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

FORM 10-Q

(Mark

one)

« QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2019

OR

. TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File Number 1-11411

POLARIS INDUSTRIES INC.
(Exact name of registrant as specified in its charter)

Minnesota 41-1790959
(ILR.S.

(State or other jurisdiction of Employer

incorporation or organization) Identification
No.)

2100 Highway 55, Medina MN 55340

(Address of principal executive offices) (Zip Code)

(763) 542-0500
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~
Indicate by check mark whether the registrant has submitted electronically, if any, every Interactive Data File required
to be submitted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit such files). Yes x No ~
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filerx Accelerated filer -
Non-accelerated filer ~ Smaller reporting company ~

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

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

Act). Yes © No x

APPLICABLE ONLY TO CORPORATE ISSUERS:

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

As of April 17,2019, 61,070,643 shares of Common Stock, $.01 par value, of the registrant were outstanding.
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Part I FINANCIAL INFORMATION
Item 1 — FINANCIAL STATEMENTS
POLARIS INDUSTRIES INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)

Assets

Current assets:

Cash and cash equivalents

Trade receivables, net

Inventories, net

Prepaid expenses and other

Income taxes receivable

Total current assets

Property and equipment, net
Investment in finance affiliate
Deferred tax assets

Goodwill and other intangible assets, net
Operating lease assets

Other long-term assets

Total assets

Liabilities and Shareholders’ Equity
Current liabilities:

Current portion of debt, finance lease obligations and notes payable
Accounts payable

Accrued expenses:

Compensation

Warranties

Sales promotions and incentives
Dealer holdback

Other

Current operating lease liabilities
Income taxes payable

Total current liabilities

Long-term income taxes payable
Finance lease obligations
Long-term debt

Deferred tax liabilities

Long-term operating lease liabilities
Other long-term liabilities

Total liabilities

Deferred compensation
Shareholders’ equity:

March 31,
2019
(Unaudited)

$151,439
206,812
1,148,637
106,512
25,550
1,638,950
868,128
99,501
88,489
1,506,414
112,286
94,949
$4,408,717

$66,512
436,938

92,107
116,217
181,881
112,705
201,790
34,814
5,144
1,248,108
29,379
15,926
2,018,844
5,847
79,736
122,654
$3,520,494
$8,724

Preferred stock $0.01 par value, 20,000 shares authorized, no shares issued and outstanding —

Common stock $0.01 par value, 160,000 shares authorized, 61,051 and 60,890 shares issued

and outstanding, respectively
Additional paid-in capital

$611
820,788

December
31,2018

$161,164
197,082
969,511
121,472
36,474
1,485,703
843,122
92,059
87,474
1,517,594
98,963
$4,124,915

$66,543
346,294

167,857
121,824
167,621
125,003
197,687
4,545
1,197,374
28,602
16,140
1,879,887
6,490
122,570
$3,251,063
$6,837

$609
807,986
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Retained earnings 127,513 121,114
Accumulated other comprehensive loss, net (69,710 ) (62,973 )
Total shareholders’ equity 879,202 866,736
Noncontrolling interest 297 279

Total equity 879,499 867,015
Total liabilities and equity $4,408,717 $4,124,915

The accompanying footnotes are an integral part of these consolidated statements.
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POLARIS INDUSTRIES INC.
CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

(Unaudited)

Three months ended

March 31,

2019 2018
Sales $1,495,690 $1,297,473
Cost of sales 1,143,242 973,992
Gross profit 352,448 323,481
Operating expenses:
Selling and marketing 129,259 117,707
Research and development 67,120 65,230
General and administrative 92,938 78,693
Total operating expenses 289,317 261,630
Income from financial services 18,805 21,425
Operating income 81,936 83,276
Non-operating expense:
Interest expense 20,419 8,048
Equity in loss of other affiliates 606 21,511
Other income, net (3,501 ) (19,975
Income before income taxes 64,412 73,692
Provision for income taxes 16,016 17,978
Net income 48,396 55,714
Net income attributable to noncontrolling interest (18 ) —
Net income attributable to Polaris Industries Inc. $48,378 $55,714
Net income per share attributable to Polaris Industries Inc. common shareholders:
Basic $0.79 $0.88
Diluted $0.78 $0.85
Weighted average shares outstanding:
Basic 61,284 63,303
Diluted 62,027 65,219

The accompanying footnotes are an integral part of these consolidated statements.
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POLARIS INDUSTRIES INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

(Unaudited)
Three months
ended March 31,
2019 2018
Net income $48,396 $55,714
Other comprehensive income, net of tax:
Foreign currency translation adjustments (3,662 ) 10,978
Unrealized gain (loss) on derivative instruments (2,469 ) 4,529
Retirement plan and other activity (606 ) 85
Comprehensive income 41,659 71,306
Comprehensive income attributable to noncontrolling interest (18 ) —

Comprehensive income attributable to Polaris Industries Inc.  $41,641 $71,306
The accompanying footnotes are an integral part of these consolidated statements.
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POLARIS INDUSTRIES INC.
CONSOLIDATED STATEMENTS OF EQUITY
(In thousands, except per share data)

(Unaudited)
Number Commo Aletlonal Retained Accumulateq Oti¥on . Total
of Shares Stock "paid- Earnines Comprehensive Controlhn% uit
In Capital & Income (loss)  Interest quity
Balance, December 31, 2018 60,890 $ 609 $807,986 $121,114 $ (62,973 ) $ 279  $867,015
Employee stock compensation 214 2 12,089 — — — 12,091
Deferred compensation — — (1,541 ) (346 ) — — (1,887
Proceeds from stock issuances under 18 . 3.207 o o o 3.207
employee plans
Cash dividends declared — — — (37,144 ) — — (37,144
Repurchase and retirement of 71 ) — 953 ) (5157 ) — L 6.110
common shares
Cumulative effect of adoption of
accounting standards (ASU 2018-02) — — — 668 (668 ) — —
Net income — — — 48,378 — 18 48,396
Other comprehensive loss — — — — (6,069 ) — (6,069
Balance, March 31, 2019 61,051 611 820,788 127,513 (69,710 ) 297 879,499
Number CommonAqdltlonal Retained Accumulateq Oti¥on .Total
of Shares Stock Paid- Earnines Comprehensive Controlli
In Capital & Income (loss) Interest
Balance, December 31, 2017 63,075 $631 $733,894 $242,763 $ (45,629 ) $ —$931,659
Employee stock compensation (5 ) — 12,032 — — — 12,032
Deferred compensation — — (392 ) 812 — — 420
Proceeds from stock issuances under 161 ) 11,903 . o . 11,905
employee plans
Cash dividends declared — — — (37,796 ) — — (37,796
iea[?;chase and retirement of common(133 ) @ ) (1549 ) (13436 ) — . (14.987
Cumulative effect of adoption of
accounting standards (ASU 2016-16) — — — (1,077 ) — — (1,077
Net income — — — 55,714 — — 55,714
Other comprehensive loss — — — — 15,592 — 15,592
Balance, March 31, 2018 63,098 631 755,888 246,980 (30,037 ) — 973,462

The accompanying footnotes are an integral part of these consolidated statements.
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POLARIS INDUSTRIES INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Operating Activities:

Net income

Adjustments to reconcile net income to net cash used for operating activities:
Depreciation and amortization

Noncash compensation

Noncash income from financial services

Deferred income taxes

Impairment charges

Other, net

Changes in operating assets and liabilities:

Trade receivables

Inventories

Accounts payable

Accrued expenses

Income taxes payable/receivable

Prepaid expenses and others, net

Net cash used for operating activities

Investing Activities:

Purchase of property and equipment

Investment in finance affiliate, net

Investment in other affiliates, net

Net cash used for investing activities

Financing Activities:

Borrowings under debt arrangements / finance lease obligations
Repayments under debt arrangements / finance lease obligations
Repurchase and retirement of common shares

Cash dividends to shareholders

Proceeds from stock issuances under employee plans

Net cash provided by financing activities

Impact of currency exchange rates on cash balances

Net increase (decrease) in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period

Supplemental Cash Flow Information:
Interest paid on debt borrowings
Income taxes paid

The following presents the classification of cash, cash equivalents and restricted cash within the

consolidated balance sheets:
Cash and cash equivalents
Other long-term assets

Three months ended
March 31,
2019 2018

$48,396  $55,714
54,415 52,720

12,091 12,032
(7,655 ) (7,003 )

(1,329 ) 113
— 18,733
606 (10,700 )

(11,184 ) 15,587
(180,021 ) (135,850 )
91,182 48,138
(75,662 ) (75,722 )
12,324 14,747
18,620 8,302
(38,217 ) (3,189 )

(70,254 ) (55,558 )
213 256

— 11,183
(70,041 ) (44,119 )

1,010,220 694,401
(870,568 ) (578,342 )
(6,110 ) (14,987 )
(37,144 ) (37,796 )
3,207 11,905
99,605 75,181
(993 ) 1,856
9,646 ) 29,729
193,126 161,618
$183,480 $191,347

$22,951 $7,626
$2,938 $1,807

$151,439 $166,357
32,041 24,990
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The accompanying footnotes are an integral part of these consolidated statements.
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POLARIS INDUSTRIES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Significant Accounting Policies

Basis of presentation. The accompanying unaudited consolidated financial statements of Polaris Industries Inc.
(“Polaris” or the “Company”’) have been prepared in accordance with accounting principles generally accepted in the
United States for interim financial statements and, therefore, do not include all information and disclosures of results
of operations, financial position and changes in cash flow in conformity with accounting principles generally accepted
in the United States for complete financial statements. Accordingly, such statements should be read in conjunction
with the Company’s Annual Report on Form 10-K for the year ended December 31, 2018 previously filed with the
Securities and Exchange Commission (“SEC”). In the opinion of management, such statements reflect all adjustments
(which include only normal recurring adjustments) necessary for a fair presentation of the financial position, results of
operations, equity, and cash flows for the periods presented. Due to the seasonality trends for certain products and to
certain changes in production and shipping cycles, results of such periods are not necessarily indicative of the results
to be expected for the complete year.

Reclassifications. Certain reclassifications of previously reported balance sheet amounts have been made to conform
to the current year presentation. The reclassifications had no impact on the consolidated statements of income, cash
flows, or total assets, total liabilities, or total equity in the consolidated balance sheets, as previously reported.

Fair value measurements. Fair value is the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date. Assets and liabilities measured at fair value are classified using
the following hierarchy, which is based upon the transparency of inputs to the valuation as of the measurement date:
Level 1 — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market
data for substantially the full term of the assets or liabilities.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of the assets or liabilities.

In making fair value measurements, observable market data must be used when available. When inputs used to
measure fair value fall within different levels of the hierarchy, the level within which the fair value measurement is
categorized is based on the lowest level input that is significant to the fair value measurement. The Company utilizes
the market approach to measure fair value for its non-qualified deferred compensation assets and liabilities, and the
income approach for foreign currency contracts, interest rate contracts, and commodity contracts. The market
approach uses prices and other relevant information generated by market transactions involving identical or
comparable assets or liabilities, and for the income approach, the Company uses significant other observable inputs to
value its derivative instruments used to hedge foreign currency, interest rate, and commodity transactions.

8
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Assets and liabilities measured at fair value on a recurring basis are summarized below (in thousands):
Fair Value Measurements as of March 31, 2019

Asset (Liability) Total Level 1 Level 2 Level 3

Non-qualified deferred compensation assets $ 48,330 $ 48,330 $ — $ —

Foreign exchange contracts, net 1,976 — 1,976 —

Total assets at fair value $ 50,306 $ 48,330 $ 1,976 $ —

Non-qualified deferred compensation liabilities $ (48,330 ) $ (48,330 ) $ — $ —

Interest rate contracts, net (4,743 ) — (4,743 ) —

Total liabilities at fair value $ (53,073 ) $(48330 ) $4743 ) $ —
Fair Value Measurements as of December 31, 2018

Asset (Liability) Total Level 1 Level 2 Level 3

Non-qualified deferred compensation assets $ 48,545 $ 48,545 $ — $ —

Foreign exchange contracts, net 3,128 — 3,128 —

Total assets at fair value $ 51,673 $ 48,545 $ 3,128 $ —

Non-qualified deferred compensation liabilities $ (48,545 ) $ (48,545 ) $ — $ —

Interest rate contracts, net (2,665 ) — (2,665 ) —

Total liabilities at fair value $ (51,210 ) $ (48,545 ) $(2,665 ) $ —

Fair value of other financial instruments. The carrying values of the Company’s short-term financial instruments,
including cash and cash equivalents, trade receivables and short-term debt, including current maturities of long-term
debt, finance lease obligations and notes payable, approximate their fair values. At March 31, 2019 and December 31,
2018, the fair value of the Company’s long-term debt, finance lease obligations and notes payable was approximately
$2,164,529,000 and $2,013,684,000, respectively, and was determined primarily using Level 2 inputs, including
quoted market prices or discounted cash flows based on quoted market rates for similar types of debt. The carrying
value of long-term debt, finance lease obligations and notes payable including current maturities
was $2,101,282,000 and $1,962,570,000 as of March 31, 2019 and December 31, 2018, respectively.
Inventories. Inventory costs include material, labor and manufacturing overhead costs, including depreciation expense
associated with the manufacture and distribution of the Company’s products. Inventories are stated at the lower of cost
(first-in, first-out method) or net realizable value. The major components of inventories are as follows (in thousands):
March 31, December
2019 31,2018
Raw materials and purchased components $280,249  $233,258
Service parts, garments and accessories 355,042 342,593

Finished goods 565,601 442,003
Less: reserves (52,255 ) (48,343 )
Inventories $1,148,637 $969,511

Product warranties. Polaris provides a limited warranty for its vehicles and boats for a period of six months to ten
years, depending on the product. Polaris provides longer warranties in certain geographical markets as determined by
local regulations and market conditions and may also provide longer warranties related to certain promotional
programs. Polaris’ standard warranties require the Company or its dealers to repair or replace defective products during
such warranty periods at no cost to the consumer. The warranty reserve is established at the time of sale to the dealer
or distributor based on management’s best estimate using historical rates and trends. The Company records these
amounts as a liability in the consolidated balance sheet until they are ultimately paid. Adjustments to the warranty
reserve are made from time to time based on actual claims experience in order to properly estimate the amounts
necessary to settle future and existing claims on products sold as of the balance sheet date. Factors that could have an
impact on the warranty reserve in any given period include the following: change in manufacturing quality, shifts in
product mix, changes in warranty coverage periods, snowfall and its impact on snowmobile usage, product recalls and
any significant changes in sales volume.

12
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The activity in the warranty reserve during the periods presented was as follows (in thousands):
Three months ended
March 31,
2019 2018

Balance at beginning of period $121,824 $123,840

Additions charged to expense 26,019 16,031

Warranty claims paid, net (31,626 ) (23,585 )

Balance at end of period $116,217 $116,286

New accounting pronouncements.

Leases. In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) and in July 2018, ASU No.
2018-10, Codification Improvements to Topic 842, Leases, and ASU 2018-11, Leases (Topic 842) - Targeted
Improvements (collectively, “the new lease standard” or “ASC 842”). The new standard requires lessees to record assets
and liabilities on the balance sheet for all leases with terms longer than 12 months. Leases will be classified as either
finance or operating, with the classification affecting the pattern of expense recognition in the income statement. The
Company adopted the standard as of January 1, 2019 using the alternative transition method provided under ASC 842,
which allowed the Company to initially apply the new lease standard at the adoption date. The Company elected the
package of practical expedients permitted under the transition guidance within the new standard, which among other
things, allowed the Company to carry forward the historical lease classification. The Company did not elect the
hindsight practical expedient permitted under the transition guidance within the new lease standard.

The Company made an accounting policy election to not record leases with an initial term of 12 months or less on the
balance sheet. The Company also elected the practical expedient to not separate non-lease components from the lease
components to which they relate, and instead account for each separate lease and non-lease component associated with
that lease component as a single lease component for all underlying asset classes. Accordingly, all costs associated
with a lease contract are accounted for as lease cost.

The new standard resulted in the recognition of additional net lease assets and lease liabilities of approximately
$115,681,000 as of January 1, 2019. The adoption of ASC 842 did not have a material impact on the Company’s
consolidated results of operations, equity or cash flows as of the adoption date. Under the alternative method of
adoption, comparative information was not restated, but will continue to be reported under the standards in effect for
those periods. See Note 10 for further information regarding the Company’s leases.

Derivatives and hedging. Effective January 1, 2019, the Company adopted ASU No. 2017-12, Derivatives and
Hedging (Topic 815): Targeted Improvements to Accounting for Hedging Activities. The adoption of this ASU did
not have a material impact on the Company’s consolidated financial position, results of operations, equity or cash
flows.

Non-employee share-based payments. Effective January 1, 2019, the Company adopted ASU

No. 2018-07, Compensation - Stock Compensation (Topic 718): Improvements to Non-employee Share-based
Payment Accounting. The adoption of this ASU did not have a material impact on the Company’s consolidated
financial position, results of operations, equity or cash flows.

Intangibles-Goodwill and Other. Effective January 1, 2019, the Company early adopted ASU

2017-04, Intangibles-Goodwill and Other (Topic 350). The new standard simplifies the subsequent measurement of
goodwill by eliminating the second step of the goodwill impairment test.

Stranded Tax Effects. Effective January 1, 2019 the Company adopted ASU No. 2018-02, Reclassification of Certain
Tax Effects from Accumulated Other Comprehensive Income, which allows a reclassification from accumulated other
comprehensive income to retained earnings for stranded tax effects resulting from the reduction of the U.S. federal
statutory income tax rate to 21% from 35% due to the enactment of the Tax Cuts and Jobs Act of 2017 (the "Tax
Act"). As a result of the adoption of ASU 2018-02, the Company recorded a $668,000 reclassification to decrease
Accumulated Other Comprehensive Income and increase Retained Earnings.

Financial instruments. In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (Topic
326): Measurement of Credit Losses on Financial Instruments, and in November 2018 issued a subsequent
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amendment, ASU 2018-19, Codification Improvements to Topic 326, Financial Instruments - Credit Losses. ASU
2016-13 significantly changes how entities will measure credit losses for most financial assets and certain other
instruments that are not measured at fair value through net income. ASU 2016-13 will replace today’s “incurred loss’
approach with an “expected loss” model for instruments measured at amortized cost. ASU 2018-19 will affect loans,

debt securities, trade receivables, net investments in
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leases, off balance sheet credit exposures, reinsurance receivables, and any other financial assets not excluded from
the scope of this amendment that have the contractual right to receive cash. ASU 2016-13 is effective for fiscal years
and interim periods beginning after December 15, 2019, and is effective for the Company’s fiscal year beginning
January 1, 2020. The adoption of the ASU is not expected to have a material impact on the Company’s consolidated
financial position, results of operations, equity or cash flows.

There are no other new accounting pronouncements that are expected to have a significant impact on the Company’s
consolidated financial statements.

Note 2. Revenue Recognition
The following tables disaggregate the Company’s revenue by major product type and geography (in thousands):
Three months ended March 31, 2019

ORV / Global
.]l\/Iotorcycles Adj. Aftermarket Boats Consolidated
Snowmobiles
Markets
Revenue by product type
Wholegoods $700,862 $ 102,349  $84,669 — $184,810 $ 1,072,690

PG&A 166,585 15,593
Total revenue $867,447 $ 117,942

Revenue by geography

United States $708,870 $ 67,897
Canada 51,631 6,021
EMEA 78,726 30,716
APLA 28,220 13,308

Total revenue $867,447 $ 117,942

20,287  $220,535
$104,956 $ 220,535

$51,683 $211,616
1,053 8,919
51,403 —

817 —
$104,956 $ 220,535

— 423,000
$184,810 $ 1,495,690

$180,860 $ 1,220,926
3,950 71,574

— 160,845

— 42,345
$184,810 $ 1,495,690

Three months ended March 31, 2018

ORV / Global
Snowmobi]l\élg)torcycles Adj. Aftermarket Boats Consolidated
Markets
Revenue by product type
Wholegoods $683,504 $ 114,108 $92,012 — $ —$889,624
PG&A 149,060 17,449 21,315 $220,025 — 407,849

Total revenue $832,564 $ 131,557 $113,327 $220,025 $ —$1,297,473

Revenue by geography

United States $662,595 $ 83,897 $50,053 $210994 $ —$1,007,539
Canada 57,755 6,940 5,369 9,031 — 79,095
EMEA 78,929 26,671 56,921 — — 162,521
APLA 33,285 14,049 984 — — 48,318

Total revenue $832,564 $ 131,557 $113,327 $220,025 $ —$1,297,473

Revenue is recognized when obligations under the terms of a contract with the Company’s customer are satisfied
which generally occurs with the transfer of control of the wholegood vehicles, boats, parts, garments or accessories,
and upon completion of the service or over the term of the agreement in proportion to the costs expected to be
incurred in satisfying the obligations under the contract, for services. Revenue is measured as the amount of
consideration the Company expects to receive in exchange for transferring goods or providing services. Sales, value
add, and other taxes the Company collects concurrent with revenue-producing activities are excluded from revenue.
Incidental items that are immaterial in the context of the contract are recognized as expense. The expected costs
associated with the Company’s limited warranties and field service bulletin actions continue to be recognized as
expense when the products are sold. The Company recognizes revenue for vehicle service contracts that extend
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mechanical and maintenance beyond the Company’s limited warranties over the life of the contract. Revenue from
goods and services transferred to customers at a point-in-time accounts for the majority of the Company’s revenue.
Revenue from products or services transferred over time is discussed in the deferred revenue section.
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ORV/Snowmobiles, Motorcycles and Global Adjacent Markets segments

Wholegood vehicles and parts, garments and accessories. For the majority of wholegood vehicles, parts, garments and
accessories (PG&A), the Company transfers control and recognizes a sale when it ships the product from its
manufacturing facility, distribution center, or vehicle holding center to its customer (primarily dealers and
distributors). The amount of consideration the Company receives and revenue it recognizes varies with changes in
marketing incentives and rebates it offers to its dealers and their customers. Sales returns are not material. The
Company adjusts its estimate of revenue at the earlier of when the most likely amount of consideration it expects to
receive changes or when the consideration becomes fixed.

Depending on the terms of the arrangement, the Company may also defer the recognition of a portion of the
consideration received because it has to satisfy a future obligation (e.g., free extended service contracts). The
Company uses an observable price to determine the stand-alone selling price for separate performance obligations.
The Company has elected to recognize the cost for freight and shipping when control over vehicles, parts, garments or
accessories has transferred to the customer as an expense in cost of sales.

Extended Service Contracts. The Company sells separately-priced service contracts that extend mechanical and
maintenance coverages beyond its base limited warranty agreements to vehicle owners. The separately priced service
contracts range from 12 months to 84 months. The Company primarily receives payment at the inception of the
contract and recognizes revenue over the term of the agreement in proportion to the costs expected to be incurred in
satisfying the obligations under the contract.

Aftermarket segment

The Company’s Aftermarket products are sold through dealer, distributor, retail, and e-commerce channels. The
Company transfers control and recognizes a sale when products are shipped or delivered to its customer. The amount
of consideration the Company receives and revenue it recognizes varies with changes in marketing incentives and
rebates it offers to its customers and their customers. When the Company gives its customers the right to return
eligible parts and accessories, it estimates the expected returns based on an analysis of historical experience. The
Company adjusts its estimate of revenue at the earlier of when the most likely amount of consideration it expects to
receive changes or when the consideration becomes fixed.

Service revenue. The Company offers installation services for parts that it sells. Service revenues are recognized upon
completion of the service.

Depending on the terms of the arrangement, the Company may also defer the recognition of a portion of the
consideration received because it has to satisfy a future obligation (e.g., extended service contracts). The Company
uses an observable price to determine the stand-alone selling price for separate performance obligations. The
Company has elected to recognize the cost for freight and shipping when control over parts, garments or accessories
has transferred to the customer as an expense in cost of sales.

Boats segment

Boats. For the majority of boats, the Company transfers control and recognizes a sale when it ships the product from
its manufacturing facility or distribution center to its customer (primarily dealers). The amount of consideration the
Company receives and revenue it recognizes varies with changes in marketing incentives and rebates it offers to its
dealers and their customers. Sales returns are not material. The Company adjusts its estimate of revenue at the earlier
of when the most likely amount of consideration it expects to receive changes or when the consideration becomes
fixed. The Company has elected to recognize the cost for freight and shipping when control over boats has transferred
to the customer as an expense in cost of sales.

Deferred revenue

In 2016, Polaris began financing its self-insured risks related to extended service contracts (“ESCs”). The premiums for
ESCs are primarily recognized in income in proportion to the costs expected to be incurred over the contract period.
Warranty costs are recognized as incurred.
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The Company expects to recognize approximately $27,219,000 of the unearned amount over the next 12 months and
$36,281,000 thereafter. The activity in the deferred revenue reserve during the periods presented was as follows (in
thousands):

Three months

ended March 31,

2019 2018
Balance at beginning of period $59,915 $45,760
New contracts sold 9,889 8,324
Less: reductions for revenue recognized (6,304 ) (4,739 )
Balance at end of period (1) $63,500 $49,345

(1) The unamortized ESC premiums (deferred revenue) recorded in other current liabilities totaled $27,219,000 and
$20,510,000 at March 31, 2019 and 2018, respectively, while the amount recorded in other long-term liabilities totaled
$36,281,000 and $28,835,000 at March 31, 2019 and 2018, respectively.

Note 3. Acquisitions

2019 Acquisitions.

The Company did not complete any acquisitions in the first quarter of 2019.

2018 Acquisitions.

Boat Holdings, LLC

On July 2, 2018, pursuant to the Agreement and Plan of Merger dated May 29, 2018, the Company completed the
acquisition of Boat Holdings, LL.C, a privately held Delaware limited liability company, headquartered in Elkhart,
Indiana which manufactures boats (“Boat Holdings”).

The transaction was structured as an acquisition of 100% of the outstanding equity interests in Boat Holdings for
aggregate consideration of $806,658,000, net of cash acquired, subject to customary adjustments based on, among
other things, the amount of cash, debt and working capital in the business of Boat Holdings at the closing date. A
portion of the aggregate consideration equal to $100,000,000 will be paid in the form of a series of deferred annual
payments over 12 years following the closing date.

The Company funded the purchase price for the acquisition by amending, extending, and up-sizing the Credit Facility
and with the proceeds of the issuance of 4.23% Senior Notes, Series 2018, due July 3, 2028, described in Note 5.
The consolidated statements of income for the three months ended March 31, 2019 include $184,810,000 of net sales
and $36,164,000 of gross profit related to Boat Holdings.

The following table summarizes the preliminary fair values assigned to the Boat Holdings net assets acquired and the
determination of net assets (in thousands):

Cash and cash equivalents $16,534
Trade receivables 17,528
Inventory 39,758
Other current assets 4,487
Property, plant and equipment 35,299
Customer relationships 341,080
Trademarks / trade names 210,680
Non-compete agreements 2,630
Goodwill 212,232
Accounts payable (30,064 )
Other liabilities assumed (26,972 )
Total fair value of net assets acquired 823,192
Less cash acquired (16,534 )

Total consideration for acquisition, less cash acquired $806,658
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On the acquisition date, amortizable intangible assets had a weighted-average useful life of approximately 19 years.
The customer relationships were valued based on the Discounted Cash Flow Method and are amortized over 15-20

years,
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depending on the customer class. The trademarks and trade names were valued on the Relief from Royalty Method

and have indefinite remaining useful lives. Goodwill is deductible for tax purposes.

The following unaudited pro forma information represents the Company’s results of operations as if the fiscal 2018

acquisition of Boat Holdings had occurred at the beginning of fiscal 2018 (in thousands, except per share data).
Three months ended

March 31,

2019 2018
Sales $1,495,690 $1,462,115
Net income 49,180 61,890
Basic earnings per share $0.80 $0.98
Diluted earnings per common share $0.79 $0.95

The results for the quarter ended March 31, 2019 have been adjusted to exclude the impact of approximately
$1,053,000 of transaction related costs (pre-tax) incurred by the Company that are directly attributable to the
transaction.

The results for the quarter ended March 31, 2018 have been adjusted to include the pro forma impact of amortization
of intangible assets and the depreciation of property, plant, and equipment, based on purchase price allocations; the
pro forma impact of additional interest expense relating to the acquisition; and the pro forma tax effect of both income
before taxes and the pro forma adjustments. These performance results may not be indicative of the actual results that
would have occurred under the ownership and management of the Company.

The pro forma financial information has been prepared for comparative purposes only and includes certain
adjustments, as noted above. The adjustments are estimates based on currently available information and actual
amounts may differ materially from these estimates. They do not reflect the effect of costs or synergies that would
have been expected to result from the integration of the Boat Holdings acquisition.

Note 4. Share-Based Compensation
The amount of compensation cost for share-based awards to be recognized during a period is based on the portion of
the awards that are ultimately expected to vest. The Company estimates forfeitures at the time of grant and revises
those estimates in subsequent periods if actual forfeitures differ from those estimates. The Company analyzes
historical data to estimate pre-vesting forfeitures and records share-based compensation expense for those awards
expected to vest.
Total share-based compensation expenses were comprised as follows (in thousands):

Three months

ended March

31,

2019 2018
Option awards $1,312 $3,057
Other share-based awards 9,618 5,889
Total share-based compensation before tax 10,930 8,946
Tax benefit 2,601 2,129

Total share-based compensation expense included in net income $8,329 $6,817

In addition to the above share-based compensation expenses, Polaris sponsors a qualified non-leveraged employee
stock ownership plan (ESOP). Shares allocated to eligible participants’ accounts vest at various percentage rates based
on years of service and require no cash payments from the recipient.

At March 31, 2019, there was $138,467,000 of total unrecognized share-based compensation expense related to
unvested share-based equity awards. Unrecognized share-based compensation expense is expected to be recognized
over a weighted-average period of 1.92 years. Included in unrecognized share-based compensation expense is
approximately $43,469,000 related to stock options and $94,998,000 for restricted stock.
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Note 5. Financing Agreements
The carrying value of debt, finance lease obligations, and notes payable and the average related interest rates were as
follows (in thousands):

Average interest rate at March 31, December

March 31, 2019 Maturity 2019 31,2018
Revolving loan facility 3.16% July 2023 $342,640 $187,631
Term loan facility 3.75% July 2023 1,135,000 1,150,000
Senior notes—fixed rate 4.60% May 2021 75,000 75,000
Senior notes—fixed rate 3.13% December 2020 100,000 100,000
Senior notes—fixed rate 4.23% July 2028 350,000 350,000
Finance lease obligations 5.08% ;’(?2“90“5 through 15519 17,587
Notes payable and other 4.24% ;’(;rz)ous through 86,399 87,608

Debt issuance costs 4,976 ) (5,256 )
Total debt, finance lease obligations, and $2.101.282 $1.962.570
notes payable
Less: current maturities 66,512 66,543
Tot‘al lgng—term debt, finance lease $2.034.770 $1.896.027
obligations, and notes payable
In July 2018, Polaris amended its unsecured revolving loan facility to increase the facility to $700,000,000 and

increase its term loan facility to $1,180,000,000, of which $1,135,000,000 is outstanding as of March 31, 2019. The
expiration date of the facility was extended to July 2023, and interest will continue to be charged at rates based on a
LIBOR or “prime” base rate. Under the facility, the Company is required to make principal payments totaling
$59,000,000 over the next 12 months, which are classified as current maturities in the consolidated balance sheets.

In December 2010, the Company entered into a Master Note Purchase Agreement to issue $25,000,000 of unsecured
senior notes due May 2018 and $75,000,000 of unsecured senior notes due May 2021 (collectively, the “Senior Notes”).
The Senior Notes were issued in May 2011. In December 2013, the Company entered into a First Supplement to

Master Note Purchase Agreement, under which the Company issued $100,000,000 of unsecured senior notes due
December 2020. In July 2018, the Company entered into a Master Note Purchase Agreement to issue $350,000,000 of
unsecured senior notes due July 2028.

The unsecured revolving loan facility and the amended Master Note Purchase Agreement contain covenants that
require Polaris to maintain certain financial ratios, including minimum interest coverage and maximum leverage

ratios. Polaris was in compliance with all such covenants at March 31, 2019.

The debt issuance costs are recognized as a reduction in the carrying value of the related long-term debt in the
consolidated balance sheets and are being amortized to interest expense in the consolidated statements of income over
the expected remaining terms of the related debt.

A property lease agreement for a manufacturing facility which Polaris began occupying in Opole, Poland commenced
in February 2014. The Poland property lease is accounted for as a finance lease. The outstanding balance is included

in long-term debt and current portion of long-term debt in the consolidated balance sheets.

As a component of the Boat Holdings merger agreement, Polaris has committed to make a series of deferred payments
to the former owners following the closing date of of the merger through July 2030. The original discounted payable
was for $76,733,000, all of which is outstanding as of March 31, 2019. The outstanding balance is included in
long-term debt and current portion of long-term debt in the consolidated balance sheets.

The Company has a mortgage note payable agreement for land, on which Polaris built the Huntsville, Alabama
manufacturing facility in 2016. The original mortgage note payable was for $14,500,000, of which $9,666,000 is
outstanding as of March 31, 2019. The outstanding balance is included in Notes payable and other. The payment of
principal and interest for the note payable is forgivable if the Company satisfies certain job commitments over the

term of the note. The Company has met the required commitments to date.
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Note 6. Goodwill and Other Intangible Assets
Goodwill and other intangible assets, net of accumulated amortization, at March 31, 2019 and December 31, 2018 are
as follows (in thousands):

March 31, December

2019 31,2018
Goodwill $646,453 $647,077
Other intangible assets, net 859,961 870,517

Total goodwill and other intangible assets, net $1,506,414 $1,517,594
Additions to goodwill and other intangible assets in 2018 relate to the acquisition of Boat Holdings in July 2018. The
aggregate purchase price was allocated on a preliminary basis to the assets acquired and liabilities assumed based on
their estimated fair values at the date of acquisition. Boat Holding’s financial results are included in the Company’s
consolidated results from the date of acquisition. As of March 31, 2019, the purchase price allocation remains
preliminary. The pro forma financial results and the preliminary purchase price allocation are included in Note 3.
There were no material additions to goodwill and other intangible assets for the three months ended March 31, 2019.
The changes in the carrying amount of goodwill for the three months ended March 31, 2019 were as follows (in
thousands):

Three

months

ended

March 31,

2019
Goodwill, beginning of period $647,077
Goodwill adjustments related to businesses acquired 490
Currency translation effect on foreign goodwill balances (1,114 )
Goodwill, end of period $646,453
The components of other intangible assets were as follows (in thousands):

Total estimated life (years) March 31, December 31,

2019 2018
Non-amortizable—indefinite lived:
Brand/trade names $442.051 $ 442,299
Amortizable:
Non-compete agreements 4 2,630 2,630
Dealer/customer related 5-20 505,183 506,401
Developed technology 5-7 13,279 13,323
Total amortizable 521,092 522,354
Less: Accumulated amortization (103,182 ) (94,136 )
Net amortized other intangible assets 417,910 428,218
Total other intangible assets, net $859,961 $ 870,517

Amortization expense for intangible assets for the three months ended March 31, 2019 and 2018 was $10,247,000 and
$6,126,000, respectively. Estimated amortization expense for the remainder of 2019 through 2024 is as follows: 2019
(remainder), $30,630,000; 2020, $35,820,000; 2021, $33,050,000; 2022, $28,070,000; 2023, $25,540,000; 2024,
$25,010,000; and after 2024, $239,790,000. The preceding expected amortization expense is an estimate and actual
amounts could differ due to additional intangible asset acquisitions, changes in foreign currency rates or impairment
of intangible assets.

Note 7. Shareholders’ Equity

During the three months ended March 31, 2019, Polaris paid $6,110,000 to repurchase approximately 71,000 shares of
its common stock. As of March 31, 2019, the Board of Directors has authorized the Company to repurchase up to an
additional 3,180,000 shares of Polaris stock. The repurchase of any or all such shares authorized for repurchase will be
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2019.
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Cash dividends declared and paid per common share for the three months ended March 31, 2019 and 2018, were as
follows:

Three

months

ended

March 31,

2019 2018
Cash dividends declared and paid per common share $0.61 $0.60
Net income per share
Basic income per share is computed by dividing net income available to common shareholders by the weighted
average number of common shares outstanding during each period, including shares earned under the Deferred
Compensation Plan for Directors (“Director Plan”’) and the ESOP and deferred stock units under the 2007 Omnibus
Incentive Plan (“Omnibus Plan”). Diluted income per share is computed under the treasury stock method and is
calculated to compute the dilutive effect of outstanding stock options and certain shares issued under the Omnibus
Plan. A reconciliation of these amounts is as follows (in thousands):

Three months

ended March

31,

2019 2018
Weighted average number of common shares outstanding 60,961 63,050
Director Plan and deferred stock units 193 166
ESOP 130 87
Common shares outstanding—basic 61,284 63,303
Dilutive effect of Omnibus Plan 743 1,916

Common and potential common shares outstanding—dilute2,027 65,219

During the three months ended March 31, 2019, the number of options that were not included in the computation of
diluted income per share because the option exercise price was greater than the market price, and therefore, the effect
would have been anti-dilutive, was 4,416,000 compared to 1,540,000 for the same period in 2018.

Accumulated other comprehensive loss

Changes in the accumulated other comprehensive loss balance are as follows (in thousands):

. Retirement
Foreign C