ (138 )$ (21.0 )$ 25 $ (323 )
. . Net unrealized Total
Foreign  Foreign other . .
holding gains accumulated
currency post-employment
X . n other
translation benefits . .
. . available-for-saleomprehensive
adjustmentsaadjustments . .
investments  income
$ 13 $ (18.6 ) $ 435.0 $ 417.7
1.9 ) 206.2 2754
— 0.5 ) (0.3 ) (0.8 )
— 0.6 (75.8 ) (75.2 )
71.1 (1.8 ) 130.1 1994
$ 724 $ (204 ) $ 565.1 $ 617.1

*The beginning balance has been updated as a result of adopting ASU 2016-01. See Note 1, "Basis of Presentation
and Use of Estimates" under "Recent Accounting Pronouncements Adopted."

The amounts reclassified out of Accumulated other comprehensive income into the Condensed Consolidated
Statements of Income, with presentation location, were as follows:

Components of Comprehensive income

Amortization of foreign other post-employment benefit items

Income before taxes impact (in

millions):
Three Months  Nine Months
Ended Ended
September 30,  September 30,
2018 2017 2018 2017
$04) $05 $(1.2) $05
$01) $03 $03) $03

Location
Other
(income)
expense, net
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Net holding (losses) gains on equity securities and Other
available-for-sale investments (income)

expense, net
Reclassification adjustments are calculated using the specific identification method.
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7. EARNINGS PER SHARE

Basic earnings per share is computed by dividing net income attributable to Bio-Rad by the weighted average number

of common shares outstanding for that period. Diluted earnings per share takes into account the effect of dilutive

instruments, such as stock options and restricted stock, and uses the average share price for the period in determining

the number of potential common shares that are to be added to the weighted average number of shares outstanding.

Potential common shares are excluded from the diluted earnings per share calculation if the effect of including such

securities would be anti-dilutive.

The weighted average number of common shares outstanding used to calculate basic and diluted earnings per share,
and the anti-dilutive shares that are excluded from the diluted earnings per share calculation are as follows (in

thousands):
Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017
Basic weighted average shares outstanding 29,863 29,660 29,822 29,618
Effect of potentially dilutive stock options and restricted stock awards 429 392 412 376
Diluted weighted average common shares 30,292 30,052 30,234 29,994
Anti-dilutive shares 64 12 35 22

8. OTHER INCOME AND EXPENSE, NET
Other (income) expense, net includes the following components (in millions):

Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017

Interest and investment income $(2.6) $(1.4) $(20.9) $(14.5)
Net realized loss (gain) on investments 0.1 0.2 )0.3 03 )
Gain on sale of land — — 41 ) —
Gain on divestiture of product line — — 6.1 ) —
Other (income) expense 0.1 ) 0.5 0.2 1.3
Other (income) expense, net $(2.6) $(1.1) $(29.6) $(13.5)

Prior year amounts have been adjusted (see Note 1 to the condensed consolidated financial statements in regard to

ASU 2017-07 for pension and other postretirement benefits).
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9. INCOME TAXES

Our effective income tax rate was 23% and 28% for the three months ended September 30, 2018 and 2017,
respectively. Our effective income tax rate was 23% and 24% for the nine months ended September 30, 2018 and
2017, respectively. The effective tax rate for the three and nine months ended September 30, 2018 was driven
primarily by the $318.0 million and $1.4 billion gain on equity investments, respectively, taxable at the U.S. federal
and state rate of approximately 22%. The effective tax rate for the three and nine months ended September 30, 2017
was lower than the U.S. federal statutory rate of 35% due to the impact of discrete items.

In accordance with SAB 118, our accounting for the following elements of the Tax Act was incomplete at December
31, 2017. However, we were able to make reasonable estimates of certain effects and, therefore, recorded provisional
estimates as follows:

Our deferred tax assets and liabilities were remeasured at the enacted tax rate that will apply when these temporary
differences are expected to be realized or settled.

The Tax Act imposes a Transition Tax payable over eight years. The Transition Tax is assessed on the U.S.
shareholders’ share of certain foreign corporations’ accumulated untaxed foreign earnings. Earnings in the form of cash
and cash equivalents are taxed at a rate of 15.5% and all other earnings are taxed at a rate of 8.0%. In December 2017,
we recorded a provisional income tax expense of $55 million for Transition Tax.

For certain other elements of the Tax Act, our accounting was incomplete, and we were not able to make reasonable
estimates of those effects. For example, we did not make a determination as to our accounting policy with respect to
the new Global Intangible Low-Taxed Income ("GILTI").

During the quarter ended September 30, 2018, the Internal Revenue Service and U.S. Treasury issued proposed
regulations related to Transition Tax and GILTI. While these regulations are not considered authoritative and are
subject to change in the regulatory review process, they contain a number of rules that may impact us including but
not limited to tax basis adjustment and anti-avoidance rules. We will continue our analysis of these provisional
amounts including collecting necessary data during the measurement period, and record any adjustments to our
provisional estimates in the fourth quarter. For the period ended September 30, 2018, we did not record adjustments to
our provisional amounts. As regulatory guidance and interpretations become available, further adjustments may be
necessary in future periods.

We assess our ability to realize our net deferred tax assets on a quarterly basis and establish a valuation allowance if it
is more-likely-than-not that some portion of the deferred tax assets will not be realized in the foreseeable future. Due
to the weight of negative evidence, including our history of losses in certain jurisdictions, we believe that it is
more-likely-than-not that certain foreign deferred tax assets will not be realized as of September 30, 2018.
Accordingly, we have maintained a valuation allowance on such deferred tax assets.

Our income tax returns are routinely audited by U.S. federal, state and foreign tax authorities. We are currently under
examination by many of these tax authorities. There are differing interpretations of tax laws and regulations, and as a
result, significant disputes may arise with these tax authorities involving issues of the timing and amount of
deductions and allocations of income among various tax jurisdictions. We evaluate our exposures associated with our
tax filing positions on a quarterly basis.
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We record liabilities for unrecognized tax benefits related to uncertain tax positions. We do not believe any currently
pending uncertain tax positions will have a material adverse effect on our condensed consolidated financial
statements, although an adverse resolution of one or more of these uncertain tax positions in any period may have a
material impact on the results of operations for that period.
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As of September 30, 2018, based on the expected outcome of certain examinations or as a result of the expiration of
statute of limitations for certain jurisdictions, we believe that within the next 12 months it is reasonably possible that
our previously unrecognized tax benefits could decrease by up to $3 million. Substantially all such amounts will
favorably impact our effective income tax rate.

10. SEGMENT INFORMATION

Information regarding industry segments for the three months ended September 30, 2018 and 2017 is as follows
(in millions):

Life Clinical Other

Science Diagnostics Operations

Segment net sales 2018$206.6 $ 334.0 $ 45
2017$192.7 $ 338.0 $ 34

Segment net profit 2018$10.2 $ 22.4 $ 0.1
2017$53 $ 303 $

Information regarding industry segments for the nine months ended September 30, 2018 and 2017 is as follows
(in millions):

Life Clinical Other

Science Diagnostics Operations

Segment net sales 2018%$622.2 $1,0388 $ 11.6
2017$546.5 $982.3 $ 10.1

Segment net profit (loss) 2018$25.7  $ 86.8 $ 0.1
2017$(36.4) $90.4 $ 0.6

Prior year amounts have been adjusted (see Note 1 to the condensed consolidated financial statements in regard to
ASU 2017-07 for pension and other postretirement benefits).

Segment results are presented in the same manner as we present our operations internally to make operating decisions
and assess performance. Net corporate operating, interest and other expense for segment results consists of receipts
and expenditures that are not the primary responsibility of segment operating management and therefore are not
allocated to the segments for performance assessment by our chief operating decision maker. Interest expense is
charged to segments based on the carrying amount of inventory and receivables employed by that segment. For the
three and nine months ended September 30, 2018 compared to the same periods in 2017, our Life Science segment
had increased sales and gross profit. In addition, the Life Science segment gross margin included a $10.0 million
one-time expense associated with the RainDance acquisition in the first quarter of 2017. The following reconciles total
segment profit to consolidated income before taxes (in millions):
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Three Months  Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017

Total segment profit $32.7 $358 $112.6 $54.6
Foreign currency exchange losses, net 0.7 H)Y@B4 (Ao ) (7.7 )
Net corporate operating, interest and other expense not allocated to segments (2.5 ) (2.9 ) (6.7 ) (8.5 )
Change in fair market value of equity securities 3180 — 1,4203 —
Other income (expense), net 2.6 1.1 29.6 13.5
Consolidated income before income taxes $350.1 $30.6 $1,553.9 $519

Prior year amounts have been adjusted (see Note 1 to the condensed consolidated financial statements in regard to
ASU 2017-07 for pension and other postretirement benefits).

11. LEGAL PROCEEDINGS

On May 27, 2015, our former general counsel, Sanford S. Wadler, filed a lawsuit in the U.S. District Court, Northern
District of California, against us and four of our then current directors and one former director. The plaintiff’s suit
alleged whistleblower retaliation in violation of the Sarbanes-Oxley Act and the Dodd-Frank Act for raising
FCPA-related concerns. Mr. Wadler also alleged wrongful termination in violation of public policy, non-payment of
wages and waiting time penalties in violation of the California Labor Code. The plaintiff sought back pay,
compensatory damages for lost wages, earnings, retirement benefits and other employee benefits, compensation for
mental pain and anguish and emotional distress, waiting time penalties, punitive damages, litigation costs (including
attorneys’ fees) and reinstatement of employment. On July 28, 2015 we filed a motion to dismiss the plaintiff's
complaint and specifically requested dismissal of the claims alleged against us under the Dodd-Frank Act and
California Labor Code 1102.5 and the claims against the directors under the Sarbanes-Oxley Act and the Dodd-Frank
Act. On October 23, 2015, the District Court granted our motion with respect to the alleged violations of the
Sarbanes-Oxley Act against all the director defendants except Norman Schwartz with prejudice. The Court denied our
motion to dismiss the claims under the Dodd-Frank Act as against both us and the director defendants. The trial
commenced on January 17, 2017 and concluded on February 6, 2017. Mr. Wadler was awarded $10.92 million, plus
prejudgment interest of $141,608, post-judgment interest, and Mr. Wadler’s litigation costs, expert witness fees, and
reasonable attorneys’ fees as approved by the Court. We have provided for the judgment, interest and Mr. Wadler's
litigation costs. On June 6, 2017 we filed a notice of appeal with the United States Court of Appeals for the Ninth
Circuit. Oral arguments are scheduled for November 14, 2018.

We are also party to various other claims, legal actions and complaints arising in the ordinary course of business. We
cannot at this time reasonably estimate a range of exposure, if any, of the potential liability with respect to these
matters. While we do not believe, at this time, that any ultimate liability resulting from any of these other matters will
have a material adverse effect on our results of operations, financial position or liquidity, we cannot give any
assurance regarding the ultimate outcome of these other matters and their resolution could be material to our operating
results for any particular period, depending on the level of income for the period.
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12. RESTRUCTURING COSTS
Restructuring Costs for European Reorganization

In May, 2016, we announced that we would take certain actions in our Europe geographic region designed to better
align expenses to our revenue and gross margin profile and position us for improved operating performance. These
actions, aligned with the evolution of our organization structure and coordinated with the implementation of our
global single instance enterprise resource planning ("ERP") platform, are expected to be incurred through 2019. From
May 2016 to September 30, 2018, total expenses were $13.0 million. The liability of $2.0 million as of September 30,
2018 was recorded in Accrued payroll and employee benefits in the Condensed Consolidated Balance Sheets.

The following table summarizes the activity of our European reorganization restructuring reserves for severance (in
millions):
Life Clinical

. . . Total
Science Diagnostics
Balances as of January 1, 2018: $22 $ 4.1 $6.3
Cash payments (1.5 ) 2.7 ) 4.2)
Foreign currency translation gains — (0.1 ) (0.1)
Balances as of September 30, 2018:  $ 0.7 $ 1.3 $2.0

Restructuring Costs for Termination of a Diagnostics Research and Development Project and a Facility Closure

In December 2017, we announced the termination of a diagnostics research and development project in Europe. From
December 2017 to September 30, 2018, total expenses were $19.9 million. We recorded $(0.6) million and $(1.2)
million of adjustments in restructuring charges related to severance and employee benefits, and exit costs for the three
and nine months ended September 30, 2018, respectively. The adjustments were due to a decrease in severance
accrual as a result of a reduction in the number of employees being terminated than originally estimated, and a
decrease in exit costs as a result of actual legal settlement being lower than the estimate. In June 2018, we announced
the closure of a manufacturing facility in Germany. As a result, we recorded $1.3 million of expense in restructuring
charges related to severance and employee benefits for the three months ended June 30, 2018. No additional expenses
or adjustments were recorded in the three months ended September 30, 2018. Restructuring charges for the
termination of a diagnostics research and development project and the facility closure are both included in our Clinical
Diagnostics segment's results of operations. The respective amounts recorded for the three and nine months ended
September 30, 2018 were reflected in Cost of goods sold of $0 million and $1.3 million, and in Research and
development expense of $(0.5) million and $(1.2) million in the Condensed Consolidated Statements of Income. The
liability of $7.2 million as of September 30, 2018 for the termination of a diagnostics research and development
project and the facility closure was recorded in Accrued payroll and employee benefits in the Condensed Consolidated
Balance Sheets.

The following table summarizes the activity for the termination of the diagnostics research and development project
and the facility closure restructuring reserves for severance and exit costs (in millions):
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Balances as of January 1, 2018: $14.1
Charged to expense 1.3
Adjustment to expense 1.2 )
Cash payments 6.7 )

Foreign currency translation gains (0.3 )
Balances as of September 30, 2018: $7.2

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

This discussion should be read in conjunction with the information contained in both our Consolidated Financial
Statements for the year ended December 31, 2017 and the financial statements for the three and nine months ended
September 30, 2018.

Overview. We are a multinational manufacturer and worldwide distributor of our own life science research and
clinical diagnostics products. Our business is organized into two reportable segments, Life Science and Clinical
Diagnostics, with the mission to provide scientists with specialized tools needed for biological research and clinical
diagnostics.

We sell more than 9,000 products and services to a diverse client base comprised of scientific research, healthcare,
education and government customers worldwide. We do not disclose quantitative information about our different
products and services as it is impractical to do so based primarily on the numerous products and services that we sell
and the global markets that we serve.

We manufacture and supply our customers with a range of reagents, apparatus and equipment to separate complex
chemical and biological materials and to identify, analyze and purify components. Because our customers require
standardization for their experiments and test results, much of our revenues are recurring.

We are impacted by the support of many governments for both research and healthcare. The current global economic
outlook is still uncertain as the need to control government social spending by many governments limits opportunities
for growth. Adding to this uncertainty was the referendum in the United Kingdom to withdraw from the European
Union, and a change in the U.S. executive branch of government. Approximately 39% of our year-to-date 2018
consolidated net sales are derived from the United States and approximately 61% are derived from international
locations, with Europe being our largest international region. The international sales are largely denominated in local
currencies such as the Euro, Swiss Franc, Japanese Yen, Chinese Yuan and British Sterling. As a result, our
consolidated net sales expressed in dollars benefit when the U.S. dollar weakens and suffer when the dollar
strengthens. When the U.S. dollar strengthens, we benefit from lower cost of sales from our own international
manufacturing sites as well as non-U.S. suppliers, and from lower international operating expenses. We regularly
discuss our changes in revenue and expense categories in terms of both changing foreign exchange rates and in terms
of a currency neutral basis, if notable, to explain the impact currency has on our results.

In December 2017, we announced the termination of a diagnostics research and development project in Europe. From
December 2017 to September 30, 2018, total expenses were $19.9 million. We recorded $(0.6) million and $(1.2)
million of adjustments in restructuring charges related to severance and employee benefits, and exit costs for the three
and nine months ended September 30, 2018, respectively. The adjustments were due to a decrease in severance
accrual as a result of a reduction in the number of employees being terminated than originally estimated, and a
decrease in exit costs as a result of actual legal settlement being lower than the estimate. In June 2018, we announced
the closure of a manufacturing facility in Germany. As a result, we recorded $1.3 million of expense in restructuring
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charges related to severance and employee benefits for the three months ended June 30, 2018. No additional expenses
or adjustments were recorded in the three months ended September 30, 2018. Restructuring charges for the
termination of a diagnostics research and development project and the facility closure are both
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included in our Clinical Diagnostics segment's results of operations. The respective amounts recorded for the three and
nine months ended September 30, 2018 were reflected in Cost of goods sold of $0 million and $1.3 million, and in
Research and development expense of $(0.5) million and $(1.2) million in the Condensed Consolidated Statements of
Income. The liability of $7.2 million as of September 30, 2018 for the termination of a diagnostics research and
development project and the facility closure was recorded in Accrued payroll and employee benefits in the Condensed
Consolidated Balance Sheets.

The following shows cost of goods sold, gross profit, expense items and net income as a percentage of net sales:

Three Months  Nine Months
Ended Ended
September 30,  September 30,
2018 2017 2018 2017

Net sales 100.0% 100.0% 100.0% 100.0%
Cost of goods sold 47.4 44.0 46.8 453
Gross profit 52.6 56.0 53.2 54.7
Selling, general and administrative expense 36.9 37.1 37.1 39.3
Research and development expense 9.0 11.6 8.7 11.3
Net income 494 4.1 71.4 2.6

Critical Accounting Policies and Estimates

An accounting policy is deemed to be critical if it requires an accounting estimate to be made based on assumptions
about matters that are highly uncertain at the time the estimate is made, if different estimates reasonably could have
been used, or if changes in the estimate that are reasonably likely to occur could materially impact the financial
statements. Management believes that there have been no significant changes during the three and nine months ended
September 30, 2018 to the items that we disclosed as our critical accounting policies and estimates in Management's
Discussion and Analysis of Financial Condition and Results of Operations in our Annual Report on Form 10-K for the
fiscal year ended December 31, 2017.

Other than the recent accounting pronouncement adoptions referred to below and discussed in Note 1 to the condensed
consolidated financial statements, there have been no substantial changes in our significant accounting policies during
the three and nine months ended September 30, 2018, compared with the significant accounting policies described in
our Annual Report on Form 10-K for the year ended December 31, 2017.

Three Months Ended September 30, 2018 Compared to
Three Months Ended September 30, 2017

Results of Operations -- Sales, Margins and Expenses

Net sales (sales) for the third quarter of 2018 were $545.1 million compared to $534.1 million in the third quarter of
2017, an increase of 2.1%. Excluding the impact of foreign currency, third quarter 2018 sales increased by
approximately 3.4% compared to the same period in 2017. Currency neutral sales increased in all regions, except in
Europe. On January 1, 2018, we adopted FASB Accounting Standards Codification ("ASC") 606, “Revenue from
Contracts with Customers,” using the modified retrospective method applied to those contracts which were not
completed as of January 1, 2018 (see Note 1 to the condensed consolidated financial statements). The impact to
revenue as a result of applying ASC 606 for the three months ended September 30, 2018 was not significant.
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The Life Science segment sales for the third quarter of 2018 were $206.6 million, an increase of 7.1% compared to the
same period last year. On a currency neutral basis, sales increased 8.0% compared to the third quarter in 2017.
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The currency neutral sales increase was primarily driven by growth in our Droplet Digital™ PCR, process
chromatography, gene expression, cell biology, protein quantitation, and food science businesses. Currency neutral
sales increases occurred in North America, China and Brazil.

The Clinical Diagnostics segment sales for the third quarter of 2018 were $334.0 million, a decrease of 1.2%
compared to the same period last year. On a currency neutral basis, sales increased 0.5% compared to the third
quarter in 2017. The currency neutral sales increase was primarily attributable to growth across blood typing, quality
control, diabetes and immunology product lines. On a geographic view, currency neutral sales for the quarter were up
in the Americas and Asia Pacific, partially offset by decreased sales in Europe. In the same period last year, segment
sales were impacted by our enterprise resource planning ("ERP") deployment where some customers’ second quarter
2017 sales were delayed to the third quarter of 2017.

Consolidated gross margins were 52.6% for the third quarter of 2018 compared to 56.0% for the third quarter of 2017.
Life Science segment gross margins for the third quarter of 2018 decreased from the prior year period by
approximately 0.2 percentage points primarily due to higher production costs, partially offset by reduced royalty
amortization and intangible amortization. Clinical Diagnostics segment gross margins for the third quarter of 2018
decreased by approximately 4.9 percentage points from the same period last year. The decrease compared to the third
quarter of 2017 was primarily driven by higher costs for installation, warranty, service and reagent rental amortization,
as well as the effects of changes in product mix.

Selling, general and administrative expenses ("SG&A") increased to $201.2 million or 36.9% of sales for the third
quarter of 2018 compared to $198.2 million or 37.1% of sales for the third quarter of 2017. Increases to SG&A
primarily were related to bad debt expense of $7.7 million and professional fees of $5.9 million. These expenses were
primarily partially offset by asset write-offs of $5.5 million associated with the closing of GnuBIO in the third quarter
of 2017, and decreases to contingent consideration of $1.1 million and facilities of $1.3 million.

Research and development expense (R&D) decreased to $49.2 million or 9.0% of sales in the third quarter of 2018
compared to $62.1 million or 11.6% of sales in the third quarter of 2017. Life Science segment R&D decreased in the
third quarter of 2018 compared to the prior year period primarily due to the completion of projects in 2017 as well as a
reduction of the RainDance R&D development staff, partially offset by additional spend for new product development
within the Droplet Digital business. Clinical Diagnostics segment R&D decreased in the third quarter of 2018 from
the prior year period primarily due to the closing of the GnuBIO research facilities in the third quarter of 2017, and
from lower spending due to the termination of a diagnostics research and development project in the fourth quarter of
2017, partially offset by redirecting R&D to new efforts.

Results of Operations — Non-operating

Interest expense for the third quarter of 2018 and 2017 was $6.1 million and $5.9 million, respectively, relatively flat
compared to the prior year period.

Foreign currency exchange gains and losses consist primarily of foreign currency transaction gains and losses on
intercompany net receivables and payables and the change in fair value of our forward foreign exchange contracts
used to manage our foreign currency exchange risk. Foreign currency exchange net losses were $0.7 million and

$3.4 million for the third quarter of 2018 and 2017, respectively. Gains and losses are primarily due to market
volatility, the estimating process inherent in the timing of product shipments and intercompany debt payments, and the
cost of hedging.

Change in fair market value of equity securities of $318.0 million for the third quarter of 2018 compared to none in
the third quarter of 2017 was primarily due to the adoption of Accounting Standards Update No. ("ASU") 2016-01
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(see Note 1 to the condensed consolidated financial statements) and resulted in the recognition of holding gains on our
investment in Sartorius AG.
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Other (income) expense, net for the third quarter of 2018 was $2.6 million income, compared to $1.1 million income
for the third quarter of 2017. The increase was primarily due to higher investment income compared to the prior year
period.

Our effective income tax rate was 23% and 28% for the three months ended September 30, 2018 and 2017,
respectively. The effective tax rate for the three months ended September 30, 2018 was lower due primarily to the
$318.0 million gain on equity investments taxable at the U.S. federal and state rate of approximately 22%. The
effective tax rate for the three months ended September 30, 2017 was lower than the U.S. federal statutory rate of 35%
due to the impact of discrete items.

In accordance with SAB 118, our accounting for the following elements of the Tax Act was incomplete at December
31, 2017. However, we were able to make reasonable estimates of certain effects and, therefore, recorded provisional
estimates as follows:

Our deferred tax assets and liabilities were remeasured at the enacted tax rate that will apply when these temporary
differences are expected to be realized or settled.

The Tax Act imposes a Transition Tax payable over eight years. The Transition Tax is assessed on the U.S.
shareholders’ share of certain foreign corporations’ accumulated untaxed foreign earnings. Earnings in the form of cash
and cash equivalents are taxed at a rate of 15.5% and all other earnings are taxed at a rate of 8.0%. In December 2017,
we recorded a provisional income tax expense of $55 million for Transition Tax.

For certain other elements of the Tax Act, our accounting was incomplete, and we were not able to make reasonable
estimates of those effects. For example, we did not make a determination as to our accounting policy with respect to
the new Global Intangible Low-Taxed Income ("GILTI").

During the quarter ended September 30, 2018, the Internal Revenue Service and U.S. Treasury issued proposed
regulations related to Transition Tax and GILTI. While these regulations are not considered authoritative and are
subject to change in the regulatory review process, they contain a number of rules that may impact us including but
not limited to tax basis adjustment and anti-avoidance rules. We will continue our analysis of these provisional
amounts including collecting necessary data during the measurement period, and record any adjustments to our
provisional estimates in the fourth quarter. For the period ended September 30, 2018, we did not record adjustments to
our provisional amounts. As regulatory guidance and interpretations become available, further adjustments may be
necessary in future periods.

We assess our ability to realize our net deferred tax assets on a quarterly basis and establish a valuation allowance if it
is more-likely-than-not that some portion of the deferred tax assets will not be realized in the foreseeable future. Due
to the weight of negative evidence, including our history of losses in certain jurisdictions, we believe that it is
more-likely-than-not that certain foreign deferred tax assets will not be realized as of September 30, 2018.
Accordingly, we have maintained a valuation allowance on such deferred tax assets.

Our income tax returns are routinely audited by U.S. federal, state and foreign tax authorities. We are currently under
examination by many of these tax authorities. There are differing interpretations of tax laws and regulations, and as a
result, significant disputes may arise with these tax authorities involving issues of the timing and amount of
deductions and allocations of income among various tax jurisdictions. We evaluate our exposures associated with our
tax filing positions on a quarterly basis.

We record liabilities for unrecognized tax benefits related to uncertain tax positions. We do not believe any currently
pending uncertain tax positions will have a material adverse effect on our condensed consolidated financial
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statements, although an adverse resolution of one or more of these uncertain tax positions in any period may have a
material impact on the results of operations for that period.
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As of September 30, 2018, based on the expected outcome of certain examinations or as a result of the expiration of
statute of limitations for certain jurisdictions, we believe that within the next 12 months it is reasonably possible that
our previously unrecognized tax benefits could decrease by up to $3 million. Substantially all such amounts will
positively impact our effective income tax rate.

Nine Months Ended September 30, 2018 Compared to
Nine Months Ended September 30, 2017

Results of Operations -- Sales, Margins and Expenses

Net sales (sales) for the first nine months of 2018 were $1.67 billion compared to $1.54 billion in the first nine months
of 2017, an increase of 8.7%. Excluding the impact of foreign currency, the first nine months of 2018 sales increased
by approximately 6.3% compared to the same period in 2017. Currency neutral sales increased in all regions. On
January 1, 2018, we adopted FASB Accounting Standards Codification ("ASC") 606, “Revenue from Contracts with
Customers,” using the modified retrospective method applied to those contracts which were not completed as of
January 1, 2018 (see Note 1 to the condensed consolidated financial statements). The impact to revenue as a result of
applying ASC 606 for the first nine months of 2018 was not significant.

The Life Science segment sales for the first nine months of 2018 were $622.2 million, an increase of 13.9% compared
to the same period last year. On a currency neutral basis, sales increased 11.9% compared to the first nine months of
2017. The currency neutral sales increase was primarily in our Droplet Digital™ PCR product line, process
chromatography that is highly dependent on customer ordering patterns, amplification systems within the gene
expression business, food science and cell biology. The currency neutral sales increase was primarily reflected in
North America, Europe, China and Brazil.

The Clinical Diagnostics segment sales for the first nine months of 2018 were $1.04 billion, an increase of 5.7%
compared to the same period last year. On a currency neutral basis, sales increased 3.1% compared to the first nine
months of 2017. The currency neutral sales increase was primarily attributable to growth across all product lines,
including a resolution on a licensed patent of $6.0 million. On a geographic view, currency neutral sales for the first
nine months of 2018 were up in the Americas and Asia Pacific, partially offset by decreased sales in Europe.

Consolidated gross margins were 53.2% for the first nine months of 2018 compared to 54.7% for the first nine months
of 2017. Life Science segment gross margins for the first nine months of 2018 increased from the prior year period by
approximately 3.2 percentage points primarily due to the $10.0 million one-time expense associated with the
RainDance acquisition in 2017 and lower intangible amortization within digital biology, as well as declining royalty
amortization. This was partially offset by lower gross margin percentages due to higher excess and obsolete inventory,
service, and logistics costs. Clinical Diagnostics segment gross margins for the first nine months of 2018 decreased by
approximately 3.9 percentage points from the same period last year. The decrease compared to the first nine months of
2017 was primarily driven by lower margin equipment sales, and higher costs for excess and expired inventory,
installation, warranty, service, and reagent rental amortization, and expenses associated with the closing of a
manufacturing facility in Germany. The decrease in gross margins was partially offset by income generated by a
resolution on a licensed patent owned by Bio-Rad.

SG&A increased to $620.8 million or 37.1% of sales for the first nine months of 2018 compared to $605.1 million or
39.3% of sales for the first nine months of 2017. Increases to SG&A primarily were related to bad debt of $10.1
million, lower acquisition related benefits of $5.2 million (including changes to contingent consideration),
professional fees of $3.1 million, marketing of $2.0 million, travel of $1.8 million, and software of $1.1 million
mostly for amortization of our ERP system. These expenses were primarily partially offset by asset write-offs of $5.5
million associated with the closing of GnuBIO in the third quarter of 2017 and decreases to facilities of $2.7 million,
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communications of $1.3 million, and equipment of $1.0 million.
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R&D decreased to $146.1 million or 8.7% of sales in the first nine months of 2018 compared to $174.1 million or
11.3% of sales in the first nine months of 2017. Life Science segment R&D decreased in the first nine months of
2018 compared to the prior year period primarily due to lower milestone expenses associated with Propel, as well as a
reduction of the RainDance development staff, partially offset by additional spend for new product development
within the Droplet Digital business. Clinical Diagnostics segment R&D decreased in the first nine months of 2018
from the prior year period primarily due to the closing of the GnuBIO research facilities in the third quarter of 2017,
the purchase of an early stage diagnostic device for $7.5 million in the second quarter of 2017, and lower spending
due to the termination of a diagnostics research and development project in the fourth quarter of 2017, partially offset
by redirecting R&D funds to new efforts.

Results of Operations — Non-operating

Interest expense for the first nine months of 2018 was $17.8 million, compared to $17.2 million for the first nine
months of 2017, relatively flat compared to the prior year period.

Foreign currency exchange losses, net for the first nine months of 2018 decreased to $1.9 million compared to
$7.7 million for the prior year period. Gains and losses are primarily due to market volatility, the estimating process
inherent in the timing of product shipments and intercompany debt payments, and the cost of hedging.

Change in fair market value of equity securities of $1.42 billion for the first nine months of 2018 compared to none
for the first nine months of 2017 was primarily due to the adoption of ASU 2016-01 (see Note 1 to the condensed
consolidated financial statements) and mostly consisted of holding gains on our investment in Sartorius AG.

Other (income) expense, net for the first nine months of 2018 was $29.6 million income, compared to $13.5 million
income for the first nine months of 2017. Other income, net increased primarily due higher dividends of $14.0 million
in 2018 compared to $10.9 million in 2017 from our investment in Sartorius AG, and a land sale of $4.1 million and a
divestiture of a product line of $5.1 million that both occurred in the first quarter of 2018.

Our effective income tax rate was 23% and 24% for the nine months ended September 30, 2018 and 2017,
respectively. The effective tax rate for the nine months ended September 30, 2018 was driven primarily by the

$1.4 billion gain on equity investments taxable at the U.S. federal and state rate of approximately 22%. The effective
tax rate for the nine months ended September 30, 2017 was lower than the U.S. federal statutory rate of 35% due to
the impact of discrete items.

Liquidity and Capital Resources

Bio-Rad operates and conducts business globally, primarily through subsidiary companies established in the markets
in which we trade. Goods are manufactured in a small number of locations, and are then shipped to local distribution
facilities around the world. Our product mix is diversified, and certain products compete largely on product efficacy,
while others compete on price. Gross margins are generally sufficient to exceed normal operating costs, and funding
for research and development of new products, as well as routine outflows of capital expenditures, interest and taxes.
In addition to the annual positive cash flow from operating activities, additional liquidity is readily available via the
sale of short-term investments and access to our $200.0 million unsecured Credit Agreement, and to a lesser extent
international lines of credit. Borrowings under the 2014 Credit Agreement are available on a revolving basis and can
be used to make permitted acquisitions, for working capital and for other general corporate purposes. We had no
outstanding borrowings under the Credit Agreement as of September 30, 2018, however $0.5 million was utilized for
domestic standby letters of credit that reduced our borrowing availability. The Credit Agreement matures in June
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2019. We are currently evaluating our options on renewing the Credit Agreement or similar arrangements. In total
under domestic and international lines of credit, standby letters of credit and guarantee arrangements, we had
approximately $207.1 million available for borrowing and usage as of September 30, 2018, which was reduced by
approximately $3.3 million that was utilized for standby letters of credit
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and guarantee arrangements issued by our banks to support our obligations. Management believes that this
availability, together with cash flow from operations, will be adequate to meet our current objectives for operations,
research and development, capital additions for manufacturing and distribution, plant and equipment, information
technology systems and an acquisition of reasonable proportion to our existing short-term investments and access to
our Credit Agreement or similar arrangements.

At September 30, 2018, we had $860.6 million in cash, cash equivalents and short-term investments, of which
approximately 24% was held in our foreign subsidiaries. We believe that our holdings of cash, cash equivalents and
short-term investments in the U.S. and in our foreign subsidiaries are sufficient to meet both the current and long-term
needs of our global operations. The amount of funds held in the United States can fluctuate due to the timing of
receipts and payments in the ordinary course of business and due to other reasons, such as business-development
activities. As part of our ongoing liquidity assessments, we regularly monitor the mix of domestic and foreign cash
flows (both inflows and outflows).

Certain foreign subsidiary earnings are subject to U.S. taxation under the Tax Act, which also repeals U.S. taxation on
the subsequent repatriation of those earnings. It is generally our intention to repatriate those foreign earnings to the
extent that such repatriations are not restricted by local laws or accounting rules, and there are no substantial
incremental costs. While we currently estimate that the repatriation of those earnings would not trigger material costs,
these estimates are provisional, and we are still evaluating the full impact of these potential repatriations in accordance
with SAB 118.

Demand for our products and services could change dramatically from previous years based on activity, funding,
reimbursement constraints and support levels from government, universities, hospitals and private industry, including
diagnostic laboratories. The need for certain sovereign nations with large annual deficits to curtail spending, and
international trade disputes and increased regulation could lead to slower growth of, or even a decline in, our business.
Sovereign nations either delaying payment for goods and services or renegotiating their debts could impact our
liquidity. As of September 30, 2018 and December 31, 2017, we had accounts receivable, net of an allowance for
doubtful accounts, in Turkey, Spain, Italy, Greece and Portugal of $38.9 million and $47.5 million, respectively.

Cash Flows from Operations

Net cash provided by operations was $180.5 million compared to $34.8 million for the nine months ended
September 30, 2018 and 2017, respectively. The increase in operating cash flows was primarily the net effect of:
higher cash received from customers in 2018 primarily due to higher sales activity in the fourth quarter of 2017 than
the prior year, which resulted in more cash collected in the first nine months of 2018, in addition to improving
collections subsequent to the ERP implementation last year,

net proceeds in 2018 compared to net payments in 2017 for forward foreign exchange contracts, and

higher investment income received, partially offset by

higher cash paid to suppliers and employees in 2018, and included in 2017 was a $10.0 million payment for the
RainDance preexisting condition, and

higher income tax payments in 2018 compared to 2017.

Cash Flows from Investing Activities
Net cash used in investing activities was $132.2 million compared to $162.5 million for the nine months ended
September 30, 2018 and 2017, respectively. Capital expenditures were lower for the nine months ended September 30,

2018 compared to the same period last year, reflecting the completion in April 2017 of the third phase of the ERP
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system, which was a larger deployment than the ERP implementation in July 2018. During the first quarter of 2018,
we received $7.0 million for a divestiture of a product line. Purchases, sales and maturities of
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marketable securities and investments combined had an overall decrease of $69.1 million primarily due to higher
purchases and lower sales, partially offset by higher maturities.

Proceeds from acquisitions in 2018 and payments for acquisitions and long-term investments in 2017 were primarily
due to the following:

in April of 2018, we acquired a raw material supplier to Bio-Rad by assuming liabilities, including a promise to
extinguish the acquired company's existing bank debt and a $0.4 million payment for all the company's assets in a
share purchase, less cash assumed. The acquisition does not meet the significant or material subsidiary test. The
purchase price allocation is preliminary as additional time is required to complete the valuation of assets.
in February 2017, we acquired all the issued and outstanding stock of RainDance for approximately $72.7
million, including certain assumed liabilities. Cash payments at closing were $72.9 million.

Our investment objective is to maintain liquidity to meet anticipated operational and other corporate requirements in
which capital is preserved and increased through investing in low risk, high quality securities with commensurate
returns, consistent with our risk tolerance level.

We continue to review possible acquisitions to expand both our Life Science and Clinical Diagnostics segments. We
routinely meet with the principals or brokers of subject companies. However, it is not certain at this time that any of
these discussions involving material or significant acquisitions will advance to completion.

Capital expenditures totaled $76.0 million and $85.3 million for the nine months ended September 30, 2018 and 2017,
respectively. Capital expenditures represent the addition and replacement of production machinery and research
equipment, ongoing manufacturing and facility additions for expansion, regulatory, environmental and compliance.
Also included in capital expenditures are investments in business systems and data communication upgrades and
enhancements. All periods include equipment placed with Clinical Diagnostics segment customers who then contract
to purchase our reagents for use. As we implement the remaining smaller phases of the ERP platform, we expect a
decline in capital expenditure spending patterns. The current estimated future cash outlays for the global
implementation of the single instance ERP platform is projected to be $110 million, and is estimated to take the next 3
to 4 years to fully implement.

Cash Flows from Financing Activities

Net cash used in financing activities was $1.7 million compared to $3.2 million for the nine months ended

September 30, 2018 and 2017, respectively. This decrease for the nine months ended September 30, 2018 was
primarily due to lower payments for contingent consideration, $2.9 million of repurchases of Bio-Rad's common stock
during the second and third quarters of 2017 as indicated below compared to none for the nine months ended
September 30, 2018, partially offset by lower proceeds from issuance of common stock for share-based compensation
and higher payments on long-term debt.

We have outstanding Senior Notes of $425 million, which are not due until 2020. We believe the current cash is
sufficient to meet normal operating costs, and funding for research and development of new products, as well as
routine outflows of capital expenditures, interest and taxes.

On November 28, 2017, we announced that the Board of Directors authorized a new share repurchase program,
granting Bio-Rad authority to repurchase, on a discretionary basis, up to $250 million of outstanding shares of our
common stock. This new authorization superseded the prior authorization of up to $18.0 million of Bio-Rad's common
stock. The Credit Agreement may limit our ability to repurchase our stock. During the second and third quarters of
2017, we made open market purchases of 13,200 shares of our Class A common stock. In September 2017, we used
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12,740 of the repurchased shares in connection with the vesting of restricted stock units under the 2007 Incentive
Award Plan in order to obtain a tax deduction in some of our foreign entities. We have no repurchases of our stock in

the three and nine months ended September 30, 2018.

36

66



Edgar Filing: BIO-RAD LABORATORIES, INC. - Form 10-Q

Recent Accounting Pronouncements Adopted and to be Adopted

See Note 1 to the condensed consolidated financial statements for recent accounting pronouncements adopted and to
be adopted.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

During the nine months ended September 30, 2018, there have been no material changes from the disclosures about
market risk provided in our Annual Report on Form 10-K for the year ended December 31, 2017.

Item 4. Controls and Procedures
Disclosure Controls and Procedures

We maintain “disclosure controls and procedures,” as such term is defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (“Exchange Act”), that are designed to ensure that information required to
be disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and
reported within the time periods specified in Securities and Exchange Commission rules and forms, and that such
information is accumulated and communicated to our management, including our Chief Executive Officer ("CEO")
and Chief Financial Officer ("CFQ"), as appropriate, to allow for timely decisions regarding required disclosure. In
designing and evaluating our disclosure controls and procedures, management recognized that disclosure controls and
procedures, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the
objectives of the disclosure controls and procedures are met. Additionally, in designing disclosure controls and
procedures, our management necessarily was required to apply its judgment in evaluating the cost-benefit relationship
of possible disclosure controls and procedures. The design of any disclosure controls and procedures also is based in
part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will
succeed in achieving its stated goals under all potential future conditions.

Subject to the limitations noted above, our management, with the participation of our CEO and CFO, has evaluated
the effectiveness of the design and operation of our disclosure controls and procedures as of the period covered by this
Quarterly Report on Form 10-Q. Based on that evaluation, the CEO and CFO have concluded that, as of such date, our
disclosure controls and procedures were not effective as a result of the material weakness in our internal control over
financial reporting at December 31, 2017, which we view as an integral part of our disclosure controls and procedures,
discussed in further detail below.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting such
that there is a reasonable possibility that a material misstatement of our annual or interim consolidated financial
statements will not be prevented or detected on a timely basis.

In connection with our assessment of the effectiveness of internal control over financial reporting at December 31,
2017, we identified the following control deficiencies existed at December 31, 2017:

We did not maintain a sufficient complement of personnel in certain European countries with appropriate training and

expertise in accounting and reporting in the new ERP system following the system conversion and European
reorganization including the implementation of reporting lines, appropriate authorities and responsibilities within and
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between our accounting and reporting function, information technology and the business operations in these European
countries.
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We did not conduct continuous risk assessment over changes in our European business operations, IT systems and
personnel to identify and assess necessary changes in internal control over financial reporting.

As a result, we did not design effective control activities over the accounting for financial statement amounts,
including inventory and revenue, reported by entities impacted by the European reorganization, including
management review controls with sufficient precision to identify and investigate potential outliers.

These control deficiencies resulted in immaterial misstatements to inventory, revenue, and cost of goods sold, certain
of which were corrected in the consolidated financial statements as of December 31, 2017, prior to issuance.

Management is enhancing its control environment in the entities impacted by the ERP system conversion and
European reorganization by (i) increasing resources with sufficient accounting and reporting expertise within our
reorganized business and using our new ERP system, (ii) implementing and monitoring reporting lines and
appropriate authorities and responsibilities within the accounting and reporting function, information technology and
the business operations and (iii) providing training to our control owners to effectively perform controls in the new
environment including training on reconciliation review controls and certain ERP system enhancements.

Management is also enhancing its risk assessment process to continuously assess the potential impact on internal
control over financial reporting of changes to business operations, including changes relating to similar ERP systems
conversions and reorganizations that may occur in the future.

Management is also in the process of designing additional control activities over financial statement amounts reported
by entities impacted by the European reorganization.

These remediation efforts continued during the three and nine months ended September 30, 2018 and are expected to
be completed during the year ending December 31, 2018.

However, we cannot assure you that these efforts will be effective in timely remediating the material weakness or that
additional deficiencies or material weaknesses in our internal control over financial reporting will not be identified in
the future. Any failure to maintain or implement new or improved internal controls, or any difficulties that we may
encounter in their maintenance or implementation, could result in additional significant deficiencies or material
weaknesses, result in material misstatements in our consolidated financial statements and cause us to fail to meet our
reporting obligations, which in turn could cause the trading price of our common stock to decline.

Changes to Internal Control Over Financial Reporting

During our quarter ended September 30, 2018, we launched another deployment of the SAP enterprise resource
planning system ("ERP") in Southern Europe and the Nordic countries to support our billing, revenue, inventory
management and purchase processes. The implementation of the ERP resulted primarily in changes to reports,
interfaces and I'T dependent controls. Therefore, we have modified the design and documentation of internal control
processes and procedures relating to the new systems to enhance existing internal controls. The system changes were
undertaken as an ongoing business initiative to integrate systems amongst our global operations and improve and
enhance our internal control over financial reporting and were not undertaken in response to any actual or perceived
deficiencies in our internal control over financial reporting.

Other than the changes discussed above, we identified no changes in internal control over financial reporting that

occurred during our quarter ended September 30, 2018 that have materially affected, or that are reasonably likely to
materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings

See Note 11, “Legal Proceedings” in the Notes to Condensed Consolidated Financial Statements of Part I, Item 1 of this
Quarterly Report on Form 10-Q.

Item 1A. Risk Factors

Our settlement with government agencies in connection with violations by us of the U.S. Foreign Corrupt Practices
Act could have a material adverse effect on our business, results of operations and financial condition.

As previously disclosed, we entered into a non-prosecution agreement (NPA) with the U.S. Department of Justice
(DQJ) and the Securities and Exchange Commission (SEC) and consented to the entry of an Order by the SEC (SEC
Order), effective November 3, 2014, which actions resolved both the DOJ and the SEC investigations into our
violations of the U.S. Foreign Corrupt Practices Act (FCPA). Under the terms of the NPA and the SEC Order, we
agreed to pay a financial penalty and certain amounts in disgorgement and interest as well as to compliance, reporting
and cooperation obligations to be performed for two years. On October 28, 2016, the DOJ and SEC informed Bio-Ra
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