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PART | —FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Consolidated Statements of Compr ehensive Income (Unaudited)

(Millions Except Per Share Amounts)

TRUCK, PARTSAND OTHER:
Net sales and revenues

Cost of sales and revenues
Research and devel opment
Selling, general and administrative
Interest and other (income), net

Truck, Partsand Other Income Before | ncome Taxes

FINANCIAL SERVICES:

Interest and fees

Operating lease, rental and other revenues
Revenues

Interest and other borrowing expenses
Depreciation and other expenses
Selling, general and administrative
Provision for losses on receivables

Financial Services|Income Before Income Taxes
Investment income

Total Income Before Income Taxes

Income taxes

Net | ncome

Net Income Per Share
Basic
Diluted
Weighted Average Number of Common Shares Outstanding
Basic
Diluted
Dividends declared per share

Comprehensive Income

See Notes to Consolidated Financial Statements.

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 2018 2017
54672 $ 43979 $ 10,7890 $ 8,333.6
4,647.3 3,764.0 9,182.8 7,154.9
76.7 66.1 152.7 127.1
127.0 111.8 264.1 226.3
(16.4) (11.9) (35.1) (25.9)
4,834.6 3,930.0 9,564.5 7,482.4
632.6 467.9 1,224.5 851.2
121.6 104.2 237.3 206.4
216.4 202.1 432.9 402.1
338.0 306.3 670.2 608.5
45.7 374 87.0 715
185.5 172.8 3719 3525
29.8 26.9 60.9 52.6
4.6 6.8 105 12.7
265.6 243.9 530.3 489.3
724 62.4 139.9 119.2
14.6 8.7 24.6 16.8
719.6 539.0 1,389.0 987.2
160.0 166.0 317.3 303.9
5506 $ 3730 $ 10717 $ 683.3
159 % 106 $ 304 $ 1.94
159 $ 106 $ 304 $ 1.94
351.7 351.8 352.1 351.7
352.5 352.7 353.0 352.7
28 $ 25 9 b3 3 49
3842 $ 5058 $ 9716 $ 886.2




Consolidated Balance Sheets (Millions)

PACCAR Inc—

Form 10-Q

ASSETS

TRUCK, PARTSAND OTHER:

Current Assets

Cash and cash equivalents

Trade and other receivables, net

Marketable debt securities

Inventories, net

Other current assets

Total Truck, Partsand Other Current Assets

Equipment on operating leases, net
Property, plant and equipment, net
Other noncurrent assets, net

Total Truck, Partsand Other Assets

FINANCIAL SERVICES:

Cash and cash equivalents
Finance and other receivables, net
Equipment on operating leases, net
Other assets

Total Financial Services Assets

June 30 December 31
2018 2017*
(Unaudited)
$ 24115 2,254.8
1,546.9 1,127.9
1,033.3 1,367.1
1,258.5 928.4
492.9 404.4
6,743.1 6,082.6
711.0 1,265.7
2,397.4 2,464.4
673.4 425.2
10,524.9 10,237.9
95.3 109.9
10,1855 9,697.1
2,781.4 2,876.3
568.7 519.0
13,630.9 13,202.3
$ 24,155.8 23,440.2

*  The December 31, 2017 consolidated balance sheet has been derived from audited financia statements.

See Notes to Consolidated Financial Statements.
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Consolidated Balance Sheets (Millions)

LIABILITIESAND STOCKHOLDERS EQUITY

TRUCK, PARTSAND OTHER:

Current Liabilities

Accounts payable, accrued expenses and other
Dividend payable

Total Truck, Partsand Other Current Liabilities
Residual value guarantees and deferred revenues
Other ligbilities

Total Truck, Partsand Other Liabilities

FINANCIAL SERVICES:

Accounts payable, accrued expenses and other
Commercial paper and bank loans

Term notes

Deferred taxes and other liabilities

Total Financial Services Liabilities

STOCKHOLDERS EQUITY:

Preferred stock, no par value - authorized 1.0 million shares,
none issued

Common stock, $1 par value - authorized 1.2 billion shares,
issued 352.2 and 351.8 million shares

Additional paid-in capital

Treasury stock, at cost - 1.5 million and nil shares

Retained earnings

Accumulated other comprehensive loss

Total Stockholders' Equity

June 30 December 31
2018 2017*
(Unaudited)
$ 3,090 $ 2,569.5
4221
3,096.0 2,991.6
758.2 1,339.0
1,115.3 939.8
4,969.5 5,270.4
517.1 466.2
3,130.6 2,933.9
6,077.1 59455
682.1 773.7
10,406.9 10,119.3
352.2 351.8
143.8 123.2
(94.2)
9,271.3 8,369.1
(893.7) (793.6)
8,779.4 8,050.5
$ 241558 $ 23,440.2

*  The December 31, 2017 consolidated balance sheet has been derived from audited financial statements.

See Notes to Consolidated Financial Statements.
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Condensed Consolidated Statements of Cash Flows (Unaudited)
(Millions)

Six Months Ended
June 30
2018 2017

OPERATING ACTIVITIES:
Net income $ 1,071.7 $ 683.3
Adjustments to reconcile net income to cash provided by operations:

Depreciation and amortization:

Property, plant and equipment 179.8 151.5
Equipment on operating leases and other 362.0 376.7
Provision for losses on financial services receivables 10.5 12.7
Other, net (2.7) (8.8)
Pension contributions (80.7) (10.4)
Change in operating assets and ligbilities:
Trade and other receivables (518.7) (425.2)
Wholesale receivables on new trucks (234.5) (176.0)
Sales-type finance leases and dealer direct |oans on new trucks 38.5 105.8
Inventories (388.5) (126.8)
Accounts payable and accrued expenses 661.4 422.2
Income taxes, warranty and other 99.7 180.2
Net Cash Provided by Operating Activities 1,198.5 1,185.2
INVESTING ACTIVITIES:
Originations of retail loans and direct financing |eases (1,930.1) (1,347.5)
Collections on retail loans and direct financing leases 1,464.9 1,324.0
Net decrease in wholesale receivables on used equipment 15.3 16
Purchases of marketable debt securities (252.3) (435.3)
Proceeds from sales and maturities of marketable debt securities 569.2 359.0
Payments for property, plant and equipment (221.6) (188.3)
Acquisitions of equipment for operating leases (697.0) (728.0)
Proceeds from asset disposals 308.3 244.2
Other, net (1.9)
Net Cash Used in Investing Activities (745.2) (770.3)
FINANCING ACTIVITIES:
Payments of cash dividends (608.5) (382.5)
Purchases of treasury stock (94.2)
Proceeds from stock compensation transactions 10.9 18.8
Net increase in commercia paper and short-term bank |oans 230.1 336.9
Proceeds from term debt 1,327.7 959.8
Payments on term debt (1,144.6) (1,440.8)
Net Cash Used in Financing Activities (278.6) (507.8)
Effect of exchange rate changes on cash (32.6) 57.0
Net Increase (Decrease) in Cash and Cash Equivalents 142.1 (35.9)
Cash and cash equivalents at beginning of period 2,364.7 1,915.7
Cash and cash equivalents at end of period $ 25068 $ 1,879.8

See Notes to Consolidated Financial Statements.
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Notesto Consolidated Financial Statements (Unaudited) (Millions, Except Share Amounts)

NOTE A - Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally accepted accounting
principles (GAAP) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financia statements. In the
opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for afair presentation have
been included. Operating results for the three and six months ended June 30, 2018 are not necessarily indicative of the results that may
be expected for the year ending December 31, 2018. For further information, refer to the consolidated financial statements and
footnotesincluded in PACCAR Inc’'s (PACCAR or the Company) Annua Report on Form 10-K for the year ended December 31,
2017.

Earnings per Share: Basic earnings per common share are computed by dividing earnings by the weighted average number of
common shares outstanding, plus the effect of any participating securities. Diluted earnings per common share are computed assuming
that all potentially dilutive securities are converted into common shares under the treasury stock method. The dilutive and antidilutive
options are shown separately in the table below.

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 2018 2017
Additional shares 779,300 933,300 897,300 1,013,700
Antidilutive options 1,175,100 616,800 1,173,700 649,300

New Accounting Pronouncements
New Revenue Standard

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2014-09, Revenue from
Contracts with Customers, including subsequently issued ASUsto clarify the implementation guidance in ASU 2014-09. Under the
new revenue recognition model, a company should recognize revenue to depict the transfer of promised goods or servicesto
customers in an amount that reflects the consideration to which the company expects to be entitled in exchange for those goods or
services. The Company adopted this ASU for outstanding contracts on a modified retrospective basis on January 1, 2018.

The most significant effect of the standard relates to certain trucks sold in Europe that are subject to aresidua value guarantee (RVG)
and were accounted for as an operating lease in the Truck, Parts and Other section of the Company’s Consolidated Balance Sheets.
Prior to the adoption of ASU 2014-09, these sales were recognized on a straight-line basis over the guarantee period. Under the new
standard, revenues are recognized upon transfer of control for certain of these RV G contracts that allow customers the option to return
their truck and for which there is no economic incentive to do so. The estimate of customers' economic incentive to return the truck is
based on an analysis of historical guaranteed buyback value and estimated market value. A return asset and liability is recognized for
estimated returns. Return rates are estimated by using a historical weighted average return rate over a four-year period. Also as
required by the new standard, the Company recognized an asset for the value of expected returned aftermarket parts which had
previously been netted with the related liabilities.

The cumulative effect of the changes made to the Company’s Consolidated Balance Sheet on January 1, 2018 for the adoption of ASU
2014-09 was as follows:

CHANGE
BALANCEAT DUETO BALANCE AT
DECEMBER 31,2017 NEW STANDARD JANUARY 1, 2018

Consolidated Balance Sheets
TRUCK, PARTSAND OTHER:

Other current assets $ 4044 $ 1000 $ 504.4
Equipment on operating assets, net 1,265.7 (668.8) 596.9
Other noncurrent assets, net 425.2 115.0 540.2
Accounts payable, accrued expenses and other 2,569.5 103.1 2,672.6
Residual value guarantees and deferred revenue 1,339.0 (703.8) 635.2
Other liabilities 939.8 129.8 1,069.6

STOCKHOLDERS EQUITY:
Retained earnings 8,369.1 171 8,386.2
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Notesto Consolidated Financial Statements (Unaudited)

(Millions, Except Share Amounts)

The following reconciles pro forma amounts as they would have been reported under the prior standard to current reporting:

Three Months Ended June 30, 2018

Consolidated Statements of Compr ehensive Income
TRUCK, PARTSAND OTHER:

Net sales and revenues

Cost of sales and revenues

Truck, Partsand Other |ncome Before Income Taxes

Total Income Before | ncome Taxes
Income taxes

Net income
Comprehensive Income

Six Months Ended June 30, 2018

Consolidated Statements of Compr ehensive ncome
TRUCK, PARTSAND OTHER:

Net sales and revenues

Cost of sales and revenues

Truck, Partsand Other |ncome Before Income Taxes

Total Income Before I ncome Taxes
Income taxes

Net income
Compr ehensive Income

At June 30, 2018
Consolidated Balance Sheets

TRUCK, PARTSAND OTHER:

Other current assets

Equipment on operating |eases, net

Other noncurrent assets, net

Accounts payable, accrued expenses and other
Residual value guarantees and deferred revenue
Other liabilities

STOCKHOLDERS EQUITY:
Total stockholders equity

PRO FORMA
UNDER PRIOR EFFECTS OF CURRENTLY
STANDARD  NEW STANDARD REPORTED
$ 54531 $ 141  $ 5,467.2
4,636.0 11.3 4,647.3
629.8 2.8 632.6
716.8 2.8 719.6
159.3 7 160.0
557.5 21 559.6
3834 .8 384.2

PRO FORMA
UNDER PRIOR EFFECTS OF CURRENTLY
STANDARD  NEW STANDARD REPORTED
$ 10,767.3 $ 217 $ 10,789.0
9,168.3 145 9,182.8
1,217.3 7.2 1,224.5
1,381.8 7.2 1,389.0
315.5 1.8 317.3
1,066.3 54 1,071.7
966.9 47 971.6

PRO FORMA
UNDER PRIOR EFFECTS OF CURRENTLY
STANDARD ~ NEW STANDARD REPORTED
$ 3839 $ 1090 $ 492.9
1,426.3 (715.3) 711.0
543.5 129.9 6734
2,983.9 112.1 3,096.0
1,513.8 (755.6) 758.2
970.0 145.3 1,115.3
8,757.6 218 8,779.4
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Notesto Consolidated Financial Statements (Unaudited) (Millions, Except Share Amounts)

New Pension Standard

In March 2017, FASB issued ASU 2017-07 Compensation - Retirement Benefits (Topic 715): Improving the Presentation of Net
Periodic Pension Cost and Net Periodic Postretirement Benefit Cost. The amendment disaggregates the service cost component from
non-service cost components of pension expense and prescribes where to present the various components of pension cost on the
income statement. This ASU also allows only the service cost component to be eligible for capitalization, when applicable (e.g. asa
cost of manufactured inventory or self-constructed assets). The Company adopted this ASU in January 2018 and accordingly applied
the income statement presentation of service and non-service components of pension expense retrospectively and the capitalization of
service cost prospectively. Adoption of this ASU had no impact on net income. The retrospective application of this ASU had the
following effects on the Consolidated Statement of Comprehensive Income:

PREVIOUSLY EFFECTS OF CURRENTLY
Three Months Ended June 30, 2017 REPORTED  NEW STANDARD REPORTED
Consolidated Statements of Compr ehensive Income
TRUCK, PARTSAND OTHER:
Cost of sales and revenues $ 37552 $ 88 $ 3,764.0
Selling, general and administrative 107.8 4.0 111.8
Interest and other (income), net 15 (13.4) (11.9)
Truck, Partsand Other Income Before Income Taxes 467.3 .6 467.9
FINANCIAL SERVICES:
Selling, general and administrative 26.3 .6 26.9
Financial Services|ncome Beforelncome Taxes 63.0 (.6) 62.4
PREVIOUSLY EFFECTS OF CURRENTLY
Six Months Ended June 30, 2017 REPORTED  NEW STANDARD REPORTED
Consolidated Statements of Compr ehensive Income
TRUCK, PARTSAND OTHER:
Cost of sales and revenues $ 71374 $ 175 $ 7,154.9
Selling, general and administrative 219.1 7.2 226.3
Interest and other (income), net (.1) (25.8) (25.9)
Truck, Partsand Other Income Before Income Taxes 850.1 11 851.2
FINANCIAL SERVICES:
Selling, general and administrative 51.5 11 52.6
Financial Services|Income Beforelncome Taxes 120.3 ()] 119.2

Other Standards

In February 2018, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2018-02 Income
Satement — Reporting Comprehensive Income (Topic 220): Reclassification of Certain Tax Effects from Accumulated Other
Comprehensive Income. The amendment requires a reclassification from accumulated other comprehensive income (AOCI) to
retained earnings for the difference between the historical corporate income tax rate and the newly enacted income tax rate resulting
from the Tax Cuts and Jobs Act. This ASU is effective for annual periods beginning after December 15, 2018, and interim periods
within those annual periods and early adoption is permitted. Upon adoption, the Company estimates Retained earnings will increase
and AOCI will decrease approximately $30 million with no impact to Stockholders' Equity. The Company expects to early adopt this
ASU inthe fourth quarter of 2018.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments— Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments. The amendment in this ASU requires entities having financia assets measured at amortized cost to estimate
credit reserves under an expected credit loss model rather than the current incurred loss model. Under this new model, expected credit
losses will be based on relevant information about past events, including historical experience, current conditions and reasonable and
supportabl e forecasts that affect collectability. The ASU is effective for annual periods beginning after December 15, 2019 and interim
periods within those annual periods. Early adoption is permitted, but not earlier than annual and interim periods beginning after
December 15, 2018. This amendment should be applied on amodified retrospective basis with a cumulative effect adjustment to
retained earnings as of the beginning of the period of adoption. The Company is currently evaluating the impact on its consolidated
financial statements.
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Notesto Consolidated Financial Statements (Unaudited) (Millions, Except Share Amounts)

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), including subsequently issued ASUsto clarify the
implementation guidance in ASU 2016-02. Under the new lease standard, lessees will recognize a right-of-use asset and a lease
liability for virtually all leases (other than short-term leases). Lessor accounting is largely unchanged. The ASU is effective for annual
periods beginning after December 15, 2018 and interim periods within those annual periods. Early adoption is permitted. This ASU
requires leases to be recognized and measured at the beginning of the earliest period presented using a modified retrospective
approach with optional practical expedients. The Company is currently evaluating the impact on its consolidated financial statements.

In addition to adopting the ASUs discussed above, the Company adopted the following standards effective January 1, 2018, none of
which had amaterial impact on the Company’s consolidated financial statements.

STANDARD DESCRIPTION

2016-01* Financial Instruments - Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial
Liabilities.

2016-15* Satement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments.

2017-12**  Derivative and Hedging (Topic 815): Targeted Improvements to Accounting for Hedging Activities.

*  The Company adopted on the effective date of January 1, 2018.
**  The Company early adopted in 2018.

The FASB aso issued the following standard, which is not expected to have a material impact on the Company’ s consolidated
financial statements.

STANDARD DESCRIPTION EFFECTIVE DATE
2018-07 * Compensation — Sock Compensation (Topic 718): Improvements to Nonempl oyee Share-Based January 1, 2019
Payment Accounting.

*  The Company will adopt on the effective date.

NOTE B — Sales and Revenues

The Company entersinto sales contracts with customers associated with purchases of the Company’ s products and services including
trucks, parts, product support, and other related services. Generally, the Company recognizes revenue for the amount of consideration
it will receive for delivering a product or service to a customer. Revenue is recognized when the customer obtains control of the
product or receives benefits of the service. The Company excludes sales taxes, value added taxes and other related taxes assessed by
government agencies from revenue. There are no significant financing components included in product or services revenue since,
generally customers pay shortly after the products or services are transferred. In the Truck and Parts segment, when the Company
grants extended payment terms on selected receivables and charges interest, interest income is recognized when earned.

The following table disaggregates Truck, Parts and Other revenues by major sources:

Three Months Ended Six Months Ended
June 30, 2018 June 30, 2018

Truck
Truck sales $ 42747 $ 8,449.1
Revenues from extended warranties, operating leases and other 193.1 371.7
4,467.8 8,820.8

Parts
Parts sales 9425 1,854.6
Revenues from dealer services and other 255 53.3
968.0 1,907.9
Winch sales and other 314 60.3
Truck, Parts and Other sales and revenues $ 54672 $ 10,789.0

The Company recognizes truck and parts sales as revenue when control of the products is transferred to customers which generally
occurs upon shipment, except for certain truck sales which are subject to aresidual value guarantee by the Company. The standard
payment term for trucks and aftermarket partsis typically within 30 days, but the Company may grant extended payment terms on
selected receivables. The Company recognizes revenue for the invoice amount adjusted for estimated sales incentives and returns.

Sales incentives and returns are estimated based on historical experience and are adjusted to current period revenue when the most

-10-
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Notesto Consolidated Financial Statements (Unaudited) (Millions, Except Share Amounts)

likely amount of consideration the Company expects to receive changes or becomes fixed. Truck and part sales include a standard
product warranty which isincluded in cost of sales. The Company has elected to treat delivery services as afulfilment activity with
revenues recognized when the customer obtains control of the product. Delivery revenue is included in revenues and the related costs
areincluded in cost of sales. As a practical expedient, the Company is not disclosing truck order backlog, as a significant majority of
the backlog has a duration of less than one year.

Truck saleswith RVGsthat allow customers the option to return their truck are accounted for as a sale when the customer does not
have an economic incentive to return the truck to the Company, or as an operating lease when the customer does have an economic
incentive to return the truck. The estimate of customers' economic incentive to return the trucksis based on an analysis of historical
guaranteed buyback value and estimated market value. When truck sales with RV Gs are accounted for as a sale, revenue is recognized
when the truck is transferred to the customer less an amount for expected returns. Expected return rates are estimated by using a
historical weighted average return rate over afour-year period. The estimated value of the returned truck assets and the related return
ligbilities at June 30, 2018 were $193.2 and $201.4, respectively.

Revenues from extended warranties, operating leases and other includes optional extended warranty and repair and maintenance
service contracts which can be purchased for periods generally ranging up to five years. The Company defers revenue based on stand-
alone observable selling prices when it receives payments in advance and recognizes the revenue on a straight-line basis over the
warranty or repair and maintenance contract periods. See Footnote F, Product Support Liabilities, in the Notes to the Consolidated
Financial Statements for further information. Also included are truck sales with an RV G accounted for as an operating lease. A
liahility is created for the residual value obligation with the remainder of the proceeds recorded as deferred revenue. The deferred
revenue is recognized on a straight-line basis over the guarantee period, which typically ranges from three to five years. Deferred
revenue related to trucks sold with aresidual value guarantee was $758.1 at June 30, 2018. The Company expects to recognize
approximately $130.0 of the remaining deferred revenuein 2018, $252.6 in 2019, $231.6 in 2020, $81.6 in 2021, $45.6 in 2022 and
$16.7 thereafter.

Aftermarket parts sales allow for returns which are estimated at the time of sale based on historical data. The estimated value of the
returned goods asset was $45.7 and the related return liability was $95.2 at June 30, 2018. The Company decreased parts sales by $3.6
in the second quarter of 2018 due to changesin the reserve balance. Parts dealer services and other revenues are recognized as services
are performed.

Revenue from winch sales and other is primarily derived from the industrial winch business. Winch sales are recognized when the
product istransferred to a customer. Also within this category are other revenues not attributable to a reportable segment.

NOTE C - Investmentsin Marketable Debt Securities

The Company's investments in marketable debt securities are classified as available-for-sale. These investments are stated at fair value
with any unrealized gains or losses, net of tax, included as a component of accumulated other comprehensive income (loss) (AOCI).

The Company utilizes third-party pricing services for all of its marketable debt security valuations. The Company reviews the pricing
methodology used by the third-party pricing services, including the manner employed to collect market information. On a quarterly
basis, the Company also performs review and validation procedures on the pricing information received from the third-party
providers. These procedures help ensure that the fair value information used by the Company is determined in accordance with
applicable accounting guidance.

The Company evaluates its investment in marketable debt securities at the end of each reporting period to determine if adeclinein fair
value is other-than-temporary. Realized losses are recognized upon management’ s determination that a decline in fair value is other-
than-temporary. The determination of other-than-temporary impairment is a subjective process, requiring the use of judgments and
assumptions regarding the amount and timing of recovery. The Company reviews and evaluates its investments at least quarterly to
identify investments that have indications of other-than-temporary impairments. It is reasonably possible that a change in estimate
could occur in the near term relating to other-than-temporary impairment. Accordingly, the Company considers several factors when
evaluating debt securities for other-than-temporary impairment, including whether the declinein fair value of the security is due to
increased default risk for the specific issuer or market interest-rate risk.

In assessing default risk, the Company considers the collectability of principal and interest payments by monitoring changes to

issuers' credit ratings, specific credit events associated with individual issuers as well as the credit ratings of any financial guarantor,
and the extent and duration to which amortized cost exceeds fair value.
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In assessing market interest rate risk, including benchmark interest rates and credit spreads, the Company considersits intent for
selling the securities and whether it is more likely than not the Company will be able to hold these securities until the recovery of any

unrealized | osses.

Marketable debt securities at June 30, 2018 and December 31, 2017 consisted of the following:

AMORTIZED UNREALIZED UNREALIZED FAIR

At June 30, 2018 cosT GAINS LOSSES VALUE
U.S. tax-exempt securities $ 4688 $ 1 $ 17 $ 467.2
U.S. corporate securities 84.2 A 4 83.9
U.S. government and agency securities 59.2 5 58.7
Non-U.S. corporate securities 255.7 4 20 254.1
Non-U.S. government securities 49.6 2 A 49.7
Other debt securities 120.9 1.2 119.7
$ 10384 $ 8 $ 59 $ 1,033.3

AMORTIZED  UNREALIZED  UNREALIZED FAIR

At December 31, 2017 CosT GAINS LOSSES VALUE
U.S. tax-exempt securities $ 537.9 $ 24 % 535.5
U.S. corporate securities 89.7 $ 2 2 89.7
U.S. government and agency securities 48.9 2 48.7
Non-U.S. corporate securities 459.4 13 14 459.3
Non-U.S. government securities 91.5 3 A 91.7
Other debt securities 142.8 A 7 142.2
$ 13702 $ 19 $ 50 $ 1,367.1

The cost of marketable debt securitiesis adjusted for amortization of premiums and accretion of discounts to maturity. Amortization,
accretion, interest and dividend income and realized gains and losses are included in investment income. The cost of securities sold is
based on the specific identification method. Gross realized gains were $.9 and $.9 and gross realized | osses were $.5 and $.3 for the six

months periods ended June 30, 2018 and 2017, respectively.

Marketable debt securities with continuous unrealized |osses and their related fair values were as follows:

June 30, 2018

December 31, 2017

LESSTHAN  TWELVE MONTHS LESSTHAN  TWELVE MONTHS

TWELVE MONTHS ORGREATER  TWELVE MONTHS OR GREATER

Fair value $ 7103 $ 824 $ 9085 $ 18.4
Unrealized losses 4.7 12 4.8 2

For the investment securities in gross unrealized loss positions identified above, the Company does not intend to sell the investment

securities. It is more likely than not that the Company will not be required to sell the investment securities before recovery of the
unrealized losses, and the Company expects that the contractual principal and interest will be received on the investment securities. As
aresult, the Company recognized no other-than-temporary impairments during the periods presented.

Contractual maturities on marketable debt securities at June 30, 2018 were as follows:

AMORTIZED FAIR

Maturities: cosT VALUE
Within one year $ 2920 $ 291.7
Oneto fiveyears 730.5 725.7
Six to ten years 2 2
More than ten years 15.7 15.7
$ 1,0384 $ 1,033.3
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NOTE D - Inventories

Inventories are stated at the lower of cost or market. Cost of inventoriesin the U.S. is determined principally by the last-in, first-out
(LIFO) method. Cost of all other inventoriesis determined principally by the first-in, first-out (FIFO) method.

Inventories include the following:

June 30 December 31
2018 2017
Finished products $ 5906 $ 515.7
Work in process and raw materials 846.0 586.2
1,436.6 1,101.9

LessLIFO reserve (178.1) (173.5)
$ 12585 $ 928.4

Under the LIFO method of accounting (used for approximately 45% of June 30, 2018 inventories), an actual valuation can be made
only at the end of each year based on year-end inventory levels and costs. Accordingly, interim valuations are based on management’s
estimates of those year-end amounts.

NOTE E - Finance and Other Receivables

Finance and other receivables include the following:

June 30 December 31

2018 2017

Loans $ 44361 $ 4,147.8

Direct financing leases 3,285.5 3,211.7

Sales-type finance leases 712.5 781.1

Dealer wholesale financing 2,069.7 1,880.6

Operating |ease receivables and other 157.8 161.1
Unearned interest: Finance leases (363.4) (368.0)

$ 10,2982 $ 9,814.3

Less allowance for losses:

Loans and leases (202.7) (101.9)
Dealer wholesale financing (6.2) (6.0)
Operating | ease receivables and other (3.8) (9.3)

$ 10,1855 $ 9,697.1

Recognition of interest income and rental revenue is suspended (put on non-accrual status) when the receivable becomes more than 90
days past the contractual due date or earlier if some other event causes the Company to determine that collection is not probable.
Accordingly, no finance receivables more than 90 days past due were accruing interest at June 30, 2018 or December 31, 2017.
Recognition is resumed if the receivable becomes current by the payment of all amounts due under the terms of the existing contract
and collection of remaining amounts is considered probable (if not contractually modified) or if the customer makes scheduled
payments for three months and collection of remaining amounts is considered probable (if contractually modified). Payments received
while the finance receivable is on non-accrual status are applied to interest and principal in accordance with the contractual terms.

Allowancefor Credit L osses

The Company continuously monitors the payment performance of its finance receivables. For large retail finance customers and
dealers with wholesale financing, the Company regularly reviews their financial statements and makes site visits and phone contact as
appropriate. I1f the Company becomes aware of circumstances that could cause those customers or dealers to face financial difficulty,
whether or not they are past due, the customers are placed on awatch list.
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The Company modifies loans and finance leases in the normal course of its Financial Services operations. The Company may modify
loans and finance leases for commercial reasons or for credit reasons. Modifications for commercial reasons are changes to contract
terms for customers that are not considered to bein financial difficulty. Insignificant delays are modifications extending terms up to
three months for customers experiencing some short-term financial stress, but not considered to bein financial difficulty.
Modifications for credit reasons are changes to contract terms for customers considered to bein financial difficulty. The Company’s
modifications typically result in granting more time to pay the contractual amounts owed and charging a fee and interest for the term
of the modification.

When considering whether to modify customer accounts for credit reasons, the Company evaluates the creditworthiness of the
customers and modifies those accounts that the Company considers likely to perform under the modified terms. When the Company
modifies loans and finance leases for credit reasons and grants a concession, the modifications are classified as troubled debt
restructurings (TDR). The Company does not typically grant credit modifications for customers that do not meet minimum
underwriting standards since the Company normally repossesses the financed equipment in these circumstances. When such
modifications do occur, they are considered TDRs.

On average, modifications extended contractual terms by approximately five months in 2018 and 2017 and did not have a significant
effect on the weighted average term or interest rate of the total portfolio at June 30, 2018 and December 31, 2017.

The Company has devel oped a systematic methodology for determining the allowance for credit losses for its two portfolio segments,
retail and wholesale. The retail segment consists of retail loans and direct and sales-type finance leases, net of unearned interest. The
wholesale segment consists of truck inventory financing loans to dealers that are collateralized by trucks and other collateral. The
wholesale segment generally has lessrisk than the retail segment. Wholesale receivables generally are shorter in duration than retail
receivables, and the Company requires periodic reporting of the wholesale dealer’ s financial condition, conducts periodic audits of the
trucks being financed and in many cases, obtains guarantees or other security such as dealership assets. In determining the allowance
for credit losses, retail loans and finance |eases are eval uated together since they relate to a similar customer base, their contractual
terms require regular payment of principal and interest, generally over 36 to 60 months, and they are secured by the same type of
collateral. The allowance for credit losses consists of both specific and general reserves.

The Company individually evaluates certain finance receivables for impairment. Finance receivables that are evaluated individually
for impairment consist of all wholesale accounts and certain large retail accounts with past due balances or otherwise determined to be
at a higher risk of loss. A finance receivable isimpaired if it is considered probable the Company will be unable to collect all
contractual interest and principal payments as scheduled. In addition, all retail loans and |eases which have been classified as TDRs
and all customer accounts over 90 days past due are considered impaired. Generally, impaired accounts are on non-accrual status.
Impaired accounts classified as TDRs which have been performing for 90 consecutive days are placed on accrua statusif it is deemed
probabl e that the Company will collect all principal and interest payments.

Impaired receivables are generally considered collateral dependent. Large balance retail and all wholesale impaired receivables are
individually evaluated to determine the appropriate reserve for losses. The determination of reserves for large balance impaired
receivables considers the fair value of the associated collateral. When the underlying collateral fair value exceeds the Company’s
recorded investment, no reserve is recorded. Small balance impaired receivables with similar risk characteristics are evaluated as a
separate pool to determine the appropriate reserve for losses using the historical lossinformation discussed below.

The Company evaluates finance receivables that are not individually impaired on a collective basis and determines the general
allowance for credit losses for both retail and wholesale receivables based on historical loss information, using past due account data
and current market conditions. Information used includes assumptions regarding the likelihood of collecting current and past due
accounts, repossession rates, the recovery rate on the underlying collateral based on used truck values and other pledged collateral or
recourse. The Company has developed a range of loss estimates for each of its country portfolios based on historical experience,
taking into account loss frequency and severity in both strong and weak truck market conditions. A projection is made of the range of
estimated credit losses inherent in the portfolio from which an amount is determined as probable based on current market conditions
and other factorsimpacting the creditworthiness of the Company’ s borrowers and their ability to repay. After determining the
appropriate level of the allowance for credit losses, a provision for losses on finance receivablesis charged to income as necessary to
reflect management’ s estimate of incurred credit losses, net of recoveries, inherent in the portfolio.

In determining the fair value of the collateral, the Company uses a pricing matrix and categorizes the fair value as Level 2 inthe
hierarchy of fair value measurement. The pricing matrix is reviewed quarterly and updated as appropriate. The pricing matrix
considers the make, model and year of the equipment as well as recent sales prices of comparable equipment sold individually, which
isthe lowest unit of account, through wholesale channels to the Company’ s dealers (principal market). The fair value of the collateral
also considers the overall condition of the equipment.

-14 -



PACCAR Inc—Form 10-Q

Notesto Consolidated Financial Statements (Unaudited) (Millions, Except Share Amounts)

Accounts are charged-off against the allowance for credit losses when, in the judgment of management, they are considered
uncollectible, which generally occurs upon repossession of the collateral. Typically the timing between the repossession and charge-
off isnot significant. In cases where repossession is delayed (e.g., for legal proceedings), the Company records a partial charge-off.
The charge-off is determined by comparing the fair value of the collateral, less cost to sell, to the recorded investment.

For the following credit quality disclosures, finance receivables are classified into two portfolio segments, wholesale and retail. The
retail portfolio isfurther ssgmented into dealer retail and customer retail. The dealer wholesale segment consists of truck inventory
financing to PACCAR dedlers. The dealer retail segment consists of loans and leases to participating deal ers and franchises that use
the proceeds to fund customers’ acquisition of commercia vehicles and related equipment. The customer retail segment consists of
loans and leases directly to customers for the acquisition of commercial vehicles and related equipment. Customer retail receivables
are further segregated between fleet and owner/operator classes. The fleet class consists of customer retail accounts operating more
than five trucks. All other customer retail accounts are considered owner/operator. These two classes have similar measurement
attributes, risk characteristics and common methods to monitor and assess credit risk.

The allowance for credit losses is summarized as follows:

2018
DEALER CUSTOMER
WHOLESALE RETAIL RETAIL OTHER* TOTAL
Balance at January 1 $ 60 $ 924 % 925 % 93 $ 117.2
Provision for losses 2 (:1) 10.0 4 105
Charge-offs (12.2) (6.2) (18.3)
Recoveries 4.7 3 5.0
Currency transation and other (.2) (1.6) 2.7)
Balance at June 30 $ 62 $ 9.2 $ 935 $ 38 $ 112.7
2017
DEALER CUSTOMER
WHOLESALE RETAIL RETAIL OTHER* TOTAL
Balance at January 1 $ 55 §$ 96 $ 875 $ 86 $ 111.2
Provision for losses (.7) 12.8 .6 12.7
Charge-offs (11.5) (.5) (12.0)
Recoveries 22 A 2.3
Currency trandation and other 4 2 3.8 4 4.8
Balance at June 30 $ 59 $ 91 $ 9248 $ 92 $ 119.0
*  Operating leases and other trade receivables.
Information regarding finance receivables evaluated and determined individually and collectively is as follows:
DEALER CUSTOMER
At June 30, 2018 WHOLESALE RETAIL RETAIL TOTAL
Recorded investment for impaired finance
receivables evaluated individually $ 1 $ 30 $ 448 $ 47.9
Allowance for impaired finance receivables
determined individually A 6.1 6.2
Recorded investment for finance receivables
evaluated collectively 2,069.6 1,357.6 6,665.3 10,092.5
Allowancefor financereceivables
determined collectively 6.1 9.2 87.4 102.7
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DEALER CUSTOMER

At December 31, 2017 WHOLESALE RETAIL RETAIL TOTAL
Recorded investment for impaired finance

receivables evaluated individually $ 1 % 40 $ 508 $ 54.9
Allowance for impaired finance receivables

determined individually A 6.6 6.7
Recorded investment for finance receivables

evaluated collectively 1,880.5 1,354.7 6,363.1 9,598.3
Allowance for finance receivables

determined collectively 59 9.4 85.9 101.2

The recorded investment for finance receivables that are on non-accrual statusis as follows:

June 30 December 31
2018 2017
Dedler:

Wholesde $ a1 % A

Customer retail ;
Fleet 36.5 4.4
Owner/operator 7.3 6.0
$ 439 $ 50.5

Impaired Loans

Impaired |oans are summarized below. The impaired oans with a specific reserve represent the unpaid principal balance. The recorded
investment of impaired loans as of June 30, 2018 and December 31, 2017 was not significantly different than the unpaid principal
balance.

DEALER CUSTOMER RETAIL
OWNER/
At June 30, 2018 WHOLESALE RETAIL FLEET OPERATOR TOTAL
Impaired loans with a specific reserve $ 1 $ 200 $ 27 % 22.8
Associated allowance (.1) (31) (.6) (3.8)
$ 169 $ 21 % 19.0
Impaired loans with no specific reserve $ 3.0 8.8 A 119
Net carrying amount of impaired loans $ 30 $ 257 % 22 % 30.9
Aver age recor ded investment* $ 1 $ 38 $ 328 $ 20 $ 38.7
*  Represents the average during the 12 months ended June 30, 2018.
DEALER CUSTOMER RETAIL
OWNER/
At December 31, 2017 WHOLESALE RETAIL FLEET OPERATOR TOTAL
Impaired loans with a specific reserve $ A1 $ 188 $ 10 $ 19.9
Associated allowance (.1) (3.0) (.2) (3.3)
$ 158 $ 8 $ 16.6
Impaired loans with no specific reserve $ 39 131 2 17.2
Net carrying amount of impaired loans $ 39 % 289 $ 10 $ 33.8
Average recorded investment* $ 9 3 38 $ 307 $ 22  $ 37.6

*  Represents the average during the 12 months ended June 30, 2017.
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During the period the loans above were considered impaired, interest income recognized on a cash basis was as follows:

Interest income recognized:
Customer retail - fleet

Credit Quality

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 2018 2017
$ 5 % 3 % 10 $ .6

The Company's customers are principally concentrated in the transportation industry in North America, Europe and Australia. The
Company’s portfolio assets are diversified over alarge number of customers and dealers with no single customer or dealer balances
representing over 5% of the total portfolio assets. The Company retains as collateral a security interest in the related equipment.

At theinception of each contract, the Company considers the credit risk based on avariety of credit quality factorsincluding prior
payment experience, customer financial information, credit-rating agency ratings, loan-to-value ratios and other internal metrics. On
an ongoing basis, the Company monitors credit quality based on past due status and collection experience as there is a meaningful

correlation between the past due status of customers and the risk of loss.

The Company has three credit quality indicators: performing, watch and at-risk. Performing accounts pay in accordance with the
contractual terms and are not considered high-risk. Watch accounts include accounts 31 to 90 days past due and large accounts that are
performing but are considered to be high-risk. Watch accounts are not impaired. At-risk accounts are accounts that are impaired,
including TDRs, accounts over 90 days past due and other accounts on non-accrual status. The tables below summarize the

Company’ s finance receivables by credit quality indicator and portfolio class.

At June 30, 2018
Performing
Watch
At-risk

At December 31, 2017
Performing
Watch

At-risk

DEALER CUSTOMER RETAIL
OWNER/
WHOLESALE RETAIL FLEET OPERATOR TOTAL
$ 20648 $ 13576 $ 55209 $ 10490 $ 9,992.3
4.8 90.0 5.4 100.2
A 3.0 37.3 7.5 47.9
$ 20697 $ 13606 $ 56482 $ 10619 $ 101404
DEALER CUSTOMER RETAIL
OWNER/
WHOLESALE RETAIL FLEET OPERATOR TOTAL
$ 18745 $ 13547 $ 52903 $ 10052 $ 9,524.7
6.0 62.9 4.7 73.6
A 4.0 44.7 6.1 54.9
$ 18806 $ 13587 $ 53979 $ 10160 $ 9,653.2

The tables below summarize the Company’ s finance receivables by aging category. In determining past due status, the Company
considers the entire contractual account balance past due when any installment is over 30 days past due. Substantialy all customer
accounts that were greater than 30 days past due prior to credit modification became current upon modification for aging purposes.

At June 30, 2018

Current and up to 30 days past due
31 - 60 days past due

Greater than 60 days past due

DEALER CUSTOMER RETAIL
OWNER/
WHOLESALE RETAIL FLEET OPERATOR TOTAL
$ 20694 $ 13606 $ 56219 $ 10506 $ 10,1025
2 12.4 4.5 17.1
1 13.9 6.8 20.8
$ 20697 $ 13606 $ 56482 $ 10619 $ 101404
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DEALER CUSTOMER RETAIL
OWNER/
At December 31, 2017 WHOLESALE RETAIL FLEET OPERATOR TOTAL
Current and up to 30 days past due $ 1805 $ 13587 $ 53657 $ 10074 $ 96123
31 - 60 days past due 14.7 4.0 18.7
Greater than 60 days past due A 175 4.6 22.2
$ 1806 $ 13587 $ 53979 $ 10160 $ 96532

Troubled Debt Restructurings

The balance of TDRswas $27.3 and $37.9 at June 30, 2018 and December 31, 2017, respectively. At modification date, the pre-
modification and post-modification recorded investment balances for finance receivables modified during the period by portfolio class

are asfollows:

Three Months Ended
June 30, 2018

Six Months Ended
June 30, 2018

RECORDED INVESTMENT

RECORDED INVESTMENT

PRE-MODIFICATION POST-MODIFICATION

PRE-MODIFICATION POST-MODIFICATION

Fleet $ 777 % 77 3% 79 % 7.9
Owner/oper ator 2 2 4 4
$ 79 $ 79 $ 83 $ 8.3

Three Months Ended Six Months Ended

June 30, 2017

June 30, 2017

RECORDED INVESTMENT

RECORDED INVESTMENT

PRE-MODIFICATION POST-MODIFICATION

PRE-MODIFICATION POST-MODIFICATION

Fleet $ 78 $ 78 $ 166 $ 16.6
Owner/operator 2 3 4 4
$ 80 $ 81 $ 170 $ 17.0

The effect on the allowance for credit losses from such modifications was not significant at June 30, 2018 and 2017.

TDRs modified during the previous twelve months that subsequently defaulted (i.e., became more than 30 days past due) during the

period by portfolio class are as follows:

Six Months Ended June 30,
Fleet
Owner/operator

2018 2017
$ 8 $ 1.0

A
$ 8 $ 11

There were nil and $.4 of finance receivables modified as TDRs during the previous twelve months that subsequently defaulted and

were charged off in the six months ended June 30, 2018 and 2017, respectively.

Repossessions

When the Company determines a customer is not likely to meet its contractual commitments, the Company repossesses the vehicles
which serve as collateral for the loans, finance leases and equipment under operating leases. The Company records the vehicles as
used truck inventory included in Financial Services Other assets on the Consolidated Balance Sheets. The balance of repossessed
inventory at June 30, 2018 and December 31, 2017 was $20.9 and $13.1, respectively. Proceeds from the sales of repossessed assets
were $35.2 and $29.2 for the six months ended June 30, 2018 and 2017, respectively. These amounts are included in Proceeds from
asset disposals in the Condensed Consolidated Statements of Cash Flows. Write-downs of repossessed equipment on operating leases
are recorded as impairments and included in Financial Services Depreciation and other expenses on the Consolidated Statements of

Comprehensive Income.
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NOTE F - Product Support Liabilities

Product support liabilities include estimated future payments related to product warranties and deferred revenues on optional extended
warranties and repair and maintenance (R& M) contracts. The Company generally offers one year warranties covering most of its
vehicles and related aftermarket parts. For vehicles equipped with engines manufactured by PACCAR, the Company generally offers
two year warranties on the engine. Specific terms and conditions vary depending on the product and the country of sale. Optional
extended warranty and R& M contracts can be purchased for periods which generally range up to five years. Warranty expenses and
reserves are estimated and recorded at the time products or contracts are sold based on historical data regarding the source, frequency
and cost of claims, net of any recoveries. The Company periodically assesses the adequacy of its recorded liabilities and adjusts them
as appropriate to reflect actual experience. Revenue from extended warranty and R& M contracts is deferred and recognized to income
generaly on a straight-line basis over the contract period. Warranty and R&M costs on these contracts are recognized as incurred.

Changesin product support liabilities are summarized as follows:

WARRANTY RESERVES 2018 2017
Balance at January 1 $ 2988 $ 282.1
Cost accruals 156.0 102.7
Payments (144.2) (121.6)
Change in estimates for pre-existing warranties 19.9 2.6
Currency translation and other (1.2) 8.6
Balance at June 30 $ 3293 $ 274.4
DEFERRED REVENUES ON EXTENDED WARRANTIES AND R&M CONTRACTS 2018 2017
Balance at January 1 $ 6539 $ 5735
Deferred revenues 2234 176.7
Revenues recognized (187.6) (152.9)
Currency trandation (9.4) 22.8
Balance at June 30 $ 680.3 $ 620.1

The Company expects to recognize approximately $125.1 of the remaining deferred revenue on extended warranties and R&M
contracts in 2018, $223.0 in 2019, $174.4 in 2020, $94.2 in 2021, $43.7 in 2022 and $19.9 thereafter.

NOTE G - Stockholders Equity
Comprehensive Income

The components of comprehensive income are as follows:

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 2018 2017
Net income $ 5596 $ 3730 $ 10717 $ 6833
Other comprehensive income (loss) (OCl):

Unrealized gains (losses) on derivative contracts 6.8 11.6 2.7 (2.0)

Tax effect (2.0) (3.1) (4) 9
4.8 85 2.3 (1.2)

Unrealized gains (losses) on marketable debt securities .5 (.5) (2.1) 29
Tax effect (.1) A 5 (1.2)

A4 (4 (1.6) 17

Pension plans 21.3 (1.4) 23.9 25
Tax effect (5.2) (5.8) (1.3)

16.1 (1.4) 18.1 12

Foreign currency transation (losses) gains (196.7) 126.1 (118.9) 201.1

Net other comprehensive (loss) income (175.4) 132.8 (100.1) 202.9
Comprehensive income $ 3842 3 5058 $ 9716 $ 886.2
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Accumulated Other Comprehensive Income (L 0ss)

The components of AOCI and the changesin AOCI, net of tax, included in the Consolidated Balance Sheets consisted of the

following:

Three Months Ended June 30, 2018
Balance at April 1, 2018

Recorded into AOCI

Reclassified out of AOCI

Net other comprehensive income (10ss)
Balance at June 30, 2018

Three Months Ended June 30, 2017
Balance at April 1, 2017

Recorded into AOCI

Reclassified out of AOCI

Net other comprehensive income (10ss)
Balance at June 30, 2017

Six Months Ended June 30, 2018
Balance at January 1, 2018

Recorded into AOCI

Reclassified out of AOCI

Net other comprehensive income (10ss)
Balance at June 30, 2018

Six Months Ended June 30, 2017
Balance at January 1, 2017

Recorded into AOCI

Reclassified out of AOCI

Net other comprehensive (Ioss) income
Balance at June 30, 2017

MARKETABLE FOREIGN
DERIVATIVE DEBT PENSION CURRENCY
CONTRACTS SECURITIES PLANS TRANSLATION TOTAL
$ 13) $ (3.8) (3736) $ (339.6) (718.3)
776 4 8.2 (196.7) (110.5)
(72.8) 7.9 (64.9)
48 4 16.1 (196.7) (175.4)
$ 35 $ (3.4) (3575) $ (536.3) (893.7)
MARKETABLE FOREIGN
DERIVATIVE DEBT PENSION CURRENCY
CONTRACTS SECURITIES PLANS TRANSLATION TOTAL
$ (139) $ 18 (4115) $  (634.4) (1,058.0)
(28.2) (.3) (5.7) 126.1 91.9
36.7 (1) 4.3 40.9
85 (.4) (1.4) 126.1 132.8
$ (54) $ 1.4 (4129) $  (5083) (925.2)
MARKETABLE FOREIGN
DERIVATIVE DEBT PENSION CURRENCY
CONTRACTS SECURITIES PLANS TRANSLATION TOTAL
$ 12 $ (1.8) (3756) $ (417.4) (793.6)
65.8 (1.3) 4.0 (118.9) (50.4)
(63.5) (3) 14.1 (49.7)
23 (1.6) 18.1 (118.9) (100.1)
$ 35 $ (3.4) (3575) $ (536.3) (893.7)
MARKETABLE FOREIGN
DERIVATIVE DEBT PENSION CURRENCY
CONTRACTS SECURITIES PLANS TRANSLATION TOTAL
$ (43) $ (.3) (4141) $  (709.4) (1,128.1)
(74.1) 2.0 (7.8) 201.1 121.2
73.0 (.3) 9.0 81.7
(1.1) 1.7 1.2 201.1 202.9
$ (54) $ 1.4 (4129) $  (5083) (925.2)
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Reclassifications out of AOCI during the three months ended June 30, 2018 and 2017 are as follows:

AOCI COMPONENTS
Unrealized (gains) and losses on derivative contracts:
Truck, Parts and Other

Foreign-exchange contracts

Financial Services
Interest-rate contracts

Unrealized gains on marketable debt securities:
Marketable debt securities

Pension plans:
Truck, Parts and Other
Actuarial loss

Prior service costs

Total reclassifications out of AOCI

Three Months Ended

LINE ITEM IN THE CONSOLIDATED STATEMENTS OF June 30
COMPREHENSIVE INCOME 2018 2017
Net sales and revenues $ (28) $ 121
Cost of sales and revenues (2.5) (2.3)
Interest and other (income), net 3 .6
Interest and other borrowing expenses (92.1) 40.0
Pre-tax expense (reduction) increase (97.1) 51.4
Tax expense (benefit) 24.3 (24.7)
After-tax expense (reduction) increase (72.8) 36.7
Investment income (.1)
Tax expense
After-tax income increase (.1)
Interest and other (income), net 10.1 5.9
Interest and other (income), net 3 3
Pre-tax expense increase 104 6.2
Tax benefit (2.5) (1.9)
After-tax expense increase 7.9 4.3

$ (649) $ 409
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Reclassifications out of AOCI during the six months ended June 30, 2018 and 2017 are as follows:

Six Months Ended
LINE ITEM IN THE CONSOLIDATED STATEMENTS OF June 30
AOCI COMPONENTS COMPREHENSIVE INCOME 2018 2017
Unrealized losses and (gains) on derivative contracts:
Truck, Parts and Other
Foreign-exchange contracts Net sales and revenues $ 18 $ 163
Cost of sales and revenues (3.6) (2.2)
Interest and other (income), net (.7) .6
Financial Services
Interest-rate contracts Interest and other borrowing expenses (82.8) 85.8
Pre-tax expense (reduction) increase (85.3) 101.5
Tax expense (benefit) 21.8 (28.5)
After-tax expense (reduction) increase (63.5) 73.0
Unrealized gains on marketable debt securities:
Marketable debt securities Investment income (4) (.4)
Tax expense A A
After-tax income increase (.3) (.3)
Pension plans:
Truck, Parts and Other
Actuarial loss Interest and other (income), net 17.8 12.6
Prior service costs Interest and other (income), net 7 .6
Pre-tax expense increase 18.5 13.2
Tax benefit (4.4) (4.2)
After-tax expense increase 141 9.0
Total reclassifications out of AOCI (49.7) 81.7

Stock Compensation Plans

Stock-based compensation expense was $2.0 and $9.0 for the three months and six months ended June 30, 2018, respectively, and
$1.9 and $9.0 for the three months and six months ended June 30, 2017, respectively.

During the first half of 2018, the Company issued 377,361 common shares under deferred and stock compensation arrangements.

Other Capital Stock Changes

During the first half of 2018, the Company purchased 1,467,454 treasury shares, of which 1,454,746 shares were repurchased pursuant
to the $300 million common stock repurchase plan approved on September 23, 2015. The Company also acquired 12,708 shares under
the Company’s Long-Term Incentive Plan.

NOTE H - Income Taxes

The effective tax rate for the second quarter of 2018 was 22.2% compared to 30.8% in the second quarter of 2017. The effective tax
rate for the first half of 2018 was 22.8% compared to 30.8% in the same period of 2017. The differencein 2018 tax rates compared to
2017 was primarily dueto the U.S. federal income tax legislation enacted on December 22, 2017, which lowered the U.S. statutory
income tax rate from 35.0% to 21.0%.

NOTE | - Segment Information

PACCAR operates in three principal segments: Truck, Parts and Financial Services. The Company evaluates the performance of its
Truck and Parts segments based on operating profits, which excludes investment income, other income and expense and income taxes.
The Financial Services segment’s performance is evaluated based on income before income taxes. The accounting policies of the
reportable segments are the same as those applied in the consolidated financial statements as described in Note A of the Company’s
Annual Report on Form 10-K for the year ended December 31, 2017.
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Truck and Parts

The Truck segment includes the design and manufacture of high-quality, light-, medium- and heavy-duty commercial trucks and the
Parts segment includes the distribution of aftermarket parts for trucks and related commercia vehicles, both of which are sold through
the same network of independent deal ers. These segments derive a large proportion of their revenues and operating profits from
operations in North America and Europe. The Truck segment incurs substantial costs to design, manufacture and sell trucksto its
customers. The sale of new trucks provides the Parts segment with the basis for parts sales that may continue over the life of the truck,
but are generally concentrated in the first five years after truck delivery. To reflect the benefit the Parts segment receives from costs
incurred by the Truck segment, certain expenses are allocated from the Truck segment to the Parts segment. The expenses allocated
are based on a percentage of the average annual expenses for factory overhead, engineering, research and development and selling,
genera and administrative (SG& A) expenses for the preceding five years. The allocation is based on the ratio of the average parts
direct margin dollars (net sales less material and labor costs) to the total truck and parts direct margin dollars for the previous five
years. The Company believes such expenses have been allocated on a reasonable basis. Truck segment assets related to the indirect
expense allocation are not allocated to the Parts segment.

Financial Services

The Financial Services segment derivesits earnings primarily from financing or leasing of PACCAR products and services provided
to truck customers and deal ers. Revenues are primarily generated from operations in North America and Europe.

Other

Included in Other is the Company’sindustrial winch manufacturing business. Also within this category are other sales, income and
expense not attributable to a reportable segment, including a portion of corporate expenses.

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 2018 2017
Net sales and revenues:
Truck $ 46786 $ 37689 $ 92147 $ 7,066.2
L ess intersegment (210.8) (215.3) (393.9) (382.5)
External customers 4,467.8 3,553.6 8,820.8 6,683.7
Parts 983.1 835.2 1,936.6 1,634.3
L ess intersegment (15.1) (12.1) (28.7) (24.5)
External customers 968.0 823.1 1,907.9 1,609.8
Other 314 21.2 60.3 40.1
5,467.2 4,397.9 10,789.0 8,333.6
Financial Services 338.0 306.3 670.2 608.5

$ 58052 $ 47042 $ 114592 $ 89421

Income before income taxes:

Truck $ 4340 $ 3127 % 8292 % 543.9
Parts 194.5 151.2 386.3 302.0
Other 4.1 4.0 9.0 5.3

632.6 467.9 1,224.5 851.2
Financial Services 72.4 62.4 139.9 119.2
Investment income 14.6 8.7 24.6 16.8

$ 7196 $ 5390 $ 13890 $ 987.2

Depreciation and amorti zation:

Truck $ 1060 $ 1110 $ 2133 $ 218.1
Parts 2.2 20 4.4 39
Other 4.4 4.2 8.9 8.0

112.6 117.2 226.6 230.0
Financial Services 155.7 151.8 315.2 298.2

$ 2683 $ 2690 $ 5418 $ 528.2
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NOTE J - Derivative Financial I nstruments

As part of itsrisk management strategy, the Company enters into derivative contracts to hedge against interest rates and foreign
currency risk. Certain derivative instruments designated as either cash flow hedges or fair value hedges are subject to hedge
accounting. Derivative instruments that are not subject to hedge accounting are held as derivatives not designated as hedging
instruments. The Company’s policies prohibit the use of derivatives for speculation or trading. At the inception of each hedge
relationship, the Company documents its risk management objectives, procedures and accounting treatment. All of the Company’s
interest-rate and certain foreign-exchange contracts are transacted under International Swaps and Derivatives Association (ISDA)
master agreements. Each agreement permits the net settlement of amounts owed in the event of default and certain other termination
events. For derivative financia instruments, the Company has elected not to offset derivative positionsin the balance sheet with the
same counterparty under the same agreements and is not required to post or receive collateral.

Exposure limits and minimum credit ratings are used to minimize the risks of counterparty default. The Company’ s maximum
exposure to potential default of its swap counterpartiesis limited to the asset position of its swap portfolio. The asset position of the
Company’s swap portfolio is $60.5 at June 30, 2018.

The Company uses regression analysis to assess effectiveness of interest-rate contracts at inception and uses quantitative or qualitative
analysis to assess subsequent effectiveness on a quarterly basis. For foreign-exchange contracts, the Company performs quarterly
assessments to ensure that critical terms continue to match. All components of the derivative instrument’s gain or loss are included in
the assessment of hedge effectiveness. Hedge accounting is discontinued prospectively when the Company determines that a
derivative financial instrument has ceased to be a highly effective hedge. Cash flows from derivative instruments are included in
Operating activities in the Consolidated Statements of Cash Flows.

Interest-Rate Contracts. The Company enters into various interest-rate contracts, including interest-rate swaps and cross currency
interest-rate swaps. I nterest-rate swaps involve the exchange of fixed for floating rate or floating for fixed rate interest payments based
on the contractual notional amountsin a single currency. Cross currency interest-rate swaps involve the exchange of notional amounts
and interest paymentsin different currencies. The Company is exposed to interest-rate and exchange-rate risk caused by market
volatility as aresult of its borrowing activities. The objective of these contracts is to mitigate the fluctuations on earnings, cash flows
and fair value of borrowings. Net amounts paid or received are reflected as adjustments to interest expense.

At June 30, 2018, the notional amount of the Company’s interest-rate contracts was $2,991.8. Notional maturities for all interest-rate
contracts are $405.7 for the remainder of 2018, $919.0 for 2019, $429.6 for 2020, $910.9 for 2021, $165.1 for 2022, $80.4 for 2023
and $81.1 thereafter.

Foreign-Exchange Contracts: The Company enters into foreign-exchange contracts to hedge certain anticipated transactions and
assets and liabilities denominated in foreign currencies, particularly the Canadian dollar, the euro, the British pound, the Australian
dollar, the Brazilian real and the Mexican peso. The objective is to reduce fluctuations in earnings and cash flows associated with
changesin foreign currency exchange rates. At June 30, 2018, the notional amount of the outstanding foreign-exchange contracts was
$640.4. Foreign-exchange contracts mature within one year.
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The following table presents the balance sheet classification, fair value, gross and pro formanet amounts of derivative financial
instruments:

June 30, 2018 December 31, 2017
ASSETS LIABILITIES ASSETS LIABILITIES

Derivatives designated under hedge accounting:
Interest-rate contracts:
Financial Services:
Other assets $ 60.5 $ 53.3
Deferred taxes and other liabilities $ 28.4 $ 98.3
Foreign-exchange contracts:
Truck, Parts and Other:
Other current assets 7.3 3.8
Accounts payable, accrued expenses and other 9 1.9
$ 678 $ 293 $ 571 $ 100.2

Derivatives not designated as hedging instruments:
I nterest-rate contracts:
Financial Services:
Deferred taxes and other liabilities
Foreign-exchange contracts:
Truck, Parts and Other:
Other current assets $ 2 $ 6
Accounts payable, accrued expenses and other $ 9 $ .6
Financial Services:
Other assets 25 A
Deferred taxes and other liabilities A 2.2
2.7 1.0 2.8

70.5 30.3 103.0

©
&
&
\I
&

57.8

&
L2
&
L2

Gross amounts recognized in Balance Sheets
L ess amounts not offset in financial instruments:
Truck, Parts and Other:
Foreign-exchange contracts (1.5) (1.5) (.4) (.4)
Financial Services:
Interest-rate contracts (4.5) (4.5) (8.7) (8.7)
Pro forma net amount $ 645 $ 243 % 487 $ 93.9

Fair Value Hedges

Changesin the fair value of derivatives designated as fair value hedges are recorded in earnings together with the changesin fair value
of the hedged item attributable to the risk being hedged. As of June 30, 2018, the following amounts were recorded on the
Consolidated Balance Sheets related to cumulative basis adjustments for fair value hedges:

Cumulative Basis

Carrying Amount of Amount Included in
Hedged Balance Sheet Line ltem the Hedged Liabilities the Carrying Amount
M edium-term notes $ 2302 $ (4.8)

The above table excludes the cumulative basis adjustments on discontinued hedge rel ationships of ($1.9) million as of June 30, 2018.

Cash Flow Hedges

Substantially al of the Company’s interest-rate contracts and some foreign-exchange contracts have been designated as cash flow
hedges. The fixed interest earned on finance receivables will offset the amount recognized in interest expense, resulting in a stable
interest margin consistent with the Company’ s risk management strategy. Changesin the fair value of derivatives designated as cash
flow hedges are recorded in AOCI. Amounts in AOCI are reclassified into net income in the same period in which the hedged
transaction affects earnings. The maximum length of time over which the Company is hedging its exposure to the variability in future
cash flowsis 10.0 years.
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The following table presents the pre-tax effects of derivative instruments recognized in other comprehensive income (loss) (OCI):

Three Months Ended Six Months Ended
June 30, 2018 June 30, 2018
INTEREST- FOREIGN- INTEREST- FOREIGN-
RATE EXCHANGE RATE EXCHANGE

CONTRACTS CONTRACTS CONTRACTS CONTRACTS

Gain recognized in OCI:

Truck, Partsand Other $ 10.8 $ 6.4
Financial Services $ 93.1 $ 81.6
$ 931 $ 108 $ 816 $ 6.4
Three Months Ended Six Months Ended
June 30, 2017 June 30, 2017
INTEREST- FOREIGN- INTEREST- FOREIGN-
RATE EXCHANGE RATE EXCHANGE

CONTRACTS CONTRACTS CONTRACTS CONTRACTS

Loss recognized in OCI:
Truck, Parts and Other $ .7 $ (20.4)
Financial Services $ (38.1) $ (83.1)
$ (38.1) $ a7n $ (831) $ (20.4)

The following table presents the location and amount of expense (income) on fair value hedges recognized in the Consolidated
Statements of Comprehensive Income. The loss (gain) on fair value hedges for foreign-exchange contracts was nil for the three
months and six months ended June 30, 2018 and 2017. The amounts related to interest-rate contracts were as follows:

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 2018 2017
Financial Services:
Interest and other borrowing expenses:

Derivatives $ 3 % (7) $ 11 % .6
Hedged term notes 2 9 (.2) (4)

$ 5 8 2 % 9 $ 2

The following presents the amount of loss (gain) from cash flow hedges reclassified from AOCI into income:

Three Months Ended Six Months Ended
June 30, 2018 June 30, 2018
INTEREST- FOREIGN- INTEREST- FOREIGN-
RATE EXCHANGE RATE EXCHANGE

CONTRACTS CONTRACTS CONTRACTS CONTRACTS

Truck, Parts and Other:

Net sales and revenues $ (2.8) $ 18
Cost of sales and revenues (2.5) (3.6)
Interest and other (income), net 3 (.7)

Financia Services:
Interest and other borrowing expenses (92.1) $ (82.8)

(921) $ GO) $ (828 $ (2.5)

&
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Three Months Ended Six Months Ended
June 30, 2017 June 30, 2017
INTEREST- FOREIGN- INTEREST- FOREIGN-
RATE EXCHANGE RATE EXCHANGE

CONTRACTS CONTRACTS CONTRACTS CONTRACTS

Truck, Parts and Other:

Net sales and revenues $ 12.1 $ 16.3
Cost of sales and revenues (2.3) (2.2)
Interest and other (income), net .6 .6
Financia Services:
Interest and other borrowing expenses $ 40.0 $ 85.8
$ 400 $ 114  $ 858 $ 15.7

The amount of gain recorded in AOCI at June 30, 2018 that is estimated to be reclassified into earnings in the following 12 months if
interest rates and exchange rates remain unchanged is approximately $8.0, net of taxes.

Derivatives Not Designated As Hedging I nstruments

For other risk management purposes, the Company entersinto derivative instruments that do not qualify for hedge accounting. These
derivative instruments are used to mitigate the risk of market volatility arising from borrowings and foreign currency denominated
transactions. Changesin the fair value of derivatives not designated as hedging instruments are recorded in earnings in the period in
which the change occurs.

For the three and six months ended June 30, 2018 and 2017 the expense (income) recognized in earnings related to derivatives not
designated as hedging instruments was as follows:

Three Months Ended Six Months Ended
June 30, 2018 June 30, 2018
INTEREST- FOREIGN- INTEREST- FOREIGN-
RATE EXCHANGE RATE EXCHANGE

CONTRACTS CONTRACTS CONTRACTS CONTRACTS

Truck, Partsand Other:

Cost of sales and revenues $ 12

Interest and other (income), net $ 3 3.7
Financial Services:

Interest and other borrowing expenses (8.9) (8.4)

Sdlling, general and administrative (.7 5
Total $ (9.3) $ (3.0)

Three Months Ended Six Months Ended
June 30, 2017 June 30, 2017
INTEREST- FOREIGN- INTEREST- FOREIGN-
RATE EXCHANGE RATE EXCHANGE

CONTRACTS CONTRACTS CONTRACTS CONTRACTS

Truck, Parts and Other:

Cost of sales and revenues $ A $ 7

Interest and other (income), net 7 4.2
Financia Services:

Interest and other borrowing expenses $ (.1) 114 $ (.1) 44.6

Selling, general and administrative (2.3) (13.1)
Total $ (1) $ 99 $ (1) $ 36.4
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NOTE K - Fair Value M easur ements

Fair value represents the price that would be received to sell an asset or paid to transfer aliability in an orderly transaction between
market participants at the measurement date. I nputs to val uation techniques used to measure fair value are either observable or
unobservable. These inputs have been categorized into the fair value hierarchy described below.

Level 1 —Vauations are based on quoted prices that the Company has the ability to obtain in actively traded markets for identical
assets or liabilities. Since valuations are based on quoted prices that are readily and regularly available in an active market or
exchange traded market, valuation of these instruments does not require a significant degree of judgment.

Level 2 —Valuations are based on quoted prices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active, and model-based valuation techniques for which al significant assumptions are
observable in the market.

Level 3—Valuations are based on model-based techniques for which some or al of the assumptions are obtained from indirect
market information that is significant to the overall fair value measurement and which require a significant degree of management
judgment.

There were no transfers of assets or liabilities between Level 1 and Level 2 of the fair value hierarchy during the six months ended
June 30, 2018. The Company’s poalicy isto recognize transfers between levels at the end of the reporting period.

The Company uses the following methods and assumptions to measure fair value for assets and liabilities subject to recurring fair
value measurements.

Marketable Securities: The Company’ s marketable debt securities consist of municipa bonds, government obligations, investment-
grade corporate obligations, commercia paper, asset-backed securities and term deposits. The fair value of U.S. government
obligations is determined using the market approach and is based on quoted prices in active markets and are categorized as Level 1.

The fair value of U.S. government agency obligations, non-U.S. government bonds, municipal bonds, corporate bonds, asset-backed
securities, commercial paper and term deposits is determined using the market approach and is primarily based on matrix pricing as a
practical expedient which does not rely exclusively on quoted prices for a specific security. Significant inputs used to determine fair
value include interest rates, yield curves, credit rating of the security and other observable market information and are categorized as
Level 2.

Derivative Financial Instruments. The Company’s derivative contracts consist of interest-rate swaps, cross currency swaps and
foreign currency exchange contracts. These derivative contracts are traded over the counter, and their fair value is determined using
industry standard valuation models, which are based on the income approach (i.e. discounted cash flows). The significant observable
inputs into the valuation models include interest rates, yield curves, currency exchange rates, credit default swap spreads and forward
rates and are categorized as Level 2.
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Assetsand Liabilities Subject to Recurring Fair Value M easurement

The Company’ s assets and liabilities subject to recurring fair value measurements are either Level 1 or Level 2 asfollows:

At June 30, 2018 LEVEL 1 LEVEL 2 TOTAL
Assets:
Marketable debt securities
U.S. tax-exempt securities $ 4672 % 467.2
U.S. corporate securities 83.9 83.9
U.S. government and agency securities $ 58.7 58.7
Non-U.S. corporate securities 254.1 254.1
Non-U.S. government securities 49.7 49.7
Other debt securities 119.7 119.7
Total marketable debt securities $ 587 $ 9746 $ 10333
Derivatives
Cross currency swaps $ 495 % 49.5
Inter est-rate swaps 11.0 11.0
For eign-exchange contracts 10.0 10.0
Total derivative assets $ 705 $ 705
Liabilities:
Derivatives
Cross currency swaps $ 221 $ 22.1
Interest-rate swaps 6.3 6.3
For eign-exchange contracts 1.9 1.9
Total derivative liabilities $ 303 $ 30.3
At December 31, 2017 LEVEL 1 LEVEL 2 TOTAL
Assets:
Marketable debt securities
U.S. tax-exempt securities $ 535  $ 535.5
U.S. corporate securities 89.7 89.7
U.S. government and agency securities $ 48.7 48.7
Non-U.S. corporate securities 459.3 459.3
Non-U.S. government securities 91.7 91.7
Other debt securities 142.2 1422
Total marketable debt securities $ 487 $ 13184 $ 13671
Derivatives
Cross currency swaps $ 42 3 44.2
Interest-rate swaps 9.1 9.1
Foreign-exchange contracts 4.5 4.5
Total derivative assets $ 578 $ 57.8
Liabilities:
Derivatives
Cross currency swaps $ 930 $ 93.0
Interest-rate swaps 53 53
Foreign-exchange contracts 4.7 4.7
Total derivative liabilities $ 1030 % 103.0

Fair Value Disclosure of Other Financial I nstruments

For financial instruments that are not recognized at fair value, the Company uses the following methods and assumptions to determine
the fair value. These instruments are categorized as Level 2, except cash which is categorized as Level 1 and fixed rate loans which
are categorized as Level 3.
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Cash and Cash Equivalents: Carrying amounts approximate fair value.

Financial Services Net Receivables: For floating-rate |oans, wholesale financings, and operating lease and other trade receivables,
carrying values approximate fair values. For fixed rate loans, fair values are estimated using the income approach by discounting cash
flows to their present value based on assumptions regarding the credit and market risks to approximate current rates for comparable
loans. Finance lease receivables and related allowance for credit |osses have been excluded from the accompanying table.

Debt: The carrying amounts of financial services commercial paper, variable rate bank loans and variable rate term notes approximate
fair value. For fixed rate debt, fair values are estimated using the income approach by discounting cash flows to their present value
based on current rates for comparable debt.

The Company’s estimate of fair value for fixed rate loans and debt that are not carried at fair value was as follows:

June 30, 2018 December 31, 2017
CARRYING FAIR CARRYING FAIR
AMOUNT VALUE AMOUNT VALUE
Assets:
Financial Services fixed rate loans $ 40581 $ 40494 $ 37938 $ 3,804.8
Liabilities:
Financial Services fixed rate debt 4,943.9 4,891.2 5,397.6 5,387.0

NOTE L - Employee Benefit Plans

The Company has several defined benefit pension plans, which cover a majority of its employees. The following information details
the components of net pension expense for the Company’ s defined benefit plans:

Three Months Ended Six Months Ended
June 30 June 30

2018 2017 2018 2017
Service cost $ 260 $ 22 3 547  $ 46.0
Interest on projected benefit obligation 21.7 20.0 43.0 40.4
Expected return on assets (44.5) (39.6) (89.3) (79.4)
Amortization of prior service costs 3 3 V4 .6
Recognized actuarial loss 10.1 5.9 17.8 12.6
Net pension expense $ 136 $ 88 $ 269 $ 20.2

The components of net pension expense other than service cost are included in Interest and other (income), net on the Consolidated
Statements of Comprehensive Income.

During the three and six months ended June 30, 2018 the Company contributed $5.1 and $80.7 to its pension plans, respectively, and
$5.5 and $10.4 for the three and six months ended June 30, 2017, respectively.

NOTE M — Commitments and Contingencies

On July 19, 2016, the European Commission (EC) concluded its investigation of all major European truck manufacturers and reached
a settlement with DAF. Following the settlement, claims and lawsuits have been filed against the Company, DAF and certain DAF
subsidiaries and other truck manufacturers. Others may bring EC related claims and lawsuits against the Company or its subsidiaries.
While the Company believes it has meritorious defenses, such claims and lawsuits will likely take a significant period of time to
resolve. An adverse outcome of such proceedings could have a material impact on the Company’ s results of operations.

The Company and its subsidiaries are parties to various other lawsuits incidental to the ordinary course of business. Management
believes that the disposition of such lawsuits will not materially affect the Company's business or financial condition.

-30-



PACCAR Inc—Form 10-Q

ITEM 2. MANAGEMENT'SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTSOF
OPERATIONS

OVERVIEW:

PACCAR isaglobal technology company whose Truck segment includes the design and manufacture of high-quality light-, medium-
and heavy-duty commercial trucks. In North America, trucks are sold under the Kenworth and Peterbilt nameplates, in Europe, under
the DAF nameplate and in Australia and South America, under the Kenworth and DAF nameplates. The Parts segment includes the
distribution of aftermarket parts for trucks and related commercia vehicles. The Company’s Financial Services segment derivesits
earnings primarily from financing or leasing PACCAR products in North America, Europe and Australia. The Company’s Other
business includes the manufacturing and marketing of industrial winches.

Second Quarter Highlights:

*  Worldwide net sales and revenues were a quarterly record $5.81 billion in 2018 compared to $4.70 billion in 2017 due to record
revenues in the Truck, Parts and Financial Services segments.

e Truck saleswere $4.47 billion in 2018 compared to $3.55 billion in 2017 primarily due to higher truck deliveriesin the U.S. and
Canada, Europe and Australia and favorable currency translation effects.

*  Parts sales were $968.0 million in 2018 compared to $823.1 million in 2017 reflecting higher demand in all markets.

»  Financial Services revenues were $338.0 million in 2018 compared to $306.3 million in 2017. The increase was primarily the
result of higher average earning asset balances and higher interest rates.

e Netincome was $559.6 million ($1.59 per diluted share) in 2018 compared to $373.0 million ($1.06 per diluted share) in 2017
reflecting record Truck and Parts pre-tax income. In addition, net income increased in the second quarter due to alower effective
tax rate (22.2% in 2018 compared to 30.8% in 2017) under the new U.S. tax law.

»  Capitd investments were $101.7 million in 2018 compared to $87.1 million in 2017.
» Research and development (R& D) expenses were $76.7 million in 2018 compared to $66.1 million in 2017.

First Six Months Highlights:

*  Worldwide net sales and revenues were arecord $11.46 billion in 2018 compared to $8.94 billion in 2017 due to record revenues
in the Truck, Parts and Financial Services segments.

*  Truck saleswere $8.82 hillion in 2018 compared to $6.68 billion in 2017 primarily due to higher truck deliveriesin the U.S. and
Canada, Europe and Australia, and favorable currency tranglation effects.

* Partssaleswere $1.91 hillion in 2018 compared to $1.61 billion in 2017, reflecting higher demand in all markets.

e Financial Services revenueswere $670.2 million in 2018 compared to $608.5 million in 2017. The increase was primarily dueto
higher average earning asset balances and higher interest rates.

»  Net income was arecord $1.07 billion ($3.04 per diluted share) in 2018 compared to $683.3 million ($1.94 per diluted share) in
2017. Net income growth was due to record Truck and Parts pre-tax income and increased Financial Services results. In addition,
net income increased in the first six months due to alower effective tax rate (22.8% in 2018 compared to 30.8% in 2017) under
the new U.S. tax law.

» Capitd investments were $167.7 million in 2018 compared to $159.8 million in 2017.
* R&D expenseswere $152.7 million in 2018 compared to $127.1 million in 2017.

In the first quarter of 2018, Peterbilt launched its new Model 579 Ultral oft, which offers customers a high-roof, integrated cab and
dleeper that enhances driver comfort and operational efficiency. The Ultral oft dimensions represent an 18 percent increase in interior
space giving drivers best-in-class living quarters. The Model 579 Ultral oft is an excellent tractor for long-haul routes, team driving,
and driver training.

DAF has developed the DAF CF Electric truck for up to 40 tonne distribution applications within urban areas. The fully electric
vehicle includes a 285 horsepower electric motor powered by a 170 kWh lithium-ion battery pack, providing arange of approximately
60 miles. The DAF CF Electric truck is designed for high-volume distribution applications in which customers desire zero-emissions
and ultra-low noise.
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The Kenworth T680 Zero Emission Cargo Transport (ZECT) and the Kenworth Hybrid Electric Cargo Transport (HECT) trucks will
beinfield trials this year at the Ports of Los Angeles and Long Beach. The ZECT uses a hydrogen fuel cell that combines hydrogen
gas and air to produce electricity. The HECT incorporates a parallel hybrid propulsion system that uses a compressed natural gas-
powered engine and lithium-ion batteries.

Peterbilt has created a battery electric Model 520 equipped with a 400 horsepower electric drive system, 350 kWh of energy storage
and regenerative braking. The truck’ s 80-mile range and quiet operation is an excellent solution for residential neighborhood refuse
operations.

PACCAR Parts continues to add global parts distribution capacity to deliver industry-leading availability, and support the growth of
PACCAR MX engine parts sales and the global fleet service program. A new $35 million 160,000 square-foot distribution center in
Toronto, Canadais under construction and is expected to open in the fourth quarter of 2018.

The PACCAR Financia Services (PFS) group of companies has operations covering four continents and 24 countries. The global
breadth of PFS and its rigorous credit application process support a portfolio of loans and |eases with record total assets of $13.63
billion. PFS issued $1.30 billion in medium-term notes during the first six months of 2018 to support portfolio growth.

Truck Outlook

Truck industry retail salesin the U.S. and Canadain 2018 are expected to be 265,000 to 285,000 units compared to 218,400 in 2017.
In Europe, the 2018 truck industry registrations for over 16-tonne vehicles are expected to be 300,000 to 320,000 units compared to

306,100 truck registrations in 2017. In South America, heavy-duty truck industry salesin 2018 are estimated to be 75,000 to 85,000

units compared to 68,700 in 2017.

Parts Outlook
In 2018, PACCAR Parts sales are expected to grow 13-15% compared to 2017 sales.

Financial Services Outlook

Based on the truck market outlook, average earning assets in 2018 are expected to increase 6-9% compared to 2017. Current strong
levels of freight tonnage, freight rates and fleet utilization are contributing to customers’ profitability and cash flow. If current freight
transportation conditions decline due to weaker economic conditions, then past due accounts, truck repossessions and credit losses
would likely increase from the current low levels and new business volume would likely decline.

Capital Spending and R& D Outlook

Capital investmentsin 2018 are expected to be $425 to $475 million and R&D is expected to be $300 to $320 million. The Company
isinvesting in enhanced aerodynamic truck designs, integrated powertrains including electric, hybrid, and hydrogen fuel cell
technologies, advanced driver assistance systems and truck connectivity, and expanded manufacturing and parts distribution facilities.

See the Forward-L ooking Statements section of Management’s Discussion and Analysis for factors that may affect these outlooks.
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RESULTS OF OPERATIONS:

The Company’s results of operations for the three and six months ended June 30, 2018 and 2017 are presented below. The balances
for 2017 have been restated to reflect the adoption of the ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and
Net Periodic Pension Benefit. Refer to Note A in the Notes to Consolidated Financial Statements for additional details.

($in millions, except per share amounts)
Net sales and revenues:
Truck
Parts
Other
Truck, Parts and Other
Financial Services

Income before income taxes:
Truck
Parts
Other
Truck, Parts and Other
Financial Services
Investment income
Income taxes
Net income
Diluted earnings per share
After-tax return on revenues

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 2018 2017
$ 44678 $ 35536 $ 8,820.8 $ 6,683.7
968.0 823.1 1,907.9 1,609.8
314 21.2 60.3 40.1
5,467.2 4,397.9 10,789.0 8,333.6
338.0 306.3 670.2 608.5
$ 5,805.2 $ 4,704.2 $ 11,459.2 $ 89421
$ 4340 $ 3127 $ 8292 $ 5439
194.5 151.2 386.3 302.0
4.1 4.0 9.0 53
632.6 467.9 1,224.5 851.2
72.4 62.4 139.9 119.2
14.6 8.7 24.6 16.8
(160.0) (166.0) (317.3) (303.9)
$ 5596 $ 3730 $ 10717 $ 6833
$ 1.59 $ 1.06 $ 3.04 $ 1.94
9.6% 7.9% 9.4% 7.6%

The following provides an analysis of the results of operations for the Company’ s three reportable segments - Truck, Parts and
Financial Services. Where possible, the Company has quantified the impact of factorsidentified in the following discussion and
analysis. In cases whereiit is not possible to quantify the impact of factors, the Company lists them in estimated order of importance.
Factors for which the Company is unable to specifically quantify the impact include market demand, fuel prices, freight tonnage and
economic conditions affecting the Company’ s results of operations.

2018 Compared to 2017:
Truck

The Company’s Truck segment accounted for 77% of revenues in the second quarter and first six months of 2018 compared to 76%
and 75% in the second quarter and first six months of 2017, respectively.

The Company’s new truck deliveries are summarized below:

Three Months Ended Six Months Ended
June 30 June 30
2018 2017 % CHANGE 2018 2017 % CHANGE
U.S. and Canada 25,900 21,200 22 50,100 38,200 31
Europe 15,800 13,800 14 31,500 28,100 12
Mexico, South America, Australiaand other 4,700 4,400 7 9,300 8,100 15
Tota units 46,400 39,400 18 90,900 74,400 22

In the first six months of 2018, industry retail sales in the heavy-duty market in the U.S. and Canada increased to 126,500 units from
96,000 units in the same period of 2017. The Company’s heavy-duty truck retail market share was 29.4% in the first half of 2018
compared to 29.6% in the first half of 2017. The medium-duty market was 51,700 units in the first half of 2018 compared to 44,500
unitsin the same period of 2017. The Company’ s medium-duty market share was 15.0% in the first half of 2018 compared to 15.9%

in 2017.

-33-



PACCAR Inc—Form 10-Q

The over 16-tonne truck market in Europe in the first six months of 2018 was 163,600 units compared to 157,000 unitsin the first sx months
of 2017. DAF EU market share was 16.5% in thefirst six months of 2018 compared to 15.2% in the same period of 2017. The 6 to 16-tonne
market in the first six months of 2018 was 25,200 units compared to 26,300 unitsin the first six months of 2017. DAF market sharein the 6
to 16-tonne market in the first six months of 2018 was 9.3% compared to 10.8% in the same period of 2017.

The Company’ s worldwide truck net sales and revenues are summarized below:

Three Months Ended Six Months Ended
June 30 June 30
($in millions) 2018 2017 % CHANGE 2018 2017 % CHANGE
Truck net sales and revenues:

U.S. and Canada $ 27922 $ 21817 28 $ 54069 $ 3,986.3 36
Europe 1,181.9 962.4 23 2,447.9 1,934.8 27
Mexico, South America, Australiaand other 4937 409.5 21 966.0 762.6 27
$ 44678 $ 3553.6 26 $ 88208 $ 6,683.7 32
Truck income before income taxes $ 4340 $ 3127 39 $§ 822 $ 5439 52

Pre-tax return on revenues 9.7% 8.8% 9.4% 8.1%

The Company’ s worldwide truck net sales and revenuesin the second quarter increased to arecord $4.47 billion in 2018 from $3.55 billionin
2017, and thefirst half worldwide truck net sales and revenues were a record $8.82 billion in 2018 compared to $6.68 billion in 2017.
Theincrease in both periods was primarily due to higher truck deliveriesin the U.S. and Canada, Europe and Australia, and favorable
currency translation effects.

For the second quarter and first half of 2018, Truck segment income before taxes and pretax return on revenues reflect the impact of
record truck unit deliveries, higher margins, and favorable currency trandlation effects.

The major factors for the changes in net sales and revenues, cost of sales and revenues and gross margin between the three months
ended June 30, 2018 and 2017 for the Truck segment are as follows:

NET COST OF
SALESAND SALESAND GROSS

($in millions) REVENUES REVENUES MARGIN
Three Months Ended June 30, 2017 $ 35536 $ 31411 % 412.5
I ncrease (decrease)

Truck salesvolume 715.2 586.9 128.3

Averagetruck salesprices 107.8 107.8

Average per truck material, labor and other direct costs 87.1 (87.1)

Factory overhead and other indirect costs 28.9 (28.9)

Extended warranties, operating leases and other 21 (.7) 2.8

Currency trandation 89.1 78.0 11.1
Total increase 914.2 780.2 134.0
Three Months Ended June 30, 2018 $ 44678 $ 39213 $ 546.5

*  Truck salesvolume primarily reflects higher unit deliveriesin the U.S. and Canada ($523.9 million sales and $423.2 million cost
of sales) and in Europe ($133.9 million sales and $112.4 million cost of sales).

» Averagetruck sales pricesincreased sales by $107.8 million, primarily due to higher price realization in North America.
»  Average cost per truck increased cost of sales by $87.1 million reflecting higher material costs.

»  Factory overhead and other indirect costs increased $28.9 million primarily due to higher salaries and related expenses ($17.6
million) and higher maintenance costs ($12.0 million) to support higher truck production.

»  The currency trandation effect on sales and cost of sales primarily reflects an increase in the value of the euro relative to the U.S.
dollar.

*  Truck gross margin was 12.2% in the second quarter of 2018 compared to 11.6% in the same period of 2017 due to the factors
noted above.
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The major factors for the changes in net sales and revenues, cost of sales and revenues and gross margin between the six months ended
June 30, 2018 and 2017 for the Truck segment are asfollows:

NET COST OF
SALESAND SALESAND GROSS

($in millions) REVENUES REVENUES MARGIN
Six Months Ended June 30, 2017 $ 66837 $ 59450 $ 738.7
I ncrease (decrease)

Truck salesvolume 1,697.1 1,391.4 305.7

Averagetruck salesprices 167.7 167.7

Average per truck material, labor and other direct costs 126.0 (126.0)

Factory overhead and other indirect costs 54.5 (54.5)

Extended warranties, operating leases and other (7.6) (20.7) 31

Currency trandation 279.9 250.7 29.2
Total increase 2,137.1 1,811.9 325.2
Six Months Ended June 30, 2018 $ 8808 $ 77569 $ 10639

e Truck saesvolume primarily reflects higher unit deliveriesin the U.S. and Canada ($1,270.0 million sales and $1,031.3 million
cost of sales) and in Europe ($259.9 million sales and $213.0 million cost of sales).

e Averagetruck sales pricesincreased sales by $167.7 million, primarily due to higher price realization in North America.
»  Average cost per truck increased cost of sales by $126.0 million reflecting higher material costs.

»  Factory overhead and other indirect costs increased $54.5 million primarily due to higher salaries and related expenses ($29.0
million) and higher maintenance costs ($22.7 million) to support increased truck production.

»  Extended warranties, operating leases and other decreased revenues by $7.6 million and cost of sales by $10.7 million primarily
due to lower revenue and associated costs from operating |eases.

e Thecurrency translation effect on sales and cost of sales primarily reflects an increase in the value of the euro relative to the U.S.
dollar.

e Truck gross margin was 12.1% in the first six months of 2018 compared to 11.1% in the same period of 2017 due to the factors
noted above.

Truck SG& A for the second quarter of 2018 increased to $60.7 million from $50.6 million in the second quarter of 2017. The increase
was primarily due to higher professional fees ($4.4 million), higher labor related costs ($3.7 million), and currency translation effects
($2.1 million). For the first six months, Truck SG& A increased to $123.9 million in 2018 from $103.8 million in 2017 primarily due
to higher professional fees ($8.5 million), higher labor related costs ($6.1 million) and currency translation effects ($6.3 million).

As apercentage of sales, Truck SG& A decreased to 1.36% in the second quarter of 2018 from 1.42% in the second quarter of 2017
and to 1.4% in thefirst half of 2018 from 1.6% in the same period of 2017 reflecting higher sales volume.

Parts

The Company’ s Parts segment accounted for 17% of revenuesin the second quarter of 2018 and 2017, and for thefirst half, the Parts
segment accounted for 17% of revenuesin 2018 compared to 18% in 2017.

Three Months Ended Six Months Ended
June 30 June 30
($in millions) 2018 2017 % CHANGE 2018 2017 % CHANGE
Parts net sales and revenues.

U.S. and Canada $ 6399 $ 5451 17 $ 12561 $ 1,062.6 18
Europe 233.2 191.5 22 469.6 382.2 23
Mexico, South America, Australia and other 94.9 86.5 10 182.2 165.0 10
$ 9680 $ 8231 18 $ 19079 $ 1,609.8 19
Parts income before income taxes $ 1945 $ 1512 29 $ 3863 $ 3020 28

Pre-tax return on revenues 20.1% 18.4% 20.2% 18.8%
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The Company’ s worl dwide parts net sales and revenues for the second quarter increased to a record $968.0 million in 2018 from
$823.1 million in 2017. For the first six months, worldwide parts net sales and revenues increased to arecord $1.91 billion in 2018
from $1.61 billion in 2017. The increase in both periods was primarily due to higher aftermarket demand and successful marketing
programsin all markets, as well as favorable currency trangation effects.

For the second quarter and first half of 2018, the increase in Parts segment income before income taxes and pre-tax return on revenues
was primarily due to higher sales volume.

The mgjor factors for the changesin net sales, cost of sales and gross margin between the three months ended June 30, 2018 and 2017
for the Parts segment are as follows:

NET COST GROSS
($in millions) SALES  OF SALES MARGIN
Three Months Ended June 30, 2017 $ 8231 $ 6049 $ 2182
I ncrease (decrease)
Aftermarket partsvolume 104.2 61.9 42.3
Average aftermarket parts salesprices 23.0 23.0
Aver age aftermarket partsdirect costs 20.1 (20.2)
Warehouse and other indirect costs 3.6 (3.6)
Currency trandation 17.7 111 6.6
Total increase 144.9 96.7 48.2
Three Months Ended June 30, 2018 $ 9680 $ 7016 $ 2664

o Aftermarket parts sales volume increased by $104.2 million and related cost of sales increased by $61.9 million due to higher
demand in all markets.

»  Average aftermarket parts sales prices increased sales by $23.0 million primarily due to higher price realization in the U.S. and
Canada and Europe.

»  Average aftermarket parts direct costs increased $20.1 million due to higher material costs.

*  Warehouse and other indirect costs increased $3.6 million primarily due to higher salaries and related expenses and higher
mai ntenance costs.

»  Thecurrency trandation effect on sales and cost of sales reflects an increase in the value of the euro relative to the U.S. dollar.

»  Partsgross margins in the second quarter of 2018 increased to 27.5% from 26.5% in the second quarter of 2017 due to the factors
noted above.
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The major factors for the changes in net sales and revenues, cost of sales and revenues and gross margin between the six months ended

June 30, 2018 and 2017 for the Parts segment are as follows:

NET CosT GROSS
($in millions) SALES  OF SALES MARGIN
Six Months Ended June 30, 2017 $16098 $11757 $ 4341
I ncrease (decrease)
Aftermarket partsvolume 201.2 124.6 76.6
Average aftermarket parts salesprices 45.4 45.4
Aver age aftermarket partsdirect costs 36.7 (36.7)
Warehouse and other indirect costs 8.6 (8.6)
Currency trandation 51.5 333 18.2
Total increase 298.1 203.2 94.9
Six Months Ended June 30, 2018 $19079 $13789 $ 529.0

+ Aftermarket parts sales volume increased by $201.2 million and related cost of sales increased by $124.6 million due to higher

demand in all markets.

»  Average aftermarket parts sales prices increased sales by $45.4 million primarily due to higher price realization in the U.S. and

Canada and Europe.

*  Average aftermarket parts direct costs increased $36.7 million due to higher material costs.

»  Warehouse and other indirect costs increased $8.6 million primarily due to higher salaries and related expenses and higher

mai ntenance costs.

* Thecurrency trandation effect on sales and cost of sales reflects an increase in the value of the euro relative to the U.S. dollar.
*  Partsgross marginsin the first half of 2018 increased to 27.7% from 27.0% in the first half of 2017 due to the factors noted

above.

Parts SG& A expense increased in the second quarter to $52.0 million in 2018 from $49.0 million in 2017, primarily due to the effects
of currency tranglation ($2.1 million). For thefirst six months, Parts SG& A increased to $103.5 million in 2018 compared to $96.8

million in 2017 primarily due to the effects of currency trandation ($5.5 million).

As a percentage of sales, Parts SG& A decreased to 5.4% in the second quarter and first half of 2018 from 6.0% in the second quarter

and first half of 2017. The decrease for both periods was primarily due to higher net sales.
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The Company’s Financial Services segment accounted for 6% of revenues in the second quarter and first six months of 2018
compared to 7% in the second quarter and first six months of 2017.

($in millions)

New loan and lease volume:
U.S. and Canada
Europe
Mexico, Australia and other

New loan and lease volume by product:

L oans and finance |eases
Equipment on operating lease

New loan and lease unit volume:
L oans and finance | eases
Equipment on operating lease

Average earning assets.
U.S. and Canada
Europe
Mexico, Australia and other

Average earning assets by product:

Loans and finance |eases
Dealer wholesale financing
Equipment on lease and other

Revenues:
U.S. and Canada
Europe
Mexico, Australia and other

Revenue by product:
L oans and finance leases
Dealer wholesale financing
Equipment on lease and other

Income before income taxes

Three Months Ended Six Months Ended
June 30 June 30

2018 2017 % CHANGE 2018 2017 % CHANGE
$ 8419 $ 6171 36 $ 14616 $ 1,0208 43
343.0 263.7 30 646.4 504.1 28
220.8 2194 1 3984 3765 6
$ 14057 $ 1,100.2 28 $ 25064 $ 19014 32
$ 11324 $ 8342 36 $20338 $ 14338 42
273.3 266.0 3 472.6 467.6 1
$ 14057 $ 1,100.2 28 $ 25064 $ 19014 32
12,760 8,190 56 21,090 14,880 42
2,580 2,590 4,430 4,730 (6)
15,340 10,780 42 25,520 19,610 30
$ 7,7005 $ 7,210.8 7 $ 76190 $ 7,2336 5
3,331.7 2,805.6 19 3,363.9 2,755.1 22
1,722.5 1,591.4 8 1,730.0 1,533.9 13
$12,754.7 $11,607.8 10 $12,7129 $11,522.6 10
$ 795.1 $ 7,303.9 9 $ 79198 $ 7,2828 9
1,800.5 1,463.1 23 1,767.6 1,442.3 23
2,995.1 2,840.8 5 3,025.5 2,797.5 8
$12,754.7 $11,607.8 10 $12,7129 $11,522.6 10
$ 1905 $ 1759 8 $ 3766 $ 3568 6
875 73.4 19 174.6 1435 22
60.0 57.0 5 119.0 108.2 10
$ 3380 $ 3063 10 $ 6702 $ 6085 10
$ 1046 $ 91.4 14 $ 2045 $ 1815 13
17.0 12.8 33 32.8 24.9 32
216.4 202.1 7 432.9 402.1 8
$ 330 $ 3063 10 $ 6702 $ 6085 10
$ 724 3 62.4 16 $ 1399 $ 1192 17

For the second quarter, new loan and lease volume was $1,405.7 million in 2018 compared to $1,100.2 million in 2017 and for the
first half was $2,506.4 million in 2018 compared to $1,901.4 million in 2017 reflecting higher truck deliveriesin all markets.

In the second quarter of 2018, PFS finance market share on new PACCAR truck sales was 24.6% compared to 24.7% in the second
guarter of 2017. In the first six months of 2018, PFS finance market share on new PACCAR truck sales was 23.6% compared to

24.2% in the first six months of 2017.

In the second quarter of 2018, PFS revenues increased to arecord $338.0 million from $306.3 millionin 2017, and in the first six
months of 2018, PFS revenues increased to $670.2 million from $608.5 million in 2017. The increase for both periods was primarily
due to revenue on higher average earning assets and higher portfolio yields reflecting higher market interest rates in North America.
The effects of currency translation increased PFS revenues by $6.1 million and $21.6 million in the second quarter and first half of

2018, respectively.
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PFS income before income taxes increased to $72.4 million in the second quarter of 2018 from $62.4 million in the second quarter of
2017. In thefirst six months of 2018, PFS income before income taxes increased to $139.9 million from $119.2 million in 2017. The
increase for both periods was primarily due to higher average earning asset balances and the effects of trandlating stronger foreign
currencies to the U.S. dollar, partially offset by higher borrowing rates. The impact of currency translation increased PFS income
before income taxes by $.9 million and $3.9 million for the second quarter and first half of 2018, respectively.

Included in Financia Services " Other Assets’ on the Company’ s Consolidated Balance Sheets are used trucks held for sale, net of
impairments, of $231.4 million at June 30, 2018 and $221.7 million at December 31, 2017. These trucks are primarily units returned
from matured operating leases in the ordinary course of business, and also include trucks acquired from repossessions or through
acquisitions of used trucks in trades related to new truck sales.

The Company recognized losses on used trucks, excluding repossessions, of $10.5 million in the second quarter of 2018 compared to
$10.0 million in the second quarter 2017 including losses on multiple unit transactions of $6.0 million in 2018 compared to $7.1
million in the second quarter of 2017. Used truck losses related to repossessions, which are recognized as credit losses, were nil and
$1.4 million for the second quarter of 2018 and 2017, respectively.

The Company recognized losses on used trucks, excluding repossessions, of $20.0 million in the first half of 2018 compared to $22.9
million in thefirst half of 2017 including losses on multiple unit transactions of $12.7 million in the first half of 2018 compared to
$15.6 million in the first half of 2017. Used truck losses related to repossessions, which are recognized as credit losses, were $.3
million and $3.1 million in the first half of 2018 and 2017, respectively.

The major factors for the changes in interest and fees, interest and other borrowing expenses and finance margin between the three
months ended June 30, 2018 and 2017 are outlined below:

INTEREST
AND OTHER
INTEREST BORROWING FINANCE
($in millions) AND FEES EXPENSES MARGIN
Three Months Ended June 30, 2017 $ 1042  $ 374 % 66.8
I ncrease (decr ease)
Aver age finance receivables 9.9 9.9
Average debt balances 25 (2.5)
Yields 7.3 7.3
Borrowing rates 6.1 (6.1)
Currency translation 2 (:3) 5
Total increase 174 8.3 9.1
Three Months Ended June 30, 2018 $ 1216 $ 457 3 75.9

«  Averagefinance receivablesincreased $775.8 million (excluding foreign exchange effects) in the second quarter of 2018 as aresult of
retail portfolio new business volume exceeding collections and higher dealer wholesd e balances.

»  Average debt balances increased $487.6 million (excluding foreign exchange effects) in the second quarter of 2018. The higher
average debt balances reflect funding for a higher average earnings asset portfolio, which includes |oans, finance leases,
wholesale and equipment on operating lease.

» Higher portfolio yields (5.1% in 2018 compared to 4.8% in 2017) increased interest and fees by $7.3 million. The higher portfolio
yields were primarily due to higher market ratesin North America.

e Higher borrowing rates (2.0% in 2018 compared to 1.8% in 2017) were primarily due to higher debt market ratesin North
America

e The currency trandation effects reflect an increase in the value of foreign currencies relative to the U.S. dollar, primarily the euro.
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The mgjor factors for the changes in interest and fees, interest and other borrowing expenses and finance margin between the six
months ended June 30, 2018 and 2017 are outlined below:

INTEREST
AND OTHER
INTEREST BORROWING FINANCE
($in millions) AND FEES EXPENSES MARGIN
Six Months Ended June 30, 2017 $ 2064 $ 715 $ 134.9
I ncrease (decrease)
Aver age finance receivables 16.5 16.5
Average debt balances 43 (4.3)
Yields 9.6 9.6
Borrowing rates 10.2 (10.2)
Currency trandation 4.8 1.0 3.8
Total increase 30.9 155 154
Six Months Ended June 30, 2018 $ 2373  $ 870 $ 150.3

»  Average finance receivables increased $664.4 million (excluding foreign exchange effects) in the first six months of 2018 as aresult of
retail portfolio new business volume exceeding collections and higher dealer wholesale balances.

»  Average debt balances increased $446.8 million (excluding foreign exchange effects) in the first six months of 2018. The higher
average debt balances reflect funding for a higher average earnings asset portfolio, which includes |oans, finance leases,
wholesale and equipment on operating lease.

» Higher portfolio yields (5.0% in 2018 compared to 4.8% in 2017) increased interest and fees by $9.6 million. The higher portfolio
yields primarily due to higher market ratesin North America

»  Higher borrowing rates (2.0% in 2018 compared to 1.7% in 2017) were primarily due to higher debt market ratesin North
America

»  The currency trandation effects reflect an increase in the value of foreign currencies relative to the U.S. dollar, primarily the euro.

The following table summarizes operating lease, rental and other revenues and depreciation and other expenses:

Three Months Ended Six Months Ended
June 30 June 30
($inmillions) 2018 2017 2018 2017
Operating lease and rental revenues $ 206.7 % 1937 % 4133  $ 376.4
Used truck sales and other 9.7 8.4 19.6 25.7
Operating lease, rental and other revenues $ 2164  $ 2021 % 4329 % 402.1
Depreciation of operating lease equipment $ 1490 $ 1445 % 3003 % 285.1
V ehicle operating expenses 29.7 22.7 57.9 46.7
Cost of used truck sales and other 6.8 5.6 13.7 20.7
Depreciation and other expenses $ 1855 $ 1728 % 3719 % 352.5
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The mgjor factors for the changes in operating lease, rental and other revenues, depreciation and other expenses and lease margin

between the three months ended June 30, 2018 and 2017 are outlined bel ow:

OPERATING
LEASE,RENTAL  DEPRECIATION
AND OTHER AND OTHER LEASE
($in millions) REVENUES EXPENSES MARGIN
Three Months Ended June 30, 2017 $ 2021 $ 1728  $ 29.3
I ncrease (decrease)
Used truck sales 1.0 12 (.2)
Resultson returned lease assets 16 (1.6)
Aver age oper ating lease assets 45 45
Revenue and cost per asset 34 .9 25
Currency trandation and other 54 45 9
Total increase 14.3 12.7 16
Three Months Ended June 30, 2018 $ 2164 3 1855 $ 30.9

A higher sales volume of used trucks received on trade increased operating lease, rental and other revenues by $1.0 million and
increased depreciation and other expenses by $1.2 million.

Results on returned lease assets increased depreciation and other expenses by $1.6 million primarily due to higher losses on sales
of returned lease units.

Average operating |lease assets increased $71.2 million (excluding foreign exchange effects), which increased revenues and
related depreciation and other expenses by $4.5 million.

Revenue per asset increased $3.4 million primarily due to higher rental income and higher fee income. Cost per asset increased
$.9 million due to higher depreciation expense and vehicle operating expenses, partially offset by lower impairments.

The currency trandlation effects reflect an increase in the value of foreign currencies relative to the U.S. dollar, primarily the euro.

The mgjor factors for the changes in operating lease, rental and other revenues, depreciation and other expenses and lease margin
between the six months ended June 30, 2018 and 2017 are outlined below:

OPERATING
LEASE,RENTAL  DEPRECIATION
AND OTHER AND OTHER LEASE
($in millions) REVENUES EXPENSES MARGIN
Six Months Ended June 30, 2017 $ 4021  $ 3525 $ 49.6
(Decrease) increase
Used truck sales (7.4) (6.7) (.7)
Results on returned lease assets (3.5) 35
Aver age oper ating lease assets 14.3 13.2 11
Revenue and cost per asset 6.6 29 37
Currency transation and other 17.3 135 3.8
Total increase 30.8 194 114
Six Months Ended June 30, 2018 $ 4329 $ 3719 % 61.0

A lower sales volume of used trucks received on trade decreased operating lease, rental and other revenues by $7.4 million and
decreased depreciation and other expenses by $6.7 million.

Results on returned | ease assets decreased depreciation and other expenses by $3.5 million primarily due to lower losses on sales
of returned lease units.

Average operating |ease assets increased $116.1 million (excluding foreign exchange effects), which increased revenues by $14.3
million and related depreciation and other expenses by $13.2 million.

Revenue per asset increased $6.6 million primarily due to higher rental income and higher fee income. Cost per asset increased
$2.9 million due to higher depreciation expense and vehicle operating expenses.

The currency translation effects reflect an increase in the value of foreign currencies relative to the U.S. dollar, primarily the euro.
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The following table summarizes the provision for losses on receivables and net charge-offs:

Three Months Ended Six Months Ended
June 30, 2018 June 30, 2018
PROVISION FOR PROVISION FOR
LOSSESON NET LOSSESON NET
($in millions) RECEIVABLES CHARGE-OFFS RECEIVABLES CHARGE-OFFS
U.S. and Canada $ 33 % 31 $ 51 $ 4.8
Europe (.6) 6.9 19 7.1
M exico, Australia and other 1.9 .6 35 14
$ 46 $ 106 $ 105 $ 13.3
Three Months Ended Six Months Ended
June 30, 2017 June 30, 2017
PROVISION FOR PROVISION FOR
LOSSES ON NET LOSSES ON NET
($in millions) RECEIVABLES CHARGE-OFFS RECEIVABLES CHARGE-OFFS
U.S. and Canada $ 46 $ 35 % 83 $ 8.1
Europe .8 5 14 4
Mexico, Australia and other 14 .3 3.0 .9
$ 68 $ 43  $ 127 $ 9.7

The provision for losses on receivables was $4.6 million for the second quarter of 2018 compared to $6.8 million in 2017. For the first
half of 2018, the provision for losses on receivables was $10.5 million compared to $12.7 million in 2017 reflecting continued good
portfolio performance.

The Company modifies loans and finance leases as a normal part of its Financial Services operations. The Company may modify loans
and finance leases for commercial reasons or for credit reasons. Modifications for commercial reasons are changes to contract terms
for customers that are not considered to be in financial difficulty. Insignificant delays are modifications extending terms up to three
months for customers experiencing some short-term financial stress, but not considered to be in financia difficulty. Modifications for
credit reasons are changes to contract terms for customers considered to be in financia difficulty. The Company’s modifications
typically result in granting more time to pay the contractual amounts owed and charging a fee and interest for the term of the
modification. When considering whether to modify customer accounts for credit reasons, the Company evaluates the creditworthiness
of the customers and modifies those accounts that the Company considers likely to perform under the modified terms. When the
Company modifies loans and finance leases for credit reasons and grants a concession, the modifications are classified as troubled

debt restructurings (TDR).

The post-modification balance of accounts modified during the six months ended June 30, 2018 and 2017 are summarized below:

($in millions)
Six Months Ended June 30, 2018 2017
RECORDED % OF TOTAL RECORDED % OF TOTAL
INVESTMENT PORTFOLI0O* INVESTMENT PORTFOLIO*
Commercial $ 97.1 24% $ 105.4 2.8%
Insignificant delay 27.8 7% 46.0 1.2%
Credit — no concession 419 1.0% 37.4 1.0%
Credit—TDR 8.3 2% 17.0 .5%
$ 175.1 43% $ 205.8 5.5%

*  Recorded investment immediately after modification as a percentage of ending retail portfolio, on an annualized basis.

During the first six months of 2018, total modification activity decreased compared to the first six months of 2017, due to lower
modifications for commercial reasons, insignificant delays and credit — TDRs, partialy offset by higher credit —no concession
modifications. The decrease in modifications for commercial reasons primarily reflects lower volumes of refinancing. The decreasein
modifications for insignificant delay reflects fewer fleet customers requesting payment relief for up to three months. Credit — TDR
modifications decreased to $8.3 in 2018 from $17.0 in 2017 mainly due to contract modifications for two fleet customersin 2017. The
increase in modifications for credit — no concession is primarily due to the contract modification of one fleet customer in Europe.
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The following table summarizes the Company’ s 30+ days past due accounts:

June 30 December 31 June 30
2018 2017 2017
Percentage of retail loan and |ease accounts 30+ days past due:
U.S. and Canada 2% A% 2%
Europe 4% 3% 9%
Mexico, Australia and other 1.8% 1.5% 2.3%
Worldwide 5% .5% .6%

Accounts 30+ days past due were .5% at June 30, 2018 compared to .5% at December 31, 2017, as lower past due accountsin the U.S.
and Canada were offset by higher past dues in Europe and Mexico. The Company continues to focus on maintaining low past due
balances.

When the Company modifies a 30+ days past due account, the customer is then generally considered current under the revised
contractual terms. The Company modified $7.5 million of accounts worldwide during the second quarter of 2018, $.6 million during
the fourth quarter of 2017 and $10.5 million during the second quarter of 2017 that were 30+ days past due and became current at the
time of modification. Had these accounts not been modified and continued to not make payments, the pro forma percentage of retail
loan and lease accounts 30+ days past due would have been as follows:

June 30 December 31 June 30
2018 2017 2017
Pro forma percentage of retail loan and |ease accounts 30+ days past due:
U.S. and Canada 2% A% 2%
Europe A% 3% .9%
Mexico, Australia and other 2.2% 1.5% 3.1%
Worldwide .6% .5% .8%

Modifications of accountsin prior quarters that were more than 30 days past due at the time of modification are included in past dues
if they were not performing under the modified terms at June 30, 2018, December 31, 2017 and June 30, 2017. The effect on the
allowance for credit losses from such modifications was not significant at June 30, 2018, December 31, 2017 and June 30, 2017.

The Company’ s annualized pre-tax return on average assets for Financial Services was 2.1% for both the second quarter and the first
half of 2018, compared to 2.0% for the same periodsin 2017.

Other

Other includes the winch business as well as sales, income and expenses not attributable to a reportable segment, and a portion of
corporate expense. Other sales represent less than 1% of consolidated net sales and revenues for both the second quarter and first half
of 2018 and 2017. Other SG& A increased to $14.3 million for the second quarter of 2018 from $12.2 million for the second quarter of
2017 primarily due to higher compensation costs. Other SG& A increased to $36.7 million for the first half of 2018 from $25.7 million
in 2017 primarily due to higher compensation costs and higher professional fees.

For the second quarter, other income before tax was $4.1 million in 2018 compared to $4.0 million in 2017. For the first six months,
other income before tax was $9.0 million in 2018 compared to $5.3 million in 2017 primarily due to improved results in the winch
business.

Investment income for the second quarter increased to $14.6 million in 2018 from $8.7 million in 2017. For the first six months,
investment income increased to $24.6 million in 2018 from $16.8 million in 2017. The higher investment income in the second quarter
and first six months of 2018 was primarily due to higher average portfolio balances and higher yields on U.S. investments due to
higher market interest rates.
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Income Taxes

The effective tax rate for the second quarter of 2018 was 22.2% compared to 30.8% for the second quarter of 2017. The effective tax
rate for the first half of 2018 was 22.8% compared to 30.8% in the same period of 2017. The differencein 2018 tax rates compared to
2017 was primarily due to the U.S. federal income tax legislation enacted on December 22, 2017 which lowered the U.S. statutory
income tax rate from 35.0% to 21.0%.

Three Months Ended Six Months Ended
June 30 June 30
($in millions) 2018 2017 2018 2017
Domestic income before taxes $ 4516 $ 3518 $ 8725 $ 610.9
Foreign income before taxes 268.0 187.2 516.5 376.3
Total income before taxes $ 7196 $ 539.0 $ 13890 $ 987.2
Domestic pre-tax return on revenues 13.9% 13.2% 13.8% 12.4%
Foreign pre-tax return on revenues 10.5% 9.2% 10.0% 9.4%
Total pre-tax return on revenues 12.4% 11.5% 12.1% 11.0%

For the second quarter and first half of 2018, both domestic and foreign income before income taxes improved primarily due to higher
revenues from truck, parts and finance operations. Domestic and foreign pre-tax return on revenues for the second quarter and first
half of 2018 increased primarily due to improved truck and parts results.

LIQUIDITY AND CAPITAL RESOURCES:

June 30 December 31
($in millions) 2018 2017
Cash and cash equivalents $ 2,506.8 $ 2,364.7
Marketable debt securities 1,033.3 1,367.1

$ 3,540.1 $ 3,731.8

The Company’ s total cash and marketable debt securities at June 30, 2018 decreased $191.7 million from the balances at
December 31, 2017, primarily due to a decrease in marketable debt securities, partially offset by an increase in cash and cash
equivalents.

The change in cash and cash equivalentsis summarized below:

($in millions)
Six Months Ended June 30, 2018 2017
Operating activities:
Net income $ 1,071.7 $ 683.3
Net income items not affecting cash 549.6 532.1
Changes in operating assets and liabilities, net (422.8) (30.2)
Net cash provided by operating activities 1,198.5 1,185.2
Net cash used in investing activities (745.2) (770.3)
Net cash used in financing activities (278.6) (507.8)
Effect of exchange rate changes on cash (32.6) 57.0
Net increase (decrease) in cash and cash equivalents 142.1 (35.9)
Cash and cash equivalents at beginning of period 2,364.7 1,915.7
Cash and cash equivalents at end of period $ 2,506.8 $ 1,879.8

Operating activities: Cash provided by operations increased by $13.3 million to $1,198.5 million in the first half of 2018 from
$1,185.2 million in 2017. Higher operating cash flows reflect higher net income of $388.4 million and higher cash inflows of $239.2
million from accounts payable and accrued expenses as purchases of goods and services exceeded payments. These inflows were
offset by $261.7 million in net purchases of inventories, decreased cash inflows of $93.5 million from accounts receivables as cash
receipts were lower than salesin 2018 and a decrease of $80.5 million in other ligbilities, mainly related to settlement of matured
interest rate contracts and income tax payments. Additionally, there was a higher cash usage for pension contributions of $70.3
million, a higher volume of new business exceeding collection for dealer direct loans of $47.1 million and a higher increase in
wholesale receivables on new trucks of $58.5 million.
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Investing activities: Cash used in investing activities decreased by $25.1 million to $745.2 million in the first half of 2018 from
$770.3 million in 2017. Lower net cash used in investing activities reflects $393.2 million from marketable debt securities as there
was $316.9 million in net proceeds from sales of marketable securitiesin thefirst half of 2018 versus $76.3 million in net purchases of
marketable debt securitiesin 2017. In addition, there were higher proceeds from asset disposals of $64.1 million. These inflows were
offset by higher net originations from retail loans and direct financing leases of $441.7 million.

Financing activities: Cash used in financing activities decreased by $229.2 million to $278.6 million for the first half of 2018 from
$507.8 million in 2017. The Company paid $608.5 million in dividendsin thefirst half of 2018 compared to $382.5 million in 2017 due
to ahigher special dividend paid in January 2018. In the first half of 2018, the Company repurchased 1.5 million shares of common stock
for $94.2 million. There were no stock repurchases in 2017. In the first half of 2018, the Company issued $1.33 hillion of term debt,
repaid term debt of $1.14 billion and increased its outstanding commercial paper and short-term bank loans by $230.1 million. In the first
half of 2017, the Company issued $959.8 million of term debt, repaid term debt of $1.44 billion and increased its outstanding commercial
paper and short-term bank loans by $336.9 million. This resulted in cash provided by borrowing activities of $413.2 millionin thefirst
half of 2018, $557.3 million higher than the cash used in borrowing activities of $144.1 million in 2017.

Credit Lines and Other

The Company has line of credit arrangements of $3.50 hillion, of which $3.25 billion were unused at June 30, 2018. Included in these
arrangements are $3.0 billion of syndicated bank facilities, of which $1.0 billion expiresin June 2019, $1.0 billion expiresin

June 2022 and $1.0 billion expiresin June 2023. The Company intends to replace these credit facilities on or before expiration with
facilities of similar amounts and duration. These credit facilities are maintained primarily to provide backup liquidity for commercial
paper borrowings and maturing medium-term notes. There were no borrowings under the syndicated bank facilities for the six months
ended June 30, 2018.

As of June 30, 2018, the Company has completed the repurchase of $300.0 million of the Company’s common stock under the
authorization approved in September 2015. On July 9, 2018, the Company’s Board of Directors approved another plan to repurchase
up to $300.0 million of PACCAR'’s outstanding common stock.

Truck, Parts and Other

The Company provides funding for working capital, capital expenditures, R& D, dividends, stock repurchases and other business
initiatives and commitments primarily from cash provided by operations. Management expects this method of funding to continuein
the future.

Investments for property, plant and equipment in the first half of 2018 were $159.6 million compared to $157.4 million for the same
period of 2017. Over the past decade, the Company’s combined investments in worldwide capital projects and R&D totaled $6.04
billion, and have significantly increased the operating capacity and efficiency of its facilities and enhanced the quality and operating
efficiency of the Company’s premium products.

In 2018, capital investments are expected to be $425 to $475 million and R& D is expected to be $300 to $320 million. The Company
isinvesting in PACCAR’s enhanced aerodynamic truck designs, integrated powertrains including electric, hybrid, hydrogen fuel cell
technologies, advanced driver assistance and truck connectivity, and expanded manufacturing and parts distribution facilities.

The Company conducts business in certain countries which have been experiencing or may experience significant financial stress,
fiscal or political strain and are subject to the corresponding potential for default. The Company routinely monitorsits financial
exposure to global financia conditions, global counterparties and operating environments. As of June 30, 2018, the Company’s
exposures in such countries were insignificant.

Financial Services

The Company funds its financial services activities primarily from collections on existing finance receivables and borrowings in the
capital markets. The primary sources of borrowings in the capital markets are commercial paper and medium-term notes issued in the
public markets and, to alesser extent, bank loans. An additional source of fundsis loans from other PACCAR companies.

The Company issues commercial paper for aportion of itsfunding inits Financial Services segment. Some of this commercial paper is
converted to fixed interest rate debt through the use of interest-rate swaps, which are used to manage interest-rate risk.

In November 2015, the Company’s U.S. finance subsidiary, PACCAR Financia Corp. (PFC), filed a shelf registration under the
Securities Act of 1933. The total amount of medium-term notes outstanding for PFC as of June 30, 2018 was $4.60 billion. The
registration expiresin November 2018 and does not limit the principal amount of debt securities that may be issued during that period.
PFC intends to renew the registration prior to its expiration.

-45-



PACCAR Inc—Form 10-Q

As of June 30, 2018, the Company’ s European finance subsidiary, PACCAR Financial Europe, had €1.33 billion available for
issuance under a€2.50 billion medium-term note program listed on the Professional Securities Market of the London Stock Exchange.
This program replaced an expiring program in the second quarter of 2018 and is renewable annually through the filing of new listing
particulars.

In April 2016, PACCAR Financial Mexico registered a 10.00 billion peso medium-term note and commercial paper program with the
Comision Nacional Bancariay de Valores. The registration expiresin April 2021 and limits the amount of commercial paper (up to
one year) to 5.00 billion pesos. At June 30, 2018, 6.80 billion pesos were available for issuance.

In the event of afuture significant disruption in the financial markets, the Company may not be able to issue replacement commercial
paper. As aresult, the Company is exposed to liquidity risk from the shorter maturity of short-term borrowings paid to lenders
compared to the longer timing of receivable collections from customers. The Company believes its cash balances and investments,
collections on existing finance receivables, syndicated bank lines and current investment-grade credit ratings of A+/A1 will continue
to provide it with sufficient resources and access to capital markets at competitive interest rates and therefore contribute to the
Company maintaining its liquidity and financial stability. A decrease in these credit ratings could negatively impact the Company’s
ability to access capital markets at competitive interest rates and the Company’ s ability to maintain liquidity and financial stability.
PACCAR believesits Financial Services companies will be able to continue funding receivables, servicing debt and paying dividends
through internally generated funds, access to public and private debt markets and lines of credit.

FORWARD-LOOKING STATEMENTS:

This report contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements include statements relating to future results of operations or financial position and any other statement
that does not relate to any historical or current fact. Such statements are based on currently available operating, financial and other
information and are subject to risks and uncertainties that may affect actual results. Risks and uncertainties include, but are not limited
to: asignificant declinein industry sales; competitive pressures; reduced market share; reduced availability of or higher prices for fuel;
increased safety, emissions or other regulations or tariffs resulting in higher costs and/or sales restrictions; currency or commaodity
price fluctuations; lower used truck prices; insufficient or under-utilization of manufacturing capacity; supplier interruptions;
insufficient liquidity in the capital markets; fluctuationsin interest rates; changesin the levels of the Financial Services segment new
business volume due to unit fluctuationsin new PACCAR truck sales or reduced market shares; changes affecting the profitability of
truck owners and operators; price changes impacting truck sales prices and residual values; insufficient supplier capacity or accessto
raw materials; labor disruptions; shortages of commercial truck drivers; increased warranty costs; litigation, including EC-related
claims; or legislative and governmental regulations. A more detailed description of these and other risksisincluded under the heading
Part 1, Item 1A, “Risk Factors’ in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

There were no material changes in the Company’s market risk during the six months ended June 30, 2018. For additional information,
refer to Item 7A as presented in the 2017 Annual Report on Form 10-K.

ITEM 4. CONTROLSAND PROCEDURES

The Company’ s management, with the participation of the Principal Executive Officer and Principal Financial Officer, conducted an
evaluation of the effectiveness of the Company’ s disclosure controls and procedures (as defined in Exchange Act Rule 13a-15(e)) as
of the period covered by this report. Based on that evaluation, the Principal Executive Officer and Principal Financia Officer
concluded that the Company’ s disclosure controls and procedures were effective as of the end of the period covered by this report.

There have been no changesin the Company’sinternal controls over financial reporting that occurred during the fiscal quarter covered
by this quarterly report that have materially affected, or are reasonably likely to materially affect, the Company’sinternal control over
financial reporting.

PART Il —-OTHER INFORMATION

For Items 3, 4 and 5, there was no reportable information for the six months ended June 30, 2018.

ITEM 1. LEGAL PROCEEDINGS

On July 19, 2016, the European Commission (EC) concluded its investigation of all major European truck manufacturers and reached
a settlement with DAF. Following the settlement, claims and lawsuits have been filed against the Company, DAF and certain DAF
subsidiaries and other truck manufacturers. Others may bring EC related claims and lawsuits against the Company or its subsidiaries.
While the Company believes it has meritorious defenses, such claims and lawsuits will likely take a significant period of time to
resolve. An adverse outcome of such proceedings could have a material impact on the Company’ s results of operations.

The Company and its subsidiaries are parties to various other lawsuits incidental to the ordinary course of business. Management
believes that the disposition of such lawsuits will not materially affect the Company's business or financial condition.

ITEM 1A. RISK FACTORS

For information regarding risk factors, refer to Part |, Item 1A as presented in the 2017 Annual Report on Form 10-K. There have been
no material changesin the Company’s risk factors during the six months ended June 30, 2018.

ITEM 2. UNREGISTERED SALESOF EQUITY SECURITIES AND USE OF PROCEEDS

For Items 2(a) and (b), there was no reportable information for the six months ended June 30, 2018.

(c) Issuer purchases of equity securities.

As of June 30, 2018, the Company completed the repurchase of $300.0 million of the Company’s common stock under the

authorization approved on September 23, 2015. The following are details of repurchases made under the plan for the second quarter of
2018:

Maximum Dollar

Total Number of Average Valuethat May Yet

Shares Price Paid be Purchased

Period Pur chased per Share Under ThisPlan

April 1-30, 2018 50,000 $ 64.30 $ 73,995,787

May 1-31, 2018 1,100,000 64.07 3,519,722
June 1-30, 2018 55,812 63.04
Total 1,205,812 $ 64.03

On July 9, 2018, the Company’s Board of Directors approved another plan to repurchase up to $300.0 million of PACCAR's
outstanding common stock.
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EXHIBITS

Any exhibits filed herewith are listed in the accompanying index to exhibits.

INDEX TO EXHIBITS

Exhibit Exhibit

Number Exhibit Description Form Date of First Filing Number File Number

3 () Articles of Incorporation:
Amended and Restated Certificate of Incorporation of 8-K May 4, 2016 3(i) 001-14817
PACCAR Inc

(i) Bylaws:
Fifth Amended and Restated Bylaws of PACCAR Inc 10-K February 21, 3(ii) 001-14817
2018

4 Instruments defining the rights of security holders, including indentures**:

(@ Indenturefor Senior Debt Securities dated as of November 20, S-3 November 20, 4.1 333-163273
2009 between PACCAR Financial Corp. and The Bank of New 2009
Y ork Mellon Trust Company, N.A.

(b) Formsof Medium-Term Note, SeriesN (PACCAR Financial S-3 November 7, 42and4.3 333-184808
Corp.) 2012

(c) Formsof Medium-Term Note, Series O (PACCAR Financiad  S-3 November 5, 42and 4.3 333-207838
Corp.) 2015

(d) Form of InterNotes, Series C (PACCAR Financia Corp.) S3 November 5, 4.4 333-207838

2015

(e) Termsand Conditions of the Notes applicable to the 10-Q November 6, 4(h) 001-14817
€1,500,000,000 Medium Term Note Programme of PACCAR 2014
Financial Europe B.V. set forth in the Base Prospectus dated
May 9, 2014

(f) Termsand Conditions of the Notes applicable to the 10-K February 21, 4(i) 001-14817
€2,500,000,000 Medium Term Note Programme of PACCAR 2017
Financial Europe B.V. set forth in the Listing Particulars dated
May 9, 2016

(g9 Termsand Conditions of the Notes applicable to the 10-Q August 4, 2017  4(h) 001-14817
€2,500,000,000 Medium Term Note Programme of PACCAR
Financial Europe B.V. set forth in the Listing Particulars dated
May 10, 2017

(h)y Termsand Conditions of the Notes applicable to the
€2,500,000,000 Medium Term Note Programme of PACCAR
Financial Europe B.V. set forth in the Listing Particulars dated
May 9, 2018*

**  Pursuant to the Instructions to Exhibits, certain instruments defining the rights of holders of long-term debt securities of
the Company and its wholly owned subsidiaries are not filed because the total amount of securities authorized under any
such instrument does not exceed 10 percent of the Company’ s total assets. The Company will file copies of such
instruments upon request of the Commission.

(20 Material Contracts:

(8 PACCAR Inc Amended and Restated Supplemental Retirement 10-K February 27, 10(a) 001-14817
Plan 2009

(b) Amended and Restated Deferred Compensation Plan 10-Q May 5, 2012 10(b) 001-14817

(c) Deferred Incentive Compensation Plan (Amended and Restated 10-K February 27, 10(b) 001-14817
as of December 31, 2004) 2006
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Exhibit Exhibit
Number Exhibit Description Form Date of First Filing Number File Number
(d) Second Amended and Restated PACCAR Inc Restricted Stock DEF14A March 14, 2014 Appendix A 001-14817
and Deferred Compensation Plan for Non-Employee Directors
(6) PACCAR Inc Restricted Stock and Deferred Compensation 10-K February 27, 10(e) 001-14817
Plan for Non-Employee Directors, Form of Restricted Stock 2009
Agreement for Non-Employee Directors
(f) PACCAR Inc Restricted Stock and Deferred Compensation 8-K December 10, 99.3 001-14817
Plan for Non-Employee Directors, Form of Deferred Restricted 2007
Stock Unit Agreement for Non-Employee Directors
(9) Amendment to Compensatory Arrangement with Non- 10-K February 26, 10(g) 001-14817
Employee Directors 2015
(h) PACCAR Inc Senior Executive Y early Incentive Compensation 10-Q August 6, 2015  10(i) 001-14817
Plan (effective 01/01/16)
(i) PACCAR Inc Long Term Incentive Plan 8-K September 19,  10(j) 001-14817
2016
(i) PACCARInc Long Term Incentive Plan, Nonstatutory Stock  8-K January 25, 2005 99.1 001-14817
Option Agreement and Form of Option Grant Agreement
(k)  Amendment Oneto PACCAR Inc Long Term Incentive Plan,  10-Q August 7, 2013 10(k) 001-14817
Nonstatutory Stock Option Agreement and Form of Option
Grant Agreement
() PACCAR Inc Long Term Incentive Plan, 2014 Form of 10-Q August 7, 2013 10(1) 001-14817
Nonstatutory Stock Option Agreement
(m) PACCAR Inc Long Term Incentive Plan, 2016 Restricted Stock 10-Q August 6, 2015  10(q) 001-14817
Award Agreement
(n) PACCAR Inc Savings Investment Plan, Amendment and 10-Q November 10(q) 001-14817
Restatement effective September 1, 2016 4, 2016
(o) Memorandum of Understanding, dated as of May 11, 2007, by 8-K May 16,2007 10.1 001-14817
and among PACCAR Engine Company, the State of
Mississippi and certain state and local supporting governmental
entities
(p) Letter Waiver Dated as of July 22, 2008 amending the 10-Q October 27, 10(0) 001-14817
Memorandum of Understanding, dated as of May 11, 2007, by 2008
and among PACCAR Engine Company, the State of
Mississippi and certain state and local supporting governmental
entities
(@) Second Amendment to Memorandum of Understanding dated  10-Q November 7, 10(u) 001-14817
as of September 26, 2013, by and among PACCAR Engine 2013
Company, the Mississippi Development Authority and the
Mississippi Major Economic Impact Authority
(n  Second Amended and Restated PACCAR Inc Restricted Stock  10-K February 26, 10(t) 001-14817
and Deferred Compensation Plan for Non-Employee Directors, 2015
Form of Amended Deferred Restricted Stock Unit Grant
Agreement
(s) Second Amended and Restated PACCAR Inc Restricted Stock  10-K February 26, 10(u) 001-14817
and Deferred Compensation Plan for Non-Employee Directors, 2015

Form of Amended Restricted Stock Grant Agreement
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https://www.sec.gov/Archives/edgar/data/75362/000119312514099028/d650510ddef14a.htm#toc650510_35
https://www.sec.gov/Archives/edgar/data/75362/000119312514099028/d650510ddef14a.htm#toc650510_35
https://www.sec.gov/Archives/edgar/data/75362/000110465909012954/a09-1261_1ex10de.htm
https://www.sec.gov/Archives/edgar/data/75362/000110465909012954/a09-1261_1ex10de.htm
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https://www.sec.gov/Archives/edgar/data/0000075362/000095013407025148/v36361exv99w3.htm
https://www.sec.gov/Archives/edgar/data/0000075362/000095013407025148/v36361exv99w3.htm
https://www.sec.gov/Archives/edgar/data/0000075362/000095013407025148/v36361exv99w3.htm
https://www.sec.gov/Archives/edgar/data/0000075362/000119312515065702/d823556dex10g.htm
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Exhibit 4(h)

TERMSAND CONDITIONSOF THE NOTES

The following is the text of the terms and conditions which, as completed by the relevant Pricing Supplement, will be endorsed on each
Note in definitive form issued under the Programme. The terms and conditions applicable to any Note in global form will differ from
those terms and conditions which would apply to the Note were it in definitive form to the extent described under "Summary of
Provisions Relating to the Notes while in Global Form" below. All capitalized terms that are not defined in the terms and conditions
shall have the meanings given to themin the relevant Pricing Supplement. Referencesin the terms and conditions to "Notes" areto the
Notes of one Series only, not to all Notes that may be issued under the Programme.

1

@

(b)

(©

(d)

()

@

Introduction

Programme: PACCAR Financial Europe B.V., a private company with limited liability (besloten vennootschap met beperkte
aansprakelijkheid) incorporated under the laws of The Netherlands, having its corporate seat at Eindhoven (the "I'ssuer") has
established a Euro Medium Term Note Programme (the "Programme") for the issuance of up to €2,500,000,000 in aggregate
principal amount of notes (the "Notes").

Pricing Supplement: Notes issued under the Programme are issued in series (each a"Series') and each Series may comprise
one or more tranches (each a "Tranche") of Notes. Each Tranche is the subject of a Pricing Supplement (the "Pricing
Supplement") which completes these Conditions. The terms and conditions applicable to any particular Tranche of Notes are
these Conditions as completed by the relevant Pricing Supplement.

Agency Agreement. The Notes are the subject of and issued pursuant to an amended and restated agency agreement dated 11
May 2015 (the "Agency Agreement") between the Issuer and Citibank, N.A., London Branch as fiscal agent (the "Fiscal
Agent," which expression includes any successor fiscal agent appointed from time to time in connection with the Notes) and
the paying agents named therein (together with the Fiscal Agent, the "Paying Agents," which expression includes any
successor or additional paying agents appointed from time to time in connection with the Notes) and with the benefit of a
deed of covenant executed by the Issuer dated 11 May 2015 (the "Deed of Covenant”) in relation to the Notes.

The Notes: All subsequent references in these Conditions to "Notes" are to the Notes that are the subject of the relevant
Pricing Supplement. Copies of the relevant Pricing Supplement are available during normal business hours at the Specified
Office of the Fiscal Agent or at the office of the Paying Agent in London, the initial Specified Offices of which are set out
below.

Summaries: Certain provisions of these Conditions are summaries of the Agency Agreement and are subject to their detailed
provisions. The holders of the Notes (the "Noteholders') and the holders of the related interest coupons, if any, (the
"Couponholders' and the "Coupons," respectively) are bound by, and are deemed to have notice of, all the provisions of the
Agency Agreement applicable to them. Copies of the Agency Agreement and the Deed of Covenant are available for
inspection during normal business hours at the Specified Offices of each of the Paying Agents, the initial Specified Offices of
which are set out below.

Interpretation

Definitions: In these Conditions the following expressions have the following meanings:

"Accrual Yield" means the amount as specified in the relevant Pricing Supplement;

"Additional Business Centre(s)" means the city or cities specified as such in the relevant Pricing Supplement;
"Additional Financial Centre(s)" meansthe city or cities specified as such in the relevant Pricing Supplement;

"Adjustment Spread" means either a spread (which may be positive or negative), or the formula or methodology for
calculating a spread, in either case, which the Issuer, following consultation with the Independent Adviser and acting in good
faith, determines is required to be applied to the Successor Rate or the Alternative Rate (as the case may be) to reduce or
eliminate, to the extent reasonably practicable in the circumstances, any economic prejudice or benefit (as the case may be) to
Noteholders and Couponholders as a result of the replacement of the Original Reference Rate with the Successor Rate or the
Alternative Rate (as the case may be) and is the spread, formula or methodol ogy which:

(@) in the case of a Successor Rate, is formally recommended in relation to the replacement of the Original Reference
Rate with the Successor Rate by any Relevant Nominating Body; or

(i) (if no such recommendation has been made, or in the case of an Alternative Rate) the Issuer determines, following
consultation with the Independent Adviser and acting in good faith, is recognised or acknowledged as being in



customary usage in international debt capital markets transactions which reference the Original Reference Rate,
where such rate has been replaced by the Successor Rate or the Alternative Rate (as the case may be); or

(i) (if the Issuer determines that no such customary market usage is recognised or acknowledged) the Issuer, in its
discretion, following consultation with the Independent Adviser and acting in good faith, determines to be
appropriate;

"Alternative Rate" means an alternative to the Reference Rate which the Issuer determines in accordance with Condition
7(e)(ii) has replaced the Original Reference Rate in customary market usage in the international debt capital markets for the
purposes of determining rates of interest (or the relevant component part thereof) for the same interest period and in the same
Specified Currency as the Notes or, if the Independent Adviser determines there is no such rate, such other rate as the I ssuer
determines (following consultation with the Independent Adviser and acting in good faith) is most comparable to the relevant
Reference Rate;

"Benchmark Amendments" has the meaning given to it in Condition 7(e)(iv);
"Benchmark Event" means:
@) the Original Reference Rate ceasing to be published for aperiod of at least 5 Business Days or ceasing to exist; or

(i) a public statement by the administrator of the Original Reference Rate that it will, by a specified date within the
following six months, cease publishing the Original Reference Rate permanently or indefinitely (in circumstances
where no successor administrator has been appointed that will continue publication of the Original Reference Rate);
or

(iii) a public statement by the supervisor of the administrator of the Original Reference Rate that the Original Reference
Rate has been or will, by a specified date within the following six months, be permanently or indefinitely
discontinued; or

(iv) a public statement by the supervisor of the administrator of the Original Reference Rate that means the Original
Reference Rate will be prohibited from being used or that its use will be subject to restrictions or adverse
consequences, in each case within the following six months; or

(v) it has become unlawful for any Paying Agent, Calculation Agent, the Issuer or other party to calculate any payments
due to be made to any Noteholder using the Original Reference Rate;

"Business Day" means:

0] in relation to any sum payable in euro, a TARGET Settlement Day and a day on which commercial banks and foreign
exchange markets settle payments generally in each (if any) Additional Business Centre; and

(i) in relation to any sum payable in a currency other than euro, a day on which commercial banks and foreign exchange
markets settle payments generally in London, in the Principal Financial Centre of the relevant currency and in each
(if any) Additional Business Centre;

"Business Day Convention" means, in relation to any particular date, the business day convention specified in the relevant
Pricing Supplement and, if so specified in the relevant Pricing Supplement, may have different meanings in relation to
different dates and, in this context, the following expressions shall have the following meanings:

@) "Following Business Day Convention" means that the relevant date shall be postponed to the first following day that
isaBusiness Day;
(i) "Modified Following Business Day Convention" or "Maodified Business Day Convention" means that the relevant

date shall be postponed to the first following day that is a Business Day unless that day falls in the next calendar
month in which case that date will be the first preceding day that is a Business Day;

(iii) "Preceding Business Day Convention" means that the relevant date shall be brought forward to the first preceding
day that is a Business Day;

(iv) "FRN Convention," "Floating Rate Convention" or "Eurodollar Convention" means that each relevant date shall
be the date which numerically corresponds to the preceding such date in the calendar month which is the number of
months specified in the relevant Pricing Supplement as the Specified Period after the calendar month in which the
preceding such date occurred provided, however, that:



(A) if there is no such numerically corresponding day in the calendar month in which any such date should occur,
then such date will be the last day which is a Business Day in that calendar month;

(B) if any such date would otherwise fall on a day which is not a Business Day, then such date will be the first
following day which is a Business Day unless that day falls in the next calendar month, in which case it will
be the first preceding day which is a Business Day; and

© if the preceding such date occurred on the last day in a calendar month which was a Business Day, then all
subsequent such dates will be the last day which is a Business Day in the calendar month which is the
specified number of months after the calendar month in which the preceding such date occurred; and

v) "No Adjustment"” means that the relevant date shall not be adjusted in accordance with any Business Day
Convention;

"Calculation Agent" means the Fiscal Agent or such other Person specified in the relevant Pricing Supplement as the party
responsible for calculating the Rate(s) of Interest and Interest Amount(s) and/or such other amount(s) as may be specified in
the relevant Pricing Supplement;

"Calculation Amount" means the amount specified in the relevant Pricing Supplement;

"Consolidated Assets' means the aggregate amount of assets (less applicable reserves for depreciation, amortization,
unearned finance charges, alowance for credit losses and other properly deductible items) after deducting therefrom all
goodwill, trade names, trademarks, patents, organization expenses and other like intangibles, al as set forth on the most
recent balance sheet of the Issuer and its Subsidiaries and computed in accordance with generally accepted accounting
principles;

"Coupon Sheet" means, in respect of a Note, a coupon sheet relating to the Note;

"Day Count Fraction" means, in respect of the calculation of an amount for any period of time (the "Calculation Period"),
such day count fraction as may be specified in these Conditions or the relevant Pricing Supplement and:

@) if "Actual/Actual (ICMA)" is so specified, means:

@ where the Calculation Period is equal to or shorter than the Regular Period during which it fals, the actual
number of days in the Calculation Period divided by the product of (1) the actual number of days in such
Regular Period and (2) the number of Regular Periods in any year; and

(b) where the Calculation Period is longer than one Regular Period, the sum of :

(A) the actual number of days in such Calculation Period falling in the Regular Period in which it begins
divided by the product of (1) the actual number of days in such Regular Period and (2) the number
of Regular Periodsin any year; and

(B) the actual number of days in such Calculation Period falling in the next Regular Period divided by
the product of (&) the actual number of days in such Regular Period and (2) the number of Regular
Periodsin any year;

(i) if "Actual/365" or "Actual/Actual (ISDA)" is so specified, means the actual number of days in the Calculation
Period divided by 365 (or, if any portion of the Calculation Period falls in a leap year, the sum of (A) the actual
number of days in that portion of the Calculation Period falling in a leap year divided by 366 and (B) the actual
number of daysin that portion of the Calculation Period falling in a non-leap year divided by 365);

(i) if "Actual/365 (Fixed)" is so specified, means the actual number of daysin the Calculation Period divided by 365;

(iv) if "Sterling/FRN" is so specified, means the actual number of days in the Interest Period divided by 365 or, in the
case of an Interest Payment Date falling in aleap year, 366;

(v) if "Actual/360" is so specified, means the actual number of daysin the Calculation Period divided by 360;

(vi) if "30/360" is so specified, means the number of days in the Calculation Period divided by 360 (the number of daysto
be calculated on the basis of a year of 360 days with 12 30-day months (unless (i) the last day of the Calculation
Period is the 31st day of a month but the first day of the Calculation Period is a day other than the 30th or 31st day of
a month, in which case the month that includes that last day shall not be considered to be shortened to a 30-day



month, or (ii) the last day of the Calculation Period is the last day of the month of February, in which case the month
of February shall not be considered to be lengthened to a 30-day month)); and

(vii) if "30E/360" or "Eurobond Basis' is so specified means, the number of days in the Calculation Period divided by
360 (the number of daysto be calculated on the basis of ayear of 360 days with 12 30-day months, without regard to
the date of the first day or last day of the Calculation Period unless, in the case of the final Calculation Period, the
date of final maturity is the last day of the month of February, in which case the month of February shall not be
considered to be lengthened to a 30-day month);

"Early Redemption Amount (Tax)" means, in respect of any Note, its principal amount or such other amount as may be
specified in the relevant Pricing Supplement;

"Early Termination Amount" means, in respect of any Note, its principal amount or such other amount as may be specified
in the Pricing Supplement and/or determined in accordance with these Conditions;

"EURIBOR" means, in respect of any specified currency and any specified period, the interest rate benchmark known as the
Euro zone interbank offered rate which is calculated and published by a designated distributor (currently Thomson Reuters) in
accordance with the requirements from time to time of the European Banking Federation (or any other person which takes
over administration for that rate) based on estimated interbank borrowing rates for a number of designated currencies and
maturities which are provided, in respect of each such currency, by a panel of contributor banks (details of historic EURIBOR
rates can be obtained from the designated distributor);

"Extraordinary Resolution" has the meaning given in the Agency Agreement;

"Final Redemption Amount" means, in respect of any Note, its principal amount or such other amount as may be specified
in the relevant Pricing Supplement;

"First Interest Payment Date" means the date specified in the relevant Pricing Supplement;
"Fixed Coupon Amount" means the amount specified in the relevant Pricing Supplement;

"Indebtedness’ means any mortgage, indenture or instrument under which there may be issued or by which there may be
secured or evidenced any indebtedness for money borrowed by the I ssuer;

"Independent Adviser" means an independent financial institution of international repute or an independent financial adviser
with appropriate expertise appointed by the Issuer under Condition 7(€)(i);

"Interest Amount" means, in relation to a Note and an Interest Period, the amount of interest payable in respect of that Note
for that Interest Period;

"Interest Commencement Date" means the Issue Date of the Notes or such other date as may be specified as the Interest
Commencement Date in the relevant Pricing Supplement;

"Interest Deter mination Date" means the date specified in the relevant Pricing Supplement;

"Interest Payment Date" means the First Interest Payment Date and any other date or dates specified as such in the relevant
Pricing Supplement and, if a Business Day Convention is specified in the relevant Pricing Supplement:

@) as the same may be adjusted in accordance with the relevant Business Day Convention; or

(i) if the Business Day Convention is the FRN Convention, Floating Rate Convention or Eurodollar Convention and an
interval of anumber of calendar months is specified in the relevant Pricing Supplement as being the Specified Period,
each of such dates as may occur in accordance with the FRN Convention, Floating Rate Convention or Eurodollar
Convention at such Specified Period of calendar months following the Interest Commencement Date (in the case of
the First Interest Payment Date) or the previous Interest Payment Date (in any other case);

"Interest Period" means each period beginning on (and including) the Interest Commencement Date or any Interest Payment
Date and ending on (but excluding) the next Interest Payment Date;

"I SDA Definitions' means the 2006 1SDA Definitions (as amended and updated as at the date of issue of the first Tranche of
the Notes of the relevant Series (as specified in the relevant Pricing Supplement) as published by the International Swaps and
Derivatives Association, Inc.) or, if so specified in the relevant Pricing Supplement, the 2000 ISDA Definitions (as amended
and updated as at the date of issue of the first Tranche of the Notes of the relevant Series (as specified in the relevant Pricing
Supplement) as published by the International Swaps and Derivatives Association, Inc.);



"Issue Date" means the date specified in the relevant Pricing Supplement;

"LIBOR" means, in respect of any specified currency and any specified period, the interest rate benchmark known as the
London interbank offered rate which is calculated and published by a designated distributor (currently Thomson Reuters) in
accordance with the requirements from time to time of ICE Benchmark Administration Limited (or any other person which
takes over the administration of that rate) based on estimated interbank borrowing rates for a number of designated currencies
and maturities which are provided, in respect of each such currency, by a panel of contributor banks (details of historic
LIBOR rates can be obtained from the designated distributor);

"Liens' means any interest in Property securing an obligation owed to, or a claim by, a Person other than the owner of the
Property, including but not limited to a security interest arising from a mortgage, encumbrance, pledge, conditional sale or
trust receipt, or alease, consignment or bailment for security purposes. For the purposes of this definition, a Person shall be
deemed to be the owner of any Property which it has or holds subject to a conditiona sale arrangement, financing lease or
other arrangement pursuant to which title to the Property has been retained by or is vested in some other Person for security
puUrposes;

"Margin" means the margin specified in the relevant Pricing Supplement;

"Maturity Date" means the date specified in the relevant Pricing Supplement;

"Maximum Redemption Amount" means the amount specified in the relevant Pricing Supplement;
"Minimum Redemption Amount" means the amount specified in the relevant Pricing Supplement;

"Optional Redemption Amount (Call)" means, in respect of any Note, its principal amount or such other amount as may be
specified in the relevant Pricing Supplement;

"Optional Redemption Amount (Put)" means, in respect of any Note, its principal amount or such other amount as may be
specified in the relevant Pricing Supplement;

"Optional Redemption Date (Call)" means the date specified in the relevant Pricing Supplement;
"Optional Redemption Date (Put)" means the date specified in the relevant Pricing Supplement;

"Original Reference Rate' means the originally-specified Reference Rate used to determine the Rate of Interest (or any
component part thereof) on the Notes;

"Participating Member State" means a Member State of the European Union that adopts the euro as its lawful currency in
accordance with the Treaty;

"Payment Business Day" means:
0] if the currency of payment is euro, any day whichiis:

(A) a day on which banks in the relevant place of presentation are open for presentation and payment of bearer
debt securities and for dealings in foreign currencies; and

(B) in the case of payment by transfer to an account, a TARGET Settlement Day and a day on which dealingsin
foreign currencies may be carried on in each (if any) Additional Financial Centre; or

(i) if the currency of payment is not euro, any day whichis:

(A) a day on which banks in the relevant place of presentation are open for presentation and payment of bearer
debt securities and for dealings in foreign currencies; and

(B) in the case of payment by transfer to an account, a day on which dealings in foreign currencies may be
carried on in the Principal Financia Centre of the currency of payment and in each (if any) Additional
Financial Centre;

"Person” means any individual, company, corporation, firm, partnership, joint venture, association, organization, state or
agency of a state or other entity, whether or not having separate legal personality;

"Principal Financial Centre" means, in relation to any currency, the principa financia centre for that currency provided,
however, that in relation to euro, it means the principal financial centre of such Member State of the European Union as is
selected (in the case of a payment) by the payee or (in the case of a calculation) by the Calculation Agent;



"Property" means any kind of property or asset, whether real, personal or mixed, tangible or intangible;

"Put Option Notice" means a notice that must be delivered to a Paying Agent by any Noteholder wanting to exercise aright
to redeem a Note at the option of the Notehol der;

"Put Option Receipt" means a receipt issued by a Paying Agent to a depositing Noteholder upon deposit of a Note with such
Paying Agent by any Noteholder wanting to exercise aright to redeem a Note at the option of the Noteholder;

"Rate of Interest" means the rate or rates (expressed as a percentage per annum) of interest payable in respect of the Notes
specified in the relevant Pricing Supplement and/or calculated or determined in accordance with the provisions of these
Conditions;

"Redemption Amount” means, as appropriate, the Final Redemption Amount, the Early Redemption Amount (Tax), the
Optional Redemption Amount (Call), the Optional Redemption Amount (Put), the Early Termination Amount or such other
amount in the nature of a redemption amount as may be specified in the relevant Pricing Supplement;

"Reference Banks' means the reference banks specified in the relevant Pricing Supplement or, if none, four magjor banks
selected by the Calculation Agent in the market that is most closely connected with the Reference Rate;

"Reference Price" means the reference price specified in the relevant Pricing Supplement;

"Reference Rate" means EURIBOR or LIBOR as specified in the relevant Pricing Supplement in respect of the currency and
period specified in the relevant Pricing Supplement;

"Regular Period" means:

@) in the case of Notes where interest is scheduled to be paid only by means of regular payments, each period from and
including the Interest Commencement Date to but excluding the First Interest Payment Date and each successive
period from and including one Interest Payment Date to but excluding the next Interest Payment Date;

(i) in the case of Notes where, apart from the first Interest Period, interest is scheduled to be paid only by means of
regular payments, each period from and including a Regular Date falling in any year to but excluding the next
Regular Date, where "Regular Date" means the day and month (but not the year) on which any Interest Payment
Datefdls,; and

(iii) in the case of Notes where, apart from one Interest Period other than the first Interest Period, interest is scheduled to
be paid only by means of regular payments, each period from and including a Regular Date falling in any year to but
excluding the next Regular Date, where "Regular Date" means the day and month (but not the year) on which any
Interest Payment Date falls other than the Interest Payment Date falling at the end of the irregular Interest Period;

"Relevant Date" means, in relation to any payment, whichever is the later of (@) the date on which the payment in question
first becomes due and (b) if the full amount payable has not been received in the Principal Financial Centre of the currency of
payment by the Fiscal Agent on or prior to such due date, the date on which (the full amount having been so received) notice
to that effect has been given to the Notehol ders;

"Relevant Financial Centre" means the relevant financia centre specified in the relevant Pricing Supplement;
"Relevant Nominating Body" means, in respect of a Reference Rate:

@) the central bank for the currency to which the Reference Rate relates, or any central bank or other supervisory
authority which is responsible for supervising the administrator of the Reference Rate; or

(i) any working group or committee sponsored by, chaired or co-chaired by or constituted at the request of (a) the central
bank for the currency to which the Reference Rate relates, (b) any central bank or other supervisory authority which
is responsible for supervising the administrator of the Reference Rate, (c) a group of the aforementioned central
banks or other supervisory authorities or (d) the Financial Stability Board or any part thereof;

"Relevant Screen Page' means the page, section or other part of a particular information service (including, without
limitation, the Reuter Money 3000 Service) specified as the Relevant Screen Page in the relevant Pricing Supplement, or such
other page, section or other part as may replace it on that information service or such other information service, in each case,
as may be nominated by the Person providing or sponsoring the information appearing there for the purpose of displaying
rates or prices comparable to the Reference Rate;

"Relevant Time" means the time specified in the relevant Pricing Supplement;



(b)

"Reserved Matter" means any proposal

@) to change any date fixed for payment of principal or interest in respect of the Notes, to reduce the amount of principal
or interest payable on any date in respect of the Notes, to ater the method of calculating the amount of any payment
in respect of the Notes or the date for any such payment;

(i) to effect the exchange or substitution of the Notes for, or the conversation of the Notes into, shares bonds or other
obligations or securities of the I ssuer or any other Person or body corporate formed or to be formed;

(i) to change the currency in which amounts due in respect of the Notes are payable;

(iv) to change the quorum required at any Meeting or the majority required to pass an Extraordinary Resolution; or

(v) to amend this definition;

"Restricted Debt" when used with respect to the Issuer or any Subsidiary of the Issuer, means any present or future
indebtedness for money borrowed evidenced by any note, bond, debenture or other evidence of indebtedness for money
borrowed which is, or is capable of being, listed, quoted or traded on any stock exchange or in any securities market
(including, without limitation, any over-the counter market), for which the Issuer or such Subsidiary of the Issuer is liable,
directly or indirectly, absolutely or contingently. Restricted Debt shall not include any indebtedness for the payment,
redemption or satisfaction of which money (or other Property permitted under the instrument creating or evidencing such
indebtedness) in the necessary amount shall have been deposited in trust with a trustee or proper depository at or before the
maturity or redemption date thereof. For the purposes of this definition, "indebtedness for money borrowed" shall include,
without limitation, obligations created or arising under any conditional sale, financing lease, or other title retention agreement
and obligations to pay for Property;

"Specified Currency” means the currency specified in the relevant Pricing Supplement;

"Specified Denomination(s)" means the denomination(s) specified in the relevant Pricing Supplement;

"Specified Office" has the meaning given in the Agency Agreement;

"Specified Period" means the period specified in the relevant Pricing Supplement;

"Subsidiary" means, in relation to any Person (the "first Person") at any particular time, any other Person (the "second
Person”):

@) whose affairs and policies the first Person controls or has the power to control, whether by ownership of share capital,
contract, the power to appoint or remove members of the governing body of the second Person or otherwise; or

(i) whose financial statements are, in accordance with applicable law and generally accepted accounting principles,
consolidated with those of the first Person;

"Successor Rate" means a successor to or replacement of the Original Reference Rate which is formally recommended by
any Relevant Nominating Body;

"Talon" means atalon for further Coupons;

"TARGETZ2" means the Trans-European Automated Real-Time Gross Settlement Express Transfer payment system which
utilizes a single shared platform and which was launched on 19 November 2007;

"TARGET Settlement Day" means any day on which TARGET?2 is open for the settlement of paymentsin euro;
"Treaty" means the Treaty on the Functioning of the European Union, as amended; and

"Zero Coupon Note' means a Note specified as such in the relevant Pricing Supplement.

Interpretation: In these Conditions:

@) if the Notes are Zero Coupon Notes, references to Coupons and Couponholders are not applicable;

(i) if Talons are specified in the relevant Pricing Supplement as being attached to the Notes at the time of issue,
references to Coupons shall be deemed to include references to Talons;



(i) if Talons are not specified in the relevant Pricing Supplement as being attached to the Notes at the time of issue,
references to Talons are not applicable;

(iv) any reference to principal shall be deemed to include the Redemption Amount, any additional amounts in respect of
principal which may be payable under Condition 11 (Taxation), any premium payable in respect of a Note and any
other amount in the nature of principal payable pursuant to these Conditions;

(v) any reference to interest shall be deemed to include any additional amounts in respect of interest which may be
payable under Condition 11 (Taxation) and any other amount in the nature of interest payable pursuant to these
Conditions;

(vi) references to Notes being "outstanding” shall be construed in accordance with the Agency Agreement;

(vii) if an expression is stated in Condition 2(a) to have a meaning as specified in the relevant Pricing Supplement, but the
relevant Pricing Supplement does not so specify or specifies that such expression is "not applicable” then such
expression is not applicable to the Notes; and

(viii)  any reference to the Agency Agreement shall be construed as a reference to the Agency Agreement as amended
and/or supplemented up to and including the Issue Date of the Notes.

Form, Denomination and Title

The Notes are in bearer form in the Specified Denomination(s) with Coupons and, if specified in the relevant Pricing
Supplement, Talons attached at the time of issue. In the case of a Series of Notes with more than one Specified Denomination,
Notes of one Specified Denomination will not be exchangeable for Notes of another Specified Denomination. The minimum
Specified Denomination shall be €1,000 (or its equivalent in any other currency as at the date of issue of the relevant Notes).
Title to the Notes and the Coupons will pass by delivery. The holder of any Note or Coupon shall (except as otherwise
required by law) be treated as its absolute owner for al purposes (whether or not it is overdue and regardless of any notice of
ownership, trust or any other interest therein, any writing thereon or any natice of any previous loss or theft thereof) and no
Person shall be liable for so treating such holder. No Person shall have any right to enforce any term or condition of any Note
under the Contracts (Rights of Third Parties) Act 1999.

Status of Notes

The Notes constitute direct, general, unconditional, unsubordinated and (without prejudice to the provisions of Condition 5
(Negative Pledge)) unsecured obligations of the Issuer which will at all times rank pari passu among themselves and at |east
pari passu with all other present and future unsecured and unsubordinated obligations of the Issuer, save for such obligations
as may be preferred by provisions of law that are both mandatory and of general application and subject to Condition 5
(Negative Pledge).

Negative Pledge

After the date hereof, the Issuer will not itself, and will not permit any Subsidiary of the Issuer to, create, incur or suffer to
exist, any Lien on any Property of the Issuer or any Subsidiary of the Issuer securing any Restricted Debt, without effectively
providing that the Notes (together with, if the Issuer shall so determine, any other indebtedness of the Issuer or such
Subsidiary then existing or thereafter created) shall be secured equally and rateably with (or, at the option of the Issuer, prior
to) such secured Restricted Debt, so long as such secured Restricted Debt shall be so secured, unless, after giving effect
thereto, the aggregate amount of all Restricted Debt of the Issuer and its Subsidiaries secured by Liens on Property of the
Issuer and its Subsidiaries would not exceed 15 per cent. of Consolidated Assets; provided, however, that this Condition 5
shall not apply to, and there shall be excluded from Restricted Debt secured by Liensin any computation under this Condition
5, Restricted Debt secured only by:

@) Liens on Property of, or on any shares of capital stock of, any corporation existing at the time such corporation
becomes a Subsidiary of the I ssuer;

(i) Liensin favour of the Issuer or any Subsidiary of the Issuer or Liens securing any indebtedness of a Subsidiary to the
Issuer or of the Issuer or a Subsidiary to a Subsidiary of the Issuer;

(i) Liensin favour of any governmental body (or surety for any governmental body) to secure progress, advance or other
payments pursuant to any contract or provision of any statute or rule of court;

(iv) Liens of any other creditors on Property repossessed in the ordinary course of business which comprises collateral
security for defaulted indebtedness or additional Liens created on any such Property for the purpose of protecting the
interest of the Issuer therein;
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(v) A banker’s Lien or other right of offset in favour of any lender or other holder of Restricted Debt on money deposited
with such lender or holder in the ordinary course of business,

(vi) Liens on Property and rentals therefrom existing at the time of acquisition thereof, or to secure the payment of all or
any part of the purchase price thereof or construction thereon or to secure any Restricted Debt incurred prior to, at the
time of, or within 180 days after the later of the acquisition of such Property of the completion of construction for the
purpose of financing al or any part of the purchase price thereof or construction thereon; or

(vii) Any extension, renewal or replacement (or successive extensions, renewals or replacements), as awhole or in part, of
any Lien referred to in the foregoing clauses (i) through (vi), inclusive; provided, however, that such extension,
renewal or replacement Lien shall be limited to al or part of the same Property that secured the Lien extended,
renewed or replaced (plus improvements on such Property).

For purposes of this Condition 5 an "acquisition" of Property shall include any transaction or Series of transactions by which
the Issuer or a Subsidiary of the Issuer acquires, directly or indirectly, an interest, or an additional interest (to the extent
thereof), in such Property, including without limitation an acquisition through merger or consolidation with, or an acquisition
of an interest in, a Person owning an interest in such Property.

Fixed Rate Note Provisions

Application: This Condition 6 (Fixed Rate Note Provisions) is applicable to the Notes only if the Fixed Rate Note Provisions
are specified in the relevant Pricing Supplement as being applicable.

Accrual of interest: The Notes bear interest from the Interest Commencement Date at the Rate of Interest payable in arrear on
each Interest Payment Date, subject as provided in Condition 10 (Payments). Each Note will cease to bear interest from the
due date for final redemption unless, upon due presentation, payment of the Redemption Amount is improperly withheld or
refused, in which case it will continue to bear interest in accordance with this Condition 6 (as well after as before judgment)
until whichever is the earlier of (i) the day on which all sums due in respect of such Note up to that day are received by or on
behalf of the relevant Noteholder and (ii) the day which is seven days after the Fiscal Agent has notified the Noteholders that
it has received all sums due in respect of the Notes up to such seventh day (except to the extent that there is any subsequent
default in payment).

Fixed Coupon Amount: The amount of interest payable in respect of each Note for any Interest Period shall be the relevant
Fixed Coupon Amount and, if the Notes are in more than one Specified Denomination, shall be the relevant Fixed Coupon
Amount in respect of the relevant Specified Denomination.

Calculation of interest amount: The amount of interest payable in respect of each Note for any period for which a Fixed
Coupon Amount is not specified shall be calculated by applying the Rate of Interest to the Calculation Amount, multiplying
the product by the relevant Day Count Fraction and rounding the resulting figure to the nearest sub-unit of the Specified
Currency (half a sub-unit being rounded upwards) and multiplying such rounded figure by a fraction equal to the Specified
Denomination of such Note divided by the Calculation Amount. For this purpose a "sub-unit" means, in the case of any
currency other than euro, the lowest amount of such currency that is available as legal tender in the country of such currency
and, in the case of euro, means one cent.

Floating Rate Note Provisions and Benchmark Replacement

Application: This Condition 7 (Floating Rate Note Provisions and Benchmark Replacement) is applicable to the Notes only
if the Floating Rate Note Provisions are specified in the relevant Pricing Supplement as being applicable.

Accrual of interest: The Notes bear interest from the Interest Commencement Date at the Rate of Interest payable in arrear on
each Interest Payment Date, subject as provided in Condition 10 (Payments). Each Note will cease to bear interest from the
due date for final redemption unless, upon due presentation, payment of the Redemption Amount is improperly withheld or
refused, in which case it will continue to bear interest in accordance with this Condition (as well after as before judgment)
until whichever isthe earlier of (i) the day on which all sums due in respect of such Note up to that day are received by or on
behalf of the relevant Noteholder and (ii) the day which is seven days after the Fiscal Agent has notified the Noteholders that
it has received all sums due in respect of the Notes up to such seventh day (except to the extent that there is any subsequent
default in payment).

Screen Rate Determination: If Screen Rate Determination is specified in the relevant Pricing Supplement as the manner in
which the Rate(s) of Interest is/are to be determined, the Rate of Interest applicable to the Notes for each Interest Period will
be determined by the Calculation Agent on the following basis:
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@) if the Reference Rate is a composite quotation or customarily supplied by one entity, the Calculation Agent will
determine the Reference Rate which appears on the Relevant Screen Page as of the Relevant Time on the relevant
Interest Determination Date;

(i) if Linear Interpolation is specified as applicable in respect of an Interest Period in the applicable Pricing Supplement,
the Rate of Interest for such Interest Period shall be calculated by the Calculation Agent by straight-line linear
interpolation by reference to two rates which appear on the Relevant Screen Page as of the Relevant Time on the
relevant Interest Determination Date, where:

(A) one rate shall be determined as if the relevant Interest Period were the period of time for which rates are
available next shorter than the length of the relevant Interest Period; and

(B) the other rate shall be determined as if the relevant Interest Period were the period of time for which rates are
available next longer than the length of the relevant Interest Period;

provided, however, that if no rate is available for a period of time next shorter or, as the case may be, next longer
than the length of the relevant Interest Period, then the Calculation Agent shall determine such rate at such time and
by reference to such sources as it determines appropriate;

(iii) in any other case, the Calculation Agent will determine the arithmetic mean of the Reference Rates which appear on
the Relevant Screen Page as of the Relevant Time on the relevant Interest Determination Date;

(iv) unless the Calculation Agent has been notified pursuant to Condition 7(e)(v) (Benchmark Discontinuation — Notices,
etc.), if, in the case of (i) above, such rate does not appear on that page or, in the case of (ii) above, fewer than two
such rates appear on that page or if, in either case, the Relevant Screen Page is unavailable, the Calculation Agent
will:

(A) reguest the principal Relevant Financial Centre office of each the Reference Banks to provide a quotation of
the Reference Rate at approximately the Relevant Time on the Interest Determination Date to prime banksin
the Relevant Financial Centre interbank market in an amount that is representative for a single transaction in
that market at that time; and

(B) determine the arithmetic mean of such quotations; and

(v) unless the Calculation Agent has been notified pursuant to Condition 7(e)(v) (Benchmark Discontinuation — Notices,
etc.), if fewer than two such quotations are provided as requested, the Calculation Agent will determine the arithmetic
mean of the rates (being the nearest to the Reference Rate, as determined by the Calculation Agent) quoted by major
banks in the Principal Financial Centre of the Specified Currency, selected by the Calculation Agent, at
approximately 11.00 am. (local time in the Principal Financial Centre of the Specified Currency) on the first day of
the relevant Interest Period for loans in the Specified Currency to leading European banks for a period equal to the
relevant Interest Period and in an amount that is representative for asingle transaction in that market at that time,

and the Rate of Interest for such Interest Period shall be the sum of the Margin and the rate or (as the case may be) the
arithmetic mean so determined; provided, however, that if the Calculation Agent is unable to determine arate or (as the case
may be) an arithmetic mean in accordance with the above provisions in relation to any Interest Period, the Rate of Interest
applicable to the Notes during such Interest Period will be the sum of the Margin and the rate or (as the case may be) the
arithmetic mean last determined in relation to the Notes in respect of a preceding Interest Period.

ISDA Determination: If ISDA Determination is specified in the relevant Pricing Supplement as the manner in which the
Rate(s) of Interest is/are to be determined, the Rate of Interest applicable to the Notes for each Interest Period will be the sum
of the Margin and the relevant ISDA Rate where "ISDA Rate" in relation to any Interest Period means a rate equal to the
Floating Rate (as defined in the ISDA Definitions) that would be determined by the Calculation Agent under an interest rate
swap transaction if the Calculation Agent were acting as Calculation Agent for that interest rate swap transaction under the
terms of an agreement incorporating the ISDA Definitions and under which:

(@) the Floating Rate Option (as defined in the ISDA Definitions) is as specified in the relevant Pricing Supplement;

(i) the Designated Maturity (as defined in the ISDA Definitions) is a period specified in the relevant Pricing
Supplement;

(i) the relevant Reset Date (as defined in the ISDA Definitions) is either (A) if the relevant Floating Rate Option is based
on LIBOR for a currency, the first day of that Interest Period or (B) in any other case, as specified in the relevant
Pricing Supplement; and



(iv)

if Linear Interpolation is specified as applicable in respect of an Interest Period in the applicable Pricing Supplement,
the Rate of Interest for such Interest Period shall be calculated by the Calculation Agent by straight-line linear
interpolation by reference to two rates based on the relevant Floating Rate Option, where:

(A) one rate shall be determined as if the Designated Maturity were the period of time for which rates are
available next shorter than the length of the relevant Interest Period; and

(B) the other rate shall be determined as if the Designated Maturity were the period of time for which rates are
available next longer than the length of the relevant Interest Period

provided, however, that if there is no rate available for a period of time next shorter than the length of the relevant
Interest Period or, as the case may be, next longer than the length of the relevant Interest Period, then the Calculation
Agent shall determine such rate at such time and by reference to such sources as it determines appropriate.

(e Benchmark Discontinuation:
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Independent Adviser

If a Benchmark Event occurs in relation to an Original Reference Rate when any Rate of Interest (or any component
part thereof) remains to be determined by reference to such Original Reference Rate, then the Issuer shall use its
reasonable endeavours to appoint and consult with an Independent Adviser, as soon as reasonably practicable, with a
view to the Issuer determining a Successor Rate, failing which an Alternative Rate (in accordance with Condition
7(e)(ii)) and, in either case, an Adjustment Spread if any (in accordance with Condition 7(€)(iii)) and any Benchmark
Amendments (in accordance with Condition 7(e)(iv)).

An Independent Adviser appointed pursuant to this Condition 7(e) shall act in good faith as an expert and (in the
absence of bad faith or fraud) shall have no liability whatsoever to the Issuer, the Paying Agents, the Calculation
Agent, the Noteholders or the Couponholders for any determination made by it or for any advice given to the Issuer
in connection with any determination made by the Issuer, pursuant to this Condition 7(e).

Successor Rate or Alternative Rate
If the Issuer, following consultation with the Independent Adviser and acting in good faith, determines that:

(A) there is a Successor Rate, then such Successor Rate shall (subject to adjustment as provided in Condition
7(e)(iii)) subsequently be used in place of the Original Reference Rate to determine the Rate of Interest (or
the relevant component part thereof) for all future payments of interest on the Notes (subject to the operation
of this Condition 7(€)); or

(B) there is no Successor Rate but that there is an Alternative Rate, then such Alternative Rate shall (subject to
adjustment as provided in Condition 7(e)(iii)) subsequently be used in place of the Original Reference Rate
to determine the Rate of Interest (or the relevant component part thereof) for al future payments of interest
on the Notes (subject to the operation of this Condition 7(g)).

Adjustment Spread

If the Issuer, following consultation with the Independent Adviser and acting in good faith, determines (x) that an
Adjustment Spread is required to be applied to the Successor Rate or the Alternative Rate (as the case may be) and
(y) the quantum of, or a formula or methodology for determining, such Adjustment Spread, then such Adjustment
Spread shall be applied to the Successor Rate or the Alternative Rate (as the case may be).

Benchmark Amendments

If any Successor Rate, Alternative Rate or Adjustment Spread is determined in accordance with this Condition 7(e)
and the Issuer, following consultation with the Independent Adviser and acting in good faith, determines (i) that
amendments to these Conditions are necessary to ensure the proper operation of such Successor Rate, Alternative
Rate and/or Adjustment Spread (such amendments, the "Benchmark Amendments') and (ii) the terms of the
Benchmark Amendments, then the I ssuer shall, subject to giving notice thereof in accordance with Condition 7(e)(v),
without any requirement for the consent or approval of Noteholders, vary these Conditions to give effect to such
Benchmark Amendments with effect from the date specified in such notice.

In connection with any such variation in accordance with this Condition 7(e)(iv), the Issuer shall comply with the
rules of any stock exchange on which the Notes are for the time being listed or admitted to trading.
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(v) Notices, €etfc.

Any Successor Rate, Alternative Rate, Adjustment Spread and the specific terms of any Benchmark Amendments
determined under this Condition 7(e) will be notified promptly by the Issuer to the Calculation Agent, the Paying
Agents and, in accordance with Condition 18, the Noteholders. Such notice shall be irrevocable and shall specify the
effective date of the Benchmark Amendments, if any.

(vi) Survival of Original Reference Rate

Without prejudice to the obligations of the Issuer under Conditions 7(€)(i), (ii), (iii) and (iv), the Original Reference
Rate and the fallback provisions provided for in Conditions 7(c)(iv) and (v) will continue to apply unless and until the
Calculation Agent has been notified of the Successor Rate or the Alternative Rate (as the case may be), and any
Adjustment Spread (if applicable) and Benchmark Amendments, in accordance with Condition 7(e)(V).

Maximum or Minimum Rate of Interest: If any Maximum Rate of Interest or Minimum Rate of Interest is specified in the
relevant Pricing Supplement, then the Rate of Interest shall in no event be greater than the maximum or be less than the
minimum so specified.

Calculation of Interest Amount: The Calculation Agent will, as soon as practicable after the time at which the Rate of Interest
is to be determined in relation to each Interest Period, calculate the Interest Amount payable in respect of each Note for such
Interest Period. The Interest Amount will be calculated by applying the Rate of Interest for such Interest Period to the
Calculation Amount, multiplying the product by the relevant Day Count Fraction, rounding the resulting figure to the nearest
sub-unit of the Specified Currency (half a sub-unit being rounded upwards) and multiplying such rounded figure by a fraction
equal to the Specified Denomination of the relevant note divided by the Calculation amount. For this purpose a "sub-unit"
means, in the case of any currency other than euro, the lowest amount of such currency that is available as legal tender in the
country of such currency and, in the case of euro, means one cent.

Publication: The Calculation Agent will cause each Rate of Interest and Interest Amount determined by it, together with the
relevant Interest Payment Date, and any other amount(s) required to be determined by it together with any relevant payment
date(s) to be notified to the Paying Agents and the London Stock Exchange as soon as practicable after such determination but
(inthe case of each Rate of Interest, Interest Amount and Interest Payment Date) in any event not later than the first day of the
relevant Interest Period. Notice thereof shall also promptly be given to the Noteholders. The Calculation Agent will be
entitled to recalculate any Interest Amount (on the basis of the foregoing provisions) in the event of an extension or
shortening of the relevant Interest Period. If the Calculation Amount is less than the minimum Specified Denomination the
Calculation Agent shall not be obliged to publish each Interest Amount but instead may publish only the Calculation Amount
and the Interest Amount in respect of a Note having the minimum Specified Denomination.

Notifications etc.: All notifications, opinions, determinations, certificates, calculations, quotations and decisions given,
expressed, made or obtained for the purposes of this Condition by the Calculation Agent will (in the absence of manifest
error) be binding on the Issuer, the Paying Agents, the Noteholders and the Couponholders and (subject as aforesaid) no
liability to any such Person will attach to the Calculation Agent in connection with the exercise or non-exercise by it of its
powers, duties and discretions for such purposes.

Zero Coupon Note Provisions

Application: This Condition 8 (Zero Coupon Note Provisions) is applicable to the Notes only if the Zero Coupon Note
Provisions are specified in the relevant Pricing Supplement as being applicable.

Late payment on Zero Coupon Notes: If the Redemption Amount payable in respect of any Zero Coupon Note is improperly
withheld or refused, the Redemption Amount shall thereafter be an amount equal to the sum of:

@) the Reference Price; and

(i) the product of the Accrual Yield (compounded annually) being applied to the Reference Price on the basis of the
relevant Day Count Fraction from (and including) the Issue Date to (but excluding) whichever isthe earlier of (i) the
day on which al sums due in respect of such Note up to that day are received by or on behalf of the relevant
Noteholder and (ii) the day which is seven days after the Fiscal Agent has notified the Noteholders that it has
received al sums due in respect of the Notes up to such seventh day (except to the extent that there is any subsequent
default in payment).

Redemption and Purchase

Scheduled redemption: Unless previously redeemed, or purchased and cancelled, the Notes will be redeemed at their Final
Redemption Amount on the Maturity Date, subject as provided in Condition 10 (Payments).
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Redemption for tax reasons: The Notes may be redeemed at the option of the Issuer in whole, but not in part:

@) at any time (if the Floating Rate Note Provisions are specified in the relevant Pricing Supplement as not being
applicable); or

(i) on any Interest Payment Date (if the Floating Rate Note Provisions are specified in the relevant Pricing Supplement
as being applicable),

on giving not less than 30 nor more than 60 days' notice to the Noteholders (which notice shall be irrevocable), at
their Early Redemption Amount (Tax), together with interest accrued (if any) to the date fixed for redemption, if:

(A) (x) the Issuer has or will become obliged to pay additional amounts as provided or referred to in Condition
11 (Taxation) as a result of any change in, or amendment to, the laws or regulations of The Netherlands or
the United States of America or any political subdivision or any authority thereof or therein having power to
tax, or any change in the application or official interpretation of such laws or regulations (including a holding
by a court of competent jurisdiction), which change or amendment becomes effective on or after the date of
issue of the first Tranche of the Notes; and (y) such obligation cannot be avoided by the Issuer taking
reasonable measures availableto it; or

(B) the Issuer shall determine that any payment made outside the United States by the Issuer or any Paying
Agents in respect of any Note or Coupon appertaining thereto would, under any present or future laws or
regulations of the United States affecting taxation or otherwise, be subject to any certification, information or
other reporting requirement of U.S. law or regulation with regard to the nationality, residence or identity of a
beneficial owner (other than reporting requirements pursuant to Sections 1471 to 1474 of the Internal
Revenue Code, pursuant to any intergovernmental agreement or implementing legislation adopted by another
jurisdiction in connection with these provisions of the Internal Revenue Code, or pursuant to any agreement
with the U.S. Internal Revenue Service), who is not a U.S. Person, of such instrument or Coupon (other than
arequirement that: (x) would not be applicable to a payment made (1) directly to the beneficial owner or (2)
to a custodian, nominee or other agent of the beneficial owner; or (y) could be satisfied by the holder,
custodian, nominee or other agent certifying that the beneficial owner is not a U.S. Person, provided,
however, that in each case referred to in (X)(2) or (y) payment by any such custodian, nominee or agent to
the beneficial owner is not otherwise subject to any requirement referred to in this sentence; or (z) would not
be applicable to a payment made by at least one paying agent),

provided, however, that no such notice of redemption shall be given earlier than:

(0] where the Notes may be redeemed at any time, 90 days prior to the earliest date on which the Issuer would be obliged
to pay such additional amounts if a payment in respect of the Notes were then due; or

()] where the Notes may be redeemed only on an Interest Payment Date, 60 days prior to the Interest Payment Date
occurring immediately before the earliest date on which the Issuer would be obliged to pay such additional amounts
if a payment in respect of the Notes were then due.

Prior to the publication of any notice of redemption pursuant to this paragraph, the Issuer shall deliver to the Fiscal Agent (A)
a certificate signed by two members of the Board of Management of the Issuer stating that the Issuer is entitled to effect such
redemption and setting forth a statement of facts showing that the conditions precedent to the right of the Issuer so to redeem
have occurred and (B) (in the case of redemption under Condition 9(b)(A)) an opinion of independent legal advisers of
recognized standing to the effect that the Issuer has or will become obliged to pay such additional amounts as a result of such
change or amendment. Upon the expiry of any such notice asis referred to in this Condition 9(b), the Issuer shall be bound to
redeem the Notes in accordance with this Condition 9(b).

Redemption at the option of the Issuer: If the Call Option is specified in the relevant Pricing Supplement as being applicable,
the Notes may be redeemed at the option of the Issuer in whole or, if so specified in the relevant Pricing Supplement, in part
on any Optional Redemption Date (Call) at the relevant Optional Redemption Amount (Call) on the Issuer giving not less
than 30 nor more than 60 days notice to the Noteholders (which notice shall be irrevocable and shall oblige the Issuer to
redeem the Notes or, as the case may be, the Notes specified in such notice on the relevant Optional Redemption Date (Call)
at the Optional Redemption Amount (Call) plus accrued interest (if any) to such date).

Partial redemption: If the Notes are to be redeemed in part only on any date in accordance with Condition 9(c) (Redemption
at the option of the Issuer), the Notes to be redeemed shall be selected by the drawing of lots in such place and in such manner
as may be fair and reasonable in the circumstances, taking into account prevailing market practices, subject to compliance
with applicable law and the rules of the London Stock Exchange and the notice to Noteholders referred to in Condition 9(c)
(Redemption at the option of the Issuer) shall specify the serial numbers of the Notes so to be redeemed. If any Maximum
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Redemption Amount or Minimum Redemption Amount is specified in the relevant Pricing Supplement, then the Optional
Redemption Amount (Call) shall in no event be greater than the maximum or be less than the minimum so specified.

Redemption at the option of Noteholders: If the Put Option is specified in the relevant Pricing Supplement as being
applicable, the Issuer shall, at the option of the holder of any Note, redeem such Note on the Optional Redemption Date (Put)
specified in the relevant Put Option Notice at the relevant Optional Redemption Amount (Put) together with interest (if any)
accrued to such date. In order to exercise the option contained in this Condition 9(€), the holder of a Note must, not less than
30 nor more than 60 days before the relevant Optional Redemption Date (Put), deposit with any Paying Agent such Note
together with all unmatured Coupons relating thereto and a duly completed Put Option Natice in the form obtainable from any
Paying Agent. The Paying Agent with which a Note is so deposited shall deliver a duly completed Put Option Receipt to the
depositing Noteholder. No Note, once deposited with a duly completed Put Option Notice in accordance with this Condition
9(e), may be withdrawn; provided, however, that if, prior to the relevant Optional Redemption Date (Put), any such Note
becomes immediately due and payable or, upon due presentation of any such Note on the relevant Optional Redemption Date
(Put), payment of the redemption moneys is improperly withheld or refused, the relevant Paying Agent shall mail notification
thereof to the depositing Noteholder at such address as may have been given by such Noteholder in the relevant Put Option
Notice and shall hold such Note at its Specified Office for collection by the depositing Noteholder against surrender of the
relevant Put Option Receipt. For so long as any outstanding Note is held by a Paying Agent in accordance with this Condition
9(e), the depositor of such Note and not such Paying Agent shall be deemed to be the holder of such Note for all purposes.

No other redemption: The Issuer shall not be entitled to redeem the Notes otherwise than as provided in paragraphs (a) to (€)
above.

Early redemption of Zero Coupon Notes. Unless otherwise specified in the relevant Pricing Supplement, the Redemption
Amount payable on redemption of a Zero Coupon Note at any time before the Maturity Date shall be an amount equal to the
sum of:

0] the Reference Price; and

(i) the product of the Accrual Yield (compounded annually) being applied to the Reference Price from (and including)
the Issue Date to (but excluding) the date fixed for redemption or (as the case may be) the date upon which the Note
becomes due and payable.

Where such calculation is to be made for a period which is not a whole number of years, the calculation in respect of the
period of less than a full year shall be made on the basis of such Day Count Fraction as may be specified in the Pricing
Supplement for the purposes of this Condition 9(g) or, if noneis so specified, a Day Count Fraction of 30E/360.

Purchase: The Issuer or any of its Subsidiaries may at any time purchase Notes in the open market or otherwise and at any
price, provided that all unmatured Coupons are purchased therewith.

Cancellation: All Notes so redeemed or purchased by the Issuer or any of its Subsidiaries and any unmatured Coupons
attached to or surrendered with them shall be cancelled and may not be reissued or resold.

Payments

Principal: Payments of principal shall be made only against presentation and (provided that payment is made in full)
surrender of Notes at the Specified Office of any Paying Agent outside the United States by cheque drawn in the currency in
which the payment is due on, or by transfer to an account denominated in that currency (or, if that currency is euro, any other
account to which euro may be credited or transferred) and maintained by the payee with, a bank in the Principal Financia
Centre of that currency (in the case of a sterling cheque, a town clearing branch of a bank in the City of London). No
payments on Notes will be made by mail to an address in the United States of America or by transfer to an account
maintained in the United States of America.

Interest: Payments of interest shall, subject to paragraph (h) below, be made only against presentation and (provided that
payment is made in full) surrender of the appropriate Coupons at the Specified Office of any Paying Agent outside the United
States in the manner described in paragraph (a) above.

Payments in The City of New York: Payments of principal or interest in U.S. dollars may be made at the Specified Office of a
Paying Agent in The City of New York if (i) the Issuer has appointed Paying Agents outside the United States with the
reasonable expectation that such Paying Agents will be able to make payment of the full amount of the interest on the Notes
in U.S. dollars when due, (ii) payment of the full amount of such interest in U.S. dollars at the offices of all such Paying
Agentsisillegal or effectively precluded by exchange controls or other similar restrictions and (iii) payment is permitted by
applicable United States law.
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Payments subject to fiscal laws: All payments in respect of the Notes are subject in all cases to any applicable fiscal or other
laws and regulations in the place of payment, but without prejudice to the provisions of Condition 11 (Taxation). No
commissions or expenses shall be charged to the Noteholders or Couponholders in respect of such payments.

Deductions for unmatured Coupons: If the relevant Pricing Supplement specifies that the Fixed Rate Note Provisions are
applicable and a Note is presented without all unmatured Coupons relating thereto:

0] if the aggregate amount of the missing Coupons is less than or equal to the amount of principal due for payment, a
sum equal to the aggregate amount of the missing Coupons will be deducted from the amount of principal due for
payment; provided, however, that if the gross amount available for payment is less than the amount of principal due
for payment, the sum deducted will be that proportion of the aggregate amount of such missing Coupons which the
gross amount actually available for payment bears to the amount of principal due for payment;

(i) if the aggregate amount of the missing Coupons is greater than the amount of principal due for payment:

(A) so many of such missing Coupons shall become void (in inverse order of maturity) as will result in the
aggregate amount of the remainder of such missing Coupons (the "Relevant Coupons") being equal to the
amount of principal due for payment; provided, however, that where this sub-paragraph would otherwise
require a fraction of a missing Coupon to become void, such missing Coupon shall become void in its
entirety; and

(B) a sum equal to the aggregate amount of the Relevant Coupons (or, if less, the amount of principal due for
payment) will be deducted from the amount of principal due for payment; provided, however, that, if the
gross amount available for payment is less than the amount of principal due for payment, the sum deducted
will be that proportion of the aggregate amount of the Relevant Coupons (or, as the case may be, the amount
of principal due for payment) which the gross amount actually available for payment bears to the amount of
principa due for payment.

Each sum of principal so deducted shall be paid in the manner provided in paragraph (a) above against presentation and
(provided that payment is made in full) surrender of the relevant missing Coupons.

Unmatured Coupons void: If the relevant Pricing Supplement specifies that this Condition 10(f) is applicable or that the
Floating Rate Note Provisions are applicable, on the due date for final redemption of any Note or early redemption of such
Note pursuant to Condition 9(b) (Redemption for tax reasons), Condition 9(e) (Redemption at the option of Noteholders),
Condition 9(c) (Redemption at the option of the Issuer) or Condition 12 (Events of Default), all unmatured Coupons relating
thereto (whether or not still attached) shall become void and no payment will be made in respect thereof.

Payments on Business Days: If the due date for payment of any amount in respect of any Note or Coupon is not a Payment
Business Day in the place of presentation, the holder shall not be entitled to payment in such place of the amount due until the
next succeeding Payment Business Day in such place and shall not be entitled to any further interest or other payment in
respect of any such delay.

Payments other than in respect of matured Coupons: Payments of interest other than in respect of matured Coupons shall be
made only against presentation of the relevant Notes at the Specified Office of any Paying Agent outside the United States (or
in The City of New York if permitted by paragraph (c) above).

Partial payments: If a Paying Agent makes a partial payment in respect of any Note or Coupon presented to it for payment,
such Paying Agent will endorse thereon a statement indicating the amount and date of such payment.

Exchange of Talons: On or after the maturity date of the final Coupon which is (or was at the time of issue) part of a Coupon
Sheet relating to the Notes, the Talon forming part of such Coupon Sheet may be exchanged at the Specified Office of the
Fiscal Agent or at the office of the Paying Agent in London for a further Coupon Sheet (including, if appropriate, a further
Talon but excluding any Coupons in respect of which clams have already become void pursuant to Condition 13
(Prescription)). Upon the due date for redemption of any Note, any unexchanged Talon relating to such Note shall become
void and no Coupon will be delivered in respect of such Talon.

Taxation

Gross up: All payments of principal and interest in respect of the Notes and the Coupons by or on behalf of the Issuer shall
be made free and clear of, and without withholding or deduction for or on account of, any present or future taxes, duties,
assessments or governmental charges of whatever nature imposed, levied, collected, withheld or assessed by or on behalf of
The Netherlands or the United States of America or any political subdivision therein or any authority therein or thereof having
power to tax, unless the withholding or deduction of such taxes, duties, assessments, or governmental chargesis required by
law or agreement of the Issuer. In that event, the Issuer shall pay such additional amounts as will result in receipt by the
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Noteholders and the Couponholders of such amounts as would have been received by them had no such withholding or
deduction been required, except that no such additional amounts shall be payable in respect of any Note or Coupon presented
for payment:

@) by or on behalf of a holder which is liable for such taxes, duties, assessments or governmental charges in respect of
such Note or Coupon by reason of its having some connection with the jurisdiction by which such taxes, duties,
assessments or charges have been imposed, levied, collected, withheld or assessed other than the mere holding of the
Note or Coupon; or

(i) more than 30 days after the Relevant Date except to the extent that the holder of such Note or Coupon would have
been entitled to such additional amounts on presenting such Note or Coupon for payment on the last day of such
period of 30 days; or

(iii) where such withholding or deduction would not have been imposed but for the holder’s past or present status as a
personal holding company, foreign personal holding company or passive foreign investment company with respect to
the United States or a corporation that accumulates earnings to avoid U.S. federal income tax; or

(iv) where such withholding or deduction would not have been imposed but for the holder’ s past or present statusasa 10
per cent. shareholder" of the obligor of the Note as defined in Section 871(h)(3) of the U.S. Internal Revenue Code or
any successor provisions, a controlled foreign corporation related to the obligor of the Note or a bank that has
invested in the Note as an extension of credit in the ordinary course of its trade or business; or

(v) where such withholding or deduction is required by the rules under Sections 1471 through 1474 of the U.S. Internal
Revenue Code of 1986 (the "Code") (or any amended or successor provisions), pursuant to any inter-governmental
agreement, or implementing legislation adopted by another jurisdiction in connection with these provisions of the
Code, or pursuant to any agreement with the U.S. Internal Revenue Service ("FATCA withholding") as aresult of a
holder, beneficial owner or an intermediary that is not an agent of the Issuer not being entitled to receive payments
free of FATCA withholding.

Taxing jurisdiction: If the Issuer becomes subject at any time to any taxing jurisdiction other than The Netherlands references
in these Conditions to The Netherlands shall be construed as references to The Netherlands and/or such other jurisdiction.

Events of Default
If any of the following events occurs and is continuing:

Non-payment: the Issuer fails to pay any amount of principal in respect of the Notes on the due date for payment thereof or
failsto pay any amount of interest in respect of the Notes within 14 days of the due date for payment thereof; or

Breach of other obligations: the Issuer defaults in the performance or observance of any of its other obligations under or in
respect of the Notes and such default remains unremedied for 30 days after written notice thereof, addressed to the Issuer by
any Noteholder has been delivered to the Issuer or to the Specified Office of the Fiscal Agent; or

Cross-default of Issuer: the Issuer defaults under any Indebtedness, whether such Indebtedness now exists or shall hereafter
be created, which default shall have resulted in Indebtedness in an aggregate principal amount exceeding €10,000,000 (or its
equivalent in any other currency or currencies) (except that such euro amount shall not apply with respect to a default with
respect to Notes of any other Series), becoming or being declared due and payable prior to the date on which it would
otherwise have become due and payable, without such acceleration having been rescinded or annulled or such Indebtedness
having been discharged within a period of 30 days after there shall have been given, by registered or certified mail, to the
Issuer by any Noteholder, a written notice specifying such default and requiring the Issuer to cause such acceleration to be
rescinded or annulled or such Indebtedness to be discharged and stating that such notice is a "Notice of Default” under this
Condition 12(c); or

Security enforced: a secured party or encumbrancer takes possession, or a receiver, manager or other similar officer is
appointed, of the whole or a substantial part of the undertaking, assets and revenues of the Issuer or any of its Subsidiaries; or

Insolvency etc.: (i) the Issuer becomes insolvent or admits in writing that it is unable to pay its debts as they fall due, (ii) an
administrator (including a bewindvoerder) or liquidator (including a curator) of the Issuer or the whole or a substantial part of
the undertaking, assets and revenues of the Issuer is appointed (or application for any such appointment is made including an
application for the Issuer to be declared bankrupt (failliet) or to be granted a moratorium of payments (surseance van
betaling), unless such application is contested by the Issuer and/or discharged or stayed within 90 days or is cancelled or
withdrawn within 90 days after the making thereof), (iii) the Issuer takes any action for a readjustment or deferment of any of
its obligations or makes a general assignment or an arrangement or composition (akkoord) with or for the benefit of its
creditors or declares a moratorium in respect of any of its Indebtedness; or
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Winding up etc.: an order is made or an effective resolution is passed for the winding up, liquidation or dissolution
(ontbinding en vereffening) of the Issuer or any of its Subsidiaries (otherwise than, in the case of a Subsidiary of the Issuer,
for the purposes of or pursuant to an amalgamation, reorganisation or restructuring whilst solvent); or

Attachment etc.: an executory attachment (executorial beslag) or interlocutory attachment (conservatoir beslag) is made on
all or a substantial part of the assets of the Issuer, or a similar measure under foreign law is made, unless such application is
contested by the Issuer and/or discharged or stayed within 90 days, or is cancelled or withdrawn within 90 days after the
making thereof; or

Enforcement proceedings. adistress, attachment, execution or other legal processis levied, enforced or sued out on or against
the whole or a substantial part of the property, assets or revenues of the Issuer or any of its Subsidiaries and is not discharged
or stayed within 90 days,

Keep Well Agreement etc. not in force: the Keep Well Agreement is not (or is claimed by either party thereto not to be) in full
force and effect or is modified, amended or terminated in contravention of the provisions thereof, or the Issuer waives, or fails
to take all reasonable steps to exercise, any of its rights under the Keep Well Agreement or PACCAR or the Issuer fails to
perform or observe any obligation on its part under the Keep Well Agreement so as to affect materialy and adversely the
interests of any Noteholder or Couponholder;

then any outstanding Notes of a particular Series may by written notice, addressed by any Noteholder, delivered to the I ssuer
or to the Specified Office of the Fiscal Agent, be declared immediately due and payable, whereupon they shall become
immediately due and payable at their Early Termination Amount together with accrued interest (if any) without further action
or formality. Upon payment of the Early Termination Amount, all obligations of the Issuer in respect of payment of the
principal amount of the Notes of such Series shall terminate.

Prescription

Claims for principal shall become void unless the relevant Notes are presented for payment within ten years of the appropriate
Relevant Date. Claims for interest shall become void unless the relevant Coupons are presented for payment within five years
of the appropriate Relevant Date.

Replacement of Notes and Coupons

If any Note or Coupon islost, stolen, mutilated, defaced or destroyed, it may be replaced at the Specified Office of the Fiscal
Agent, subject to all applicable laws and requirements of the London Stock Exchange, upon payment by the claimant of the
expenses incurred in connection with such replacement and on such terms as to evidence, security, indemnity and otherwise
as the Issuer may reasonably require. Mutilated or defaced Notes or Coupons must be surrendered before replacements will be
issued.

Agents

In acting under the Agency Agreement and in connection with the Notes and the Coupons, the Paying Agents act solely as
agents of the Issuer and do not assume any obligations towards or relationship of agency or trust for or with any of the
Noteholders or Couponholders.

Theinitial Paying Agents and their initial Specified Offices are listed below. The initial Calculation Agent (if any) is specified
in the relevant Pricing Supplement. The Issuer reserves the right at any time to vary or terminate the appointment of any
Paying Agent and to appoint a successor fiscal agent or Calculation Agent and additional or successor paying agents,
provided, however, that:

@ the Issuer shall at all times maintain a Fiscal Agent; and

(b) if a Calculation Agent is specified in the relevant Pricing Supplement, the Issuer shal at al times maintain a
Calculation Agent; and

(©) if and for so long as the Notes are admitted to listing and trading on the London Stock Exchange and it requires the
appointment of a Paying Agent in any particular place, the Issuer shall maintain a Paying Agent having its Specified
Office in the place required by the London Stock Exchange.

In addition, the Issuer shall forthwith appoint a Paying Agent in New Y ork City in respect of any Notes denominated in U.S.
dollarsin the circumstances described in Condition 10(c).

Notice of any change in any of the Paying Agents or in their Specified Offices shall promptly be given to the Noteholders.
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M eetings of Noteholders; Modification and Waiver

Meetings of Noteholders. The Agency Agreement contains provisions for convening meetings of Noteholders to consider
matters relating to the Notes, including the modification of any provision of these Conditions. Any such modification may be
made if sanctioned by an Extraordinary Resolution. Such a meeting may be convened by the Issuer and shall be convened by
them upon the request in writing of Noteholders holding not less than one-tenth of the aggregate principal amount of the
outstanding Notes. The quorum at any meeting convened to vote on an Extraordinary Resolution will be two or more Persons
holding or representing one more than half of the aggregate principal amount of the outstanding Notes or, at any adjourned
meeting, two or more Persons being or representing Noteholders whatever the principal amount of the Notes held or
represented; provided, however, that Reserved Matters may only be sanctioned by an Extraordinary Resolution passed at a
meeting of Noteholders at which two or more Persons holding or representing not less than three-quarters or, at any adjourned
meeting, one quarter of the aggregate principa amount of the outstanding Notes form a quorum. Any Extraordinary
Resolution duly passed at any such meeting shall be binding on all the Noteholders and Couponholders, whether present or
not.

In addition, a resolution in writing signed by or on behalf of the holders of not less than 75 per cent. in aggregate principal
amount of the outstanding Notes will take effect asif it were an Extraordinary Resolution. Such aresolution in writing may be
contained in one document or several documents in the same form, each signed by or on behalf of one or more Noteholders.

The consent or approval of the Noteholders will not be required for any Benchmark Amendments made pursuant to Condition
7(e) (Benchmark Discontinuation).

Modification: The Notes and these Conditions may be amended without the consent of the Noteholders or the Couponhol ders
to correct a manifest error. In addition, the parties to the Agency Agreement may agree to modify any provision thereof, but
the Issuer shall not agree, without the consent of the Noteholders, to any such modification unless it is of a formal, minor or
technical nature, it is made to correct a manifest error or it is, in the opinion of the Issuer, not materially prgjudicia to the
interests of the Noteholders.

Further Issues

The Issuer may from time to time, without the consent of the Noteholders or the Couponholders, create and issue further notes
having the same terms and conditions as the Notes in all respects (or in all respects except for the first payment of interest) so
asto form a single series with the Notes.

Notices

Notices to the Noteholders shall be valid if published in a leading English language daily newspaper published in London
(which is expected to be the Financial Times) or, if such publication is not practicable, in a leading English language daily
newspaper having general circulation in Europe. Any such notice shall be deemed to have been given on the date of first
publication. Couponholders shall be deemed for all purposes to have notice of the contents of any notice given to the
Noteholders.

Currency Indemnity

If any sum due from the Issuer in respect of the Notes or the Coupons or any order or judgment given or made in relation
thereto has to be converted from the currency (the "first currency") in which the same is payable under these Conditions or
such order or judgment into another currency (the "second currency") for the purpose of (8) making or filing a claim or proof
against the Issuer, (b) obtaining an order or judgment in any court or other tribunal or (c) enforcing any order or judgment
given or made in relation to the Notes, the Issuer shall indemnify each Noteholder, on the written demand of such Noteholder
addressed to the Issuer and delivered to the Issuer or to the Specified Office of the Fiscal Agent, against any loss suffered asa
result of any discrepancy between (i) the rate of exchange used for such purpose to convert the sum in question from the first
currency into the second currency and (ii) the rate or rates of exchange at which such Noteholder may in the ordinary course
of business purchase the first currency with the second currency upon receipt of a sum paid to it in satisfaction, in whole or in
part, of any such order, judgment, claim or proof.

This indemnity congtitutes a separate and independent obligation of the Issuer, shall give rise to a separate and independent
cause of action and shall continue in full force and effect despite any other judgment, order, claim or proof for a liquidated
amount in respect of any sum due under the Note or Coupon or any other judgment or order.

Rounding
For the purposes of any calculations referred to in these Conditions, (unless otherwise specified in these Conditions, or the

relevant Pricing Supplement), (a) all percentages resulting from such calculations will be rounded, if necessary, to the nearest
one hundred-thousandth of a percentage point, (b) U.S. dollar amounts used in or resulting from such calculations will be
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rounded to the nearest cent (with one half cent being rounded up), (c) all Japanese Y en amounts used in or resulting from such
calculations will be rounded downwards to the next lower whole Japanese Y en amount, and (d) al amounts denominated in
any other currency used in or resulting from such calculations will be rounded to the nearest two decimal places in such
currency, with 0.005 being rounded upwards.

Governing Law and Jurisdiction

Governing law: The Notes and any non-contractual obligations arising out of or in connection with the Notes are governed by
English law.

English courts: The courts of England have exclusive jurisdiction to settle any dispute (a "Dispute") arising from or
connected with the Notes (including a dispute relating to the existence, validity or termination of the Notes or any non-
contractual obligation arising out of or in connection with the Notes) or the consequences of their nullity.

Appropriate forum: The Issuer agrees that the courts of England are the most appropriate and convenient courts to settle any
Dispute and, accordingly, that it will not argue to the contrary.

Rights of the Noteholders to take proceedings outside England: Condition 21(b) (English courts) is for the benefit of the
Noteholders only. As a result, nothing in this Condition 21 (Governing law and jurisdiction) prevents any Noteholder from
taking proceedings relating to a Dispute ("Proceedings’) in any other courts with jurisdiction. To the extent allowed by law,
Noteholders may take concurrent Proceedings in any number of jurisdictions.

Process agent: The Issuer agrees that the documents which start any Proceedings and any other documents required to be
served in relation to those Proceedings may be served on it by being delivered to PACCAR Financial PLC at Croston Road,
Leyland, Preston, Lancashire PR5 3LZ, United Kingdom or, if different, its registered office for the time being. If such Person
is not or ceases to be effectively appointed to accept service of process on behalf of the Issuer, the Issuer shall, on the written
demand of any Noteholder addressed and delivered to the Issuer or to the Specified Office of the Fiscal Agent appoint a
further Person in England to accept service of process on its behalf and, failing such appointment within 15 days, any
Noteholder shall be entitled to appoint such a Person by written notice addressed to the Issuer and delivered to the Issuer or to
the Specified Office of the Fiscal Agent. Nothing in this paragraph shall affect the right of any Noteholder to serve processin
any other manner permitted by law. This Condition applies to Proceedings in England and to Proceedings el sewhere.



EXHIBIT 31(a)

CERTIFICATIONS

I, Ronald E. Armstrong, certify that:

1

2.

| have reviewed this quarterly report on Form 10-Q of PACCAR Inc;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant's other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(@ Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles,

(c) Evauated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosedin thisreport any changein the registrant'sinternal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or isreasonably likely to materially affect, the registrant's internal control over financial reporting;
and

The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons
performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have a significant rolein the
registrant'sinternal control over financial reporting.

Date August 3, 2018

/s/ Ronald E. Armstrong

Ronald E. Armstrong
Chief Executive Officer
(Principal Executive Officer)



EXHIBIT 31(b)

CERTIFICATIONS

I, Harrie C.A.M. Schippers, certify that:

1

2.

| have reviewed this quarterly report on Form 10-Q of PACCAR Inc;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant's other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(@ Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles,

(c) Evauated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosedin thisreport any changein the registrant'sinternal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or isreasonably likely to materially affect, the registrant's internal control over financial reporting;
and

The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons
performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have a significant rolein the
registrant'sinternal control over financial reporting.

Date August 3, 2018

/s/ Harrie C.A.M. Schippers

Harrie C.A.M. Schippers

President and Chief Financia Officer
(Principal Financial Officer)




EXHIBIT 32

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. SECTION 1350)

In connection with the Quarterly Report of PACCAR Inc (the “Company™) on Form 10-Q for the quarter ended June 30, 2018 as filed
with the Securities and Exchange Commission on the date hereof (the “Report™), the undersigned certify, pursuant to section 906 of
the Sarbanes-Oxley Act of 2002 (18 U.S.C. section 1350), that to the best of our knowledge and belief:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) Theinformation contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

Date August 3, 2018 By /s/ RonadE. Armstrong
Ronald E. Armstrong
Chief Executive Officer
PACCAR Inc
(Principal Executive Officer)

By /¢/ Harrie C.A.M. Schippers
Harrie C.A.M. Schippers
President and Chief Financial Officer
PACCAR Inc
(Principal Financia Officer)

A signed original of thiswritten statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.



