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Full Legal Disclaimer
This research presentation expresses our research opinions. You should assume that as of the publication date of any presentation, report or letter, Spruce Point
Capital Management LLC (possibly along with or through our members, partners, affiliates, employees, and/or consultants) along with our subscribers and clients has
a short position in all stocks (and are long/short combinations of puts and calls on the stock) covered herein, including without limitation Avery Dennison Corporation
(“AVY”), and therefore stand to realize significant gains in the event that the price of its stock declines. Following publication of any presentation, report or letter, we
intend to continue transacting in the securities covered therein, and we may be long, short, or neutral at any time hereafter regardless of our initial
recommendation. All expressions of opinion are subject to change without notice, and Spruce Point Capital Management does not undertake to update this report
or any information contained herein. Spruce Point Capital Management, subscribers and/or consultants shall have no obligation to inform any investor or viewer of
this report about their historical, current, and future trading activities.
This research presentation expresses our research opinions, which we have based upon interpretation of certain facts and observations, all of which are based upon
publicly available information, and all of which are set out in this research presentation. Any investment involves substantial risks, including complete loss of capital.
Any forecasts or estimates are for illustrative purpose only and should not be taken as limitations of the maximum possible loss or gain. Any information contained in
this report may include forward looking statements, expectations, pro forma analyses, estimates, and projections. You should assume these types of statements,
expectations, pro forma analyses, estimates, and projections may turn out to be incorrect for reasons beyond Spruce Point Capital Management LLC’s control. This is
not investment or accounting advice nor should it be construed as such. Use of Spruce Point Capital Management LLC’s research is at your own risk. You should do
your own research and due diligence, with assistance from professional financial, legal and tax experts, before making any investment decision with respect to
securities covered herein. All figures assumed to be in US Dollars, unless specified otherwise.
To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to state material facts
necessary to make the statements herein not misleading, and all information has been obtained from public sources we believe to be accurate and reliable, and who
are not insiders or connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer, or to any
other person or entity that was breached by the transmission of information to Spruce Point Capital Management LLC. However, Spruce Point Capital Management
LLC recognizes that there may be non-public information in the possession of AVY or other insiders of AVY that has not been publicly disclosed by AVY. Therefore,
such information contained herein is presented “as is,” without warranty of any kind – whether express or implied. Spruce Point Capital Management LLC makes no
other representations, express or implied, as to the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained from
its use.
This report’s estimated fundamental value only represents a best efforts estimate of the potential fundamental valuation of a specific security, and is not expressed
as, or implied as, assessments of the quality of a security, a summary of past performance, or an actionable investment strategy for an investor. This is not an offer to
sell or a solicitation of an offer to buy any security, nor shall any security be offered or sold to any person, in any jurisdiction in which such offer would be unlawful
under the securities laws of such jurisdiction. Spruce Point Capital Management LLC is registered with the SEC as an investment advisor. Spruce Point
Capital Management LLC is not registered as a broker/dealer or accounting firm.
All rights reserved. This document may not be reproduced or disseminated in whole or in part without the prior written consent of Spruce Point Capital
Management LLC.
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Spruce Point’s Success Shorting
S&P 500 Companies
Quote From
Ben Axler

“Being an S&P 500 company is a validation of absolutely nothing, and can be a wasteland of corporate mediocrity. It
affords investors zero protections against companies and their ability to scheme investors. Buyer beware!”

Index

S&P 500

S&P 500

S&P 500

S&P 500

Report

NYSE: CHD | 9/5/19

NYSE: AME | 11/14/14

NYSE: MTD | 7/24/19

NYSE: AOS| 5/16/19

Market Cap

$22.7 billion

$12.3 billion

$21.8 billion

$6.1 billion

Company
Promotion

Best of breed roll-up acquiror of personal
care and consumer products with the core
Arm & Hammer brand providing a stable
backbone to diversify into other products

Best of breed roll-up in the test and
measurement equipment space
with world class EBITDA margins and
an ability to never miss Wall St
estimates through any economic
cycle

Best of breed weights, test and
measurement equipment company
with superior margins and an ability to
never miss Wall St. EPS targets

Leading maker of water heaters and
treatment products, boilers, and air
purifiers. Fast and sustainable
growth in China, allowing for
corporate gross margins in excess of
industry peers

Our Criticism

New management is more aggressive, using
financial and accounting tactics to inflate the
share price. The recent acquisition of
FLAWLESS hair care was expensive and will
disappoint investors. Governance lapses
have allowed management to reap unjust
bonuses based on non-cash gains. Shares at
$80 trade 8% above analyst targets

AMETEK isn’t creating any value by
delivering zero organic growth and
that its financial statements showed
signs of strain with aggressive
accounting. We believed its
premium valuation multiple could
not be sustained as the quality of its
acquisitions deteriorated

Excessive cost capitalization from a
12 year “Blue Ocean” ERP
implementation. Unusual corporate
structure that omits product level
margin discussion. Closeness of mgmt
with PwC its auditor. Financial strains
being signaled and anomalies in
China. Extreme valuation with price
14% over avg analyst price target

China capital expenditure
anomalies, notably consistent misforecasting. Capex issues often
linked to gross margin inflation.
Excessive spending on a protracted
ERP implementation also often
linked to accounting and
financial issues

Successful
Outcome

Within the first quarter after our report, CHD
reported disappointing Q3 sales results, cut
its full year revenue guidance, and issued Q4
earnings at $0.54, well below the $0.62
expected. Management blamed higher sales
and marketing expenses on FLAWLESS.
CHD’s new 10-K added risk factors around
financial controls and it Chief Accounting
Officer is “retiring”

By early 2016, AMETEK began
guiding down sales and earnings
expectations for multiple quarters.
Its CEO and CFO abruptly retired. Its
share price fell nearly 20% from our
initial report date

Q2 2019 missed sales estimates by the
widest margin in years, and initial
2020 guidance issued in Q3 2019,
missed estimates with lower sales and
earnings growth. Management failed
to address any of the issues identified
by Spruce Point. The share price
corrected by 22%

AOS admitted an undisclosed
material supply chain partner
following a report by firm J Capital.
In Q2 2018, AOS substantially
revised guidance, showing
weakness in China with sales
projected down 16-17%. AOS fired
its head of China after an
investigation

The recommendations shown above are not intended to be exhaustive. A full list of all recommendations made over the past twelve months can be found on our website
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Executive Summary

Spruce Point Estimates 35% - 55% Downside
($68.00 - $99.00/share) For Avery Dennison (AVY)
Avery Dennison (“AVY” or “the Company”) is an S&P 500 company known for its products and solutions in pressure sensitive labels, adhesives,
reflective materials and tapes, and retail branding and information solutions such as RFID tags. Whereas Avery presents itself as a recession
resistant and stable Company with growing Adjusted Operating Margins, EBITDA, EPS, and Free Cash Flow, Spruce Point believes its organic
financial condition has been inflecting negative for years as its core product loses share to competing technologies and changes in consumer
packaging preferences. We believe it has resorted to reducing key financial disclosures, and more brazen maneuvers to cover-up its weakening
performance including understating debts. Notably, Avery has recorded ~$1 bn of restructuring and impairment charges in the past 20 yrs. Recent
programs implemented during COVID-19 will expose it, not only to lower earnings leverage when global markets recover, but to financial
restatement and SEC investigation risk. We find irrefutable evidence that Avery has inaccurately portrayed its restructuring accounts to inflate
results and unjustly benefit insiders through inflated bonuses. Spruce Point has limited confidence in the current Audit Committee under Peter K.
Barker’s leadership. We find an alarming pattern that Avery has concealed his connections to multiple companies and individuals that the SEC has
investigated related to recognition of impairment charges. Therefore, Spruce Point calls on Avery to form an independent committee and hire an
independent investigator to evaluate our findings.

“It’s Just A Label” According To A Former Employee We Spoke With. This Sums Up Our View That Avery’s Best Days Are Behind It
 Avery invented the pressure sensitive label category more than 80yrs ago, and our research shows it is a very difficult product to innovate and
expand margins. In the case of Avery, a global competitor in labels and adhesives, we find it reports growing Adjusted operating income margins
when key competitors report margins are under pressure
 We believe Avery’s financial reporting defies reality by painting a false sense of a stable / growing business vs. one under multiple pressures.
Through the course of our forensic research processes, which included speaking with numerous former senior employees, customers and industry
consultants, we identified a number of large headwinds facing Avery, and many classic red flag actions taken in response
Spruce Point Has Identified 10 Headwinds Downplayed, Ignored, Or Never Disclosed By Avery And Its Stock Promoters
 Pressure to move towards more sustainable solutions: Involves R&D costs to Avery, with no discernable tangible benefit to earnings. Avery
stopped disclosing revenues from new product introductions, and in FY 2020 recently stopped disclosing R&D expenses
 Continued growth of shrink sleeves: Now almost 20% of market share for label technology, growing at the expense of pressure sensitive labels
 Continued shift toward flexible packaging from rigid packaging: Flexible packages (pouches) don’t require labeling and are resealable
 Consolidation Among Converters (Avery’s Customers): Private equity rolling up customers, increasing their bargaining power
 Rigid packaging printing technology: As technology improves to print direct on hard surfaces, it could further displace labels on cans and glasses
 Insourcing of laminate and coating machines: Larger Avery customers are backward integrating with their own laminate machines
 Apparel Sales Slowing: Shrinking retail footprint and work from home trend hurting Avery’s apparel business
 Refillable Food and Beverage Plastics Solutions: Supermarkets experimenting with refill solutions, a negative for bottles, cans and boxes
 Temporary and Long-Term Cost Cutting And Restructuring: Extreme cost cutting measures made during COVID-19 will look to leave Avery poorly
positioned to earnings leverage when global economies recover
 Unwind of Beneficial Tax Schemes: Aggressive tax schemes now being audited by foreign jurisdictions, which could materially impact EPS
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Spruce Point Estimates 35% - 55% Downside
($68.00 - $99.00/share) For Avery Dennison
Avery Dennison Showing Multiple Classic Spruce Point Signs of Increasing Financial Strain
 “Adjusted” Metrics and “Organic Sales” Increasing While Free Cash Flow Growth Is Retrained
• Pre COVID-19, Avery regularly touted Organic Sales growth, but stopped providing quantification of volume and pricing/mix impact a number of
years ago. With extreme and frequently repeated cost cutting and restructuring measures, Avery is claiming that consolidated Adjusted
Operating Margins and Adjusted EPS are rising, yet Free Cash Flow hasn’t structurally increased in years
 Key Financial Disclosures Being Omitted, Notably Metrics Affecting Revenue, R&D Expense, And Debt
• Innovation is the lifeline of Avery’s business. Former employees tell us that Avery tracks revenues from new product introductions as a key
metric. Yet, Avery does not disclose this figure to investors, and last mentioned sales growth from new products in 2013. One former employee
was skeptical Avery is getting much of return on R&D investment, especially from sustainable products such as CleanFlake. In FY 2020, Avery
ceased disclosing R&D expense in its quarterly filing for the first time
• Avery stopped disclosing sales return liability, and implemented an accounting change in 2020 which increases credit loss charges
• Other key disclosure reductions: Operating Lease Costs (stopped disclosing in 2020, leading to understatement of debt), Advertising Costs,
Deferred Revenues, and Non-Cash Capex
 Pension Restructuring And Tax Structuring Methods Becoming More Brazen To Portray Earnings And Free Cash Flow Growth
• Avery reduced pension liabilities with corporate debt in 2018-2019, but we believe it obscured the tax benefits associated with the restructuring,
thereby leading investors to believe its underlying free cash flow was growing, when based on our adjustments, it’s declining
• Avery hired a tax executive from Greif, a packaging company we successfully exposed in 2015 for its aggressive tax strategies. The SEC later
asked Greif extensive questions about its income tax and accounting. Like Greif, Avery has had wild swings in its effective tax rate, and is now
warning about audits causing a potential material adverse effect to the business
• We believe Avery has become so aggressive as to name whimsical subsidiary entities poking fun at the IRS for its ability to reduce taxes
 Management And Board Turnover Accelerating In FY 2020
• Five key members of Avery have departed in 2020, notably the VP of Investor Relations (along with the former one and current VP of Finance),
SVP and General Counsel, the VP and Treasurer, and Lead Independent Director
 Returning Capital To Investors Through Dividends And Stock Repurchases Is Falling Well Below Potential
• After forestalling the dividend increase and suspending share repurchases during most of 2020, Avery reinstated buybacks and increased its
dividend in Q3 2020. The dividend increase was just 7%, the lowest increase in years, and buybacks were just $7m. If we are to believe Avery
that its free cash flow guidance of $500m is achievable, it could have easily increased the dividend more and repurchased more shares
 Pivot Back To Acquisitions And Debt Is Rising To Plug The Hole of Evaporating Cash Flow
• With cash flow under pressure, Avery pivoted towards a $225m debt financed acquisition in late 2019 of Smartrac. We believe Avery’s prior
deals from 2016-2017, notably Yongle Tape, have been a disappointment and not stemmed the Company’s organic margin decline
• Avery is an “investment grade” rated BBB / Baa2 / Stable by S&P and Moody’s, respectively. We believe the credit agencies are not attuned to
the fundamental challenges, and problematic accounting masking its struggles. In fact, Moody’s “Credit Strengths” are subtly being disproved by
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management, and our forensic investigation. We believe Avery’s Net Debt / 2020E EBITDA is closer to 2.3x vs. 1.9x projected

Spruce Point Estimates 35% - 55% Downside
($68.00 - $99.00/share) For Avery Dennison
Biggest Red Flag of Avery’s Stress Is Its Repeated And Growing Restructuring Programs. The Restructuring Charge Accounts Don’t Add Up

 In the past 20 years, Avery has recorded nearly $1.0bn in restructuring charges (lease terminations, severance charges and asset impairments, ex: goodwill
writedowns). Despite all of these recurring charges, free cash flow hasn’t structurally increased
• In the last 5 years, we estimate negative organic EBIT growth when adjusted for cost savings programs and acquisitions
• Using the Wayback Machine we find limited evidence that Avery has optimized its physical global location footprint
 We believe Avery has grown so dependent on restructuring charges to perpetuate growth, that it has pivoted towards accounting manipulation
• For the first time, Avery modified its recent 2019 10-K Annual Report language discussing its accounting method for restructuring charges
• In its recent 10-K, Avery restated 2018 restructuring charges lower by 62%, without explanation, leaving its restructuring charge accounts unbalanced by
segment. This allowed it to inflate historical Adjusted Operating Income, EBITDA, and EPS while understating financial leverage
• At the beginning of 2020, Avery expanded its “clawback” language in its executive bonus programs for fraud and intentional misconduct
• Avery is now warning that with permanent and temporary cost savings measures in 2020 of $65m and $150m, respectively, it expects headwinds as
global markets recover. We view this as tacit acknowledgement that it has sacrificed competitiveness to hit short-term numbers

Peter Barker, A Fixture on Avery’s Audit Committee And Former Audit Chairman, Is Closely Associated With Many Companies And
Individuals The SEC Has Investigated In Relation To Impairment Charges. His Biography Fails To Disclose These Connections

 Barker has served on the Boards of three companies that have come under SEC investigation, Stone Energy, GSC Investment Corp and Fluor. At both
Stone Energy and Fluor, where he served on the Audit Committees, there were full financial restatements and SEC inquires into the recognition of charges
 Both Avery and Barker fail to disclose his role on the Board at Riverstone Energy Ltd, a poorly performing publicly traded closed end fund in the UK. This
connects Barker with his former Goldman Sachs colleague David Leuschen who settled with the NY Attorney General in a state corruption scandal
 Barker is also closely connected with Jim Hackett. Both individuals served together on Fluor and Riverstone’s Boards. Hackett recently founded Alta Mesa
Resources, a SPAC that collapsed into bankruptcy, and is under SEC investigation as it relates to impairment charges

Breakdown of Alignment Between Insiders And Shareholders Becoming More Evident

 Avery’s Board ranks itself lowest on financial sophistication, no surprise to us given our findings that:
• Management’s annual incentive bonus is tied heavily to Adjusted Free Cash Flow and Adjusted EPS. We believe both figures have been inflated by
management through analytically flawed presentation methods and accounting manipulation
 All Insiders own just 1.1% (880k shares) of Avery – an all time low – and down materially from 2013 when insiders owned 3.8% (3.8m shares)

Poor Risk / Reward With Analysts Having Boosted Targets To All-Time Highs Despite Glaring Signs of Stress And Headwinds Mounting

 Avery’s end markets and businesses have yet to fully recover from COVID-19 and its cost cutting measures have exposed accounting weaknesses and
potential loss of competitive position when a rebound occurs. Yet, sell-side analysts reward Avery with price upgrades to all-time highs
• The average analyst price target is $146, giving the stock a -4% implied upside. Avery trades at the highest valuation multiple among material and
specialty chemical peers despite below average 2021 FCF margins and revenue growth. Avery’s dividend yield also falls well below the industry average
• Downside catalysts outweigh upside potential. Avery has consistently missed revenue estimates, while beating “Adjusted” EPS estimates through
aggressive cost cuts and lower tax rates. Now Avery is warning of foreign tax reviews poses a material adverse risk
• Avery trades at premium to peers on EBITDA and FCF, both metrics we believe are highly manipulated. At 20x our estimate of normalized FCF, and
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8.0x-10.0x normalized EBITDA, we arrive at a price target of $68 - $99 per share or 35% - 55% downside risk

Overview of Avery Dennison
Avery is organized into three business units. Below is our assessment and key insights from former employees.
Industrial and Healthcare Materials

Financial
Contribution

Retail Branding and Info Solutions

$4,700m in Sales (67% of Total)
• “Adjusted” EBIT Margin: 13.3%
• Capex Margin: 2.9%
• Restructuring Charges: $127.8m

$1,700 in Sales (23% of Total)
• “Adjusted” EBIT Margin: 12.5%
• Capex Margin: 3.8%
• Restructuring Charges: $53.8m

$674m in Sales (10% of Total)
• “Adjusted” EBIT Margin: 10.3%
• Capex Margin: 3.6%
• Restructuring Charges: $15.6m

Spruce Point
Assessment

Label and Graphic Materials

• Environmentally unfriendly product makes it
less attractive long-term solution
• Displacement risk from new tech and
consumer packaging preferences
• Frequent need to restructure to remain
competitive and limited product innovation
• Long Term Growth: Low/mid single digits
• Long Term Margins: Pressure Down

• Tags for apparel, very competitive
• Promotes $500m RFID platform
growing 15-20%, but slow market
expansion beyond retail
• Changing retail landscape could be a
long-term negative
• Long-Term Growth: Mid Single Digits
• Long-Term Margins: Flat/Down

• Dog of the portfolio produces
mechanical fasteners, tapes, and
other pressure sensitive materials
• Highest economically sensitive
segment with large auto exposure
• Impairment risk rising
• Long Term Growth: Flat
• Long Term Margins: Pressure Down

Former Employee and
Company Insights

Former Avery VP, 7 Yr Veteran

“At the end of the day, it's just a label, it's just a
label. There's no rocket science around paper
that you coat with an adhesive. The barriers to
entry to laminate a label on paper products is
not huge. How do you differentiate yourself? It's
difficult. The label industry is the first industry
I've worked in where people make no
obligations to one another. There’s few if any
volume commitments in the label industry. I’d
be asking management what’s been the return
on all their R&D spend and what sales come
from new products?”

Note: Total restructuring charges 2017-Q2 2020

Former Business Development Manager,
RFID

2019 Critical Audit Matter

“RFID is one of the few upside growth

determination that performing
procedures relating to the goodwill
impairment assessment of one
reporting unit in the IHM reportable
segment is a critical audit matter are
there was significant judgment by
management when developing the fair
value measurement of the
reporting unit.”

areas in RBIS. I left because there wasn’t
enough upward mobility. The technology
has been around a while and the sales
cycles are very long. Industries outside of
retail are slow to adopt. With COVID-19 I’m
very negative on Avery’s ability to grow in
adjacent industries such as the airlines.
While COVID-19 may help companies
think more about supply chain optimization,
the stay at home work trend is a negative
for apparel purchasing.”

“The principal considerations for our
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Capital Structure And Valuation
Avery is more expensive and levered than it appears. We believe Avery inflates Adjusted EBITDA and EPS with dubious
restructuring add-backs. In addition, it obscures reporting of operating leases, which are also debt, and ignores
pension and environmental liabilities.
$ in mm, except per share figures

Stock Price
Basic
Diluted
Total Shares Outstanding
Market Capitalization
Commercial Paper
Other borrowings/short-term
$800m revolver due 2025
Total Short-Term Debt
Medium Term Notes
3.4% Senior Notes due 2023
1.25% Euro Senior Notes due 2025
4.875% Senior Notes due 2028
2.65% Senior Notes due 2030
6.0% Senior Notes due 2033
Total Senior Notes
Other Long-Term Debt
Total Debt Outstanding
Unfunded Pension
Operating Leases
Environmental
Total Adjusted Debt
Less: Cash and equivalents (1)
Adj. Enterprise Value

Street Spruce Point
$152.35
$152.35
83.4
83.4
0.6
0.6
84.0
84.0
$12,800.1
$12,800.1
$0.0
$0.0
$124.1
$124.1
$0.0
$0.0
$124.1
$124.1
$30.0
$30.0
$249.1
$249.1
$553.4
$553.4
$493.9
$493.9
$500.0
$500.0
$148.9
$148.9
$1,945.3
$1,945.3
$44.7
$44.7
$2,144.1
$2,144.1
-$204.0
-$140.3
-$19.5
$2,144.1
$2,507.9
$284.7
$316.8
$14,659.5
$14,991.2

Projected
2020E
2021E
2.2x
2.1x
14.4x
13.7x
25.0x
25.5x
22.6x
21.3x
9.6x
--

Spruce Pt Adjusted
2020E
2021E
2.2x
2.1x
15.5x
15.0x
42.8x
37.5x
24.5x
24.9x
---

Growth and Margins
Sales Growth
EBITDA Margin
Free Cash Flow Margin

2020E
-3.6%
15.0%

2021E
4.1%
15.1%

2020E
-3.6%
15.0%

2021E
2.5%
14.6%

8.6%

8.1%

5.1%

5.7%

Credit Metrics

2020E
1.8x

2021E
1.7x

2020E
2.3x

2021E
2.2x

December 31,
EV / Sales
EV / Adj EBITDA
EV / FCF
Price / Adj EPS
Price / Book Value

Net Debt/EBITDA

Moodys:

Baa2/Stable

S&P:

BBB/Stable

Key debts ignored by financial data
providers and Wall Street analysts

Source: Company financials, Bloomberg consensus and Spruce Point estimates
1) Majority of Avery’s cash is in foreign jurisdictions but it has foreign debt. We include $31.1m of fixed income investments in Other Current Assets
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Avery’s Share Price Appreciation Merits
Significant Scrutiny
Spruce Point believes Avery’s shares do not deserve to trade near all-time highs as its business comes under multiple
pressures and management has explicitly said it will face headwinds when global markets recover.

Feb 2019:
Fmr CEO and
Chairman
Scarborough Won’t
Stand For
Reelection
Feb 3, 2016:
Discloses Cash and
Cash Flow
Restatement
Feb 25, 2016
CEO Transition
Announced

Q4 2016
Changes operating
structure and
reporting segments

July 2018
Pension
Termination
Strategy Disclosed,
Leverage Target
Increased

Mar 2017
Feb 2017
Acquires Yongle CFO Resigns
Tape (China) For
$190m + Earnout

Source: Bloomberg and Spruce Point analysis

May 2019:
LGM President
Retires

Oct 2020
Insiders Sell

Nov 2019
Acquires
Smartrac In RFID
for EUR225m
Aug 2018
IHM President
Leaves

Oct 2020
VP / Head of
Inv Relations
Retires

July 2020
General
Counsel Miller
To Retire

May 2020
Clawback
Feb 2020
Language
Independent Feb 2020
For Fraud
Director Won’t 10-K filed,
Stand For
Restructuring Expanded
Reelection
Accounts
Manipulated
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Avery’s “Adjusted” Free Cash Flow vs.
Spruce Point Reality >>> Multi-Year Decline
Avery has used an analytically flawed presentation of Adjusted Free Cash flow to claim that cash flow grew from 2017-2019 by
not tax adjusting pension contributions. COVID-19 has provided a distraction for AVY to explain away poor performance. AVY
claims it can generate $500m of Free Cash Flow this year, but this is only achieved by reducing capex and implementing both:
1) Temporary cost savings program of $150m, and 2) Long-term restructuring savings (net of costs) of $60-$70m. Absent
these extreme, and often repeated restructuring measures, Spruce Point estimates AVY’s Adjusted Free Cash Flow would be
approximately $265m, or a 13% decline from 2019 – continuing its multi-year cash flow contraction.
Spruce Point vs. Avery Adjusted Free Cash Flow Bridge

$ in mm

FY 2017

FY 2018

FY 2019

FY 2020E

Cash From Operations

$645.7

$457.9

$746.5

$665.0 - $675.0

Less: Purchase of PP&E

($190.5)

($226.7)

($219.4)

Less: Purchase of Software

($35.6)

($29.9)

($37.8)

Less: Tax Withholding Payments Stock Comp

$1.4

($32.2)

($17.4)

($20.0)

Plus: Pre-Tax Pension Settlement Payments

--

$200.0

$10.3

--

Less: Tax Benefits Pension Contrib. and Settlements

--

($50.3)

($179.0)

--

Less: Restructuring Savings (Midpoint)

--

--

--

($60) to ($70)

Less: Temporary Cost Savings

--

--

--

($150)

Spruce Point Adjusted Free Cash Flow
% YoY Change

$421.0
--

$318.8
-24%

$303.2
-5%

$260.0 - $270.0
-13%

Avery Adjusted Free Cash Flow
% YoY Change

$421.7
--

$429.2
+2%

$512.3
+19%

~$500.0
-2%

Source: Avery SEC Filings and 2020 guidance, Spruce Point Analysis

($165.0) to ($175.0)
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Spruce Point Estimates Negative 5 Year
Organic Operating Income
Given Avery’s frequent restructuring and cost savings programs, we attempt to evaluate its ability to grow Operating
Income (EBIT) absent these savings. Between 2015-2019, Avery disclosed average organic sales growth of 4%, and
EBIT growth of $266.7m (inclusive of ~$600m of acquisitions for which it did not disclose EBIT contribution). During the
same period, cumulative cost savings from disclosed programs totaled approximately $290m.
As a result, we estimate Avery has experienced underlying EBIT contraction.

FY 2015

FY 2016

FY 2017

FY 2018

FY 2019

Increase in
Adj EBIT
2015-2019
(A)

AVY Reported
“Organic Sales Growth”

+4.6%

+3.9%

+4.2%

+5.5%

+2.0%

--

--

--

AVY Reported Adj. EBIT
% margin

$557.0
9.3%

$614.0
10.1%

$707.0
10.7%

$788.0
11.0%

$823.7
11.7%

+$266.7
+2.4%

--

--

Realized Cost Savings
From Disclosed Programs

($70.0)

($80.0)

($59.5)

($30.0)

($50.0)

--

($289.5)

($22.8)

$ in mm

Cumulative
Cost Savings
2015-2019
(B)

Organic
EBIT Decline
(A-B) (1)

Source: AVY Annual 10-K filings, Investor Presentation and Spruce Point Analysis
1)

Avery made multiple acquisitions during this time period, but did not disclose EBIT or EBITDA contributions from deals. Thus, material organic EBIT decline is likely higher than our estimate
2016: Mactac - Paid $220m with $170m in sales
2017: Yongle Tape - Paid $190m with $160m of sales
2017: Hanita – Paid $75m with $50m of sales
2017: Finesse Medical - €15m of sales
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Spruce Point Estimates 35% – 55% Downside
Given our concerns that Avery is running out of aggressive financial and accounting methods used to embellish its
results, we see significant downside risks. Avery trades at a premium multiple to peers and ranks poorly on ESG factors
such as governance and the sustainability (ecofriendly) nature of its products. Given our belief and evidence that Avery
has taken recent maneuvers to manipulate restructuring accounts, Avery is at above average risk of SEC investigation.
$ in millions, except per share amounts

Valuation

Low Price

High Price

Note

Multiple of Normalized FCF
CY 2021E FCF
Enterprise Value
Plus: Cash and Investments
Less: Financial Debt
Less: Other Liabilities (1)
Dil. Shares
Price Target
% Downside

20x
$400
$8,000.0
$316.8
($2,144.1)
($363.8)
83.7
$69.00/sh
-54%

20x
$450
$9,000.0
$316.8
($2,144.1)
($363.8)
83.7
$80.97/sh
-46%

Street 2021E Consensus FCF is $574m. Avery has
waffled in its 2020E guidance around $500m three
times. Yet, there are obvious headwinds from
extreme short-term cost cutting measures of
$150m putting it at a disadvantage to leverage
growth in 2021. We normalize for this. Beneficial
tax rates are now in question as Avery has noted a
chance for a material adverse effect in its Q3’20
10-Q. Avery trades at 25.5x 2021 FCF whereas
peers trade on average at 20x

10.0x
$1,020
$10,200.0
$316.8
($2,144.1)
($363.8)
83.7
$90.97/sh
-37%

Avery trades at a rich 13.7x 2021E EBITDA,
whereas chemical and material peers with similar
margins trade at 8.5x to 9.5x – Avery’s long-term
10 year average forward EBITDA multiple is ~8.7x.
We expect Avery to continue to miss revenue
estimates. Consensus is calling for 4.1% sales
growth next year. We’re at 2.5%-3.0% and expect
a slower recovery and RFID growth opportunities
to disappoint. Our EBITDA also adjusts for
restructuring charges since we’ve demonstrated
they are recurring and dubious in nature

Multiple of EBITDA
FY 2021E EBITDA
Enterprise Value
Plus: Cash and Investments
Less: Financial Debt
Less: Other Liabilities (1)
Dil. Shares
Price Target
% Downside
Includes the following adjustments
a) Environmental liabilities: $19.5m
b) Unfunded US and Int’l pensions: $204m
c) Operating leases: $140.3m
Note: Downside Based on $152.35

8.0x
$1,000
$8,000.0
$316.8
($2,144.1)
($363.8)
83.7
$69.03/sh
-54%

1.
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Evidence of Growing Business
Challenges In Core Markets

Avery’s 20 Years Of Shareholder Misery
Spruce Point believes Avery’s business has been an abject failure over the past 20 years. It has spent $1.8bn on R&D, $2.8bn
for acquisitions, and incurred $1.0bn of restructuring costs. All the while, annual Free Cash Flow hasn’t consistently grown.
Cash Paid Acquisitions

Research and Development Expenses
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Significant Short And Long-Term
Headwinds And Risks Not Appreciated
Avery Dennison faces significant long and short-term headwinds across its offerings’ end-markets. We believe these headwinds
will continue to intensify as competition increases, resulting in declining sales and further pressure on margins. We believe the
biggest undiscussed risk to Avery has been the growth of shrink sleeve packaging.
Headwind / Risk

Description

Consolidation Among Converters
(Avery’s Customers)

Expert interviews reveal that private equity money flooding into the space is consolidating customers, and
increasing their bargaining power. Avery just added customer consolidation risk in its recent 10-K

Continued Growth Of Shrink Sleeves

Containers (such as bottles) with fully surrounded designs are displacing traditional adhesive labels. Shrink sleeves
have no adhesive and can easily be removed and improve recycling. Has taken 15-20% share according to an expert
we interviewed

Continued Shift Toward Flexible Packaging
From Rigid Packaging

Flexible packages are highly customizable and growing in popularity. The packages are reusable, don’t require a selfadhesive label, and ecofriendly

Rigid Packaging Printing Technology

Improvements in rigid printing technology allowing for better printing on cans, bottles and other hard surfaces is a
long-term threat to the adhesive label

Insourcing of Laminate And Coating Machines

According to a former employee and an industry expert, backward integration is occurring for larger customers
where the economics make sense. Laminate machines are being marketed and purchased directly by end customers
(eg. Beer labels)

Pressure To Move Towards More Sustainable
Solutions

Liners (the removable part holding the label) is a major source of waste. Sustainable solutions require investment in
R&D and other costs, but don’t have a visible benefit to Avery’s profits according to our interviews

Apparel Sales Slowing

Reduction in retail apparel stores, and less shopping for apparel with the increasing trend of work from home and
high unemployment remains a long-term headwind. Risk partially mitigated by growing ecommerce

Refillable Food and Beverage Plastics Solutions

Supermarkets experimenting with refillable food and beverage stations that reduce the need for more bottles and
cans with labels is a long-term risk

Temporary And Long-Term Cost Cutting And
Restructuring

Avery has implemented extreme cost cutting measures during COVID-19, targeting $150m of short term, and $60$70m of long-term restructuring. When global end markets recover, Avery has admitted headwinds

Unwind Of Beneficial Tax Schemes

New Disclosure in Q3’2020 10Q: Subsequent to the end of Q3’2020, AVY met with tax authorities in a foreign
jurisdiction on an audit for tax years 2016-2019 to discuss the application of incentive tax rates to its activities. The
response may lead to a change in AVY’s judgment with regard to our uncertain tax positions, which may have a
significant adverse effect on its provision for (benefit from) income taxes in 2020
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Has Avery Been Covering Revenue Loss
To Shrink Sleeve Technology?
The last mention of the word “shrink sleeve” Avery made was on a conference call in 2010 and has never mentioned the
word in any SEC filings. Based on our research, it has taken 15-20% of share in the decorative label market.
This could be the reason why management has not wanted to draw attention to the shrink sleeve market.

Former CEO and
Chairman Dean
Scarborough
Q3 2010
Conf Call

Spruce Point
Observation

“We showcased several innovative technologies at Labelexpo. One is an ultra thin liner material called
ThinStream that enables less waste and lower total applied costs. This innovation is targeted at the food
and beverage market segment where pressure sensitive penetration is low. The second innovation is
Fasson Curve appeal, which will enable consumer packaged goods companies to label containers with
complex curves, where today the only option is shrink sleeve. Both of these new proprietary solutions
are in the early stages of commercialization, but are great examples of our new innovation platform.” Source
Avery has never disclosed financial contribution from either ThinStream or Fasson Curve
Label Technology Market Share (1)

Shrink Sleeve
Examples Where
The Sleeve Wraps
The Container,
Making A Pressure
Sensitive Solution
Unnecessary
1) Includes Variable Info Printing. Excluding it Sleeve
and Pressure sensitive are equal at 24%

50 Year Pressure
Sensitive
Industry Label
Expert

“The clearest threat to Avery has been the growth of shrink sleeves. It’s a container that’s fully decorated
where the full bottle is covered by a plastic label and shrunk with heat. It’s very popular in homecare and
beverages. That particular technology has taken 15-20% of the decorative label business in the past
10 to 15 years.”
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Spruce Point’s Research On Avery’s Label
And Graphic Margins
We asked a former Avery employee tasked with pricing and revenue initiatives in the Label and Graphic segment for his
views on Avery’s margin increase as well as an industry consultant with 50 years of experience. It was clear to both
experts that increasing margins is challenging.
Spruce Point
Question

“Avery shows generally stable operating margins in Labels and Graphics over the past 5 years, but their
adjusted results show substantial margin gains. Do you think this is accurate?”
“The answer depends on what Wall street wants: sales or earnings growth? We received guidance on a
regular basis, and the bottom line is we always had to grow margins.”
“I will say growing margin is very hard to do. I specifically have a lot of experience in that area given I
was on the pricing side. I really considered myself more in margin management.”

Former Avery
Global Pricing
and Revenue
Specialist

“In times of inflation, it was incumbent to manage the price increase process to pass along inflation to
customers.”
“To grow margin, we have to incorporate innovation, which is a really difficult hill to climb. We can do it
in pieces and parts, but there are not a lot of super large opportunities to expand margins in that space.”
“I saw restructuring every two years, and in some cases, more frequent than that. Avery does a very good
job in cost management.”

50 Year
Pressure
Sensitive
Industry Label
Expert

“I think the margins have gone down.”
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Flexible Packaging Growth Means No
Need For Adhesive Labels
Flexible packaging doesn’t require a self-adhesive label because everything is printed directly on the package. Packages
are highly customizable, can be sealed to maintain product freshness, are reusable and believed to be ecofriendly.
We believe the growth of this packaging is pressuring Avery. The last time Avery referenced flexible packaging was 2014.
Last Avery Mention
“Flexible
Packaging” in 2014
Investor Meeting

“We continue to see new applications choosing pressure-sensitive. On the label side, pressure-sensitive is obviously not the
only choice. Some packages still use wet glue-applied paper labels, there are flexible packages like pouches, there are shrink
labels, and there is direct print on containers. All of these solutions play a role in the market. But for many decades now,
pressure-sensitive has been a winning technology through the superior design flexibility that it offers; flexibility that leads
to superior shelf appeal and functionality.”
Food Products

Homecare/Detergent

Beverage

Pet Food

Many Product
Categories Have
Adopted Flexible
Packaging (Pouch)
Solutions

Flexible Packaging Is
Growing And Gaining
Share From Other
Packaging Forms

From the
Association of
Packaging and
Processing
Technologies

“Respondents and industry experts estimate the global flexible packaging market will grow at a rate of 3.9% CAGR through
2023 to ~$291.6B. The flexible packaging market in the U.S. and Canada are estimated to achieve $44B by 2023.The U.S.
flexible packaging market witnessed accelerated growth of 61% from 2000 through 2017 (shown right) and is projected to
increase in almost all end use segments of the industry. The growth in flexible packaging is due to consumer preferences for
convenient packaging, as well as industry demands for sustainable and consumer-friendly packages.”

Source: 2019 Flexible Packaging Market Assessment, The Association of Packaging and Processing Technologies
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Experts on Flexible Packaging Impact
All of the people we spoke with knowledgeable about Avery believe that flexible packaging growth is real and a
disruptive factor for its business.

Spruce Point
Question

“Can you talk about the big disruptive risks facing Avery Dennison.”

Former
Avery VP

“Where direct printing does work is on flexible packaging where the package is first printed, then packed.
For example, a Lay’s potato chip bag. If consumer markets move more to flat flexible packaging, that’s a
disruptive technology for labels. The direct print and type of packaging combined that is a challenge.”

50 Year
Pressure
Sensitive
Industry Label
Expert

“Many brands are moving out of rigid containers into pouches (also known as flexibles). From the
recycling point of view they are not the best, but have taken a lot of market share. For example, a big part
of the pet food market is now pouches. They can be easily opened and closed. Both shrink sleeves and
pouches have been undermining the growth of the decorative label market.”

Large Avery
Customer In
The Packaging
Industry

“Yes, I believe flexible packaging is growing in popularity.”
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VIP Segment Under Pressure
Avery promotes its growth catalysts of ecommerce and labels in logistics, shipping and variable information printing
(“VIP”). A former employee we spoke with, and an industry expert, both agreed that the margins in this business have
been under pressure.

15% of Sales
To Logistics,
Shipping and
Variable Info
Products
Source: Investor Presentation, Sept 2020

Spruce Point
Question

“Can you discuss Avery’s Variable Information Printing business? Avery promotes its growth in
ecommerce, logistics and shipping.”

Former Avery
Global Pricing
and Revenue
Specialist

“Variable information printing is what you would see on a UPS or Amazon box. Specifically, in North
America it became very price sensitive. It became very difficult to build this business.”

Pressure
Sensitive
Industry Label
Expert

“Absolutely they have had margin pressure. It’s a more commoditized product. Unlike other labels, it’s less
durable, doesn’t have to look good.”
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Retail Branding And Info Solutions Segment
Reliant On RFID, An Old Technology, To Drive
Growth
Avery’s Retail Branding and Information Solutions (RBIS) has been heavily impacted by the slow down in retailing and apparel. The
lone growth driver within the segment is RFID, which management says is a $500m business with 15-20% p.a. growth potential.
Avery increased its exposure to RFID at the wrong time by acquiring Smartrac in Feb 2020 for $255m. Avery has tried to focus on
pushing RFID adoption in other industries. However, our research and conversations with an industry expert has shown the
reason for the market’s slow adoption of RFID technology is due to competing simple barcode technology, which is 5-10x less
expensive than RFID. Other industries that may adopt RFID (such as airlines and restaurants) have been extremely challenged in
the COVID-19 pandemic environment.

Former
Avery Dennison
RFID Sales
Manager

“Delta airlines uses an Avery Dennison inlay in every bag tag and that's how they track luggage to the system. Obviously,
that's a terrible market to be in right now, but to this day, Delta is the only airline that uses RFID. I think that the
reason for that is similar across a lot of industries. One is that RFID got overhyped when it was first introduced 20 years
ago and so the impression it has on the decision-maker is a negative brand. It's looked at as maybe an old and dated
technology… The Delta deal, it took seven years before they pulled the trigger. The other part is that there is not an
explicit return on investment to measure financially, but there is an element of consumer experience there.”
“I think one of the other reasons why it's been slow to be adopted is that you're not just competing RFID or not. It's
not a binary decision. Sometimes it's a transitional decision where they go to barcode first.”

Former
Avery Dennison
RFID Sales
Manager

“You've got alternative technology that you're competing against. If you've got someone that's doing nothing and they
evaluate the cost of it, let's say just to make it easier, they're buying labels. So they've already got a label on the box and
they have to decide whether to set up barcode infrastructure or RFID infrastructure. The additional cost of ink is like a
half a penny where even the highest volume applications for RFID are down in the $0.02 to $0.03 cent range. But on
average, it's probably 5 to 10 cents for an RFID inlay. An inlay is really an antenna with a chip on it. And that's primarily
what Avery Dennison was manufacturing and Smartrac for that matter.”
Deflationary Pricing

Deon Stander
VP & General
Manager
Avery Dennison
Analyst
Meeting
March 9, 2017

“So end market pricing for RFID tags will also vary quite dramatically on the form carrier. So if it's, for example,
if it's in a paper tag you will have a certain price point and if it's in a printed fabric label attached the garment, it tends to
have a slightly different price point. But on average the market price is around between $0.06 to $0.08 is typically
what we see at the moment. We've also seen over the last five years that as that has come down from previous levels
north of $0.10, it certainly has been one of the catalysts that drives adoption as well, particularly when you get to lower
value items at a retail level.”
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Effects Of COVID-19 Result In Significant
Challenges To Growth
Spruce Point believes Avery is a net loser from the results of the COVID-19 pandemic. Avery’s reliance on retail and
apparel, one of the sectors hardest hit and in years of secular headwinds, has yet to recover to pre-pandemic levels.
As consumer’s behavior begins to shift, slow retail sales will continue to pressure Avery’s ability to grow in the space.
There is a major disconnect between Avery’s retail business struggling and its shares near all-time highs.

Advance Retail Sales: Clothing and Clothing Accessory Stores

Source: U.S. Census Bureau

24

Profitability Looking To Come
Under Pressure
While management highlights the strength of its margins in the RFID business, our conversations with an industry
expert tell a different narrative. While RFID margin percentage may remain stable, topline pricing pressure will reduce
the absolute level of Avery’s profitability. As pricing continues to come down, Avery’s only option to grow profitability
will be to increase volumes and have the entire market continue to grow in a rough economic backdrop.

Spruce
Point Question

Former
Avery Dennison
RFID Sales
Manager

“Have they been able to maintain pricing power or is this a deflationary pricing category for them?
Would you expect there, even though it's growing, would you expect their profitability and marketing
to go down over time?”
“Margins will be the same because that is how they are managing the business. Net profit on legacy business
may slowly shrink because as their costs come down, the total dollar or margin might shrink. 40% of a penny
versus two pennies is just less money.”
“You've got the customers that choke on the tag cost and don't want to add 5-10 cents. Those old-time time
customers that were complaining about price were complaining when it was a dollar a tag. A lot of the same
capabilities you were paying a dollar for 20 years ago.”

Spruce
Point Question

“Do you think this work from home trend is a negative for Avery? As more workers are remote, and
don’t need to go into the office every day, there is less demand for work apparel, and hence less need
for apparel tags and RFID?”

Former
Avery Dennison
RFID Sales
Manager

“Yes, that’s right.”
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Consolidation Among Converters
(Avery’s Customer Base)
We spoke with a former Avery employee who has over 20 years of experience in the label industry. He told us that he
believes the risk of increased consolidation among converters is being underappreciated and continued consolidation will
result in tangible pressure being exerted on Avery. Avery just included this as a new risk factor. We find multiple deals and
add-on acquisitions in the label converter industry, backed by finically driven private equity buyers, seeing opportunities to
drive further consolidation among the few thousand converter players in the fragmented industry.
Former Avery
Employee with 20+
Years of Experience

New Risk Factor
Added
2019 Annual Report

“Something that we saw over the course of time is the consolidation in the label converter base. So we saw a
number of private equity firms buying up and consolidating label converter businesses, which puts more of
the bargaining power in their hands.”
“A significant consolidation of our customer base could negatively impact our business. For example, some
converter customers served by our LGM segment have consolidated and integrated vertically. Some of our
largest customers have acquired companies with similar or complementary product lines. This consolidation
could increase the concentration of our business with our largest customers. Further consolidation may be
accompanied by pressure from customers for lower prices. While we have generally been successful at
managing customer consolidations, increased pricing pressures from our customers could have a material
adverse effect on our business.”

Selected Private Equity Deals In The Converter Space

Date

Company

Acquirer

October 2019

Flexo-Graphics

Inovar Packaging Group / AEA Investors

July 2019

Multi-Color Corporation

WS Packaging / Platinum Equity

June 2019

Label Technology

Fortis Solutions / Main Post Partners

February 2018

WS Packaging

Platinum Equity

December 2017

Fortis Solutions

Main Post Partners

January 2016

Inovar Packaging Group

AEA Investors

Source: Press Releases
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IHM Segment: Signs The Segment Is
Under Greater Stress Than Appears
IHM manufactures and sells tapes and adhesives products for industrial and medical applications as well as fastener solutions. This
segment has struggled, and there is indication that it may be worse than management is letting on. In 2017, Avery acquired Yongle
Tape ($160m in sales), a supplier to the Chinese and global auto market included in the segment. In 2018, Avery quickly pointed out
that Yongle Tape’s fair value exceeded its carrying value by just 22%. In the recent 10-K a “Critical Audit Matter” was raised around
IHM goodwill impairment. Through 2020, Avery has continued to blame IHM on auto weakness and still hasn’t impaired goodwill.(1)

Avery 2018
Annual Report

Additionally, in our annual impairment analysis, the goodwill of reporting units in our Industrial and Healthcare Materials reportable
segment were tested utilizing a quantitative assessment. This assessment indicated that the fair values of these reporting units
exceeded their respective carrying amounts, including goodwill. Except for our Yongle Tape reporting unit acquired in 2017, the fair
values of these reporting units exceeded their carrying amounts by 100% or more. Yongle Tape's fair value exceeded its carrying
value by 22%, assuming a discount rate of 12% and a perpetual growth rate of 3.5%. As of December 29, 2018, the carrying value
of Yongle Tape's goodwill was $81.7 million.
Goodwill Impairment Assessment of One Reporting Unit in the Industrial and Healthcare Materials ("IHM") Reportable Segment

Avery’s
2019
Annual Report
Included A
“Critical Audit
Matter”
Around
Goodwill
Impairment

As described in Notes 1 and 3 to the consolidated financial statements, the Company’s consolidated goodwill balance was $930.8
million as of December 28, 2019, of which $173.7 million related to the Company’s IHM reportable segment. Management performs
an annual impairment test of goodwill during the fourth quarter, unless certain factors indicate the need to perform an impairment
assessment in addition to the annual test. Potential impairment is identified by comparing the fair value of a reporting unit to its
carrying amount, and, to the extent the carrying amount exceeds the fair value, an impairment of goodwill is recognized for the
excess up to the amount of goodwill of that reporting unit. The goodwill of one reporting unit in the Company's IHM reportable
segment was tested utilizing a quantitative assessment. Management's quantitative analysis primarily consists of a present value
(discounted cash flow) method to determine the fair value of the reporting units with goodwill. A discounted cash flow analysis
requires management to make various assumptions about the reporting units, including forecasted sales, operating margins and
growth rates, and discount rates. Assumptions are also made for varying perpetual growth rates for periods beyond the long-term
business plan period. The principal considerations for our determination that performing procedures relating to the goodwill
impairment assessment of one reporting unit in the IHM reportable segment is a critical audit matter are there was significant
judgment by management when developing the fair value measurement of the reporting unit. This in turn led to a high degree of
auditor judgment, subjectivity, and effort in performing procedures and in evaluating management’s cash flow projections and
significant assumptions, including forecasted sales, operating margins and growth rates, discount rates and perpetual growth rates
for periods beyond the long-term business plan period. In addition, the audit effort involved the use of professionals with specialized
skill and knowledge to assist in performing these procedures and evaluating the audit evidence obtained.

1) Q3 Conf Call: “The Industrial and Healthcare Materials segment, sales declined 7.6% on an organic basis compared to the 21% decline in Q2, reflecting sequential improvement entrance
for automotive applications, particularly in China and North America”
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Key People Leaving
Spruce Point observes a changing of leadership at key roles starting in 2017. In 2020, we observe an accelerating
departure of long tenured professionals.

Accelerated
Departures

Date

Executive

Role

Background

Dec 2020

Cindy Guenther

VP of Investor Relations

24 Years with Avery

July 2020

Susan Miller

SVP, General Counsel and Secretary

Joined in 1991

July 2020

Garrett Gabel

VP of Finance, Former Head of
Investor Relations and Global
Reporting

17 Years with Avery

March 2020

Mike Klein

VP and Global Treasurer

Joined in 2009

Feb 2020

David E.I. Pyott

Lead Independent Director

Intention not to stand for reelection
Joined Board in 2005

May 2019

Georges Gravanis

President, Label and Graphic
Materials

Appointed May 2015 and retiring

March 2019

Dean Scarborough

Board Chair / Former CEO

Intention not to stand for reelection
(No longer an employee Dec 2017)

Aug 2018

Michael Johansen

VP and GM, Industrial
and Healthcare Materials

Joined in 1991

March 2017

Anne Bramman

CFO

Appointed Feb 2015 and left
within 2 Years
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ERP And Technology Woes
Employees on review website Glassdoor.com bemoan AVY’s dated technology, and painful $60m Oracle ERP implementation that
one person described as “chaos” even for months after implementation. These sentiments were echoed by a former employee we
spoke with. With a troubled IT and ERP, we believe investors should be skittish about Avery’s financial reporting.
Spruce Point
Interview With A
Former Finance
and Operations
Employee At Avery

Source: Glassdoor.com

“One risk I would definitely pay attention to is Avery’s IT. The IT structure and organization when I was there I would not describe
it as world class. That’s one I would watch more than anything.”
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Evidence of Overstated Financial
Performance And Increasing
Financial Strain

Avery Dennison Showing Multiple Classic
Signs of Increasing Financial Strain
While Avery’s share price stands near all-time highs, the sell-side community and market is oblivious to many classic
signs of intensifying financial strain that Spruce Point has identified. Investors should be alarmed that Avery’s
management has a history of allowing improper accounting and financial errors to linger for years.
Warning:
Avery Has A
History of
Improper
Accounting

“In 2015, we determined that certain of our benefit plans (that were frozen between 1994 and 2003) were not properly accounted for
since their inception between 1984 and 1988. This resulted in an understatement of long-term retirement benefits and other liabilities
and the cumulative historical expenses related to these benefit plans. Additionally, we identified certain liquid short-term bank drafts
with maturities greater than 90 days that were improperly classified as cash and cash equivalents instead of other current assets,
which resulted in an overstatement of operating cash flows, and tax effects related to certain foreign pension plans that were not
properly accounted for on our consolidated financial statements.”
Source: Avery 2015 10-K

Classic Sign of Financial Strain

Spruce Point’s Observation of Avery

“Adjusted” Metrics and “Organic Sales”
Increasing While Cash Flow Doesn’t

Avery is claiming margins, adjusted EPS and free cash flow are rising. Yet, its ability to structurally raise free cash
flow in 20yrs has failed. We believe free cash flow has actually been in decline the past few years

Playing with the Pension and Tax Games

2018/19 pension payoff allowed Avery to present flawed adjusted cash flow as if it were growing. In reality, we
believe it is declining. We believe Avery took advantage of accounting reclassifications and aggressive tax
maneuvering to artificially boost results

Management and Board Turnover Accelerating

Multiple key senior executives and lead independent Board member are leaving the Company in 2020

Key Financial Disclosures Declining
Restructuring Methods Intensify
Management Pivots Towards Reaping Unjust
Compensation As Insider Alignment Declines
Pivoting Towards Acquisitions
Returns of Capital To Investors
Are Declining
Debt Slowly Rising, Leverage Understated

Research and Development expenses no longer being disclosed in 2020, while Avery touts its innovative
leadership. Other key disclosures relevant to sales have also declined in recent years
Extreme short and long-term restructuring methods being taken that will leave Avery at a competitive
disadvantage when, and if, the global economy recovers. Accounting anomalies starting to appear
We uncover evidence of dubious restructuring charges that artificially boost margins and allow management to
reap unjust compensation. Insider ownership of Avery declines every single year
After a hiatus with M&A, Avery acquired Smartrac in early 2020 to increase its exposure to RFID, the one area it is
claiming growth
In Q3 2020, Avery finally increased its dividend after a COVID-19 hiatus. However, the 7% increase was the
smallest increase in years. Share repurchases remain 75% lower in YTD 2020 vs. the prior year. If Avery’s $500m
Free Cash Flow focus is real, it should have no problem repurchasing much more stock
We believe Avery’s cash flow is really in decline. Absent extreme cost cutting measures that are temporarily
elevating it, the hole is being plugged by more debt. We believe Avery’s leverage is higher than it appears
(obscures leases and other debt adjustments). We believe Avery is closer to a junk credit, than investment grade
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Declining Disclosures of Key Metrics
Spruce Point observes a concerted effort by Avery over the years to provide less and less disclosure to investors.
Notably, we see omission of six (6) key disclosures that directly affect revenue drivers. We believe this bolsters our
concern that organic revenues may be overstated.
Financial Metric Formerly
Disclosed By Avery

Date of Disclosure
Suspension

Relevance

Research and
Development Expense

Q1 2020

Avery touts is innovation and market leadership. In the past we
found multiple unusual R&D expense revisions and now it’s ceasing
disclosure. Avery doesn’t disclosure revenue from new products
developed through R&D programs

Deferred Revenue

Q1 2020

Another indicator of sales ceased disclosure

Lease Disclosures

Q1 2020

Sales Return Liability

Q1 2019

Sales From New Products Launched

2013

Advertising Costs

2013

Non-Cash Capital Expenditure
Accruals

2012

Core Unit Volume
Impact on Sale

Q4 2007

Price and Product Mix
Impact on Sales

Q4 2007

Avery frequently discloses lease impairments and during its endless
multi-decade restructuring odyssey and now ceases details on
leases. As a result, it’s debt is understated
A key input affecting net sales reporting. Avery moved this liability
into “Other Current Liabilities” and then ceased disclosure
Avery last disclosed that one third of its growth in 2013 came from
innovation projects launched since 2011. Ever since, there’s been no
quantitative disclose of new product contribution
A key component of marketing, general and administrative expense
that Avery stopped disclosing
Spruce Point often finds companies that obfuscate capital
expenditures tend to have overstated margins
Avery ceased disclosure of specific quantification of volume, pricing
and product mix impact on sales. This is a key disclosure
32

Results Defying Competition
From Spruce Point’s experience, a classic sign of financial overstatement is when financial results defy industry and competitor
performance. In the case of Avery, a global competitor in labels and adhesives, we find it reports growing Adjusted Operating Income
Margins when key competitors report margins under pressure. Spruce Point spoke with a renowned pressure sensitive label industry
expert with 50 years experience. He agreed that Avery’s margins should be declining over time in this segment.
UPM Raflatac (European Based)

Avery Dennison Labels and Graphics Segment

Source: Avery

Source: Annual Report and Presentation

Lintec Group (Japan Based)

Source: Lintec

33

Innovation Problem Culminating In Omission
of R&D Expenditures
AVY does not disclose revenues from new products, and our understanding is that many competitors easily mimic its
innovations in the core label business, which has few truly revolutionary development opportunities. As a result, we see that
AVY consistently spends less and less revenue on R&D. In its recent 2020 10-Q filings, it now ceases disclosures of R&D
expenses, which we view as a major red flag. It’s risk factors on R&D have also expanded.
“I’d be asking management how much of sales is being driven by new products? You’re investing all this money in R&D. Where is
it in the portfolio from the perspective of growth, share gain, and profitability? And in sustainable products, none of that fetches
a higher margin. It’s good for the world and the environment, but is it helping your margin; I don’t think so.”

Former
Avery
VP
For 7 Years

Our inability to develop and successfully market new products and applications could compromise our competitive position.
The timely introduction of new products and improvements in current products helps determine our success. Research and development is
complex and uncertain, requiring innovation and anticipation of market trends. We could focus on products that ultimately are not accepted
by customers or we could suffer delays in the production or launch of new products that could compromise our competitive position.

R&D Risk
Factor
(2015)

Our inability to develop and successfully market new products and applications could compromise our competitive position.
The timely introduction of new products and improvements to current products helps determine our success. Many of our current products are
the result of our research and development efforts. Our research efforts are directed primarily toward developing new products and operating
techniques and improving product performance, often in close association with our customers or end users. These efforts include patent and
product development work relating to printing and coating technologies, as well as adhesive, release and ink chemistries in our LGM and IHM
segments. Additionally, we focus on research projects related to RFID and external embellishments in our RBIS segment and medical
technologies in our IHM segment, for both of which we hold and license a number of patents. However, research and development is complex
and uncertain, requiring innovation and anticipation of market trends. We could focus on products that ultimately are not accepted by
customers or end users or we could suffer delays in the production or launch of new products that may not lead to the recovery of our research
and development expenditures and, as a result, could compromise our competitive position.

Expanded
R&D Risk
Factor
(2019)

Less And Less R&D Spend Per $ of Sales
$ in mm

Date

2011

2012

2013

2014

2015

2016

2017

2018

2019

Net Sales

$5,844.9

$5,863.5

$6,140.0

$6,330.3

$5,966.9

$6,086.5

$6,613.8

$7,159.0

$7,070.1

R&D Expense

$93.8

$98.6

$96.0

$102.5

$91.9

$89.7

$93.4

$98.2

$92.6

% of Sales

1.60%

1.68%

1.56%

1.62%

1.54%

1.47%

1.41%

1.37%

1.31%

Source: Avery SEC Filings

LOWER AND LOWER R&D SPEND AS % OF SALES

YTD 2020

Stopped
Disclosing
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History of R&D Changes Raises Concerns
After Removing Disclosure
Spruce Point finds multiple occasions where Avery has revised its historical 5-Year R&D expense, at times citing it as
“from continuing operations”. Yet, Spruce Point is at a loss to understand why certain period results were revised on
four different occasions. We believe this is concerning as Avery, a Company touting its innovation, has recently
stopped disclosing R&D expense.

Fiscal Year R&D Expense

$ millions

1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

Year Of Annual Filing of 5-Year R&D Summary
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

$65.0
$64.3
$67.8
--------------------

$65.0
$64.3
$67.8
$69.9
-------------------

$65.0
$64.3
$67.8
$69.9
$74.5
------------------

-$64.3
$67.8
$69.9
$74.5
$74.8
-----------------

--$67.8
$69.9
$74.5
$74.8
$82.3
----------------

---$69.0
$74.0
$74.3
$81.8
$85.4
---------------

----$74.0
$74.3
$81.8
$85.4
$87.9
--------------

-----$74.3
$81.8
$85.4
$87.9
$95.5
-------------

------$81.8
$85.4
$87.9
$95.5
$94.0
------------

-------$85.4
$87.9
$95.5
$94.0
$90.7
-----------

--------$87.9
$95.5
$94.0
$90.7
$95.6
----------

---------$82.5
$81.0
$78.9
$85.6
$92.4
---------

----------$82.2
$80.7
$88.4
$96.2
$105.1
--------

-------------------------- $13.5m
---Total
---Revision Over -----Four
Years
--------$77.2
---$84.5 $84.5
--$93.8 $93.8 $93.8
-$98.6 $98.6 $98.6 $98.6
$96.0 $96.0 $96.0 $96.0
-- $102.5 $102.5 $102.5
--$91.9 $91.9
---$89.7
-------------

---------------$96.0
$102.5
$91.9
$89.7
$93.4
---

----------------$102.5
$91.9
$89.7
$93.4
$98.2
--

-----------------$91.9
$89.7
$93.4
$98.2
$92.6

Source: Company filings
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Spruce Point Estimates Negative 5 Year
Organic Operating Income
Given Avery’s frequent restructuring and cost savings programs, we attempt to evaluate its ability to grow Operating
Income (EBIT) absent these savings. Between 2015-2019, Avery disclosed average organic sales growth of 4%, and
EBIT growth of $266.7m (inclusive of ~$600m of acquisitions for which it did not disclose EBIT contribution). During the
same period, cumulative cost savings from disclosed programs totaled approximately $290m.
As a result, we estimate Avery has experienced underlying EBIT contraction.

FY 2015

FY 2016

FY 2017

FY 2018

FY 2019

Increase in
Adj EBIT
2015-2019
(A)

AVY Reported
“Organic Sales Growth”

+4.6%

+3.9%

+4.2%

+5.5%

+2.0%

--

--

--

AVY Reported Adj. EBIT
% margin

$557.0
9.3%

$614.0
10.1%

$707.0
10.7%

$788.0
11.0%

$823.7
11.7%

+$266.7
+2.4%

--

--

Realized Cost Savings
From Disclosed Programs

($70.0)

($80.0)

($59.5)

($30.0)

($50.0)

--

($289.5)

($22.8)

$ in mm

Cumulative
Cost Savings
2015-2019
(B)

Organic
EBIT Decline
(A-B) (1)

Source: AVY Annual 10-K filings, Investor Presentation and Spruce Point Analysis
1)

Avery made multiple acquisitions during this time period, but did not disclose EBIT or EBITDA contributions from deals. Thus, material organic EBIT decline is likely higher than our estimate
2016: Mactac - Paid $220m with $170m in sales
2017: Yongle Tape - Paid $190m with $160m of sales
2017: Hanita – Paid $75m with $50m of sales
2017: Finesse Medical - €15m of sales
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Stronger Evidence of Credit Losses
Avery recently updated its accounting for credit losses in Q1 2020, an opportune time as COVID-19 ravaged businesses
across the globe. It has also subtly changed the wording on its cash flow statement from “doubtful accounts” to
“credit losses”.
Convenient
Time For Avery
To Update Its
Credit Loss
Methods

Credit Losses: “In the first quarter of 2020, we adopted, using the modified retrospective approach, amended accounting
guidance that required credit losses on financial instruments, including trade receivables, to be measured based on an expected
credit loss model instead of the incurred loss model. The expected credit loss model requires us to consider forward-looking
information to estimate our allowance for credit losses. Our adoption of this guidance did not have a material impact on our
financial position, results of operations or cash flows.”
Source: 2020 10-Q, p. 6

OLD
“Doubtful
Accounts”

Source: 2019 10-K

NEW
“Credit Losses”

Source: 2020 10-Q
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Worsening Credit Quality of Sales
Avery’s customer credit quality has been deteriorating. It made an accounting change to move a key customer
allowance for returns into Other Current Liabilities, and recently updated its accounting for credit losses.
$ in mm

FY 2017

FY 2018

FY 2019

YTD Sept 2020

LTM Net Sales (A)

$6,613.8

$7,159.0

$7,070.1

$6,753.5

$37.6

$45.6

$58.7

$66.7

0.57%

0.64%

0.83%

0.99%

$1,180.3

$1,189.7

$1,212.2

$1,212.7

$36.2

$21.1

$27.1

$45.8

Gross Accounts Receivable (C+D) = E

$1,216.5

$1,210.8

$1,239.3

$1,258.5

Allowance % Gross Receivable (D/E)

3.0%

1.7%

2.2%

3.6%

Allowance For Customer Return Liability
(In “Other Current Liabilities”) (F)

$11.1

$11.7

3.9%

2.7%

Provision for Doubtful Accounts and
Sales Returns (B) [Cash Flow Statement]
Provisions % of Sales (B/A)
Accounts Receivable, Net (C)
Allowance (D) [Balance Sheet]

Spruce Point Adj Allowance (F+D) / (E+F)

Stopped Disclosing, But Assuming It’s
Constant At $11.7m Per Annum For The
Above Analysis
3.1%

4.5%

Allowance and Doubtful Accounts Provisions Getting Worse
Source: Avery SEC Filings, Spruce Point Analysis
1) In Q1 2018, AVY adopted new revenue recognition accounting guidance. As a result of the adoption of this guidance, the allowance for customer returns, presented as a
reduction of trade accounts receivable in prior years, is now presented as a returns liability in 
Other current liabilities.
2) In Q1 2020, using the modified retrospective approach, AVY adopted amended accounting guidance that requires credit losses on financial instruments, including trade
receivables, to be measured based on the expected credit loss model instead of the incurred loss model. The expected credit loss model requires it to consider forward-looking
information to estimate its allowance for credit losses.
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Sales Continue To Disappoint
Spruce Point believes that Avery’s trend of disappointing sales expectations continued through the recent quarter.
Despite a modest beat in Q3, its implied Q4 outlook leaves significant room for disappointment.

$ in mm

Q3 2020

Q4 2020 Sales Guide

Avery Sales

$1,729.1

Underlying Sales Trend Similar or
Better Than
Q3 Organic = -3.6%
(low case)

Implied Q4 Guide
(Low Case)

--

$1,666.9

Street Sales Expectation
% Growth

$1,696.0
-3.7%

$1,802.0
+1.6%

Beat vs. (Miss)

+$33.1

($135.1)

Source: Avery and Bloomberg Consensus Expectations
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Where’s The Cash?
At year-end 2019, the majority of AVY’s cash and cash equivalents were held by our foreign subsidiaries. AVY’s cash appears so
restricted that it did not even list the cash as a capital source, and leads investors to believe it is fully available to satisfy debt
obligations. Avery does not provide quarterly break down of foreign debts or where its cash is held.
Warning:
Avery’s Cash
Should Not
Be Taken At
Face Value

“At year-end 2019, we had cash and cash equivalents of $253.7 million held in accounts at third-party financial institutions. Our cash
balances are held in numerous locations throughout the world. At year-end 2019, the majority of our cash and cash equivalents was
held by our foreign subsidiaries.”
“However, if we were to repatriate incremental foreign earnings and profits, we could be subject to cash payments of withholding
taxes imposed by foreign tax authorities and additional U.S. taxes due to the impact of foreign currency movements related to such
earnings and profits.”
Source: 2019 10-K, p. 13

How can AVY have a “disciplined approach” to capital when it has no available cash. Notice that AVY does not list its $232m of “cash and equivalents” as
a capital source. Yet, Avery leads investors to believe its full cash amount is freely available to satisfy debt, despite friction costs associated with taxes.

?

Source: Avery Investor Presentation
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Why Is Avery Now Obscuring Debt?
Spruce Point believes it’s a major red flag that Avery has ceased disclosing in its 10-Q quarterly filings the nature and breakdown of
its operating and finance leases in 2020. As of 12/31/19 Avery disclosed $140.3m of operating leases in “Other current liabilities”
and “Long-term benefits and other liabilities”. Because of this obfuscation, current financial data providers understate Avery’s debt.
Avery’s Last Lease Disclosure 12/31/19

Market Data Providers Don’t Capture Operating Lease Debt

(1)

Source: Yahoo! Finance

Source: Bloomberg

Source: Capital IQ
Source: Avery 2019 Annual Report

(1) Avery includes $31.1m of fixed income investments in “Other Current Investments”
which Capital IQ and Yahoo! Finance include.
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Potentially Misleading And Aggressive
Free Cash Flow Presentation
We believe AVY’s free cash flow presentation is highly aggressive and analytically flawed in a manner that vastly overstates
performance. Notably, AVY adds back $210m of pre-tax pension contributions to free cash flow (an after-tax measure). Yet, AVY
has obscured clear disclosure that it received over $229m of tax benefits with its pension plan contributions and strategy.
Avery depicts its Free Cash Flow as growing from 2017-2019, but the reality is much more bleak.
“The $31 million tax benefit was related to the ADPP termination
approved by our Board in July 2018, as well as lump-sum payments
associated with two U.S. nonqualified benefit plans.”
Source: Q3’2018 10-Q, p. 27

“In connection with the termination, we contributed $200 million to
the ADPP in August 2018; settled approximately $152 million of
ADPP liabilities during the fourth quarter of 2018 through lump-sum
payments from existing plan assets to eligible participants who
elected to receive them; and recorded approximately $85 million of
non-cash charges associated with these settlements, partially offset
by related tax benefits of approximately $19 million. During 2019,
we settled approximately $749 million of ADPP liabilities by entering
into an agreement to purchase annuities primarily from American
General Life Insurance Company (“AGL"). This agreement covered
approximately 8,300 active and former employees and their
beneficiaries, with AGL assuming the future annuity payments for
these individuals, commencing April 1, 2019. Additionally, we settled
approximately $4 million of ADPP liabilities through a combination of
annuities and direct funding to the Pension Benefit Guaranty
Corporation for the remaining approximately 200 former employees
and their beneficiaries. We contributed approximately $10 million
of cash during fiscal 2019 to the ADPP to cover costs associated
with the final settlement of these liabilities. These settlements
resulted in approximately $444 million of pretax charges in 2019,
partially offset by related tax benefits of approximately $179
million.”
Source: 2019 10-K p. 31
Source: Avery Investor Presentation
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Correct Examples of Pension Contribution On
Adjusted Free Cash Flow
There are clear examples of companies properly tax-affecting the pension contribution.

Source: Northrop Grumman

Source: SPX Corp

Source: Timken
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Spruce Point Believes Avery’s Adjusted
Free Cash Flow Is Vastly Overstated
Spruce Point believes that AVY overstates Free Cash Flow with non-standard, and analytically flawed add-backs including:
1) Asset sales, 2) Sales of investments and insurance, and 3) By ignoring tax benefits associated with pension termination
payments. In addition, tax payments associated with employee stock compensation programs should be viewed as operating
costs. Avery ignores these cash costs in its calculation. Between 2017-2019, AVY portrays Free Cash Flow as having grown by
approximately $91m, whereas Spruce Point believes it has declined by $118m.
Spruce Point vs. Avery Adjusted Free Cash Flow Bridge

$ in mm

FY 2017

FY 2018

FY 2019

Cash From Operations

$645.7

$457.9

$746.5

Less: Purchase of PP&E

($190.5)

($226.7)

($219.4)

Less: Purchase of Software

($35.6)

($29.9)

($37.8)

Less: Tax Withholding Payments For Stock Comp Programs

$1.4

($32.2)

($17.4)

Plus: Pre-Tax Pension Settlement Payments

$0.0

$200.0

$10.3

Less: Tax Benefits From Pension Contrib. and Settlements

$0.0

($50.3)

($179.0)

Spruce Point Adjusted Free Cash Flow
% YoY Change

$421.0
--

$318.8
-24%

$303.2
-5%

AVY Adjusted Free Cash Flow
% YoY Change

$421.7
--

$429.2
+2%

$512.3
+19%

$0.7 (+0.2%)

$110.4 (+35%)

$209.1 (+69%)

AVY Adjusted Free Cash Flow Overstatement (%)
Source: Avery SEC Filings, Spruce Point Analysis
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Debt Rising To Plug The Hole
As a back-of-the-envelope check, we compare our 2017 – 2019 estimated cumulative free cash flow vs. Avery’s reported
cumulative free cash flow. We find a cumulative delta of approximately $320m, which corresponds approximately with
the amount of debt increased on the balance sheet.

$ in mm

FY 2017

FY 2018

FY 2019

Cumulative
2017-2019

Spruce Point Adjusted Free Cash Flow

$421.0

$318.8

$303.2

$1,043.0

Less: Avery Adjusted Free Cash Flow

$421.7

$429.2

$512.3

$1,363.2

Free Cash Flow Deficit

($0.7)

($110.4)

($209.1)

($320.2)

$1,581.7

$1,966.2

$1,939.5

+$357.8

$224.4

$232.0

$253.7

+$29.3

Total Debt
Total Cash and Equivalents
Source: Avery SEC Filings, Spruce Point Analysis
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Avery’s “Adjusted” Free Cash Flow vs.
Spruce Point Reality >>> Multi-Year Decline
Avery has used an analytically flawed presentation of Adjusted Free Cash flow to claim that cash flow grew from 2017-2019 by
not tax adjusting pension contributions. COVID-19 has provided a distraction for AVY to explain away poor performance. AVY
claims it can generate $500m of Free Cash Flow this year, but this is only achieved by reducing capex and implementing both:
1) Temporary cost savings program of $150m, and 2) Long-term restructuring savings (net of costs) of $60-$70m. Absent
these extreme, and often repeated restructuring measures, Spruce Point estimates AVY’s Adjusted Free Cash Flow would be
approximately $265m, or a 13% decline from 2019 – continuing its multi-year cash flow contraction.
Spruce Point vs. Avery Adjusted Free Cash Flow Bridge

$ in mm

FY 2017

FY 2018

FY 2019

FY 2020E

Cash From Operations

$645.7

$457.9

$746.5

$665.0 - $675.0

Less: Purchase of PP&E

($190.5)

($226.7)

($219.4)

Less: Purchase of Software

($35.6)

($29.9)

($37.8)

Less: Tax Withholding Payments Stock Comp

$1.4

($32.2)

($17.4)

($20.0)

Plus: Pre-Tax Pension Settlement Payments

--

$200.0

$10.3

--

Less: Tax Benefits Pension Contrib. and Settlements

--

($50.3)

($179.0)

--

Less: Restructuring Savings (Midpoint)

--

--

--

($60) to ($70)

Less: Temporary Cost Savings

--

--

--

($150)

Spruce Point Adjusted Free Cash Flow
% YoY Change

$421.0
--

$318.8
-24%

$303.2
-5%

$260.0 - $270.0
-13%

Avery Adjusted Free Cash Flow
% YoY Change

$421.7
--

$429.2
+2%

$512.3
+19%

~$500.0
-2%

Source: Avery SEC Filings and 2020 guidance, Spruce Point Analysis

($165.0) to ($175.0)
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Close Look At Dividend And Stock
Buybacks Illustrates The Issue
If Avery’s free cash flow is as robust as it leads investors to believe, then why: 1) Did its dividend growth rate collapse to just
7% from 16%. Its recent increase was just four (4) cents, and 2) Avery’s share repurchases dramatically decline? Even during
Q3 when it reported sales and EPS results much greater than expectations, it repurchased only $7m of stock, or 75% below
the amount purchased in the comparable 2019 period?
Dividend Growth Rate Has Been Declining

Dividend Increase
Date

Dividend From

Dividend To

Amount Increased
/%

Oct 2020

$0.58

$0.62

+$0.04 / +7%

April 2019

$0.52

$0.58

+$0.06 / +12%

April 2018

$0.45

$0.52

+$0.07 / +16%

Stock Repurchase Activity Has Slowed Despite “Ample” Free Cash Flow

Date

Shares Repurchased

$ Authorized And
Remaining To Be
Repurchased

2018

$392.9

$232.4

2019

$237.7

$644.7

Q1-Q3 2019

$204.3

$678.2

Q1 2020

$45.2

$599.5

Q2 2020

$0.0

$599.5

Q3 2020

$7.0

$599.5

Q1 – Q3 2020

$52.2

$592.5

Source: Avery SEC Filings and Spruce Point Analysis

Even With ~$215m of short and
long-term cost reductions,
Avery still cannot fill the share
repurchase gap
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Avery Displays Little Free Cash Flow
Confidence In Its Language
The Company has modified the language and tone around its Free Cash Flow three times from “roughly $500m” of FCF
vs. “more than $500m”. Even after an optically solid quarter in Q3 where Avery touted: 1) “Revenue came in significantly
better”, 2) “All three operating segments expanded their adjusted margins compared to last year”, and
3) “Adjusted EPS up is 15% yoy” - Avery still cannot guide to a more precise figure with 75% of the year completed.

AVY CFO
Q1 2020

“As for our financial position, past scenario planning has ensured
that we have ample liquidity and the strong balance sheet, and
we're targeting free cash flow in 2020 of more than $500 million
comparable to what we delivered last year.”

Source

AVY CFO
Q2 2020

AVY
Q3 2020

“And finally, we're targeting to generate roughly $500 million of free
cash flow this year, roughly comparable to what we delivered last
year, with our target including an increase in cash restructuring costs
associated with new initiatives and a higher cash tax rate related to
repatriation of foreign earnings.”
Source
“The company has initiated cost control and cash management
actions to partially offset the decline in demand for certain of its
businesses, and is targeting to deliver free cash flow of more than
$500 million in 2020.”
Source
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If AVY’s $500m FCF Forecast Is Accurate,
Why Would The Dividend And Share
Repurchases Be In Question?
Avery is expanding risk factors around its ability to sustain share repurchases and dividends. It curtailed share
repurchases in Q1 – Q2 2020. Yet, if we are to believe its Adjusted Free Cash Flow forecast, it should have ample ability
to fund both the dividend and incremental share repurchases. We believe this supports our concerns that AVY’s Free
Cash Flow is overstated and cannot be taken at face value.
$ in mm

FY 2020E

AVY 2020E Adjusted Free Cash Flow

~$500.0

Less: Tax Withholding Payments Stock Comp Programs

($20.5)

Cash Available For Dividend Payment

$479.5

Less: Estimated 2020 Dividend Payment

($197.0)

Less: YTD 2020 Share repurchases

($52.2)

Cash Available For Stock Repurchases

$230.3

New Risk
Factor
2019 10-K
Filed 2/26/20
Enhanced
Disclosure on
Dividend
Q3 2020
Filed 10/27/20

“We cannot guarantee that we will continue to repurchase shares of
our common stock or pay dividends on our common stock or that
repurchases will enhance long-term stockholder value. Changes in
our levels of stock repurchases or dividends could affect our stock
price and increase its volatility.”
Source: 2019 10-K, p. 13
“Although we increased our quarterly dividend rate by
approximately 7% in October 2020, having earlier this year
maintained it due to the impact of COVID-19, there can be no
assurance that we will maintain this increased rate, particularly if
Source; 2020 10-Q, p. 41
the situation deteriorates.”
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Who’s Behind Avery’s Aggressive
Tax Strategies?
Spruce Point observes that Avery’s VP of Global Taxes came from Greif, a Company we successfully called as a short in 2015 after
observing numerous signs of flawed accounting and aggressive tax strategies. Mr. Christensen left Greif within six months of our
prescient report foretelling its subsequent struggles. The SEC heavily questioned Greif about its tax reporting.(1) Since coming to
Avery, its tax strategies have become so brazen that it gives whimsical names to its BVI tax entities.
Avery
Making
Fun of Tax
Reduction
Entities

Source: Avery Subsidiary filings starting in 2017

Christensen Left Greif Months After Spruce Point Called
Out Its Problematic Accounting And Unusual and
Aggressive Tax Accounting

Source: Spruce Point report

Source: Linkedin
1) Greif SEC comment letter, May 2017
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Low Quality Earnings Supported By Risky
Tax Maneuvering
Avery’s GAAP and Non-GAAP earnings are being heavily supported by more aggressive and risky tax strategies.
As can be seen below, Avery heavily promotes its effective tax rate on page 2 of its Annual Report under the 5 YearSummary as declining. Yet, buried 50 pages later we observe that cash taxes have actually been increasing.
Avery 5-Year Summary

(3) Included tax benefit of $178.9 for
fiscal year 2019 related to the
termination of our U.S. pension plan.

Post 2016: Large Tax Variability, Negative
Effective Tax Rate In 2019

Pre 2016: Stable effective tax
rates in the low/mid 30% range

Source: Avery 2019 10-K, p. 2

Source: 2016 10-K, p.45

Source: 2019 10-K, p. 50

Actual Income Taxes, Net of Refunds Keeps Rising Despite Negative Effective Tax Rate
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Ballooning Tax Risks
Disclosures about tax “Risk Factors” have significantly expanded in recent years. Absent the discussion of the
Jobs Act tax impact in 2017, we found a new disclosure about the potential for a material adverse effect from uncertain
tax positions and the lowering of tax rates in Luxembourg. We find it extremely worrisome that tax rates pose material
risks to corporate earnings and that Luxembourg is in fact lowering rates. Furthermore, in the 2019 Annual Report
under “Critical Audit Matters” significant judgements and estimates by management are noted when determining the
Company’s tax expense, and evaluating positions and uncertainties.(1)
New Disclosures In Recent 2018 10-K
Tax Risk
Factors
Disclosed

Word
Count

2015

4

485

2016

4

556

2017

5

1,023

2018

6

983

2019

5

911

Annual
Report Year

Source: Avery SEC Filings
1) 2019 10-K, p. 54

Our inability to secure or sustain certain tax benefits in a foreign jurisdiction
could materially adversely affect our business.
Our effective tax rate reflected benefits from concessionary tax rates in foreign
jurisdictions. Due to a foreign tax law change, one of the concessionary tax rates
that historically provided a 5% to 6% effective tax rate benefit is in a phase-out
period. To mitigate the permanent loss of this benefit, we executed a discrete
foreign tax planning action in the fourth quarter of 2018 that ended this historical
benefit, but enabled our pursuit of other potential tax planning opportunities. If
successful, this action may substantially replace the expiring benefits once fully
implemented. We are unable to determine the ultimate success of this action, and
our inability to effectuate this tax planning strategy could materially adversely
affect our business.
And: “A significant portion of our net operating loss carryforwards is concentrated
in Luxembourg; decreases in the statutory tax rate in Luxembourg could materially
adversely affect our effective tax rate.”
Source: Avery 2018 10-K filed 2/27/19

Luxembourg did reduce the nominal rate of corporate income tax from 2019
from 18% to 17% (source)
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Ballooning Tax Risks (Cont’d)
Language buried in Avery’s recent 2020 quarterly filings suggest greater tax challenges on the horizon.

“During the second quarter of 2020, we became aware of a foreign withholding tax regime that could be interpreted to subject us to
withholding tax compliance requirements on certain cross-border intellectual property transactions for years remaining open under the
applicable statutes of limitations. We continue to evaluate whether this foreign withholding tax regime would apply to us based on its
recent interpretation and relevant tax treaties and considering our facts and circumstances. We currently do not expect that our exposure, if
any, will have a material impact on our financial position, results of operations or cash flows.
On July 20, 2020, the U.S. Department of Treasury released final regulations that provide certain U.S. taxpayers with an annual election to
exclude foreign income that is subject to a high effective tax rate from their GILTI inclusions. The final regulations apply beginning with our
2021 tax year with an option to retroactively apply them to our 2018 through 2020 tax years. Due to the timing of the release and the
complexities involved in evaluating the available options, we cannot reasonably estimate the impact of the final regulations at this time.
It is reasonably possible that, during the next 12 months, we may realize a decrease in our uncertain tax positions, including interest and
penalties, of approximately $10 million, primarily as a result of audit settlements and closing tax years.”
Source: Avery 2020 Q2 10-Q

“Subsequent to the end of the third quarter of 2020, we met with tax authorities in a foreign jurisdiction on an audit for tax years 2016-2019
to discuss the application of incentive tax rates to our activities in the jurisdiction for those years. The response received during the meeting
and in subsequent correspondence may lead to a change in our judgment with regard to our uncertain tax positions, which may have a
significant adverse effect on our provision for (benefit from) income taxes in 2020.”
Source: Avery 2020 Q3 10-Q
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Rising Fees For Tax
Relative to other companies Spruce Point has evaluated, AVY pays a significant amount of fees to its auditor for
“Tax compliance and planning” purposes. Avery is spending more each successive year.

$ in mm

2017

2018

2019

Audit Fee (A)

$8.0

$7.9

$8.4

Audit-Related Fees (B)

$0.4

$0.5

$0.5

Tax Compliance (C)

$2.0

$2.3

$2.4

Tax Planning (D)

$1.2

$1.8

$2.4

Tax Fees (C+D)

$3.2

$4.1

$4.8

Total Audit and Tax Fees

$11.6

$12.5

$13.7

Tax % of Total Fees

27.6%

32.8%

35.0%

Source: Avery Proxy Statements

Rising Fees For Tax Planning and Compliance
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Suspect Return on Capital Performance
As we’ve previously shown, Avery aggressively portrays its financial results. It’s no surprise that it touts high Return on
Total Capital at nearly 20%. Yet, by our adjustments, ROTC is much lower. Avery ignores that it is artificially boosting ROTC
by repurchasing stock. In addition, Avery wants to show the benefits of reducing the pension debt, yet completely ignores it,
along with operating leases, as a form of debt.
$ in mm

Avery Promoted

Spruce Point Adjusted

2017

2018

2019

2017

2018

2019

GAAP Net Income (A)

$281.8

$467.4

$303.6

$281.8

$467.4

$303.6

Adjustments (Net of Tax) (B)

$142.6

$43.4

$265.1

$142.6

$43.4

$265.1

Interest Expense (Net of Tax) (C)

$45.4

$43.9

$57.2

$45.4

$43.9

$57.2

Effective Tax %

28.0%

25.0%

24.6%

28.0%

25.0%

24.6%

Adj. Income = (A + B + C)

$469.8

$554.7

$625.9

$469.8

$554.7

$625.9

$1,581.7

$1,966.2

$1,939.5

$1,581.7

$1,966.2

$1,939.5

--

--

--

$722.5

$501.9

$374.5

Spruce Point Adj. Debt

$1,581.7

$1,966.2

$1,939.5

$2,304.2

$2,468.1

$2,314.0

Adjusted Equity

$1,189.2

$998.5

$1,469.1

$1,189.2

$998.5

$1,469.1

--

--

--

$129.7

$393.0

$237.7

$1,189.2

$998.5

$1,469.1

$1,318.9

$1,391.5

$1,706.8

Avery Return on Total Capital

18.8%

19.3%

19.6%

--

--

--

Spruce Point Adjusted Return
on Total Capital

--

--

--

14.3%

14.8%

15.9%

Total Debt
Plus: Debt Adjustments

Plus: Repurchased Equity
Spruce Point Adj. Equity

Note

We will even give Avery the benefit of the
doubt that its Adjusted Income is accurate

AVY wants investors to see improved ROTC, but
ignores pension, operating leases and other
forms of debt

AVY buys its own improvement in ROTC through
stock repurchases. We normalize for this

Note: Return on Total Capital is calculated using average capital over the prior two years. Analysis ignores modest incremental interest income earned from cash in lieu of repurchases
Source: ROTC calculations Avery Investor Presentation (Slide 45) and Spruce Point Analysis
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Has Avery Gone Too Far?
Evidence of Manipulative Restructuring
And Impairment Accounting

Avery Would Like Investors To Ignore Its
20 Year Restructuring Odyssey
Avery has a seemingly insatiable appetite and ability to cut costs and restructure its business. In the past 20
years, cumulative charges have amounted to nearly $1 billion. “One-time” charges recur annually, and yet Avery
would like investors every single year to ignore these costs as “adjustments” to increase margins and EPS.
Severance, Lease Cancellation and Impairment Charges
$ in mm

$140

$1,200

$120

$1,000
$800

$80
$600
$60
$400

$40

$200

$20

Source: Avery SEC filings

$0

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
Q1 2020
Q2 2020
Q3 2020

$0

Cumulative (RHS line)

$100
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Red Flag: Recent Subtle Revision To
Restructuring Disclosure Language
For the first time since 2005, Avery modified its disclosure language around restructuring programs. Notice
that it no longer says: “In the absence of restructuring plan, liabilities for restructuring charges are
recognized when incurred.” This now opens the door for Avery to delay restructuring charges and liabilities to
inflate near term financial results.

2019
Accounting
Disclosure
Restructuring
Charges
Source: 2019 10-K

2005-2018
Accounting
Disclosure
Restructuring
Charges

Source: 2018 10-K
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Unexplained Material Restatement To
Restructuring Programs In 2019
Spruce Point finds it concerning that, not just accounting charges were revised materially lower for 2018, but actual
cash payments retroactively declined from $26.0m to $9.8m. Cost overruns from 2015/16 restructuring programs are
now being completely eliminated from table disclosures.
This could suggest phantom restructuring charges, or mistiming of charges and reversals to manipulate earnings.

Avery Makes
Unusual
Revisions To
2018
Restructuring
Charges In
2019
Annual
Report

Warning: Why Are Charges From 2015/16 Restructuring
Programs Suddenly Ignored? Per the 2015 10-K: Charges
From 2015/16 Were Expected “To Continue Through 2016
and be substantially complete by 2016” – Not 2018!

Source: 2019 10-K

Avery
Original
2018
Restructuring
Charges As
Reported In
2018 Annual
Report
Source: 2018 10-K
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Restructuring Accounts Inaccurate
There is more clear evidence of inaccurate restructuring accounts. We observe that Avery can no longer
accurately account for restructuring charges among its segments. Whereas total restructuring charges, net of
reversals, used to match segment restructuring charges in prior years, now they do not.

2019 Restructuring Charges

2018 Restructuring Charges

Source: 2018 10-K

Figures match

Source: 2019 10-K

Figures Don’t Match
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More Restructuring Anomalies
$ in mm

Year

Program

Charges/Jobs

2020

2019/20

Charges

2019/20

Jobs Lost

2015

2016

2018

Multi-year high jobs
eliminated, yet abnormally
low charges per job
eliminated

Total Charges / Jobs Lost
2019

2017

$25.2

Jobs Lost

2018/19

Charges

$25.9

2018/19

Jobs Lost

490

2018/19

Charges

$59.4

2018/19

Jobs Lost

475

2015/16

Charges

$14.3

2015/16

Jobs Lost

625

$67,000

2015/16

Charges

$34.1

2015/16

Jobs Lost

920

$37,065

2015/16

Charges

$20.9

2015/16

Jobs Lost

440

$47,500

2015/16

Charges

$26.1

2015/16

Jobs Lost

430

2014/15

Charges

$33.4

2014/15

Jobs Lost

605

Total Charges / Jobs Lost

370

$59,419

Total Charges / Jobs Lost
2015

$25,707

2019/20

Total Charges / Jobs Lost
2016

2,050

Charges

Total Charges / Jobs Lost
2017

YTD 2020
$52.7

2019/20

Total Charges / Jobs Lost
2018

2019

$57,488
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Historical EBITDA And Leverage Is
Also Overstated
Avery has consistently added back restructuring charges to EBITDA as a Non-GAAP adjustment. However, there are two
problems: 1) These charges are frequent and recurring every single year, and 2) There is evidence the accounts don’t
add up and are being manipulated in a manner to inflate results. As such, Spruce Point believes investors should give
Avery no credit for such dubious adjustments.

EBITDA
adjustments are
$73.7m
consistent with
the inflated
adjustments

Debt ignores
operating leases,
environmental
liabilities and
unfunded
pension
liabilities

Source: FY 2019 Investor Presentation
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Bloated Footprint
Given our concerns about the efficacy of AVY’s constant restructuring, we find it concerning that it has multiple
undisclosed corporate facilities that are not listed in the 10-K

Recent 10-K
Disclosure of
“Corporate”
Facilities
Source: 2019 10-K and 2018 10-K

Undisclosed

(5)
Corporate
Locations
Undisclosed
At Avery’s
Website

Undisclosed

Undisclosed

Undisclosed

Source: AVY website
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Red Flag: Years of Restructuring With No
Physical Footprint Change
Avery constantly talks about restructuring leases, optimizing plants and facilities. However, as clearly evidenced by its
267 reported global locations found on its website consistently reported for over three years, it appears to have
eliminated ZERO locations.

October
2017

October
2018

Source: Wayback Machine

October
2019

Source: Wayback Machine

October/Nov
2020

Source: Wayback Machine

Source: Avery Website
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Entrenched Audit Committee Member
Peter Barker’s Unusual Connection To
Multiple Companies And People
Investigated By The SEC For Impairment
Charges

Avery Dennison Failing In Its Corporate
Values Set By Its Luminary Founder
Spruce Point believes Stan Avery, the founder of the Company would not be happy with the direction the current management and
Board have taken the Company. Based on the findings of our forensic research investigation, we believe the current leadership
has not acted in a manner consistent with values set by its founder, who led it to becoming a Fortune 500 company.
We will provide evidence that calls into question the integrity of the financial statements, and our belief that management has not
acted ethically in rewarding itself while Avery’s financial performance struggles.
“The high standards for which Stan Avery built this company continue to lead us forward in pursuit of excellence in everything we do. Today, they
have evolved into what we call our value. Our credo that comes with the same promise of success. We are committed to perform with integrity, by
acting honestly, ethically and honorably in everything we do.”

Source: Avery Dennison Company History Video, June 2009
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The Golden Touch From Avery’s Entrenched
Audit Committee Expert
Avery’s former Audit Committee Chair (and current member) Peter K. Barker has had an illustrious career. His biography in Avery’s
financial filings fails to highlight his role at Stone Energy Corp (“Stone”), a Company that was investigated by the SEC and did a
complete financial restatement through the time of his arrival. Mr. Barker joined Stone as a Director in 2000, and was on the
Reserve and Audit Committees. Stone overstated reserves and inflated assets, understated depreciation, and overstated equity.
Barker’s Avery Biography In 2007 Doesn’t Discuss Stone Energy

Source: Stone Energy
Proxy Statement, May 2007
Source: Avery Proxy Statement, April 2007

Barker’s Biography in 2014

Source: 2014 Proxy Statement

Barker’s Current Bio

Source: 2020 Proxy Statement

“In 2005 Stone received notice that the staff of the SEC (the Staff) was
conducting an informal inquiry into the revision of Stone’s proved
reserves and the financial statement restatement. The Staff has also
informed Stone that it is likely to obtain a formal order of investigation
with its inquiry. In addition, Stone has received an inquiry from the
Philadelphia Stock Exchange investigating matters including trading prior
to Stone’s October 6, 2005 announcement.”

Source: Stone Energy 10K/A, Aug 2006
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Avery’s Audit Director Associated With
Three SEC Investigated Scandals
Extreme
Warning

Avery’s former Audit Committee Chair (and current member) Peter K. Barker is touted as a “financial expert” for his role as
partner at Goldman Sachs and Executive Committee Member of JPMorgan Chase. Yet, Spruce Point finds an alarming pattern
that three public Company he’s been associated with have come under SEC regulatory investigation. Two companies have
required multi-year restatements. In addition, two of his key business associates have come under regulatory scrutiny from the
SEC and NY Attorney General. A common theme of these SEC investigations appears to be impairment charges.

Date Joined

2000 – Dec 2006

2007 - 2009

June 2007 – Present

Committees Served

Reserve / Audit Chairman / Investment /
Strategy

Nominating and Corp Gov /
Compensation

Audit / Org and Comp / Executive
Became Audit Chair in 2016

Regulatory
Investigation

In 2005 Stone received notice that the staff
of the SEC (the Staff) was conducting an
informal inquiry into the revision of Stone’s
proved reserves and the financial
statement restatement. The Staff has also
informed Stone that it is likely to obtain a
formal order of investigation with its
inquiry. In addition, Stone has received an
inquiry from the Philadelphia Stock
Exchange

Aug 2011: GSC Investment Corp was a
BDC externally managed by GSC (NJ) L.P.
GSC (NJ) L.P. was issued a cease and
desist order by the SEC for its role in the
selection of Squared CDOs. GSC (NJ)
failed to retain books and records
regarding the process by which it
purported to select the investment
portfolio for Squared. JP Morgan
structured and marketed the securities

Feb 2020:
SEC and DOJ inquiry into recorded charges
and seeking documents with project
accounting, financial reporting, and
governance matters

Non-Reliance on
Financial Statements,
Financial
Restatement or
Financial Distress

Aug 2006:
Overstatement of 171 Bcfe of nat gas
proved reserves. Restate the financial
statements 2001-2005. This overstatement
of proved reserves had the effect of
understating the write-down of oil and gas
properties for 2001 and depreciation,
depletion and amortization expense
(“DD&A”) for all the periods to be restated

April 2010:
GSC in default of its credit facility and
enters into recapitalization plan

Sept 2020:
Financial Statements form 2016 – 2019
cannot be relied upon because of material
errors resulting in a complete restatement.
The Company incorrectly recognized revenue
and projected losses during the period
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Why Does Avery And Barker Not Disclose
His Board Role At Riverstone Energy?
Avery’s Proxy Statements are incomplete and inaccurate as it relates to Mr. Barker. He has been a Director at
UK Listed Riverstone Energy Ltd. (LSE: RSE) since 2013. Why hasn’t this been disclosed?
Barker’s Current Avery Biography
Omits Riverstone Role

Barker’s Undisclosed Role Connects Him With Former Goldman Sachs Peer David
Leuschen Who Settled With The NY Attorney General In A State Corruption Scandal

??
Source: Riverstone Energy

Source: 2020 Proxy Statement

Source: Riverstone through
Oct 31, 2020 until Mr.
Leuschen stepped down
Source: NY Attorney General
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Barker And Hackett Connection
Given our concerns about the frequency and financial irregularities associated with Avery Dennison’s restructuring and
impairment charges, we find it curious that troubles at Mr. Barker’s other companies also center around charges and asset
impairments (notably at Fluor and Stone Energy). Mr. Barker is also closely connected to James Hackett, and served with him on
the Board of Riverstone Energy Ltd from 2013 – 2016. Mr. Hackett and Mr. Barker are also on the Board of Fluor. Mr. Hackett
formed Alta Mesa Resources through SPAC called Silver Run Acquisition Corp II, which is also under investigation by the SEC
related to “impairment charges”.(1) Mr. Leuschen is also on the Board of Alta Mesa.
Hackett left Riverstone’s Board to form, and become, the
CEO of Alta Mesa Resources - created through a blank
check company called Silver Run Acquisition Corp. II
Alta Mesa fell into distress and the SEC is conducting a
formal investigation into its financial controls and an
“impairment charge”

Riverstone Energy prospectus

“The SEC is conducting a formal investigation into,
among other things, the facts involved in the fair value
measurements used in accounting for the Business
Combination and the impairment charge recognized
during 2018. We are cooperating with this investigation.
At this point we are unable to predict the timing or
outcome of this investigation. If the SEC determines that
violations of the federal securities laws have occurred,
the agency has a broad range of civil penalties and other
remedies available, some of which, if imposed on us,
could be material to our business, financial condition or
results of operations.”
Source: Alta Mesa 2019 10-K

Fluor website
Note: Barker’s biography here also omits his Board role at Riverstone Energy Ltd.

1) Press Release: Silver Run Acquisition Corporation II Completes its
Business Combination with Alta Mesa Holdings, Feb 9, 2018
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Time To Exercise The Clawback
Provision? Why The Board’s Lack of
Financial Sophistication Is Enabling
Insiders To Reap Unjust Compensation

Board Lacks Strong Financial
Sophistication
In light of our observations about aggressive and potentially misleading financial presentation, investors should not be
comforted that the Board ranks itself lowest on “Financial Sophistication”.
AVY
Proxy
March 2020

“Our 10 director nominees bring a balance of skills, qualifications and backgrounds in overseeing our company, as
highlighted below”

Source: 2020 Avery Proxy Statement
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Unexplained Material Restatement To
Restructuring Programs In 2019
Spruce Point finds it concerning that, not just accounting charges were revised materially lower for 2018, but actual
cash payments retroactively declined from $26.0m to $9.8m. Cost overruns from 2015/16 restructuring programs are
now being completely eliminated from table disclosures.
This could suggest phantom restructuring charges, or mistiming of charges and reversals to manipulate earnings.

Avery Makes
Unusual
Revisions To
2018
Restructuring
Charges In
2019
Annual
Report

Warning: Why Are Charges From 2015/16 Restructuring
Programs Suddenly Ignored? Per the 2015 10-K: Charges
From 2015/16 Were Expected “To Continue Through 2016
and be substantially complete by 2016” – Not 2018!

Source: 2019 10-K

Avery
Original
2018
Restructuring
Charges As
Reported In
2018 Annual
Report
Source: 2018 10-K
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Fraud Clawback Expanded Post
Accounting Misstatements Observed
After observing problematic restructuring accounting adjustments and financial presentation methods that we believe
artificially boost Adjusted EPS and Free Cash Flow (two of the three key components of management Annual Incentive
Plan), we observe that Avery Amended and Restated the Annual Incentive Plan on Jan 1, 2020 to greatly expand
language around the clawback provision for fraud or intentional misconduct.

Expanded Clawback Provision Post Anomalies
Identified By Spruce Point in 2020

Original Clawback Provision
2014 - 2020

Source: Avery Exhibit 10.26 to 2014 10-K

Source: Avery Exhibit 10.1 to Q1 2020 10-Q

74

Adjusted Margins And Net Income
Are Overstated
AVY has not restated its 2018 Adjusted Operating Margin (or Adjusted EPS) for the restructuring revisions buried deep
within the footnotes of its financial statements. As a result, we believe both figures are overstated.
We Believe Avery’s Non-GAAP Operating Margins And Adjusted EPS Are Overstated From At Least 2018

Warning: Adjusted Net Income for 2018 Is Overstated By
$14.3m ($73.7 – $59.4 Revised) Resulting In Adjusted
EPS of $5.90 vs. $6.06 Reported (2.7% Overstated)

Warning: 2018 Adjusted Operating Margin Is Overstated By
$14.3m, Resulting In Operating Margins of 10.8%, Not 11.0%
As Presented By Management
Source: AVY FY 2019 Earnings Report, Jan 29, 2020
Note: AVY still has not revised historical results as of its latest Sept 2020 Investor Presentation
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AVY Executives Reap Huge Bonuses On
Analytically Flawed FCF Metric
Spruce Point often finds a linkage between financial metric inflation, and unjust managerial self-enrichment. We find
that AVY’s annual executive bonuses are tied to the analytically flawed Free Cash Flow metric.

Executive
Bonuses
Tied To
Free Cash
Flow

Spruce Point observes
substantial modifiers tied
to the analytically flawed
Free Cash Flow metric

Total FCF
Adds Back
Pre-Tax
Amounts
Without
Proper
Adjustment
in 2019/20

Source: 2020 Proxy statement and 2019 Proxy Statement
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We Believe The CEO Is Paid Handsomely
On Inflated Adjusted EPS
Spruce Point believes AVY’s CEO has ample incentive to portray aggressive Adjusted EPS with 60% of his annual
bonus tied to this metric. Given that we find evidence that 2018 Adjusted EPS has been overstated, will the Board
clawback ill-gotten payments from the CEO?
Will AVY’s Board Clawback The CEO’s Bonus In 2018 For Paying Him On An Artificially Inflated EPS Figure?
“In the event of fraud or other intentional misconduct on the part of an NEO that necessitates a restatement of our financial results, the NEO would
be required to reimburse our company for any AIP or LTI awards paid or granted in excess of the amount that would have been paid or granted
based on the restated financial results. These remedies would be in addition to, not instead of, any other actions taken by our company (through
the imposition of any discipline up to and including termination), law enforcement agencies, regulators or other authorities. This clawback policy
has been contractually acknowledged by our NEOs upon the execution of their LTI award agreements since 2010.”

Source: AVY 2019 Proxy Statement
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Time For Change of Auditor
Spruce Point has repeatedly warned to be careful when the auditor relationship is too cozy with management.
We observe the current CEO, Chairman and President of Avery started his career at PricewaterhouseCoopers (PWC).
According to Avery, PwC is “independent” and has served as auditor since at least 1960, but it cannot determine the
exact year it began. Given the accounting anomalies we observe and Avery’s CEO and Chairman’s connections to the
firm, we believe it is time for Avery shareholders to demand a new auditor to review its books and records.

Source: Avery Proxy Statement

Source: Avery website
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Declining Insider Alignment
Avery talks up its stock ownership policy that requires Directors and management to own minimum amounts of stock.
However, what it doesn’t say is that AVY insiders own just 1.1% of the total shares, and their overall ownership has
declined materially in the past few years as we believe the business has become less competitive and under greater
financial pressures.
Beneficial Ownership of Insiders

4.0%

Shares Controlled
3,805,399

3.5%
3.0%
2.5%
2.0%
1.5%

Shares Controlled
877,875

1.0%
0.5%
0.0%

2008

2009

Source: Avery Proxy Statements

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020
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Valuation And Downside Risk

Poor Risk / Reward
Analysts cheered Avery’s Q3 results, increasing its average price target by nearly $19 dollars. The share price
ebullience comes despite the fact that Avery didn’t increase its free cash flow guidance for the year, missed Q4
sales guidance, increased its dividend at the lowest rate in years, and announced its VP of Investor Relations is
leaving. Avery continues to warn that its excessive cost cutting measures will be a headwind if markets recover.
In effect, the only basis for the price target increase is stock promotion through multiple expansion.

Analyst

Recommendation

Price Target
Pre Q3 2020

Price Target
Post Q3 2020

UBS

Buy

$142.00

$150.00

Berenberg

Buy

$140.00

$160.00

Loop

Buy

$136.00

$164.00

Credit Suisse

Neutral

$135.00

$135.00

Atlantic Equities

Overweight

$133.00

$161.00

Baird

Outperform

$130.00

$170.00

BMO

Market Perform

$129.00

$155.00

JP Morgan

Underweight

$128.00

$130.00

Morgan Stanley

Equal-weight

$112.00

$146.00

Morningstar

Sell

$90.00

$93.00

Keybanc

Sector Weight

--

--

Avg Target
% Downside

$127.50

$146.40
-4%

1) Downside based on $152.35 share price

+$19
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Investors See Avery As A “Value” Investment,
We See It As Troubled And Richly Valued
Over the past year, there has been only one new institutional investors added in the top 20. More investors have been
holding or reducing shares. Recent buyers bucket Avery as a “value” investment, despite the fact we illustrate it trades
at the richest multiple in its sector (with below average margins and sales growth) and at a premium to broker fair value.
Shares Held (million)
Q4 2019

Q1 2020

Q2 2020

Q3 2020

Change Since
Q4’19

Vanguard

9.7

10.0

9.7

9.7

(0.0)

(0%)

T Rowe Price

6.2

6.3

6.3

6.3

0.1

2%

Blackrock

6.6

6.6

6.6

6.6

(0.0)

(0%)

State Street

3.9

3.8

3.9

3.9

(0.0)

(0%)

Victory Capital (Sycamore Value Fund)

1.9

2.0

2.5

2.5

0.6

30%

FMR

3.2

2.6

2.4

2.4

(0.8)

(25%)

Lazard

0.0

1.3

1.7

1.7

1.7

--

Invesco

1.7

1.7

1.7

1.7

0.0

2%

Geode

1.3

1.3

1.4

1.4

0.1

4%

National Rural Electric Cooperative

1.6

1.4

1.3

1.3

(0.3)

(17%)

JP Morgan Chase

2.0

2.6

1.3

1.3

(0.8)

(38%)

Fiduciary Management

1.3

1.3

1.3

1.3

(0.0)

(3%)

Bank of NY Mellon

1.1

1.2

1.2

1.2

0.1

13%

Ceredex Value

0.0

0.3

1.2

1.2

1.2

--

Principal Financial Group

0.9

0.9

1.0

1.0

0.1

14%

Northern Trust

0.9

0.9

0.9

0.9

(0.0)

(1%)

Lord Abbett

0.4

0.3

0.9

0.9

0.5

143%

Norges Bank

0.8

0.8

0.8

0.8

0.0

0%

Neuberger Berman

1.0

1.1

0.8

0.8

(0.2)

(22%)

Holder Name

Source: Bloomberg

% Change
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Equity Bull Case: “The Future Is Brighter,
So Raise Our Multiple And Price Target”
The bull case rests on Avery returning to normal growth and rewarding it with multiple expansion. The bull case has
conducted no forensic work to identify evidence to suggest accounting manipulation of restructuring charges to hit
numbers, material adverse risks to its tax policies, or reasons why free cash flow is peaking. The bull case also ignores
the shifting away from pressure sensitive labels and Avery’s failures to translate R&D costs into new product
innovation. The bulls talk multiple expansion, whereas the bears talk hard data points showing that Avery has had no
organic EBIT growth absent cost cutting. Extreme 2020 cost cutting is now a headwind being ignored by bulls.

Source: JP Morgan, Oct 2020

Source: Morgan Stanley, Oct 2020

Source: Morningstar, Oct 2020

83

Credit Misperceptions Easily Refuted
Avery is an “investment grade” rated BBB / Baa2 / Stable by agencies S&P and Moody’s, respectively. We believe the
credit agencies are not attuned to the fundamental challenges, and problematic accounting masking Avery’s struggles.
In fact, Moody’s “Credit Strengths” are subtly being disproved by management, and our forensic investigation.
Moody: “Leading Market Share”
AVY CEO On LGM Market Share, Citi Conf, Sept 14, 2020
“You're right. We had recaptured all the share within two quarters
of some of the share gain as we were going disciplined to the last
price increases back in early -- finished in early '19. We did
recapture that. We may have lost a little bit.“
Moody: “Ability To Pass Through Raw Material Costs”
AVY CEO, Q1’2020 Conf Call
“So overall, if you look at just the impact of mix and deflation in
price that's already baked in, that's definitely been a benefit, but a
lot of it's cycling off where we were a year ago, and you got to
count in the restructuring as well. So not answering your question
directly, we don't have pass-through contracts and so forth.
This is a competitive industry.”
Moody: “Conservative Financial Policy, Continued Discipline”
See Spruce Point Section:
Evidence of Overstated Financial Performance And Increasing
Financial Strain
Source: Moody’s
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Forward Valuation Continues To Increase
Despite our clear concerns and evidence that Avery is under increasing pressure, its one year forward EBITDA
and EPS multiples have expanded over the past decade and are near all-time highs.

Price / NTM EPS

EV / NTM EBITDA

LT Average 15.0x
LT Average: 8.8x

Source: Bloomberg
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While Revenue Disappointments
Increase….
Revenue is much harder to manage vs. “Adjusted” EPS. We see that Avery has started to consistently miss
revenue expectations while regularly beating “Adjusted” EPS expectations. The sources of the “Adjusted”
EPS beats are regularly through lower tax rates and cost cuts. We believe both of these upside sources are
withering and will become headwinds.

Many Avery Revenue Misses: Reported vs. Consensus

Few Avery Adjusted EPS Misses: Reported vs. Consensus

Source: Bloomberg
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Avery Dennison Trading At An Unjustified
Premium To Its Peers
Avery is expensive relative to its specialty chemical and materials peers, even before our adjustments to its enterprise
value for added debts, and normalization of EBITDA and Free Cash Flow.
$ in millions except per share figures

Name (Ticker)

Stock
Price
11/9/2020

Adj
Ent.
Value

2020E
EBITDA
Margin

2021E
FCF
Margin

'20E-'21E
Sales
EPS
P/E
Growth Growth 2020E 2021E

Enterprise Value
EBITDA
Sales
2020E 2021E 2020E 2021E

FCF
2021E

Price/
Book

Net
Debt/
EBITDA

Div
Yield

Specialty Chemical / Materials
3M Corp (MMM)

$163.43

$111,139

26.9%

17.0%

5.3%

10.2%

19.1x

17.4x

13.0x

12.3x

3.5x

3.3x

19.5x

8.0x

1.9x

3.6%

Eastman Chemicals (EMN)

$90.34

$17,786

20.7%

10.6%

6.1%

19.5%

15.3x

12.8x

10.3x

9.3x

2.1x

2.0x

18.8x

2.0x

3.1x

2.9%

UPM-KYMMENE (UPM)

$30.85

$17,160

15.6%

13.7%

2.1%

15.5%

19.9x

17.3x

11.0x

9.6x

1.7x

1.7x

NM

1.5x

0.4x

5.0%

Axalta (AXTA)

$27.88

$9,343

19.6%

10.3%

14.4%

49.6%

24.0x

16.0x

12.9x

10.2x

2.5x

2.2x

21.5x

4.8x

3.7x

NA

Nitto Denko (6988 JP)

$73.73

$9,186

16.8%

5.7%

3.3%

9.8%

22.6x

20.7x

8.0x

7.6x

1.3x

1.3x

22.8x

1.7x

-2.2x

2.6%

HB Fuller (FUL)

$50.76

$4,491

14.4%

7.8%

4.8%

23.4%

19.3x

15.7x

11.4x

10.3x

1.6x

1.6x

20.1x

2.0x

4.6x

1.3%

Element Solutions (ESI)

$12.21

$4,309

22.3%

NA

5.9%

13.6%

14.3x

12.6x

11.0x

10.2x

2.5x

2.3x

NA

1.4x

3.2x

NA

Avient (AVNT)

$34.76

$4,593

11.7%

6.0%

22.5%

31.4%

21.5x

16.4x

12.5x

9.9x

1.5x

1.2x

20.0x

2.0x

3.8x

2.4%

Minerals Technology (MTX)

$60.78

$2,740

19.1%

10.3%

6.5%

16.0%

16.3x

14.0x

9.2x

8.7x

1.8x

1.7x

16.0x

1.4x

2.1x

0.3%

Innospec (IOSP)

$77.13

$1,871

8.6%

12.8%

11.3%

66.7%

31.0x

18.6x

18.2x

10.7x

1.6x

1.4x

11.0x

2.1x

-0.4x

1.3%

Intertape Polymer (ITP CN)

$12.24

$1,301

14.0%

8.9%

5.1%

19.6%

13.7x

11.5x

8.2x

7.4x

1.1x

1.1x

16.0x

2.7x

3.5x

4.9%

Lintec Corp. (7966 JP)

$22.03

$1,123

11.3%

0.8%

4.1%

18.3%

15.1x

13.0x

4.3x

4.1x

0.5x

0.5x

56.5x

0.9x

-1.8x

3.4%

Max

26.9%

17.0%

22.5%

66.7%

31.0x

20.7x

18.2x

12.3x

3.5x

3.3x

56.5x

8.0x

4.6x

5.0%

Average

16.8%

9.4%

7.6%

24.5%

19.3x

15.5x

10.8x

9.2x

1.8x

1.7x

22.2x

2.5x

1.8x

2.8%

Min

8.6%

0.8%

2.1%

9.8%

13.7x

11.5x

4.3x

4.1x

0.5x

0.5x

11.0x

0.9x

-2.2x

0.3%

20.0%

15.2%

9.9%

18.4%

29.0x

24.5x

23.3x

19.7x

4.7x

4.2x

27.9x

9.7x

1.9x

NA

RFID / Technology
Zebra Technologies (ZBRA)

$352.71

$20,437

Brady Corp (BRC)

$42.23

$2,042

17.1%

13.2%

4.0%

10.9%

17.2x

15.5x

10.9x

9.9x

1.9x

1.8x

13.5x

2.6x

-0.9x

2.1%

Impinj (PI)

$31.09

$681

-12.6%

NA

11.8%

-5.3%

NM

NM

NM

NM

5.2x

4.7x

NA

6.5x

1.9x

NA

Max

20.0%

15.2%

11.8%

18.4%

29.0x

24.5x

23.3x

19.7x

5.2x

4.7x

27.9x

9.7x

1.9x

2.1%

Average

8.2%

14.2%

8.6%

8.0%

23.1x

20.0x

17.1x

14.8x

3.9x

3.6x

20.7x

6.3x

1.0x

2.1%

-12.6%

13.2%

4.0%

-5.3%

17.2x

15.5x

10.9x

9.9x

1.9x

1.8x

13.5x

2.6x

-0.9x

2.1%

15.0%
14.2%

8.1%
5.7%

4.1%
2.5%

6.3%
-1.7%

22.6x
24.5x

21.3x
24.9x

14.4x
15.5x

13.7x
15.0x

2.2x
2.2x

2.1x
2.1x

25.5x
37.5x

9.6x
9.6x

1.8x
2.3x

1.6%
1.6%

Min
Avery Dennison (AVY)
Spruce Point Adjusted

$152.35
$152.35

$14,659
$14,991

Source: Company filings, Wall St and Spruce Point estimates
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Avery Dennison’s Premium Valuation Not
Based On Better Margins, More Growth
Avery’s NTM valuation relative to its closest materials and specialty chemical adhesive peers cannot be justified by
Avery having higher free cash flow, or faster sales growth potential. It’s dividend yield is also below market.
2021E Sales Growth

EV / 2021E EBITDA
25.0%

16.0x
14.0x
12.0x
10.0x

20.0%

Average

15.0%

8.0x
10.0%

6.0x
4.0x

Average

5.0%

2.0x
0.0x

0.0%

2021E Free Cash Flow Margin
18.0%
16.0%
14.0%
12.0%
10.0%
8.0%
6.0%
4.0%
2.0%
0.0%

Dividend Yield
6.0%
5.0%

Average

4.0%
3.0%

Average

2.0%
1.0%
0.0%

Source: Company filings, Wall St and Spruce Point estimates. Average excludes Avery and Avery adjusted
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Spruce Point Estimates 35% – 55% Downside
Given our concerns that Avery is running out of aggressive financial and accounting methods used to embellish its
results, we see significant downside risks. Avery trades at a premium multiple to peers and ranks poorly on ESG factors
such as governance and the sustainability (ecofriendly) nature of its products. Given our belief and evidence that Avery
has taken recent maneuvers to manipulate restructuring accounts, Avery is at above average risk of SEC investigation.
$ in millions, except per share amounts

Valuation

Low Price

High Price

Note

Multiple of Normalized FCF
CY 2021E FCF
Enterprise Value
Plus: Cash and Investments
Less: Financial Debt
Less: Other Liabilities (1)
Dil. Shares
Price Target
% Downside

20x
$400
$8,000.0
$316.8
($2,144.1)
($363.8)
83.7
$69.00/sh
-54%

20x
$450
$9,000.0
$316.8
($2,144.1)
($363.8)
83.7
$80.97/sh
-46%

Street 2021E Consensus FCF is $574m. Avery has
waffled in its 2020E guidance around $500m three
times. Yet, there are obvious headwinds from
extreme short-term cost cutting measures of
$150m putting it at a disadvantage to leverage
growth in 2021. We normalize for this. Beneficial
tax rates are now in question as Avery has noted a
chance for a material adverse effect in its Q3’20
10-Q. Avery trades at 25.5x 2021 FCF whereas
peers trade on average at 20x

Multiple of EBITDA
FY 2021E EBITDA
Enterprise Value
Plus: Cash and Investments
Less: Financial Debt
Less: Other Liabilities (1)
Dil. Shares
Price Target
% Downside

8.0x
$1,000
$8,000.0
$316.8
($2,144.1)
($363.8)
83.7
$69.03/sh
-54%

10.0x
$1,020
$10,200.0
$316.8
($2,144.1)
($363.8)
83.7
$90.97/sh
-37%

Avery trades at a rich 13.7x 2021E EBITDA,
whereas chemical and material peers with similar
margins trade at 8.5x to 9.5x – Avery’s long-term
10 year average forward EBITDA multiple is ~8.8x.
We expect Avery to continue to miss revenue
estimates. Consensus is calling for 4.1% sales
growth next year. We’re at 2.5%-3.0% and expect
a slower recovery and RFID growth opportunities
to disappoint. Our EBITDA also adjusts for
restructuring charges since we’ve demonstrated
they are recurring and dubious in nature

1.

Includes the following adjustments
a) Environmental liabilities: $19.5m
b) Unfunded US and Int’l pensions: $204m
c) Operating leases: $140.3m
Note: Downside Based on $152.35
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