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PART I. FINANCIAL INFORMATION.
Item 1. Condensed Consolidated Financial Statements

Winnebago Industries, Inc.
Condensed Consolidated Statements of Income and Comprehensive Income
(Unaudited)
Three Months Ended  Six Months Ended

(in thousands, except per share data) February 23ebruary 24, February 23February 24,

2019 2018 2019 2018
Net revenues $432,690 $468,359 $926,338 $918,380
Cost of goods sold 366,261 400,698 788,913 787,888
Gross profit 66,429 67,661 137,425 130,492
Selling, general, and administrative expenses 35,259 30,477 70,971 60,077
Amortization of intangible assets 2,267 1,933 4,926 3,988
Total operating expenses 37,526 32,410 75,897 64,065
Operating income 28,903 35,251 61,528 66,427
Interest expense 4,346 4918 8,847 9,699
Non-operating (income) expense (207 ) 11 (970 ) (112 )
Income before income taxes 24,764 30,322 53,651 56,840
Provision for income taxes 3,166 8,234 9,892 16,794
Net income $21,598 $22,088 $43,759  $40,046
Income per common share:
Basic $0.68 $0.70 $1.39 $1.27
Diluted $0.68 $0.69 $1.38 $1.26
Weighted average common shares outstanding:
Basic 31,577 31,654 31,572 31,634
Diluted 31,724 31,854 31,755 31,852
Net income $21,598 $22,088 $43,759  $40,046
Other comprehensive income (loss):
Amortization of net actuarial loss (net of tax of $2, $2, $5, and $6) 8 7 16 13
Change in fair value of interest rate swap (net of tax of $206, $448,
$213, and $835) (634 ) 1,283 (656 ) 1,917
Total other comprehensive income (loss) (626 ) 1,290 (640 ) 1,930
Comprehensive income $20,972 $ 23,378 $43,119 $41,976

See Notes to Condensed Consolidated Financial Statements.

3




Edgar Filing: WINNEBAGO INDUSTRIES INC - Form 10-Q

Table of Contents

Winnebago Industries, Inc.
Condensed Consolidated Balance Sheets
(Unaudited)

(in thousands, except per share data) February 23, August 25,

2019 2018
Assets
Current assets:
Cash and cash equivalents $3,017 $2,342
Receivables, less allowance for doubtful accounts ($163 and $197, respectively) 179,940 164,585
Inventories, net 189,611 195,128
Prepaid expenses and other assets 15,217 9,883
Total current assets 387,785 371,938
Property, plant, and equipment, net 117,761 101,193
Other assets:
Goodwill 275,072 274,370
Other intangible assets, net 260,791 265,717
Investment in life insurance 26,963 28,297
Other assets 9,764 10,290
Total assets $1,078,136 $1,051,805
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payable $92,592 $81,039
Income taxes payable 472 15,655
Accrued expenses:
Accrued compensation 25,112 29,350
Product warranties 40,305 40,498
Self-insurance 14,488 12,262
Promotional 21,333 11,017
Accrued interest 3,002 3,095
Other 12,463 11,269
Current maturities of long-term debt 2,750 —
Total current liabilities 212,517 204,185
Non-current liabilities:
Long-term debt, less current maturities 274,168 291,441
Deferred income taxes 4,595 4,457
Unrecognized tax benefits 1,712 1,745
Deferred compensation benefits, net of current portion 14,228 15,282
Other 250 250
Total non-current liabilities 294,953 313,175
Contingent liabilities and commitments (Note 11)
Stockholders' equity:
Preferred stock, par value $0.01: Authorized-10,000 shares; Issued-none — —
Common stock, par value $0.50: Authorized-60,000 shares; Issued-51,776 shares 25,888 25,888
Additional paid-in capital 89,682 86,223
Retained earnings 805,851 768,816
Accumulated other comprehensive income 252 892
Treasury stock, at cost: 20,292 and 20,243 shares, respectively (351,007 ) (347,374 )

Total stockholders' equity 570,666 534,445
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Total liabilities and stockholders' equity $1,078,136 $1,051,805
See Notes to Condensed Consolidated Financial Statements.
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Winnebago Industries, Inc.
Condensed Consolidated Statements of Cash Flows
(Unaudited)

(in thousands)

Operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation

Amortization of intangible assets
Amortization of debt issuance costs

Last in, first-out expense

Stock-based compensation

Deferred income taxes

Other, net

Change in assets and liabilities:
Receivables

Inventories

Prepaid expenses and other assets
Accounts payable

Income taxes and unrecognized tax benefits
Accrued expenses and other liabilities
Net cash provided by operating activities

Investing activities:

Purchases of property and equipment
Acquisition of business, net of cash acquired
Proceeds from the sale of property

Other, net

Net cash used in investing activities

Financing activities:

Borrowings on credit agreement
Repayments of credit agreement

Payments of cash dividends

Payments for repurchases of common stock
Other, net

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplement cash flow disclosure:
Income taxes paid, net

Interest paid

Non-cash transactions:

Capital expenditures in accounts payable

Six Months Ended

February 2Bebruary 24,

2019 2018

$43,759 $ 40,046

6,268 4,328
4,926 3,988
790 826
1,029 598
4,605 3,553
346 2,080
(170 ) 80

(15,355 ) (33,017
4,488 (36,379
(4,926 ) 1,921

11,992 20,542
(15,216 ) (4,510

9,402 10,989
51,938 15,045

(23,366 ) (11,675

702 ) —
32 299
1,012 (18

(23,024 ) (11,394

218,720 19,700
(233,922) (24,000
(6,713 ) (6,375
(6,620 ) (1,478
296 —
(28,239 ) (12,153

675 (8,502

2,342 35,945
$3,017 $27,443

$30,262 $ 19,290
$7,469 $ 8,906

$259 $ 1,012

)
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See Notes to Condensed Consolidated Financial Statements.
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Winnebago Industries, Inc.
Condensed Consolidated S
(Unaudited)

(in thousands,
except per share data)

Balances at November 24,
Stock-based compensation

Issuance of restricted stock
Issuance of stock under ESPP
Repurchase of common stock

Common stock dividends;
per share
Actuarial loss, net of tax

Change in fair value of interest

rate swap, net of tax
Net income

Balances at February 23, 2019

Edgar Filing: WINNEBAGO INDUSTRIES INC - Form 10-Q

tatements of Changes in Stockholders' Equity

Three Months Ended February 23, 2019

Common Accumulated Treasury Stock
Shares Additiona]R . Other y
] etained )
Paid-In Earnines Comprehensive
NumbeAmount Capital £ Income Number Amount
(Loss)

2018 51,776$25,888%$88,288 $787,794 $ 878 (20,178)$(346,370)

— — 2,117 — — 1 16

— — (769 )— — 45 769

— — 46 — — 15 250

_ _ — — — (175 )(5,672 )
$0.11 o . . (3541 )— o o

_ _ _ _ 8 _ _

— — — — (634 ) — —

— — — 21,598 — — —

51,776$25,888$ 89,682 $805,851 $ 252 (20,292)$(351,007)

Six Months Ended February 23, 2019

Total

Stockholders'
Equity

$ 556,478
2,133

296
(5,672 )

(3,541 )
8
(634 )

21,598
$ 570,666

(in thousands,
except per share data)

Balances at August 25, 2018
Stock-based compensation
Issuance of restricted stock
Issuance of stock under ESPP
Repurchase of common stock
Common stock dividends; $0.21
per share

Actuarial loss, net of tax
Change in fair value of interest
rate swap, net of tax

Net income

Balances at February 23, 2019

(in thousands,
except per share data)

Balances at November 25, 2017
Stock-based compensation

Common Accumulated Treasury Stock

Shares Additiona]Retaine d Other Total
Paid-In Earnings Comprehensive Stockholders'

NumbeAmount Capital Income Number Amount  Equity

(Loss)

51,776$25,888$ 86,223 $768,816 $ 892 (20,243)$(347,374)$ 534,445

—_ - 4,565 — — 3 57 4,622

—_ - 1,152 )— — 156 2,680 1,528

— - 46 — — 15 250 296

—_ - — — — (223 )(6,620  )(6,620 )

— = — (6,724 )— — — (6,724 )

— - — — 16 — — 16

—_ - — — (656 ) — — (656 )

— - — 43,759 — — — 43,759

51,776$25,888$ 89,682 $805,851 $§ 252 (20,292)$(351,007)$ 570,666

Three Months Ended February 24, 2018

Common Accumulated Treasury Stock

Shares Additiona]Retaine d Other Total
Paid-In Earnings Comprehensive Stockholders'

NumbeAmount Capital Income Number Amount  Equity

(Loss)
51,776$25,888$ 80,040 $693,909 $ (383 ) (20,140)$(342,823)$ 456,631

1,084

— 1 19 1,103
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Issuance of restricted stock — — (403 )— —
Repurchase of common stock — — — — —
Common stock dividends; $0.10

per share T - (3,188 )—
Actuarial loss, net of tax — - — — 7
Change in fair value of interest o o o 1983

rate swap, net of tax
Net income — — — 22,088 —
Balances at February 24, 2018  51,776$25,888$80,721 $712,809 $ 907

6

24 403 —
@ Hails - Hais
— — (3,188
— — 7

— — 1,283
— — 22,088

(20,117)$(342,516)$ 477,809

)
)
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Winnebago Industries, Inc.
Condensed Consolidated Statements of Changes in Stockholders' Equity (continued)
(Unaudited)

Six Months Ended February 24, 2018

Common Accumulated Treasury Stock
(in thousands, Shares Aqditiona]Retaine d Other . Total
except per share data) Palq—In Earnings Comprehensive Stogkholders
NumbeAmount Capital Income Number Amount  Equity
(Loss)
Balances at August 26, 2017 51,776$25,888$80,401 $679,138 $ (1,023 ) (20,183)$(342,730)$ 441,674
Stock-based compensation — — 1,888 — — 2 38 1,926
Issuance of restricted stock — — (1,568 )— — 97 1,654 86
Repurchase of common stock — — — — — (33 )(1,478 )(1,478 )
Common stock dividends; $0.20 o 6375 )— o o (6.375 )
per share
Actuarial loss, net of tax — — — — 13 — — 13
Change in fair value of interest o o 1.917 o . 1.917
rate swap, net of tax
Net income — — — 40,046 — — — 40,046
Balances at February 24, 2018  51,776$25,888$80,721 $712,809 $ 907 (20,117)$(342,516)$ 477,809

See Notes to Condensed Consolidated Financial Statements.
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Winnebago Industries, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)

Note 1: Basis of Presentation

Unless the context otherwise requires, the use of the terms "Winnebago Industries," "WGO," "we," "us," and "our" in
these Notes to Condensed Consolidated Financial Statements refers to Winnebago Industries, Inc. and its
wholly-owned subsidiaries.

In the opinion of management, the accompanying Condensed Consolidated Financial Statements contain all
adjustments necessary for a fair presentation as prescribed by accounting principles generally accepted in the United
States (“GAAP”). All adjustments were comprised of normal recurring adjustments, except as noted in these Notes to
Condensed Consolidated Financial Statements.

Interim results are not necessarily indicative of the results to be expected for the full year. The interim Condensed
Consolidated Financial Statements included in this Quarterly Report on Form 10-Q should be read in conjunction with
the audited Consolidated Financial Statements included in our Annual Report on Form 10-K for the fiscal year

ended August 25, 2018.

Fiscal Period

We follow a 52-/53-week fiscal year, ending the last Saturday in August. Fiscal 2019 is a 53-week year, while Fiscal
2018 was a 52-week year. The extra (53rd) week in Fiscal 2019 will be recognized in our fourth quarter.

Subsequent Events

In preparing the accompanying unaudited Condensed Consolidated Financial Statements, we evaluated subsequent
events for potential recognition and disclosure through the date of this filing. There were no material subsequent
events.

New Accounting Pronouncements

In February 2016, the Financial Accounting Standards Board ("FASB") issued Accounting Standard Update (“ASU”)
2016-02, Leases (Topic 842), which requires an entity to recognize both assets and liabilities arising from financing
and operating leases, along with additional qualitative and quantitative disclosures. This ASU and the related
amendments must be adopted on a modified retrospective basis to either each prior reporting period presented or as of
the beginning of the period of adoption. Based on the effective dates, we expect to adopt the new guidance in the first
quarter of Fiscal 2020 using the modified retrospective basis as of the beginning of the period of adoption. We have
established an implementation plan and are in the process of surveying our businesses, assessing our lease population,
and compiling information on our active leases. In addition, we are determining needed changes to our policies,
business processes, internal controls, and disclosures. While we continue to make progress on our implementation, we
are still evaluating the impact of the adoption on our consolidated financial statements.

In August 2017, the FASB issued ASU 2017-12, Derivatives and Hedging (Topic 815), which improves the financial
reporting of hedging relationships to better portray the economic results of an entity's risk management activities in its
financial statements. ASU 2017-12 is effective for annual reporting periods beginning after December 15, 2018 (our
Fiscal 2020), including interim periods within those annual reporting periods. Early adoption is permitted. We are
currently evaluating the impact of adopting this ASU on our consolidated financial statements.

12
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Recently Adopted Accounting Pronouncements

In the first quarter of Fiscal 2019, we adopted ASU 2014-09, Revenue from Contracts with Customers (Topic 606),
which establishes a comprehensive five-step model for the recognition of revenue from contracts with customers. This
model is based on the core principle that revenue should be recognized to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. We elected the modified retrospective method of adoption, which we applied to
contracts not completed as of the initial date of adoption. Application of the transition requirements had no material
impact on operations or beginning retained earnings. While changes to certain control processes and procedures were
updated for this adoption, the changes did not have a material impact to our internal control financial reporting
framework.

Also in the first quarter of Fiscal 2019, we retrospectively adopted ASU 2016-15, Classification of Certain Cash
Receipts and Cash Payments (Topic 230), which provides guidance for eight specific cash flow issues with the
objective of reducing the existing diversity in practice. The adoption of this standard did not materially impact our
statements of cash flows, and no cash flow reclassifications were required for the prior period.

13
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Note 2: Business Segments

In the fourth quarter of Fiscal 2018, we revised our segment presentation. We have five operating segments: 1)
Winnebago motorhomes, 2) Winnebago towables, 3) Grand Design towables, 4) Winnebago specialty vehicles, and 5)
Chris-Craft marine. We evaluate performance based on each operating segment's Adjusted EBITDA, as defined
below, which excludes certain corporate administration expenses and non-operating income and expense.

Our two reportable segments include: 1) Motorhome (comprised of products that include a motorized chassis as well
as other related manufactured products and services) and 2) Towable (comprised of products which are not motorized
and are generally towed by another vehicle as well as other related manufactured products and services), which is an
aggregation of the Winnebago towables and Grand Design towables operating segments.

The Corporate / All Other category includes the Winnebago specialty vehicles and Chris-Craft marine operating
segments as well as expenses related to certain corporate administration expenses for the oversight of the enterprise.
These expenses include items such as corporate leadership and administration costs. Previously, these expenses were
allocated to each operating segment.

Identifiable assets of the reportable segments exclude general corporate assets, which principally consist of cash and
cash equivalents and certain deferred tax balances. The general corporate assets are included in the Corporate / All
Other category.

Prior period segment information has been reclassified to conform to the current reportable segment presentation. The
reclassifications included removing the corporate administration expenses from both the Motorhome and Towable
reportable segments and removing Winnebago specialty vehicles from the Motorhome reportable segment, as we
began to dedicate leadership and focus on these operations separately from our Winnebago motorhomes operations.

Our chief operating decision maker ("CODM") is our Chief Executive Officer. Our CODM relies on internal
management reporting that analyzes consolidated results to the net earnings level and operating segment's Adjusted
EBITDA. Our CODM has ultimate responsibility for enterprise decisions. Our CODM determines, in particular,
resource allocation for, and monitors the performance of, the consolidated enterprise, the Motorhome segment, and the
Towable segment. The operating segments’' management have responsibility for operating decisions, allocating
resources, and assessing performance within their respective segments. The accounting policies of both reportable
segments are the same and are described in Note 1, Summary of Significant Accounting Policies, of the Notes to
Consolidated Financial Statements included in our Annual Report on Form 10-K for the fiscal year ended August 25,
2018.

We evaluate the performance of our reportable segments based on Adjusted EBITDA. EBITDA is defined as net
income before interest expense, provision for income taxes, and depreciation and amortization expense. Adjusted
EBITDA is defined as net income before interest expense, provision for income taxes, depreciation and amortization
expense, and other adjustments made in order to present comparable results from period to period. Examples of items
excluded from Adjusted EBITDA include acquisition-related costs, restructuring expenses, and non-operating income.

14
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The following table shows information by reportable segment:
Three Months Ended Six Months Ended

(in thousands) February 23February 24, February 23, February 24,

2019 2018 2019 2018
Net Revenues
Motorhome $164,662 $199,081 $345,990 $387,278
Towable 250,691 266,358 543,524 526,023
Corporate / All Other 17,337 2,920 36,824 5,079
Consolidated $432,690 $468,359 $926,338  $918,380
Adjusted EBITDA
Motorhome $4,359 $5,687 $16,335 $10,587
Towable 33,638 36,296 64,466 69,688
Corporate / All Other (3,509 ) (2,601 ) (7,860 ) (5,482 )
Consolidated $34,488 $39,382 $72,941 $74,793
Capital Expenditures
Motorhome $2,198 $1,633 $5,390 $4,740
Towable 7,648 4,685 16,525 6,935
Corporate / All Other 749 — 1,451 —
Consolidated $10,595 $6,318 $23,366 $11,675

(in thousands) February 23, August 25,

2019 2018
Total Assets
Motorhome $324,627  $322,048
Towable 647,504 626,588
Corporate / All Other 106,005 103,169
Consolidated $1,078,136 $1,051,805

Reconciliation of net income to consolidated Adjusted EBITDA:
Three Months Ended  Six Months Ended

(in thousands)

February 2Bebruary 24, February 2Begbruary 24,

2019 2018 2019 2018
Net income $21,598 $ 22,088 $43,759 $ 40,046
Interest expense 4,346 4918 8,847 9,699
Provision for income taxes 3,166 8,234 9,892 16,794
Depreciation 3,099 2,198 6,268 4,328
Amortization of intangible assets 2,267 1,933 4,926 3,988
EBITDA 34,476 39,371 73,692 74,855
Acquisition-related costs — — — 50
Restructuring expenses 219 — 219 —
Non-operating (income) expense (207 ) 11 970 ) (112 )
Adjusted EBITDA $34,488 $ 39,382 $72,941 $74,793
10
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Note 3: Revenue

The following table disaggregates revenue by reportable segment and product category:
Three Months Ended ~ Six Months Ended

(in thousands) February 2Bebruary 24, February 2Bebruary 24,

2019 2018 2019 2018
Net Revenues
Motorhome:
Class A $55,000 $ 87,382 $103,678 $ 161,587
Class B 52,260 33,457 120,980 62,577
Class C 52,243 72,685 108,385 149,460
Other® 5,159 5,557 12,947 13,654
Total Motorhome 164,662 199,081 345,990 387,278
Towable:
Fifth Wheel 154,783 150,915 317,532 295,029
Travel Trailer 92,162 112,670 217,788 225,395
Other®) 3,746 2,773 8,204 5,599
Total Towable 250,691 266,358 543,524 526,023
Corporate / All Other:
Other® 17,337 2,920 36,824 5,079
Total Corporate / All Other 17,337 2,920 36,824 5,079
Consolidated $432,690 $ 468,359  $926,338 $ 918,380

(1)Relates to parts, accessories, and services.
@) Relates to marine and specialty vehicle units, parts, accessories, and
Services.

We generate all of our operating revenue from contracts with customers. Our primary source of revenue is generated
through the sale of manufactured motorized units, non-motorized towable units, and marine units to our independent
dealer network (our customer). We also generate income through the sale of certain parts and services, acting as the
principal in these arrangements. We apply the new revenue standard requirements to a portfolio of contracts (or
performance obligations) with similar characteristics for transactions where it is expected that the effects on the
financial statements of applying the revenue recognition guidance to the portfolio would not differ materially from
applying this guidance to the individual contracts (or performance obligations) within that portfolio. Revenue is
recognized when control of the promised goods or services is transferred to our customers, in an amount that reflects
the transaction price consideration that we expect to receive in exchange for those goods or services. Control refers to
the ability of the customer to direct the use of, and obtain substantially all of, the remaining benefits from the goods or
services. Our transaction price consideration is fixed, unless otherwise disclosed below as variable consideration. We
made an accounting policy election so that our revenue excludes sales and usage-based taxes collected.

Unit revenue

Unit revenue is recognized at a point-in-time when control passes, which generally occurs when the unit is shipped to
or picked-up from our manufacturing facilities by the customer, which is consistent with our past practice. Our
payment terms are typically before or on delivery, and do not include a significant financing component. The amount
of consideration received and recorded to revenue varies with changes in marketing incentives and offers to our
customers. These marketing incentives and offers to our customers are considered variable consideration. We adjust
the estimate of revenue at the earlier of when the most likely amount of consideration we expect to receive changes or
when the consideration becomes fixed.

16
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Our contracts include some incidental items that are immaterial in the context of the contract. We have made an
accounting policy election to not assess whether promised goods or services are performance obligations if they are
immaterial in the context of the contract with the customer. We have made an accounting policy to account for any
shipping and handling costs that occur after the transfer of control as a fulfillment cost that is accrued when control is
transferred. Warranty obligations associated with the sale of a unit are assurance-type warranties that are a guarantee
of the unit’s intended functionality and, therefore, do not represent a distinct performance obligation within the context
of the contract. Contract costs incurred related to the sale of manufactured units are expensed at the point-in-time
when the related revenue is recognized.

We do not have material contract assets or liabilities. We establish allowances for uncollectible receivables based on
historical collection trends and write-off history.

11
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Concentration of Risk

One of our dealer organizations accounted for more than 10% of our net revenue for the second quarter of Fiscal 2019
and for the second quarter of Fiscal 2018. However, none of our dealer organizations accounted for more than 10% of
our net revenue for the first six months of Fiscal 2019 or the first six months of Fiscal 2018.

Note 4: Derivatives, Investments, and Fair Value Measurements
Assets and Liabilities that are Measured at Fair Value on a Recurring Basis

We account for fair value measurements in accordance with Accounting Standards Codification ("ASC") 820, Fair
Value Measurements and Disclosures, which defines fair value, establishes a framework for measurement, and
expands disclosure about fair value measurement. The fair value hierarchy requires the use of observable market data
when available. In instances in which the inputs used to measure fair value fall into different levels of the fair value
hierarchy, the fair value measurement has been determined based on the lowest level input that is significant to the fair
value measurement in its entirety. Our assessment of the significance of a particular item to the fair value
measurement in its entirety requires judgment, including the consideration of inputs specific to the asset or liability.

Fair value is defined as the price that would be received to sell 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. The fair value hierarchy contains three levels as follows:

Level 1 - Unadjusted quoted prices that are available in active markets for the identical assets or liabilities at the
measurement date.

Level 2 - Other observable inputs available at the measurement date, other than quoted prices included in Level 1,
either directly or indirectly, including:

Quoted prices for similar assets or liabilities in active markets;

Quoted prices for identical or similar assets in nonactive markets;

dnputs other than quoted prices that are observable for the asset or liability; and

dnputs that are derived principally from or corroborated by other observable market data.

Level 3 - Unobservable inputs that cannot be corroborated by observable market data and reflect the use of significant
management judgment. These values are generally determined using pricing models for which the assumptions utilize
management’s estimates of market participant assumptions.

The following tables set forth by level within the fair value hierarchy our financial assets and liabilities that were
accounted for at fair value on a recurring basis at February 23, 2019 and August 25, 2018 according to the valuation
techniques we used to determine their fair values:

Fair Value Fair Value

at Hierarchy
) February 23, Level Level Level
(in thousands) 2019 ) 5 3
Assets that fund deferred compensation:
Domestic equity funds $ 830 $750 $80 $ —
International equity funds 147 92 55 —
Fixed income funds 162 24 138 —
Interest rate swap contract 1,090 — 1,090 —
Total assets at fair value $ 2,229 $866 $1,363 $§ —
Fair Value Hierarchy
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(in thousands)

Assets that fund deferred compensation:
Domestic equity funds

International equity funds

Fixed income funds

Interest rate swap contract

Total assets at fair value

12

Fair Value

at

August 25, Level Level Level
2018 1 2 3

$ 1,143 $1,114 $29 $ —

139 120 19
223 132 91 —
1,959 — 1,959 —

$ 3464  $1366 $2,098 $ —
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The following methods and assumptions were used to estimate the fair value of each class of financial instrument:
Assets that fund deferred compensation

Our assets that fund deferred compensation are marketable equity securities measured at fair value using quoted
market prices and primarily consist of equity-based mutual funds. These securities are primarily classified as Level 1
as they are traded in an active market for which closing stock prices are readily available. These securities fund the
Executive Share Option Plan and the Executive Deferred Compensation Plan. Refer to Note 10, Employee and Retiree
Benefits, of the Notes to Consolidated Financial Statements included in our Annual Report on Form 10-K for the
fiscal year ended August 25, 2018 for additional information regarding these plans.

The proportion of the assets that will fund options which expire within a year are included in Prepaid expenses and
other assets in the accompanying Condensed Consolidated Balance Sheets. The remaining assets are classified as
non-current and are included in Other assets.

Interest Rate Swap Contract

Under the terms of our Credit Agreement, as defined in Note 9, Long-Term Debt, we were previously required to
hedge 