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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 Hill-Rom Holdings, Inc. 
(“HRC”), 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 HRC or other insiders of HRC that has not been publicly disclosed by HRC. 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. You should assume all statements made are our opinions, unless sourced as facts where practical. 

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 not registered as an investment advisor, 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 Sleepy 
Roll-Up Stories

Spruce Point Capital Is An Industry Recognized Research Activist Investment Firm Founded In 2009
• Founded by Ben Axler, a former investment banker with 19 years experience on Wall Street
• Activist Insight recognized Spruce Point Capital Management as the #2 most successful short-selling activist in 2018 (Feb 2019)
• Ranked the #1 Short-Seller by Sumzero after a study of 12,000 analyst recommendations dating to 2008 (March 2015)
• Ranked the #13 Most Influential FinTweeter on Twitter according to Sentieo (Dec 2016)

Past performance is no guarantee of future performance. Short-selling involves a high degree of risk, including the risk of infinite loss potential. Please see Full Legal Disclaimer at the front of the presentation.
* Reported produced by Prescience Point of which Spruce Point’s founder was a contributing author

CECO Environmental 
(Nasdaq: CECE)

LKQ Corp
(Nasdaq: LKQ)

AMTEK
(NYSE: AME)

XPO Logistics
(NYSE: XPO)

Report 2/13/17 1/15/14 (Prescience Point)* 11/14/14 12/13/18

Market Cap $430 million $10.1 billion $12.3 billion $15.1 billion

Company 
Promotion

An effective roll-up acquirer serving the 
environmental, energy, fluid handling and 

filtration industrial segments. Its largest PMFG 
acquisition would be a success and allow for 

rapid delivering of its balance sheet, and 
renewed organic growth opportunities

Best of breed recycled auto part distributor 
capable of effecting a roll-up strategy and 
producing consistent double digit revenue 

and EPS growth

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

Leading logistics and transportation 
company that operates as a highly 

integrated network of people, 
technology and physical assets. XPO can 

spend up to $8bn for a mega-deal to 
propel its share price to $145

Our Criticism A poorly constructed roll-up, we argued CECO 
was forestalling a goodwill impairment, its

cash flow would fall significantly in 2017, and 
it could come under covenant pressure. CECO 
was misportraying its true leverage, while its 

end markets were contracting. 
We estimated downside risk of 30%-60%

An ineffective roll-up by a management 
team with a history of financial failure 

(Waste Management / Discovery Zone). 
LKQ is caught in a gross margin squeeze 
being masked by relentless acquisitions, 

and aggressive inventory accounting open 
to significant mgmt judgement. Its move to 
Europe is an implicit acknowledgement of 

waning domestic growth

We argued AMETEK was not 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

XPO’s financials should be viewed 
cautiously as a result of aggressive 

accounting assumptions, from a CEO 
known for aggressive roll-up strategies. 
The Board is not best suited to oversee 
the strategy, and the stock is a Wall St. 

darling poised to disappoint as its fragile 
financial condition becomes evident

Successful 
Outcome

CECO took a goodwill charge in Q4’16 as 
predicted, and changed its presentation of its 
financial leverage in its investors presentation
- implicitly acknowledging our criticism. Q2’17
results were significantly below expectations, 

it admitted continuing challenges in its end 
markets, and its YTD operating cash flow has 

evaporated. CECO’s shares were downgraded, 
and shares fell >40%  

Gross margins have declined from over 
47% to 39%. The Company’s successive 
acquisition in Europe and domestically 

have failed to boost its share price. LKQ’s 
multiples have contracted significantly. Its 
CFO was replaced (Feb 2015) and its CEO 

recently stepped down (March 2017)

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

XPO cut its guidance and missed financial 
targets. Its COO was terminated after 

XPO lost a substantial customer, believed 
to be Amazon. XPO’s mega-deal never 
happened, and instead it tempered its 
growth strategy by turning to levered 

share repurchases

https://www.activistinsight.com/resources/reports/
http://www.businessinsider.com/ten-best-short-sellers-on-sumzero-2016-3
https://sentieo.com/blog/are-you-tracking-2016s-most-influential-fintweeters/
http://www.sprucepointcap.com/ceco-environmental-corp/
http://www.sprucepointcap.com/lkq-corp/
http://www.sprucepointcap.com/ametek-inc/
https://www.sprucepointcap.com/xpo-logistics-inc/
https://www.cecoenviro.com/press-releases/ceco-environmental-corp.-reports-fourth-quarter-2016-results
https://finance.yahoo.com/news/ceco-misses-street-2q-forecasts-112841938.html
https://globenewswire.com/news-release/2015/02/26/710172/10122072/en/LKQ-Announces-Executive-Management-Changes.html
https://www.sec.gov/Archives/edgar/data/1065696/000106569617000012/lkq8-k.htm
http://www.ametek.com/pressreleases/news/2016/may/ametekannouncesexecutive
http://www.ametek.com/pressreleases/news/2016/january/ametek-chief-financial-officer-robert-r-mandos-jr-to-retire
https://www.sec.gov/Archives/edgar/data/1166003/000119312518347421/d664043d8k.htm
https://www.sec.gov/Archives/edgar/data/1166003/000116600319000023/form8k31119.htm
https://www.reuters.com/article/us-xpo-logistics-amazon-com/xpo-logistics-top-customer-pulls-back-amazon-suspected-idUSKCN1Q425V
https://www.bloomberg.com/news/articles/2019-02-19/xpo-s-billionaire-dealmaker-hits-m-a-brakes-turns-to-buybacks
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Short HRC: Spruce Point Sees 25%-55% 
Downside To $45-$75 per Share

• A History Of Value-Destructive M&A : In an attempt to make up for slow top-line growth driven by low demand for low-tech hospital furniture, 
management has spent ~$3.5B on M&A since FY09 on businesses across numerous sub-sectors and geographies. However, it has subsequently exited or 
divested of many of these businesses, usually at a loss after experiencing material top-line contraction. The sell side has cheered both Hill-Rom’s 
acquisitions and its divestitures, interpreting the former as an avenue to sources of more recurring sales and the latter as part of an initiative to exit low-
growth and low-margin business lines. Spruce Point, however, sees them for what they are: evidence of management treading water as it burns cash to 
acquire businesses which it subsequently drives into the ground under a corporate culture which, per formers, prioritizes hitting numbers above all else.

• Failure To Fully Write Down Assets: HRC has taken impairments of varying sizes in conjunction with a number of its divestitures of failing business lines. 
However, we identify two such exits for which management appears to have taken either no impairment or only an insufficient one. We believe that just 
over $500M of goodwill and other intangibles must be written off of Hill-Rom’s balance sheet, representing approximately 11% of Hill-Rom’s total assets.

• Non-Stop M&A And Confusing Math Masks A Slow-Growing Business: As management exits failing acquisitions, it instructs analysts to evaluate growth 
using its proprietary “core growth” metric, which adjusts growth for the negative impact of planned divestitures even before they occur. Management 
conveniently “re-bases” core growth every few quarters by adding new slow-growth business lines to non-core revenue, supporting consistent mid-single-
digit core growth even as these ring-fenced verticals drag on total sales. Why should investors give Hill-Rom credit for achieving higher growth when this 
growth is achieved by exiting businesses (typically at a loss) which it acquired and killed over the course of just several years? Why does management 
exclude divestitures from “core growth,” but include the inorganic sales contributions of new acquisitions? Management has been able to present top-line 
growth of almost 300 bps greater than total growth in some quarters by selectively adjusting the many puts and takes which make up “core growth.”

• Free Cash Flow Inflated From Chronic Mis-Forecasting of Capex And Low R&D: HRC has consistently misguided investors about capex requirements almost 
every year since FY10, and has underspent on capex against pre-year guidance by 20-30% since FY16. With most of its fixed asset base having a 10 year 
stated life, we expect years of capital neglect to weigh on future cash flow growth. HRC suggests that new product releases are a key driver of growth, but 
how will it continue to generate new product sales as it shrinks its capex and R&D spend even as core sales increase? Spruce Point has found that 
companies which mismanage capex often subsequently disappoint investors with material margin contraction (e.g. Caesarstone, A.O. Smith, and Gentex).

Hill-Rom (“HRC” or “the Company”) is a low-quality medical equipment roll-up which is rapidly approaching the end of its current growth cycle. 
HRC is a jumble of hospital furniture and medical device businesses assembled in part through $3.5B-worth of hasty acquisitions executed 

throughout the 2010s. Its atrocious record of M&A has left management to divest of a graveyard-full of failed acquisitions – many of them now a 
fraction of their initial sizes, and some exited at nearly complete losses. Analysts nonetheless give management credit for diversifying outside of 

capital goods, growing “core sales,” and expanding margins, largely through M&A (despite its failures) and recent product releases. However, 
Spruce Point finds that sequential new product growth has plateaued for three straight quarters, and is set to translate into depressed annual 

growth as the plateau rolls into Q4. Excluding the incremental contribution of these product releases, HRC’s organic “core growth” has been flat at 
best – a fact which has until now been hidden by new products and management’s discretionary and suspiciously fluid definition of “core growth.” 

Spruce Point also finds that nearly all margin expansion can be attributed to recent divestitures of low-margin businesses and acquisitions of 
higher-margin targets, leaving HRC with seemingly no route to higher profitability without continued M&A – an avenue which will be limited to it as 
it nears self-imposed leverage limits. Meanwhile, key executives have dumped stock and fled the Company at a break-neck pace through the past 
two years, perhaps in anticipation of its growth reverting to stagnant levels just as management prepares to release renewed long-term guidance.
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Short HRC: Spruce Point Sees 25%-55% 
Downside To $45-$75 per Share

• Slowing Revenue Growth From New Products Sets Hill-Rom Up To Disappoint: New product releases such as its Centrella “smart” bed have prevented Hill-
Rom from showing dramatic core sales contraction over the last two years: these new products have grown from generating zero revenue prior to 2017 to 
over $400M in FY19 (expected). Management claims that it has accelerated the hospital bed repurchasing cycle by transforming the bed from a mere 
piece of furniture into a vital piece of hospital room technology. However, former employees and industry experts suggest that new product revenue will 
quickly normalize after a brief initial period of sales uptake. After adjusting for M&A and incremental sales contributed by new products, Spruce Point 
believes that Hill-Rom’s underlying sales growth has been effectively flat at best, versus management’s reported “core growth” of 2%-6% through the past 
two years. As the recent plateau in sequential growth from new products is set to become visible in annual growth starting this quarter, we believe that 
Hill-Rom may be set up to post disappointing growth in Q4 and in subsequent years as Company growth reverts closer to its ex-new product sales growth 
rate of ~0%. Heightened Company leverage close to its stated maximum of 4.5x will limit the extent to which management can keep core growth afloat 
through ongoing M&A, and could represent significant tail risk should the hospital purchasing environment weigh more heavily on growth.

• Few Avenues To Margin Expansion: Almost all EBITDA margin expansion since FY16 can be attributed to divestitures of lower-margin business and 
acquisitions of higher-margin businesses. Price increases, endless restructuring, and supposed post-acquisition synergies appear to have had almost no 
positive impact on profitability. The sell side continues to see room for close to 250 bps of margin expansion through FY21, but, with divestitures set to 
cease next year and with limited capacity for further M&A, Hill-Rom will likely achieve less than half the sell-side’s expected level of margin expansion.

• Aggressive Accounting Practices Under CFOs Tied To Roll-Up Train Wrecks Flatter Earnings: Management appears to have under-allocated for numerous 
reserve accounts consistently through the past four years. Spruce Point believes that management’s practice of under-reserving could have contributed a 
cumulative ~$55M to Hill-Rom earnings over this period. Hill-Rom would have to take a one-year hit of ~16% to earnings to bring its reserves back to prior 
levels. Management is also liberal in defining earnings adjustments, which together account for ~50% of non-GAAP income. Included in these adjustments 
are acquisition-related expenses and restructuring charges, despite the fact that Hill-Rom conducts frequent M&A, and that it has engaged in restructuring 
every year since it split from Hillenbrand in 2008. Growth via sloppy acquisition rather than internal reinvestment has shifted spending out of capex and 
into M&A, which, alongside frequent downward capex guidance revisions, has allowed management to hit implied FCF targets. Worryingly, these practices 
have taken place under recently-departed CFO Steven Strobel – Audit Chair of Newell Brands, a levered roll-up whose stock collapsed amidst allegations of 
mismanaged inventory channel build-up – and his replacement, Barbara Bodem, a recent alum of scandal-tainted pharma roll-up Mallinckrodt.

• Accelerated Executive Exits Harbinger Of Disappointing Long-Term Guidance?: Over the past two years, HRC has lost its CEO, CFO, CIO, and two of its three 
division heads. It is currently on its fifth CFO since 2010. Executives frequently leave after having spent just one or two years (or fewer) at the Company. 
Employees report that management is increasingly focused on hitting financial targets to satisfy Wall Street, which has taken a toll on morale. We believe 
that HRC may be preparing to re-set expectations for the worse when it releases its new Long-Range Plan in Q4: rather than set unrealistic and unhittable 
long-term targets, it may be in the new management team’s interest to lower sales growth targets and impair zombie goodwill sooner rather than later.

• Slowing Growth And Earnings Adjustments Leave HRC Shares Overvalued: Spruce Point believes that the Street overestimates Hill-Rom’s forward sales 
growth due to its focus on the “core growth” metric and its lack of appreciation for slowing new product sales. We believe that investors will be 
disappointed by slower-than-expected sales growth and stagnating margins as the recent round of divestments is set to end. We also believe that 
investors should not give management credit for earnings growth achieved through dubious adjustments and reserve reductions, which have boosted 
earnings materially through the past four years. Spruce Point sees 25-55% downside in HRC shares when each of these factors is taken into account.
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Resetting Expectations: Hill-Rom Will Soon Not 
Be The Grower That It Once Appeared

Since FY17, Hill-Rom management has depicted the Company as a mid-single-digit grower experiencing meaningful margin expansion, yet with 
room still to grow. Accounting machinations and temporary rounds of business segment pruning were responsible for much of this “core 

growth.” Successful product releases, while fleeting, also contributed to Hill-Rom’s apparent momentum. However, Spruce Point believes that 
each of these factors – whether fundamental, accounting-driven, or otherwise – are nearing the end of their respective runways. Facing slowing 
growth from new products, deficient investment in future product releases, limits to M&A, and the end of its recent divestment campaign, Hill-

Rom will soon no longer be able to masquerade as a consistent mid-single-digit grower with expanding margins.

Recent Appearance / Management Claim Spruce Point Observations / Near-Term Reality

• Revenue generated new products released since 2015 has grown 
to over $400M in FY19 (expected).

• Management Claim: New product revenue driven by diverse 
product base supportive of recurring revenue streams.

• Management Claim: Significant investments in capex and R&D will 
support growth from new products going forward

• Sequential growth in new product revenue has been flat or 
negative since Q1 FY19. Sequential growth plateau is set to 
translate into annual growth plateau in Q4.

• New product revenue “beat” in Q4 FY18 likely driven by lumpy and 
unsustainable capital goods orders. Tough Q4 comp could result 
in new product revenue contraction.

• Years-long underinvestment in capex / R&D, and international 
challenges, will likely limit growth from future new product 
launches and foreign markets

• EBITDA margin expansion of 200 bps since year-end FY16

• Management Claim: Investments in higher-margin products and 
acquisitions of higher-margins businesses have successfully 
increased Company profitability.

• Management Claim: Continued expansion into higher-margin 
verticals through M&A will continue to support profitability.

• More than half of EBITDA margin expansion has been driven by 
divestitures of failed acquisitions.

• With divestitures set to be completed by year-end ‘20, HRC’S main 
margin expansion engine will be exhausted in less than a year.

• Skepticism over continued M&A into higher-margin businesses 
due to self-imposed leverage limits and junk-level debt ratings 
from credit ratings agencies

• Consistent mid-single-digit “core revenue growth” since FY17

• Management Claim: By removing the impact of divested 
businesses, core revenue growth represents Hill-Rom’s true 
underlying run-rate sales growth

• Management has high level of discretion in engineering “core 
revenue growth.” Slow-growing businesses are removed from 
“core revenue” even if not yet divested or exited.

• Management no longer adjusts “core growth” for the positive 
impact of inorganic revenue from acquisitions.

• Goodwill and intangibles associated divested businesses 
seemingly due for impairment (up to 11% of HRC assets).

Significant 
Revenue 

Growth From 
New Products 

Released 
Since FY17

Consistent 
Margin 

Expansion

Mid-Single-
Digit “Core 

Revenue 
Growth” 

Excluding 
Divestitures
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Reported Core Growth vs. Organic Core Growth Ex-New Products

Core Growth, Total (Reported)

Organic Core Growth, Ex-New Products (50% Cannibalization / 50% Incremental)

Organic Core Growth, Ex-New Products (15% Cannibalization / 85% Incremental)

Anemic Core Growth Outside of New Products

Backing out the incremental contribution of new product sales to Company-wide core revenue growth reveals that growth has been anemic 
outside of new products. If just 15% of new products cannibalize legacy products, and 85% of new product growth is incremental – as 

management suggested in Q4 FY17 – YoY core growth among legacy parts of the business would have averaged -1.5% per quarter through the 
past two years, and would have only barely broken 0% only twice. Even if just 50% of new product growth is incremental, the average YoY core 

growth among legacy parts of the business would rise to only 0.7% over the same period. Either way, a plateau in new product sales growth 
would result in Company-wide organic core growth reverting to the -2% to 1% currently shown by the rest of the business.

Organic Core Growth Ex-New Products are Spruce Point estimates. “Organic” Core Growth excludes the contribution of acquisitions to core growth for the periods 
in which M&A was included in core growth (Q3 FY19).

Average: 0.7%

Average: -1.5%

Incremental core growth attributable new 
products / M&A, at risk to a potential 
plateau in new product sales growth
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Implied Organic Core Growth Ex-New Products

Organic Core Growth, Ex-New Products (50% Cannibalization / 50% Incremental)

Organic Core Growth, Ex-New Products (15% Cannibalization / 85% Incremental)

Implied Organic Core Growth, Ex-New Products (50% Cannibalization / 50% Incremental)

Implied Organic Core Growth, Ex-New Products (15% Cannibalization / 85% Incremental)

50% Incremental 
Contribution

85% Incremental 
Contribution

($, Millions) Q4 FY18 Q4 FY19E Q4 FY18 Q4 FY19E

Total Revenue – Consensus $759.2 $760.1 $759.2 $760.1

Less: Non-Core Sales Contribution 49.5 18.5 49.5 18.5

Core Revenue $709.7 $741.6 $709.7 $741.6

New Product Contribution 122.5 115.0 122.5 115.0

Incremental Contribution 61.3 57.5 104.1 93.5

Core Revenue Ex-New Products $648.4 $684.1 $605.6 $643.9

Acquisition Contribution - 13.5 - 13.5

Organic Core Revenue Ex-New Prod. $648.4 $670.6 $605.6 $630.4

Growth - 3.4% - 4.1%

Hill-Rom Set Up For A Q4 Miss Due to Sell-Side’s 
Misunderstanding of Underlying Growth?

Spruce Point estimates that, for Hill-Rom to hit consensus revenue estimates for Q4 FY19 against the recent plateau in new product sales growth, 
the Company would have to produce organic core revenue growth of between 3.4% and 4.1% excluding incremental new product sales, 

depending on the extent to which new product sales growth is incremental (versus cannibalization). This would require Hill-Rom to grow core 
revenue ex-new products at a rate ~200-400 bps above its Q3 rate, and ~300-550 bps above its average core growth rate (ex-new products) 

through the past eight quarters.

Non-Core Sales Contribution and Acquisition Contribution represent consensus estimates

Spruce Point believes that it is highly unlikely that organic core growth excluding new products will grow a whopping 300-650 bps above its 
trailing eight-quarter average in Q4 FY19. We believe that this may put Hill-Rom in a position to miss sell-side estimates for core growth.

Consensus estimates imply 
extremely unlikely Q4 core 
growth ex-new products

Spruce Point estimates
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Chronic Mis-Forecasting of Capex Has 
Temporarily Inflated Financial Results

Spruce Point observes that Hill-Rom has underspent on capex against its full-year capital spending forecast in seven of the past nine years, and 
is primed to underspend on its FY19 capex projection by an expected $27M, per consensus estimates. Hill-Rom’s chronic underinvestment in its 
own business has accelerated rapidly since the Welch Allyn acquisition: management has spent anywhere from 20-30% less on capex than it first 

projected in each year since FY16. With the Company appearing to have underspent on capex by a cumulative $80M between FY16-18 alone –
expected to rise to close to $110M by year-end FY19 – we are highly skeptical that it can continue to support its recent pace of growth through 

additional product releases or any other means. Rather, we believe that it may have to ramp up capex simply to support its base production 
capacity, in which management appears to have underinvested for upwards of ten years – the stated maximum useful life of its equipment.

($, Millions) FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19E

Capex Estimate – Top of Range 64.0 85.0 85.0 80.0 80.0 110.0 120.0 130.0 110.0 100.0

Capex Estimate – Bottom of Range 64.0 75.0 75.0 75.0 75.0 110.0 110.0 120.0 110.0 100.0

Capex Estimate – Average $64.0 $80.0 $80.0 $77.5 $77.5 $110.0 $115.0 $125.0 $110.0 $100.0

Capex – Actual / Consensus (FY19) 64.7 68.9 77.8 65.3 62.7 121.3 83.3 97.5 89.5 73.0

Deviation from Estimate 0.7 (11.1) (2.2) (12.2) (14.8) 11.3 (31.7) (27.5) (20.5) (27.0)

Deviation as a % of Estimate 1.1% -13.9% -2.8% -15.7% -19.1% 10.3% -27.6% -22.0% -18.6% -27.0%

Hill-Rom: Initial Planned Full-Year Capex Forecast vs. Realized Year-End Capex

Hill-Rom: FY18 10-K

With the largest component of Hill-Rom’s PP&E 
facing a maximum ten-year useful life – the same 
period over which management appears to have 
delayed capital spending – we believe that the 

Company may be forced to ramp up capital 
spending substantially in the coming years simply 
to support maintenance capex, to say nothing of 

growth capex.

http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/1bab2328-d64f-4016-9c76-8f572c6c5233.pdf
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Poor Capex Guidance A Leading Indicator 
Of Margin Contraction
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Spruce Point has made numerous successful short calls on companies in which we have identified poor capex guidance and capital spending 
patterns – notably Gentex (GNTX), Caesarstone (CSTE), and A.O. Smith (AOS). In each of these instances, chronic capex mis-forecasting was a 
leading indicator of future margin, earnings, and free cash flow contraction. We are concerned that Hill-Rom may similarly demonstrate margin 

contraction and slowed FCF growth in coming quarters as management is forced to make up for seemingly-delayed spending on capex and R&D.

Timing of Spruce Point call

Source Reports: AOS, GNTX, CSTE

https://twitter.com/sprucepointcap/status/1129024921865207810
https://www.sprucepointcap.com/gentex-corp/
https://www.sprucepointcap.com/cste-ltd-followup/
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New Long-Range Plan Will Disappoint Under More 
Realistic New Product Growth Projections

With management set to announce its new three-year targets on its next earnings call, we believe that the Company may be preparing to re-set 
investor expectations for the business as new product growth begins to plateau. Even assuming that future product releases at the margin can 

support steady new product growth through the coming three years, we believe that analyst targets will be out of Hill-Rom’s reach absent 
extensive M&A or international growth, the latter of which has eluded the Company for over a decade. Notably, management is announcing its 

renewed long-range plan one year early, without having reached the conclusion of its previous three-year plan. We believe that they may be doing 
so in anticipation of missing its targets, and that it may be reissuing long-term guidance now to re-set expectations before disappointing 

investors against its prior long-range guidance.

Consensus Spruce Point Estimate

($, Millions) FY19E FY20E FY21E FY19E FY20E FY21E

(A) Organic Core Revenue, Ex-New Products1 - - - $2,412.3 $2,412.3 $2,412.3

Growth, YoY (Constant Currency) - - - 0.9% 0.0% 0.0%

(B) New Product Revenue Contribution, Est. - - - $430.0 $526.8 $632.1

Growth, YoY - - - 41.0% 22.5% 20.0%

(C) Incremental New Product Revenue Contribution2 ((B) x 0.325) - - - $290.3 $355.6 $426.7

(D) Inorganic Acquisition Revenue Contribution, Est. - - - $20.4 $41.4 -

Core Revenue, Total ((A) + (C) + (D)) $2,770.6 $2,925.7 $3,061.5 $2,723.0 $2,809.3 $2,839.0

Growth, YoY (Constant Currency) 6.3% 5.6% 4.6% 4.9% 3.2% 1.1%

Projected Growth Shortfall vs. Consensus - - - -140bps -240bps -350bps

Beat / Miss vs. Consensus -1.7% -4.0% -7.3%

1. Organic Core Revenue excludes inorganic contributions from acquisitions through the past twelve months
2. Assumes 32.5% of new product revenue cannibalizes / overlaps with existing business, and 67.5% is incremental

Notably, with much of Hill-Rom’s c-suite fairly new to the business, we believe that – with much of its long-term equity incentives locked up for 
several years at least – management has incentive to re-set expectations to manageable targets now, rather than leave investors expecting Hill-

Rom to hit unattainable goals.
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Acquisition-Fueled Growth Limited By Existing 
Leverage

Management said on its Q3 FY19 earnings call that it considers itself to have leverage capacity up to 4.5x Net Debt / Adj. EBITDA, suggesting that 
Hill-Rom has room to take on at most ~$900M in additional debt. With the Company’s two most recent acquisitions coming in at a ~9x EV / Sales 

multiple on average, Hill-Rom would appear to have capacity to acquire just ~$100M in annual sales, worth only 180bps in growth per year if 
spread over two years. As we expect Hill-Rom to underperform sales growth estimates by ~250bps and ~350bps in FY20 and FY21, respectively, 

we believe that the Company does not have sufficient capacity to make up for slowing organic growth through accelerated M&A.

($, Millions) FY19E

Long-Term Debt $1,824.0

Short-Term Borrowings 246.2

Less: Cash and Short-Term Investments (202.6)

(A) Net Debt (Company Perspective) $1,867.6

(B) LTM Adj. EBITDA $595.7

(C) EBITDA Contribution of Acquired Businesses1 27.5

(D) Pro-Forma Adj. EBITDA $623.2

Net Debt / Adj. EBITDA ((A) / (D)) 3.0x

(E) Maximum Leverage, per Management 4.5x

(F) Implied Net Debt  ((D) x (E)) $2,804.4

(G) Implied Extra Debt Capacity ((F) - (A)) $936.8

(H) Average M&A Purchase Multiple (EV / Sales) 9.0x

Maximum Incremental Revenue Capacity via M&A ((G) / (H)) $104.1

LTM Revenue $2,883.7

Maximum Potential M&A Growth Contribution 360 bps

Average Annual Growth Contribution (over Two-Year CAGR) 180 bps

FY20 Growth Shortfall After Maximum M&A (from Initial -240 bps estimate) -60 bps

FY21 Growth Shortfall After Maximum M&A (from Initial -350 bps estimate) -170 bps

M&A Capacity Analysis

Spruce Point estimates that, even if management 
were to exhaust its stated M&A capacity, Hill-

Rom would still materially underperform 
consensus top-line growth estimates 

1. Based on incremental revenue capacity via M&A, calculated iteratively
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Little Force Behind Margin Expansion 
Excluding M&A

Sell-side analysts are also bullish on Hill-Rom’s future opportunities for ongoing margin expansion. Since the Welch Allyn acquisition, Hill-Rom’s 
EBITDA margins have expanded by 200 bps, and management voices confidence that it can continue to improve Company profitability. However, 

Spruce Point finds that, excluding the impact of management’s divestitures of lower-margin businesses and acquisitions of higher-margin 
businesses, Company EBITDA margins have expanded by just 20 bps since FY16. With new product introductions and restructuring efforts 

apparently doing little to improve Company profitability, we question the extent to which margins will continue to expand into the future, 
particularly as management is set to wind down its divestitures within the coming quarters.

($, Millions)
Impact of 

Divestitures & 
Exits

Impact of 
Acquisitions

Revenue, Reported (LTM) $2,883.7 $2,883.7

Annual Revenue Impact of Change (Spruce Point Estimate)1 (209.0) 116.9

Revenue, Pro-Forma (LTM) $3,092.7 $2,766.8

EBITDA (Adj.), Reported (LTM) $595.7 $595.7

Annual EBITDA Impact of Change (Spruce Point Estimate) (8.9)1 43.31,2

EBITDA (Adj.), Pro-Forma (LTM) $604.6 $552.4

EBITDA (Adj.) Margin, Reported 20.7% 20.7%

EBITDA (Adj.) Margin, Pro-Forma 19.5% 20.0%

EBITDA (Adj.) Margin Impact 111 bps 69 bps

Cumulative EBITDA (Adj.) Margin Expansion from Divestitures & Acquisitions since FY16 180 bps

EBITDA (Adj.) Margin Expansion since FY16, Total 200 bps

“Organic” EBITDA (Adj.) Margin Expansion since FY16 20 bps

1. Sales impact of divestitures and acquisitions estimated from management commentary on a per-divestiture / per-acquisition basis. EBITDA impact 
estimated from management commentary on margins / EBITDA contribution of recently-exited and recently-acquired businesses.

2. Annual EBITDA impact of acquisitions estimated as of acquisition date. Therefore, gradual margin improvements achieved via synergies, cost-outs, etc. 
would be included in “organic” margin expansion.

Hill-Rom has achieved effectively 
zero margin expansion via 

“organic” means (restructuring, 
cost reduction, price increases, 

M&A synergies, etc.)2
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Accelerated Executive Turnover A Signal That 
Management Is Preparing To Re-Set Expectations?

Hill-Rom’s c-suite has turned over at a break-neck pace through the past two years. Since the middle of 2017 – the year during which 
management began exiting and divesting of failed acquisitions – the Company has lost its CEO, CFO, CIO, and the presidents of two of its three 
business segments. We expect that bulls will argue that this simply reflects a natural “changing of the guard” with the departure of CEO Greisch 
and recent shifts in Company strategy. However, the timing and nature of these exits suggest that this may not be the case. We find it concerning 
that those most knowledgeable about the business and its future plans are choosing to leave the Company (or dump their shares) rather than see 

the shift in strategy to completion. Heavy turnover among management will also not be conducive to the success of this shift in strategy.

Significant Executive Departures Through Past Two Years

Executive
Most Recent 

Role with Hill-
Rom

Joined Departed Tenure
Departure 

Announced In 
Advance?

Subsequent 
Role Age at Exit

John Greisch President and 
CEO Jan 2010 May 2018 8 years, 4 

months Yes Retired 62

Steve Strobel CFO Nov 2014 Dec 2018 4 years, 1 
month No Retired 60

Sue-Jean Lin SVP & CIO Jan 2016 Aug 2018 2 years, 8 
months - SVP & CIO, 

Alcon 60

Alton Shader
SVP & 

President, 
Front Line Care

Jul 2011 Dec 2018 7 years, 7 
months Yes

CEO, Vein 
Clinics of 
America

45

Dirk Ehlers

SVP & 
President, 

Surgical 
Solutions

Sep 2015 Jun 2017 
(Approx.)

1 year, 5
months -

COO & 
President of 
Diagnostics 

Division, 
CENTOGENE

56

Should investors interpret accelerated executive turnover and heavy insider selling as a signal that management is preparing to re-set investor 
expectations for the worse? With much of the executive team having joined only recently – and with much of their equity not set to vest for 

another several years – it may make sense for management to re-set future growth expectations to more reasonable levels, and to take 
seemingly-overdue goodwill impairments sooner rather than later.
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CFOs With Ties To Struggling Roll-Ups

Both Hill-Rom’s current and former CFO have close ties to other heavily-levered roll-ups which have come under pressure themselves through 
the past several years. Recently-departed Hill-Rom CFO Steve Strobel (who remains with the Company as an advisor) has been a Director of 

Newell Brands (NWL) since 2006, and the Chair of its Audit Committee since 2014. Like Hill-Rom, Newell has aggressively pursued M&A since the 
early 2010s, burdening the company with businesses which failed to perform as anticipated. This has forced management to write down billions 
of dollars of assets ($8.3B in 2018 alone) and to divest of many of the businesses which it had acquired just years earlier – again, much like Hill-

Rom. New CFO Barbara Bodem, meanwhile, was most recently SVP of Finance at Mallinckrodt Pharmaceuticals (MNK), the center of a years-long 
controversy regarding its M&A practices and aggressive drug pricing. We do not find these ties reassuring.

Mallinckrodt (MNK) Stock Performance

Newell Brands (NWL) Stock Performance

Source

Source

https://www.linkedin.com/in/steve-strobel-06a468b/
https://www.linkedin.com/in/barbara-bodem-0653677/


Masking Poor Organic Growth With 
Destructive M&A?
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Abysmal Record Of Value-Destroying M&A

Since the late 2000s, Hill-Rom has conducted frequent M&A, spending ~$3.5B on acquisitions since FY09 while simultaneously exiting and 
divesting numerous “non-core” business lines. The sell-side sees both as positive, the former reflecting management’s push to diversify into 

more recurring sources of revenue and the latter reflecting its efforts to exit slower-growth, lower-margin businesses. What analysts ignore is that 
most of Hill-Rom’s exits and divestitures have been of businesses which it acquired only several years prior. In almost every instance, the assets 

are impaired or sold at a loss after experiencing material declines in annual revenue. While the sell-side interprets both the acquisitions and 
divestitures as “progress,” Spruce Point believes that management is treading water at best, reaching for much-needed sales growth but 

ultimately burning cash while failing to add anything of lasting value to the Company.

Source

“There have been some OK acquisitions, but very little consistency 
from management, and the execution has been poor. But there has 
been pressure to continue to pursue M&A to grow the 
company for shareholders, and to increase comp.”

- Former Employee, Hill-Rom

Source

https://www.glassdoor.com/Reviews/Employee-Review-Hill-Rom-RVW28140306.htm
https://www.glassdoor.com/Reviews/Employee-Review-Hill-Rom-RVW28140306.htm
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Once Flourishing Businesses Reduced To 
Almost Nothing

In Mar 2018, Hill-Rom announced the divestiture of its third-party rental and services businesses, which provided movable medical equipment and 
services to U.S. hospitals. According to management, the business was generating $35M in annual sales at the time of the divestiture. This stands 

in stark contrast to the $166M generated by the business (then known as Mediq) in 2002, the year immediately preceding its $300M purchase by 
Hill-Rom (then part of Hillenbrand Industries). Judging from Hill-Rom’s cash flow statement, it appears that management sold the business for an 

immaterial sum. The Company was also forced to record a $24.5M loss on the assets as part of the divestiture.

While the decline of Hill-Rom’s third-party rental business may have been gradual, we find the dramatic decline in segment revenue striking, as 
we do the fact that management received almost nothing in return for the assets.

Hill-Rom: FY18 10-K

Oct 2003: Mediq Acquisition Mar 2018: Third-Party Rental Business Divestiture

https://ir.hill-rom.com/press-releases/press-release-details/2018/Hill-Rom-Announces-Divestiture-Of-Third-Party-Rental-Business/default.aspx
http://archive.is/gxniE
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/1bab2328-d64f-4016-9c76-8f572c6c5233.pdf
http://archive.is/gxniE
https://s22.q4cdn.com/158447414/files/doc_news/Hill-Rom-Announces-Divestiture-Of-Third-Party-Rental-Business.pdf
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Killing Quality Brands With Failed Post-M&A 
Integration

In FY12, Hill-Rom acquired German hospital bed manufacturer Volker – a premier local brand at the time, per industry experts – for $85M, or 0.9x 
its annual sales of ~$100M. Just five years later, in FY17, management sold the business for effectively nothing after taking a $30M impairment 
charge on the segment. During this brief five-year period, Volker sales reportedly declined from ~$100M to ~$40M per year. Former employees 

noted that they would have been surprised if Volker was in fact generating $40M in annual revenue at the time of the divestiture. Remarkably, Hill-
Rom’s failure with Volker was almost a carbon copy of its failed acquisition of another German hospital bed manufacturer 20 years earlier: after 

acquiring premier brand L. & C. Arnold in FY94, management drove the business into the ground as it failed to expand the brand abroad and 
mismanaged its home German market. Over ~25 years, Hill-Rom managed to destroy Germany’s top two premier hospital bed brands, failing to 

learn from previous missteps.

Five Years Later: L. & G. Arnold assets impaired. Brand no longer 
appears on subsidiary list. Manufacturing sites removed from properties.

HRC: 1998 10-KFeb 7, 1994: L. & C. Arnold Acquisition

Feb 14, 2012: Volker Acquisition Jun 27, 2017: Volker Divestment

Five Years Later: Volker impaired. Assets sold for nominal fee after 
annual sales declined by >50%.

https://www.sec.gov/Archives/edgar/data/47518/0001047469-99-007099.txt
https://apnews.com/bf99c13b15f31d4e60f42c975dd4e4d0
https://ir.hill-rom.com/press-releases/press-release-details/2012/Hill-Rom-Completes-Acquisition-of-Volker/default.aspx
https://ir.hill-rom.com/press-releases/press-release-details/2017/Hill-Rom-Announces-Entry-Into-Agreement-to-Divest-Vlker-Business/default.aspx
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Sweeping Failed Aspen Surgical Acquisition 
Under The Rug?

On Jul 10, 2019, management announced its divestiture of “certain surgical consumable products and related assets” responsible for pro-forma 
annual sales of $100M. This divestiture has much better surface-level optics than Hill-Rom’s other recent exits: the Company received $170M for 

the assets, giving the deal a seemingly reasonable 1.7x sales multiple. What management didn’t tell investors is that these assets appear to 
represent the vast majority of Aspen Surgical, which Hill-Rom acquired in July 2012 for $400M – 3.3x sales, given its then-annual revenue of 

$120M (per management). The acquisition was lauded for reducing Hill-Rom’s dependence on capital goods, which are naturally more sporadic 
and less recurring than consumables. Analysts continue to cheer management’s efforts to move into the more recurring consumables space, but, 
at the same time, celebrate its exits from slower-growth, non-core businesses. Do either the consumables acquisitions or subsequent exits really 

represent “progress” if the acquisitions are destroyed, and if the exits simply bring Hill-Rom back to square one (at a loss)?

Surgical Consumable Products Divestiture 
Press Release

HRC: 2011 10-K (Pre-Aspen) HRC: 2012 10-K (Includes Aspen Sites)

Recently-Divested Manufacturing Sites Represent All Of Aspen’s Manufacturing Facilities

Acquired from 
Aspen in FY12

Acquired from 
Aspen in FY12

Acquired from 
Volker in FY12

Acquired from 
Aspen in FY12 

(divested in FY17)

Aspen Surgical Website: Confirms Facilities And Employee Count
Aspen Surgical facilities and employee count 

match description of recently-divested business 
line almost exactly

Source

https://ir.hill-rom.com/press-releases/press-release-details/2019/Hillrom-Announces-Sale-Of-Surgical-Consumable-Products/default.aspx
https://ir.hill-rom.com/press-releases/press-release-details/2012/Hill-Rom-Acquires-Aspen-Surgical-Products/default.aspx
https://ir.hill-rom.com/press-releases/press-release-details/2012/Hill-Rom-Acquires-Aspen-Surgical-Products/default.aspx
https://ir.hill-rom.com/press-releases/press-release-details/2019/Hillrom-Announces-Sale-Of-Surgical-Consumable-Products/default.aspx
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/e1acbbee-8ac6-4c3e-99e3-c774ad93881b.pdf#page=14
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf#page=14
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/86aa80e0-5fec-400c-bf24-2cc35052c562.pdf#page=15
https://www.aspensurgical.com/about-us/
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Trumpf Medical: Killing The Culture And 
Pruning The Business

Hill-Rom acquired German surgical equipment manufacturer Trumpf Medical from TRUMPF Group in Aug 2014 for $227M, net of cash acquired. At 
the time, Trumpf was generating ~$250M in annual sales, growing at ~5.5% per year. However, former employees report that many of the same 
cultural ills which plagued Hill-Rom’s other acquisitions came to afflict Trumpf: managerial instability, little understanding of the relevant sub-
sector, and an overbearing focus on hitting financial targets. Further, in Q1 FY17 – less than three years after the Trumpf acquisition – Hill-Rom 

divested of Trumpf’s Architectural Products division, responsible for ~10% or more of annual Trumpf sales, for just $4.5M. We question the health 
of the Trumpf business in light of these revelations.

Source Source

“On the way down!”

Pros
Salaries are competitive. Colleagues are team players 
and friendly.

Cons
Since buying through Hill-Rom in 2014, catastrophic 
American conditions are prevailing. It's all about 
sales and profits, the employees have become 
unimportant.

Advice to Management
You have no confidence in the staff. Openness and 
honesty seem alien to you. And you lack the respect 
for the long-standing employees who know the 
company better than you!

(Google Translate) Source: LinkedIn

Source

https://ir.hill-rom.com/press-releases/press-release-details/2014/Hill-Rom-Completes-Acquisition-of-Trumpf-Medical/default.aspx
https://www.glassdoor.com/Reviews/Employee-Review-Trumpf-Medical-RVW15269379.htm
https://www.glassdoor.com/Reviews/Employee-Review-Trumpf-Medical-RVW11570492.htm
https://www.glassdoor.com/Reviews/Employee-Review-Trumpf-Medical-RVW24874334.htm
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Can Welch Allyn Be A Sustainable Growth 
Engine With Employee Morale Evaporating?

Hill-Rom’s most significant acquisition came in 2015, when it purchased Welch Allyn for $2.05B as part of its effort to diversify outside of capital 
goods. Given the business’ relatively broad suite of medical devices, management likely plans to depend on Welch Allyn as a major facilitator of 
new product-driven growth, as new product releasees in its Patient Support Systems segment (e.g. beds), while significant, are generally fewer 

and farther between. However, commentary from recent Welch Allyn employees suggests that company culture has been gutted since the 
acquisition, damaging employee morale and precipitating faster turnover. We wonder whether Welch Allyn will be the growth driver that 

management expects if its own overbearing and financial target-driven culture continues to drive away capable, long-tenured employees – a 
particularly grave risk to Hill-Rom given its recent dependence on new products for top-line growth.

Source
Source

Source

Source

Source

There are already reports that Hill-Rom’s 
numbers-driven culture has taken a 
serious toll on Welch Allyn’s growth 

trajectory, casting doubt on its ability to 
drive steady top-line growth for Hill-Rom 

outside of the lumpier capital goods 
vertical

https://www.glassdoor.com/Reviews/Employee-Review-Welch-Allyn-RVW25700615.htm
https://www.glassdoor.com/Reviews/Employee-Review-Welch-Allyn-RVW29855196.htm
https://www.glassdoor.com/Reviews/Employee-Review-Welch-Allyn-RVW24492372.htm
https://www.glassdoor.com/Reviews/Employee-Review-Welch-Allyn-RVW23331124.htm
https://www.glassdoor.com/Reviews/Employee-Review-Welch-Allyn-RVW22365454.htm
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Mortara: M&A-Driven Culture Kills Innovation 
And Employee Morale

In Feb 2017, Hill-Rom acquired Mortara Instrument, a provider of diagnostic cardiology and patient monitoring technology, for $290M (net of tax 
benefits). During its Q2 FY17 earnings call, management indicated that Mortara was generating approximately $115M in revenue per year at the 

time (growing by 4% per year), but former employees suggest that number might have been as high as $120M, and growing at a brisk 7-8% 
annually. This was among the first of Hill-Rom’s attempts to acquire technology to be included in a high-tech hospital bed, which management 
hoped to turn into a central piece of hospital room technology. However, former employees report that management struggled to integrate the 

innovative and entrepreneurial Mortara into its more overbearing corporate culture, and that key team members fled the Company not long after 
the acquisition. They estimate that Mortara sales could be down $25-30M under Hill-Rom’s control.

Source

Source

Source

Source: LinkedIn

“The things that made Mortara what it was disappeared 
after the acquisition. The entrepreneurial culture was lost…. 
Sales people who were familiar with the flagship product were 
dropped, and it didn’t sell as well under Hill-Rom.”

- Former Mortara Employee

https://seekingalpha.com/article/4066851-hill-rom-holdings-hrc-ceo-john-greischon-q2-2017-results-earnings-call-transcript
https://www.glassdoor.com/Reviews/Employee-Review-Mortara-Instrument-RVW14998607.htm
https://www.glassdoor.com/Reviews/Employee-Review-Mortara-Instrument-RVW20037350.htm
https://www.glassdoor.com/Reviews/Employee-Review-Mortara-Instrument-RVW16257344.htm
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Seemingly Consistent Underperformance Among 
Acquisitions: Poor Integration, Or Sandbagging?

From Company disclosures regarding the sales histories and pro-forma revenue contributions of recently-acquired businesses, our analysis 
suggests that Hill-Rom’s acquisitions consistently show top-line contraction immediately following their acquisition by Hill-Rom. At best, this 

may be yet another sign that management struggles to integrate its acquisitions into the broader business. At worst, we fear that this may 
represent evidence of potential sandbagging: depressed revenue among acquired businesses during their first years under Hill-Rom, followed by 
a rapid correction to their historical growth trajectories, would artificially inflate Hill-Rom’s core revenue growth in the first year during which its 

acquisitions are included in organic sales.

Volker Acquisition Press Release

Hill-Rom: FY12 10-K

Volker Post-Acquisition Performance

($, Millions) 2010 FY11 FY12

Pro-Forma Sales Contribution $100.0 $117.0 $49.9

Actual Revenue Contribution - - 60.8

Total Volker Revenue $100.0 $117.0 $110.7

Growth Rate ? - -5.4%

Source Source Source Source

Hill-Rom: FY12 10-K

Aspen Surgical Acquisition Press Release

Aspen Surgical Post-Acquisition Performance

($, Millions) Historical FY11 FY12

Pro-Forma Sales Contribution $120.0 $118.1 $92.3

Actual Revenue Contribution - - 23.0

Total Volker Revenue $120.0 $118.1 $115.3

Growth Rate ? - -2.3%

Source Source Source Source

https://ir.hill-rom.com/press-releases/press-release-details/2012/Hill-Rom-Completes-Acquisition-of-Volker/default.aspx
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf
https://ir.hill-rom.com/press-releases/press-release-details/2012/Hill-Rom-Completes-Acquisition-of-Volker/default.aspx
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf
https://ir.hill-rom.com/press-releases/press-release-details/2012/Hill-Rom-Acquires-Aspen-Surgical-Products/default.aspx
https://ir.hill-rom.com/press-releases/press-release-details/2012/Hill-Rom-Completes-Acquisition-of-Volker/default.aspx
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf
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Core Growth Inflated By The Underperformance Of 
Acquisitions In Year One?

As discussed, Spruce Point finds that Hill-Rom acquisitions consistently underperform against historical sales figures during their first years as a 
part of the Company. This may simply reflect management’s consistent failure to integrate acquisitions effectively and the resulting destruction of 
value in the acquired businesses. However, if these represent one-time declines in sales growth, we note that the resulting rebound would inflate 

core sales growth in the year following the acquisition. Meanwhile, core growth would not suffer during the first year as a consequence of the 
temporary decline, since, until recently, management removed the contribution of acquired businesses to core revenue growth. Therefore, if 

growth at the acquired business corrected back to its prior trajectory following the year one dip, Hill-Rom would report a temporarily elevated 
core revenue growth rate which would improperly be presented to investors and analysts as reflective of a sustainable, long-term rate of growth.

Volker Post-Acquisition Performance – Hypothetical

($, Millions) Historical FY11 FY12 FY13E

Pro-Forma Revenue Addition $100.0 $117.0 $49.9 -

Actual Revenue Contribution - - 60.8 -

Total Volker Revenue $100.0 $117.0 $110.7 $124.1

Growth Rate 3.0%(?) - -5.4% 12.1%

Two-Year CAGR 3.0%(?) - - 3.0%

Aspen Surgical Post-Acquisition Performance – Hypothetical

($, Millions) Historical FY11 FY12 FY13E

Pro-Forma Revenue Addition $120.0 $118.1 $92.3 -

Actual Revenue Contribution - - 23.0 -

Total Volker Revenue $120.0 $118.1 $115.3 $125.3

Growth Rate 3.0%(?) - -2.3% 8.6%

Two-Year CAGR 3.0%(?) - - 3.0%

If the first-year sales declines in Volker and Aspen were indeed just a temporary product of integration, and if they immediately returned to 
their (approximate) previous growth trajectories – perhaps supported by temporarily pent-up demand among customers – Hill-Rom could have 

benefited heavily from one-off accelerations in both businesses. Could management have been spring-loading revenue?

($, Millions) FY12 FY13 FY12 FY13

Total Revenue $1,634.3 $1,716.2 $1,634.3 $1,716.2

Volker Revenue 110.7 114.0 110.7 124.1

Aspen Revenue 115.3 118.8 115.3 125.2

Total Revenue Ex-Volker / Aspen $1,408.3 $1,483.4 $1,408.3 $1,466.9

Volker Revenue Growth - 3.0% - 12.1%

Aspen Revenue Growth - 3.0% - 8.6%

Total Revenue Growth - 5.0% - 5.0%

Total Revenue Growth Ex-Volker/Aspen - 5.3% - 4.2%
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Acquisitions Generating Lower Sales Than 
Advertised

Spruce Point also observes that a number of Hill-Rom’s acquisitions appear to have generated less revenue during their first years under the 
Company than they were said to have generated independently. Again, this could simply reflect management’s apparent struggles to integrate 

and grow acquired businesses. However, we are again concerned that this could reflect spring-loading of year one revenue to improve organic / 
core growth once the acquisition is anniversaried: shifting revenue beyond the anniversary date would superficially increase core revenue growth 

once the acquisition is included in organic sales.

If sales growth rates at these acquired businesses rebounded to their prior trajectories in subsequent years, Hill-Rom would have enjoyed 
artificially higher organic revenue growth during the subsequent years, as it would have been calculated off an artificially lower revenue base.

TRUMPF Medical Welch Allyn Mortara Instrument

($, Millions) FY14 FY15 FY15 FY16 FY17 FY18

Historical Revenue $250.0 $703.91 $115.0

Historical Revenue Growth 5.5% ~4.5% 4.0%

Hypothetical Year-One Inorganic 
Revenue Contribution to Hill-Rom 
(Full-Year)

$263.8 $737.21 $119.6

Acquisition Completion Date 08/01/2014 09/08/2015 02/14/2017

Hypothetical Inorganic Revenue 
Contribution $43.0 $220.7 $50.2 $687.0 $74.8 $44.9

Year-One Inorganic Revenue 
Contribution, Per Management $39.0 $192.0 $50.2 $675.0 $68.0 $39.1

Delta (4.0) (28.7) - (12.0) (6.8) (5.8)

Hypothetical Contribution To 
Subsequent Year Revenue Growth 28bps 190bps - 46bps 25bps 20bps

Source For Historical Numbers Source Welch Allyn Acquisition Conference 
Call (06/17/15) Source

1. Includes impact of Welch Allyn acquisitions during FY15, prior to Welch Allyn’s own acquisition by Hill-Rom

https://seekingalpha.com/article/2878856-hill-rom-holdings-hrc-ceo-john-greisch-on-q1-2015-results-earnings-call-transcript
https://s22.q4cdn.com/158447414/files/doc_presentations/Hill-Rom_Second_Quarter_2017_Earnings_Presentation.pdf
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Management Pretending That It Can Exit 
Business Lines At No Cost

Bulls will defend management’s frequent re-basing as sensible given its ongoing pruning of slower-growth business units: Hill-Rom’s “core 
growth” figure, from this perspective, could more accurately reflect the Company’s underlying growth rate. However, aside from lacking 

transparency, permitting undue management discretion, and allowing for a convenient growth rate re-basing every four quarters, management’s 
practice of preemptively excluding “non-core revenue” from its growth rate calculation suggests that its exits and divestitures come at zero cost. 
This is demonstrably false: Hill-Rom’s divestments and exits are frequently accompanied by asset write-downs, heavy severance costs, and other 
significant restructuring charges. The reality is that Hill-Rom’s true revenue growth cannot mirror management’s “core growth” figure without the 

Company first incurring these sizable exit costs. Management should not advertise its “core growth” figure as representative of Hill-Rom’s true 
underlying growth rate unless it also intends to be up-front about the exit costs which would be required to achieve this growth.

Exiting slow-growth / no-growth businesses is not a costless strategy. Divestments do not occur in a vacuum.

Management should not get credit for a higher “core” growth rate simply because it plans to exit slower-growth businesses.

Hill-Rom: FY18 10-K

Hill-Rom: FY17 10-K

http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/1bab2328-d64f-4016-9c76-8f572c6c5233.pdf
http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/b553434f-3773-4c8c-93ef-87026209261e.pdf
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Purging Underperforming Businesses From 
Reported Sales Growth

Management points analysts and investors to its proprietary “core growth” metric as Hill-Rom’s key measure of top-line growth. Crucially, this 
metric is constructed to exclude business lines of which management plans to divest, but which remain part of the Company. In some instances, 
it has taken more than one year for management to sell or exit contracting businesses which it has earmarked for divestment and removed from 
core growth. In others, Hill-Rom has sold these businesses for effectively nothing, or has exited them at a loss. Why should management have 

unconditional discretion to redefine its revenue base by shifting businesses out of “core growth” at will, even if its ability to exit these businesses 
in a reasonable timeframe is uncertain? Importantly, management has gotten into the practice of shifting new business lines into its “non-core” 
category every four quarters (at least), thereby resetting its sales growth base just as the previous adjustment is anniversaried. We believe that 

this convenient approach to “core” revenue management allows Hill-Rom to present an overly-flattering view of revenue growth.

Base Year Current Year

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

(A) Total Revenue (A1) (A2) (A3) (A4) (A5) (A6) (A7) (A8)

(B) Less: Currency Adjustment - - - - (B5) (B6) (B7) (B8)

(C) Currency-Adjusted Revenue ((A) - (B)) (C1) (C2) (C3) (C4) (C5) (C6) (C7) (C8)

(D) Less: Revenue From Businesses To Be Divested (D1) (D2) (D3) (D4) (D5) (D6) (D7) -

(E) Core Revenue ((C) - (D)) (E1) (E2) (E3) (E4) (E5) (E6) (E7) (E8)

Total Revenue Growth - - - - (A5) / (A1) - 1 (A6) / (A2) - 1 (A7) / (A3) - 1 (A8) / (A4) - 1

Constant-Currency Revenue Growth - - - - (C5) / (C1) - 1 (C6) / (C2) - 1 (C7) / (C3) - 1 (C8) / (C4) - 1

Core Revenue Growth - - - - (E5) / (E1) - 1 (E6) / (E2) - 1 (E7) / (E3) - 1 (E8) / (E4) - 1

If management is to treat the Company as an M&A platform – as it has and continues to do – it should not be granted the liberty of being able 
to remove no-growth and negative-growth acquisitions from its revenue growth calculation before finding a way to monetize them.

Hypothetical Core Revenue Growth Calculation With Business Line Divested In Q4 Of Current Year

Despite not divesting 
of the business until 

Q4, management takes 
credit for higher sales 
growth by excluding 
the low-growth / no-
growth business for 

the full year

Q1-Q3: Business unit remains part of Hill-Rom.
Segment revenue included in Total Revenue, 

but excluded from Core Revenue.
Q4: Business unit sold.

No longer reflected in Total Revenue.
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Management Frequently Resets Revenue Base 
To Take Credit For Higher Core Sales Growth

Spruce Point believes that management should not get credit for higher sales growth by preemptively removing the to-be-divested business from 
core revenue. For the purposes of calculating an “organic growth” figure, prior-year sales associated with the business unit can be deducted 
from total revenue in the base year once the unit is in fact divested. Until then, however, the business should continue to be reflected in Hill-

Rom’s headline revenue number, despite its potentially negative effect on sales growth.

Base Year Current Year

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

(A) Total Revenue (A1) (A2) (A3) (A4) (A5) (A6) (A7) (A8)

(B) Less: Currency Adjustment - - - - (B5) (B6) (B7) (B8)

(C) Currency-Adjusted Revenue ((A) - (B)) (C1) (C2) (C3) (C4) (C5) (C6) (C7) (C8)

(D) Less: Revenue From Divested Business - - - (D4) - - - -

(E) Organic Revenue ((C) - (D)) - - - (E4) - - - -

Total Revenue Growth - - - - (A5) / (A1) - 1 (A6) / (A2) - 1 (A7) / (A3) - 1 (A8) / (A4) - 1

Constant-Currency Revenue Growth - - - - (C5) / (C1) - 1 (C6) / (C2) - 1 (C7) / (C3) - 1 (C8) / (C4) - 1

Organic Revenue Growth - - - - - - - (C8) / (E4) - 1

Hypothetical Organic Revenue Growth Calculation With Business Line Divested In Q4 Of Current Year:
Spruce Point Recommendation

Management should 
not remove the 

divested business from 
the prior-year revenue 
base until the business 
unit has been divested

Q1-Q3: Business unit remains part of Hill-Rom.
Associated revenue should not yet be 

adjusted out of Core Revenue.

Q4: Business unit sold.
Associated prior-year Q4 sales now subtracted from 

Base Year revenue to measure Organic Growth.
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Frequent Re-Basing Allows Management To 
Report Higher Key Growth Metric

By excluding slower-growth businesses from core revenue, management gives itself the ability to report higher core growth than it otherwise 
would – up to 300 bps higher in some quarters. While management does anticipate exiting or divesting of businesses excluded from non-core 

revenue, Spruce Point believes that investors should not give Hill-Rom full credit for its superficially-inflated core growth metric until the 
divestiture is fully executed and the details are known, particularly since management is consistently forced to exit “non-core” business lines at a 

significant loss. 
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Management Adjusts Core Growth For M&A 
Only When Convenient

Though we disagree with the philosophy behind and construction of management’s “core growth” figure, we appreciate that management has, 
until now, been honest enough to deduct revenue growth attributable to acquisitions out from core revenue. However, during its recent Q2 FY19 

earnings call, management announced that it will no longer be adjusting core revenue for acquisition-driven sales growth: starting with Hill-
Rom’s recent acquisition of Voalte, sales from acquisitions will be included in core revenue. If the purpose of management’s “core growth” figure 

is to distill Hill-Rom’s underlying growth rate from the effect of recent divestitures – which would otherwise depress sales growth – shouldn’t 
management also deduct the impact of recent acquisitions from core growth? What good is “core revenue growth” – supposedly a measure of 

Hill-Rom’s run-rate sales growth – if management doesn’t back out the impact of inorganic sales? We find it highly suspicious that management 
now adjusts core growth for M&A only when doing so inflates core revenue growth.

Hill-Rom: Q2 FY17 Earnings Call Hill-Rom: Q2 FY19 Earnings Call

“As a reminder, core revenue excludes the impact of businesses 
that we divested or made divest in both the current and prior 
year. It also excludes revenue from Mortara.”

- Steven Strobel – CFO, Hill-Rom

“Good morning. First question. I was just curious, philosophically this idea of core growth clearly, you -- as 
you mentioned you are excluding divestitures non-strategic assets and FX. But presumably, I'm just kind 
of curious the thought process as far as including Voalte. And obviously, it's helpful that you gave the color 
for the updated guidance excluding Voalte. But again, just curious on that core growth first question is, why did 
you exclude -- or why did you include rather Voalte in those numbers?”

- John Hsu – Raymond James

“Thanks for the question. We give a lot of encouragement to keep things as simple as possible with core, non-
core. We felt like for the Voalte contribution, which is pretty small for this year. I mean, we've talked about how 
it's modestly dilutive and from a top line standpoint, it'll deliver a -- some additional growth on the top line this 
year. But we're estimating by 50 basis points, not much more than that. We thought like it was simpler to keep 
it in, given the small contribution, rather than introduce a new set of metrics that would be core, non-
core, organic to core, organic, non-core however you would want to go for it. So we try to keep the 
message as simple as possible. And the -- like we said, the Voalte contribution is small enough that by giving 
you insight into the core revenue growth differences, we thought that was a good compromise.”

- Barbara Bodem – CFO, Hill-Rom

“And John, it's Mary Kay. Non-core also is defined as things that we divested wound down on non-
strategic and Voalte obviously is a strategic acquisition for us, so we didn't feel with that fit into a non-
core definition.”

- Mary Kay Ladone – CVP of Corporate Development, Strategy, and IR, Hill-Rom

How does an inconsistent treatment of M&A “simplify” core revenue? How can management justify this new approach to calculating core 
revenue growth when it adjusted core growth for acquisitions until just recently?

Note that the contribution of 
acquisitions to core growth will now be 

greater than this due to the recent 
addition of Breathe Technologies (and 

any further acquisitions to be 
completed in the near future)

https://seekingalpha.com/article/4066851-hill-rom-holdings-hrc-ceo-john-greischon-q2-2017-results-earnings-call-transcript
https://seekingalpha.com/article/4257156-hill-rom-holdings-inc-hrc-ceo-john-groetelaars-q2-2019-results-earnings-call-transcript
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Including M&A In Core Revenue Flatters Key 
Top-Line Growth Metric

By failing to adjust core revenue growth for the impact of acquisitions, we calculate that management was able to add just over 100bps to core 
revenue growth in Q3 FY19. While management did admit that acquisitions contributed approximately 100bps of revenue growth during the 

quarter, we feel that, by failing to adjust core revenue growth for the impact of acquisitions, Hill-Rom is inappropriately attempting to inflate a key 
metric which management knows to be a major focus of the analyst community. There is no good reason not to adjust core growth for M&A.

0%

1%

2%

3%

4%

5%

6%

7%

Q3-2018 Q4-2018 Q1-2019 Q2-2019 Q3-2019

Core Revenue Growth

Core Revenue Growth - With Acquisition Adjustment Core Revenue Growth

Rather than show continued core growth contraction in Q3 FY19, management was able to show steady to expanding core growth by failing to 
adjust for the impact of recent acquisitions.
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Management Approach to Rounding Flatters 
Reported Core Growth

Interestingly, by failing to adjust core revenue growth for the impact of acquisitions, management might have improperly inflated core revenue 
growth by two percentage points, despite its claim that its recent Voalte acquisition added just 100bps of growth in Q3. Management reports core 

revenue growth rounded to the nearest percentage point. Therefore, by claiming that Voalte contributed 100bps of growth, management is 
leading investors to believe that, excluding the impact of acquisitions, core growth would have been 5% in Q3. However, Spruce Point calculates 

that core revenue growth was in fact 5.5% in Q3 – rounding up to 6% – and that, without the impact of Voalte, it would have been 4.4% – which 
would, of course, round down to 4% if reported as such. Therefore, by failing to adjust for the impact of Voalte, management was able to report 
core growth of 6% rather than 4% – a significant swing for a key metric which management has trained analysts to use to evaluate the health of 

the business.
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Slowing Growth Engines Render 
Recent Growth Unsustainable



37

Can New Product Sales Sustainably Drive 
Company-Wide Revenue Growth?

Management touts that, taken together, its new products launched since 2015 have been wildly successful and a powerful driver of core revenue 
growth: after contributing $50M in sales in FY16, they rapidly grew to contribute over $300M in FY18, and are reportedly on pace to generate over 
$400M in FY19. It is quick to mention that the Company is set to surpass its original FY20 target of $350M in annual new product revenue – first 
issued in Q4 FY17 – by year-end FY19. To most analysts, this has served as validation that Hill-Rom’s “smart bed” has accelerated the hospital 

bed purchasing cycle, and that its shift away from capital goods has expanded its base of recurring non-capital revenue. To Spruce Point, 
however, it raises two key questions: 1) What does this imply about the performance of the core of the business outside of new product 

launches? and 2) As the immediate growth from new product adoption plateaus, where should we expect Hill-Rom’s run-rate growth to settle?

With Hill-Rom’s planned product launches nearly complete, and with any future rounds of new product launches inevitably lacking key growth 
drivers such as the Centrella smart bed, how will the Company perform once new product sales growth plateaus?
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New Product Revenue: FY16-FY19

Hill-Rom: Q4 FY18 Earnings Presentation

Stopped disclosing new product launch 
progress after Q4 FY18Revenue generated by new products launched since 2015. Figures reflect approximations disclosed by management.

FY17: “…nearly $150M…” | FY18: “…more than $300M…” | FY19: “…on track to exceed our expectations of $400M…”

Note: “New products” will henceforth refer to new products released since 2015, as disclosed on Hill-Rom’s Long-Range Plan issued Q4 FY17, unless otherwise noted

https://s22.q4cdn.com/158447414/files/doc_financials/quarterly_reports/2018/q4/Hill-Rom-Fourth-Quarter-2018-Earnings-Presentation.pdf
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Promotional Stance Regarding Accelerated 
Bed Repurchase Cycle Likely Unrealistic

Among the most significant drivers of new product sales growth has been the Q4 FY17 launch of Hill-Rom’s Centrella “smart bed.” Management 
boasts that Centrella’s embedded patient-monitoring technologies increase patient safety and, accordingly, elevate the hospital bed from a mere 
piece of furniture to a mission-critical piece of hospital room technology. With this, management claims, Centrella has accelerated the hospital 
bed purchasing cycle, as hospitals increasingly treat the hospital bed as a piece of value-added technology which improves patient outcomes. 

Our conversations with industry experts and former employees, however, suggest that hospitals continue to treat beds as a major capital 
expenditure which should generally be replaced as infrequently as possible. They indicate that growth in Hill-Rom’s bed sales following the 

Centrella launch is more likely price-driven or a reflection of one-off purchases among hospitals long overdue for bed replacement.

“Hospitals are generally willing to put off bed purchases if needed. Hill-
Rom is pointing to the Centrella as a big growth driver because they say it 
accelerates the replacement cycle…. This might just be a result of hospitals 
with very old beds – 12, 15 years old – finally being convinced to replace 
them because they want to modernize some of those. But the technology is 
not hugely differentiating. It’s not going to accelerate the purchasing cycle 
over the long-term – this is probably more of a one-time blip.”

- Former Employee, Hill-Rom

Hill-Rom: Q3 FY17 Earnings Call (Aug 4, 2016)

“We are very excited about the potential Centrella has to accelerate the 
med surg bed replacement cycle, particularly during a favorable capital 
spending environment. While still in the early days of the launch, feedback 
from clinicians has been positive, and our backlog is building, including some 
early competitive gains.”

- John Groetelaars – President & CEO, Hill-Rom

Goldman Sachs Global Healthcare Conference (Jun 12, 2018)

“The -- our Med-Surg business is kind of a flattish business. It's a 
replacement business. We've been able to grow a little bit over the last 
couple of years, but we would anticipate accelerated growth via Centrella 
as we shorten the replacement cycle and also take some competitive 
wins over time. So we're anticipating growth in Med-Surg -- in the Med-Surg 
business over the next -- certainly over the back half of this year and into the 
next couple of years.”

- John Groetelaars – President & CEO, Hill-Rom

Independent Opinions on Hospital Bed Purchase Cycle

“It’s not necessarily cost-saving to purchase a high-tech bed with 
patient monitoring capabilities rather than purchase all of the 
components individually. The hospital might want to replace all of those 
components individually rather than have them all installed into the bed.”

- Former Employee, Hill-Rom

“Hospital bed purchases are becoming more price-driven, not tech-
driven. If hospitals are spending more money these days, it’s on pediatric 
care. Most other areas are seeing price pressure. And Stryker is more 
aggressive here – they can furnish a full room with their product set.”

- Former Employee, Hill-Rom

Hill-Rom: Q3 FY18 Earnings Call (Jul 27, 2018)

“Is [Centrella] accelerating the replacement cycle? We actually believe it 
is, given the metrics I just gave you and the fact that we're seeing larger than 
normal order sizes by 2x.”

- John Groetelaars – President & CEO, Hill-Rom

https://seekingalpha.com/article/4120154-hill-rom-holdings-hrc-ceo-john-greisch-q3-2017-results-earnings-call-transcript
https://seekingalpha.com/article/4191371-hill-rom-holdings-inc-hrc-ceo-john-groetelaars-q3-2018-results-earnings-call-transcript
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Competitor Commentary: Recent Hospital Bed Sales 
Growth Agnostic To New Product Launches

Industry-wide trends suggest that growth in Hill-Rom’s hospital bed sales may not be attributable to demand for its high-tech beds. Stryker, Hill-
Rom’s largest competitor in the hospital bed space, has, like Hill-Rom, reported strong growth in its capital goods segment of late (and in hospital 

beds in particular). Management points out that this growth has come in spite of the Company not having released new products in the vertical, 
suggesting that it may be a product of a strong cycle or other industry-wide factors. Even then, management did not convey strong confidence in 
the sustainability of cyclical strength to the extent that this growth was largely attributable to industry forces. Importantly, Stryker also reportedly 
intends to release a new hospital bed in the coming quarters, which, to the extent that new products drive growth, could eat into Centrella sales.

“…you obviously mentioned in your beds and stretchers business nice 
performance in the quarter and you made the comment that that was really 
without any new product introductions. So I guess the question is, what do you 
have coming there in 2019? And do you think that we might be at the beginning 
point of a replacement cycle? As I understand, I think the last replacement cycle 
certainly MedSurg was in the 2004, 2005 timeframe.”

- Larry Keusch – Raymond James

Stryker: Q4 FY18 Earnings Call

“Our capital order book is very good. Look at something like beds and stretchers with 
double-digit growth and really without any significant new products. There're a couple of 
minor products, but nothing major. That's really our great execution and I would say fairly 
healthy markets.”

- Kevin Lobo – CEO, Stryker

“Look, the replacement cycle is continuous, so there isn't sort of one 
massive replacement cycle. You have hospitals buying other hospitals that are 
wanting to standardize on their equipment.”

- Kevin Lobo – CEO, Stryker

Stryker: Q4 FY18 Earnings Call

“Congrats on a really nice print here. Kevin, maybe a big-picture question on pipeline. 
Given the strength we're seeing, what would you highlight for us when we look at the 
next year? I know the camera launch and some of the products you spoke about. Is 
there anything on Sage? I think I heard you guys talked about Sage. There was 
some talk about a new bed. Just help us out put these new product cycles in 
the context of a really strong CapEx environment.”

- Vijay Kumar – Evercore ISI

“I would tell you, across the board, whether it's 2019 or looking ahead to 2020, we 
have a number of product launches similar to prior years that are slated. And 
that includes Medical as well as other divisions. So I think that really is what 
underscores our conviction in being able to grow sales at the high end of med tech. 
Don't want to get into specifics around the launches for obvious reasons, but I would 
tell you we have a really good cadence and pipelines across all 3 of the primary 
businesses.”

- Katherine Owen – VP of Strategy & IR, Stryker

Stryker: Q2 FY19 Earnings Call

https://seekingalpha.com/article/4236512-stryker-corp-syk-ceo-kevin-lobo-q4-2018-results-earnings-call-transcript
https://seekingalpha.com/article/4236512-stryker-corp-syk-ceo-kevin-lobo-q4-2018-results-earnings-call-transcript
https://seekingalpha.com/article/4277863-stryker-corporation-syk-ceo-kevin-lobo-q2-2019-results-earnings-call-transcript
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Hedging Language Regarding Dependence of 
Incremental Growth on New Products?

Since management first promoted this round of new products in Q4 FY17, it has quietly walked back its language regarding the extent to which 
incremental growth relied on new products. When it first issued its long-range plan in Q4 FY17, management claimed that only Centrella-related 
revenue (15-20% of new product sales, per management1) would cannibalize existing sales, implying that the remainder of new product revenue 
would be entirely incremental, and all other revenue attributable to legacy products. Management has since begun to claim that only 50% of new 

product revenue is purely incremental, the rest representing cannibalization. By overstating the prospective incremental sales contribution of 
new products in Q4 FY17, management would have exaggerated the potential upside of new product releases to total sales growth. Alternatively, 
by walking back this figure, management minimizes the extent to which new product sales growth implies contraction in its legacy business, and, 

accordingly, the extent to which plateauing new product growth threatens total revenue growth.
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New Product Revenue Contribution: FY16-FY19

Revenue Ex-New Products New Product Revenue

“Just wanted to ask about the new product revenue numbers that you gave…. Within those 
numbers, do you have a sense of how much of that is sort of incremental revenue versus 
how much of that is just cannibalizing or replacing existing product sales?”

- Michael Matson – Needham & Company

“The biggest piece that probably falls into the gray area is Centrella. Back to my earlier 
comment, how much of that is replacement, how much of that is going to drive acceleration 
of CapEx spending in MedSurg, I think, is the question that we want to see a few more 
cards play out before we weigh in on that one. If I look at the rest of the product growth 
from where we are today going forward, most of it is nonreplacement new product 
growth. So of the ones on that slide that was in the LRP deck, Centrella is probably 
the only one that materially falls into the cannibalization bucket, if that helps.”

- John Greisch – President & CEO, Hill-Rom

Hill-Rom: Q4 FY17 Earnings Call
Claim: 80-85% of new product sales are incremental

Hill-Rom: Q4 FY18 Earnings Call
Claim: 50% of new product sales are incremental

“And I think John also mentioned in his opening comments, the new product momentum 
has been -- we're very pleased with that. $300 million this year. We exceeded our goal. If 
you recall, our original goal was about $200 million. So great performance in 2018, and 
now we're expecting $400 million in 2019. So not all of that is incremental. As you 
know, we're cannibalizing some of our products, but about half of it will be 
incremental. And so that's contributing to the acceleration in core revenue growth.”

- Mary Kay Ladone – VP of Investor Relations, Hill-Rom

By now claiming that only 50% of new product growth is 
incremental – and, therefore, that legacy business growth is 

effectively embedded in 50% of new product growth –
management is implicitly claiming that the apparent slowdown 

in the legacy business is not as drastic as it seems.

1. Source: Q4 FY18 Earnings Call

Minimizing Potential Downside to New Product Slowdown

Revenue growth appears 
increasingly dependent on new 

product contribution

https://seekingalpha.com/article/4120154-hill-rom-holdings-hrc-ceo-john-greisch-q3-2017-results-earnings-call-transcript
https://seekingalpha.com/article/4217704-hill-rom-holdings-inc-hrc-ceo-john-groetelaars-q4-2018-results-earnings-call-transcript
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Anemic Core Growth Outside of New Products

Backing out the incremental contribution of new product sales to Company-wide core revenue growth reveals that growth has been anemic 
outside of new products. If just 15% of new products cannibalize legacy products, and 85% of new product growth is incremental – as 

management suggested in Q4 FY17 – YoY core growth among legacy parts of the business would have averaged -1.5% per quarter through the 
past two years, and would have only barely broken 0% only twice. Even if just 50% of new product growth is incremental, the average YoY core 

growth among legacy parts of the business would rise to only 0.7% over the same period. Either way, a plateau in new product sales growth 
would result in Company-wide organic core growth reverting to the -2% to 1% currently shown by the rest of the business.

Organic Core Growth Ex-New Products are Spruce Point estimates. “Organic” Core Growth excludes the contribution of acquisitions to core growth for the periods 
in which M&A was included in core growth (Q3 FY19).

Average: 0.7%

Average: -1.5%

Incremental core growth attributable new 
products / M&A, at risk to a potential 
plateau in new product sales growth
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New Product Revenue Contribution, Est.

New Product Sales Growth Already Plateauing 
Ahead of Difficult Q4 Comp

The implied cadence of new product sales reveals that sequential growth has already plateaued. From management’s statements regarding the 
year-to-date contribution of new products to total revenue, we observe that growth in sales from new products has been roughly flat for two 

straight quarters, and is down from an unexpectedly strong Q4 FY18 which drove it to top $300M for the year after management first guided to 
only “more than $200M.” Management was evasive when asked whether strong new product growth in Q4 FY18 was attributable to lumpy capital 

goods (Centrella) sales, suggesting to us that it in fact was, which will challenge new product sales growth in Q4 FY19. Even after this tough 
comp passes, the slower growth which has been visible on a sequential basis will begin to weigh on annual growth as well, pressuring Company-

wide growth.

Quarterly new product revenue contribution estimates derived from management statements regarding year-to-date new product revenue contribution.

With Hill-Rom already having posted new product revenue of “more than $300M” through Q3, management guidance of “more than $400M” of 
new product revenue for FY19 implies a Q4 new product revenue guide of just ~$90-125M, which would render YoY new product growth flat at 

best for the quarter.

FY19 New Product Sales Guidance 
as of Q3: “More than $400M”

New Product Sales Through 
Q3: “More than $300M”

Implied Q4 New 
Product Sales 

Guidance:
~$90-125M

Implied YoY New Product 
Sales Growth Guidance for Q4:

-26% to 2%
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Organic Core Growth, Ex-New Products (50% Cannibalization / 50% Incremental)

Organic Core Growth, Ex-New Products (15% Cannibalization / 85% Incremental)

Implied Organic Core Growth, Ex-New Products (50% Cannibalization / 50% Incremental)

Implied Organic Core Growth, Ex-New Products (15% Cannibalization / 85% Incremental)

50% Incremental 
Contribution

85% Incremental 
Contribution

($, Millions) Q4 FY18 Q4 FY19E Q4 FY18 Q4 FY19E

Total Revenue – Consensus $759.2 $760.1 $759.2 $760.1

Less: Non-Core Sales Contribution 49.5 18.5 49.5 18.5

Core Revenue $709.7 $741.6 $709.7 $741.6

New Product Contribution 122.5 115.0 122.5 115.0

Incremental Contribution 61.3 57.5 104.1 93.5

Core Revenue Ex-New Products $648.4 $684.1 $605.6 $643.9

Acquisition Contribution - 13.5 - 13.5

Organic Core Revenue Ex-New Prod. $648.4 $670.6 $605.6 $630.4

Growth - 3.4% - 4.1%

Hill-Rom Set Up For a Q4 Miss Due to Sell-Side’s 
Misunderstanding of Underlying Growth?

Spruce Point estimates that, for Hill-Rom to hit consensus revenue estimates for Q4 FY19 against the recent plateau in new product sales growth, 
the Company would have to produce organic core revenue growth of between 3.4% and 4.1% excluding incremental new product sales, 

depending on the extent to which new product sales growth is incremental (versus cannibalization). This would require Hill-Rom to grow core 
revenue ex-new products at a rate ~200-400 bps above its Q3 rate, and ~300-550 bps above its average core growth rate (ex-new products) 

through the past eight quarters.

Non-Core Sales Contribution and Acquisition Contribution represent consensus estimates

Spruce Point believes that it is highly unlikely that organic core growth excluding new products will grow a whopping 300-650 bps above its 
trailing eight-quarter average in Q4 FY19. We believe that this may put Hill-Rom in a position to miss sell-side estimates for core growth.

Consensus estimates imply 
extremely unlikely Q4 core 
growth ex-new products

Spruce Point estimates
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Naïve Forecasts Of Steady Growth Set Hill-
Rom Up To Miss Consensus Estimates

Sell-side analysts believe that Hill-Rom will continue to grow core revenue between 4.5% and 6% in Q4 with steady contributions from new 
products, even as the Company comes up against difficult new product comps, and as new product growth plateaus more generally. After 

segregating and analyzing the components of top-line growth in isolation, Spruce Point concludes that these forecasts are far too aggressive: the 
demonstrable deceleration in new product growth will first become visible on an annual basis starting this quarter, when the slowdown will be 

particularly severe due to the difficult Q4 comp. We believe that, even on reasonable base-case assumptions for growth in new products and the 
legacy business, respectively, Hill-Rom should miss consensus core revenue estimates by 2% – a top-line miss the likes of which the Company 

has not seen since Q2 FY16. More aggressive bear-case assumptions imply that the Q4 miss could be as large as 4%.

Q4 FY19E

($, Millions) Q1 FY19 Q2 FY19 Q3 FY19 Consensus
Spruce 
Point:
Base

Spruce 
Point:
Bear

Spruce 
Point:

Deep Bear

(A) Organic Core Revenue, Ex-New Products1 $575.7 $602.7 $601.8 - $632.0 $630.1 $627.0

Growth, YoY (Constant Currency) 0.8% 1.3% 0.8% - 0.8% 0.5% 0.0%

New Product Revenue Contribution, Est. $100.0 $107.5 $107.5 - $115.0 $105.0 $105.0

(B) Incremental New Product Revenue Contribution2 50.0 53.8 53.8 - 77.6 70.9 70.9

(C) Inorganic Acquisition Revenue Contribution, Est. - - 6.9 - 13.5 13.5 13.5

Core Revenue, Total ((A) + (B) + (C)) $643.2 $675.3 $681.3 $741.6 $723.2 $714.5 $711.4

Growth, YoY (Constant Currency) 6.3% 6.1% 5.5% 4.5% 1.9% 0.7% 0.2%

Beat / Miss vs. Consensus - -2.5% -3.7% -4.1%

1. Organic Core Revenue excludes inorganic contributions from acquisitions through the past twelve months
2. Assumes 32.5% of new product revenue cannibalizes / overlaps with existing business, and 67.5% is incremental
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What reinvestment?

Hill-Rom CapexHill-Rom R&D Expense
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Where’s The Reinvestment In Future Growth?

Management frequently alludes to plans to reinvest in the business to support new product development and other growth avenues. However, 
both R&D and capex have been flat at best through the past four years, even as core sales have grown at a mid-single-digit rate. Spruce Point 

questions the momentum behind continued growth from new products going forward in light of management’s limited reinvestment in the 
business, particularly with Hill-Rom already two years separated from its key Centrella rollout. We also anticipate that FCF growth may slow as 

the Company is forced to make up for depressed capital spending through the past several years.

Hill-Rom:
Q1 FY19 Earnings Presentation

https://s22.q4cdn.com/158447414/files/doc_financials/quarterly_reports/2019/q1/Hill-Rom-First-Quarter-2019-Earnings-Presentation.pdf
https://s22.q4cdn.com/158447414/files/doc_financials/quarterly_reports/2019/q1/Hill-Rom-First-Quarter-2019-Earnings-Presentation.pdf
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Chronic Mis-Forecasting of Capex Has 
Temporarily Inflated Financial Results

Spruce Point observes that Hill-Rom has underspent on capex against its full-year capital spending forecast in seven of the past nine years, and 
is primed to underspend on its FY19 capex projection by an expected $27M, per consensus estimates. Hill-Rom’s chronic underinvestment in its 
own business has accelerated rapidly since the Welch Allyn acquisition: management has spent anywhere from 20-30% less on capex than it first 

projected in each year since FY16. With the Company appearing to have underspent on capex by a cumulative $80M between FY16-18 alone –
expected to rise to close to $110M by year-end FY19 – we are highly skeptical that it can continue to support its recent pace of growth through 

additional product releases or any other means. Rather, we believe that it may have to ramp up capex simply to support its base production 
capacity, in which management appears to have underinvested for upwards of ten years – the stated maximum useful life of its equipment.

($, Millions) FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19E

Capex Estimate – Top of Range 64.0 85.0 85.0 80.0 80.0 110.0 120.0 130.0 110.0 100.0

Capex Estimate – Bottom of Range 64.0 75.0 75.0 75.0 75.0 110.0 110.0 120.0 110.0 100.0

Capex Estimate – Average $64.0 $80.0 $80.0 $77.5 $77.5 $110.0 $115.0 $125.0 $110.0 $100.0

Capex – Actual / Consensus (FY19) 64.7 68.9 77.8 65.3 62.7 121.3 83.3 97.5 89.5 73.0

Deviation from Estimate 0.7 (11.1) (2.2) (12.2) (14.8) 11.3 (31.7) (27.5) (20.5) (27.0)

Deviation as a % of Estimate 1.1% -13.9% -2.8% -15.7% -19.1% 10.3% -27.6% -22.0% -18.6% -27.0%

Hill-Rom: Planned Full-Year Capex Forecast vs. Realized Year-End Capex

Hill-Rom: FY18 10-K

With the largest component of Hill-Rom’s PP&E 
facing a maximum ten-year useful life – the same 
period over which management appears to have 
delayed capital spending – we believe that the 

Company may be forced to ramp up capital 
spending substantially in the coming years simply 
to support maintenance capex, to say nothing of 

growth capex.

http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/1bab2328-d64f-4016-9c76-8f572c6c5233.pdf
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International Not A Promising Route To Long-
Term Growth

Management also claims that near-term efforts to expand into foreign markets will support sales growth going forward. However, with Hill-Rom 
already having made a number of failed attempts to grow its international business, we have little confidence that foreign markets can serve as a 

meaningful growth engine for the Company. European markets have proven to be loyal to local players, and Hill-Rom’s efforts to enter these 
geographies through M&A have historically ended in failure. Former employees and industry experts also express skepticism over Hill-Rom’s 
ability to gain traction in China and other emerging markets, where barriers to entry by foreign players can be high, and where cost pressures 

may limit demand for high-tech, higher-margin beds and medical devices.

“Trumpf was not profitable and was losing market share…. The German 
business is still protective of its own. There was a level of resentment 
[towards Hill-Rom].”

- Former Employee, Hill-Rom

“The German and European markets were less interested in advanced tech in 
its furniture than it was in being able to furnish the entire hospital room through 
a single supplier. The European business was inherently less profitable.”

- Former Employee, Hill-Rom

“The European businesses [acquired by Hill-Rom] were generally better 
off on their own. They gained access to more geographies through Hill-Rom, 
but they also lost local knowledge with Hill-Rom in control.”

- Former Employee, Hill-Rom

“Do they even have a long-term vision? I joined because it felt like a great team 
atmosphere, but now it feels like it’s every man for himself.”

- Former Employee [Europe-based], Hill-Rom

“It is complicated to shift international supply chains to grow foreign 
sales. Volker lost market share due to the difficulty of shipping from that part of 
the world. Hill-Rom tried to expand it into new markets, but failed, and neglected 
the home market. And countries in Europe favor local brands and 
manufacturing.”

- Former Employee, Hill-Rom

“Hill-Rom wanted to deemphasize pure furniture and push higher-tech products. 
But it’s hard to do that in Europe. Beds in Europe have less IP. They were not 
high-dollar products.”

- Former Employee, Hill-Rom

“OUS is a different sales pitch… Unlike the US, the number of beds in 
emerging markets is increasing. But they are lower-ticket items in these 
areas.”

- Former Employee, Hill-Rom

Foreign Markets Are Protective Foreign Markets Are Less Profitable Than U.S.
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Forward-Year Consensus Estimates Far Too 
Aggressive Given New Product Deceleration

Despite the ongoing deceleration in new product sales growth against a backdrop of chronic underspending on capex and R&D, analysts expect 
Hill-Rom to generate organic core revenue growth of 5.6% in FY20 – exactly the same core growth rate which they expect Hill-Rom to generate on 

FY19 by fiscal-year end. Spruce Point believes that, starved for reinvestment and without any new product announcements on the scale of 
Centrella in the pipeline, Hill-Rom is extremely unlikely to maintain its current core growth rate beyond FY19 regardless of any further new 

product announcements at the margin. To achieve Street expectations, Spruce Point estimates that Hill-Rom’s legacy business (e.g. excluding 
new products announced since 2015) would have to grow at ~3% in FY20 – far above its recent average of -1.5% to 1.0%.

Assumes 50% of new product sales growth is incremental, 50% is cannibalization.
New Product Contribution is Spruce Point estimate.

Spruce Point believes that it is highly unlikely that organic core growth excluding new products will grow a whopping 300-650 bps above its 
trailing eight-quarter average in Q4 FY19. We believe that this may put Hill-Rom in a position to miss sell-side estimates for core growth.

Actual Consensus / Implied

($, Millions) FY18 FY19E FY20E

Total Revenue $2,848.0 $2,884.6 $2,930.0

Less: Non-Core Sales Contribution 223.6 114.1 4.3

Core Revenue $2,624.4 $2,770.5 $2,925.7

New Product Contribution 305.0 430.0 507.4

New Product Growth 110.3% 41.0% 18.0%

Incremental Contribution 152.5 215.0 253.7

Core Revenue Ex-New Products $2,471.9 $2,555.5 $2,672.0

Less: Acquisition Contribution - 20.4 41.4

Organic Core Revenue Ex-New Products $2,471.9 $2,537.7 $2,630.6

Growth -0.1% 2.6% 3.0%

Why should we expect Hill-
Rom’s legacy business to 

accelerate so dramatically?
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New Long-Range Plan Will Disappoint Under More 
Realistic New Product Growth Projections

With management set to announce its new three-year targets on its next earnings call, we believe that the Company may be preparing to re-set 
investor expectations for the business as new product growth begins to plateau. Even assuming that future product releases at the margin can 

support steady new product growth through the coming three years, we believe that analyst targets will be out of Hill-Rom’s reach absent 
extensive M&A or international growth, the latter of which has eluded the Company for over a decade. Notably, management is announcing its 

renewed long-range plan one year early, without having reached the conclusion of its previous three-year plan. We believe that they may be doing 
so in anticipation of missing its targets, and that it may be reissuing long-term guidance now to re-set expectations before disappointing 

investors against its prior long-range guidance.

1. Organic Core Revenue excludes inorganic contributions from acquisitions through the past twelve months
2. Assumes 32.5% of new product revenue cannibalizes / overlaps with existing business, and 67.5% is incremental

Notably, with much of Hill-Rom’s c-suite fairly new to the business, we believe that – with much of its long-term equity incentives locked up for 
several years at least – management has incentive to re-set expectations to manageable targets now, rather than leave investors expecting Hill-

Rom to hit unattainable goals.

Consensus Spruce Point Estimate

($, Millions) FY19E FY20E FY21E FY19E FY20E FY21E

(A) Organic Core Revenue, Ex-New Products1 - - - $2,412.3 $2,412.3 $2,412.3

Growth, YoY (Constant Currency) - - - 0.9% 0.0% 0.0%

(B) New Product Revenue Contribution, Est. - - - $430.0 $526.8 $632.1

Growth, YoY - - - 41.0% 22.5% 20.0%

(C) Incremental New Product Revenue Contribution2 ((B) x 0.325) - - - $290.3 $355.6 $426.7

(D) Inorganic Acquisition Revenue Contribution, Est. - - - $20.4 $41.4 -

Core Revenue, Total ((A) + (C) + (D)) $2,770.6 $2,925.7 $3,061.5 $2,723.0 $2,809.3 $2,839.0

Growth, YoY (Constant Currency) 6.3% 5.6% 4.6% 4.9% 3.2% 1.1%

Projected Growth Shortfall vs. Consensus - - - -140bps -240bps -350bps

Beat / Miss vs. Consensus -1.7% -4.0% -7.3%
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Leverage Threatens Future Growth Runway

With sales growth from new products likely to slow through the coming years, Hill-Rom may once again be forced to rely on M&A as its main 
source of revenue growth. However, with the Company currently at 3.9x Net Debt / LTM EBITDA by our EBITDA estimates (materially worse than 

its advertised 3.1x leverage multiple on Company-adjusted EBITDA) just as sales growth from new products is set to decelerate, we question 
management’s ability to continue to support top-line growth through acquisitions – particularly given its non-investment-grade credit rating. This 

holds particularly true as the Company begins to target tech-oriented acquisitions which will naturally command higher purchase multiples: 
Voalte, for example, came in at an expensive 4.5x EV / Sales multiple, and Breathe at an even richer 13.0x.

Hill-Rom EBITDA excludes company adjustments

Source

Moody’s Credit Rating: Ba2 (Non-Investment-Grade): Aug 2019

0.0x
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4.0x
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Net Debt / EBITDA

https://www.moodys.com/credit-ratings/Hill-Rom-Holdings-Inc-credit-rating-600007953
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($, Millions) FY19E

Long-Term Debt $1,824.0

Short-Term Borrowings 246.2

Less: Cash and Short-Term Investments (202.6)

(A) Net Debt (Company Perspective) $1,867.6

(B) LTM Adj. EBITDA $595.7

(C) EBITDA Contribution of Acquired Businesses1 27.5

(D) Pro-Forma Adj. EBITDA $623.2

Net Debt / Adj. EBITDA ((A) / (D)) 3.0x

(E) Maximum Leverage, per Management 4.5x

(F) Implied Net Debt  ((D) x (E)) $2,804.4

(G) Implied Extra Debt Capacity ((F) - (A)) $936.8

(H) Average M&A Purchase Multiple (EV / Sales) 9.0x

Maximum Incremental Revenue Capacity via M&A ((G) / (H)) $104.1

LTM Revenue $2,883.7

Maximum Potential M&A Growth Contribution 360 bps

Average Annual Growth Contribution (over Two-Year CAGR) 180 bps

FY20 Growth Shortfall After Maximum M&A (from Initial -240 bps estimate) -60 bps

FY21 Growth Shortfall After Maximum M&A (from Initial -350 bps estimate) -170 bps

Acquisition-Fueled Growth Limited By Existing 
Leverage

Management said on its Q3 FY19 earnings call that it considers itself to have leverage capacity up to 4.5x Net Debt / Adj. EBITDA, suggesting that 
Hill-Rom has room to take on at most ~$900M in additional debt. With the Company’s two most recent acquisitions coming in at a ~9x EV / Sales 

multiple on average, Hill-Rom would appear to have capacity to acquire just ~$100M in annual sales, worth only 180bps in growth per year if 
spread over two years. As we expect Hill-Rom to underperform sales growth estimates by ~250bps and ~350bps in FY20 and FY21, respectively, 

we believe that the Company does not have sufficient capacity to make up for slowing organic growth through accelerated M&A.

M&A Capacity Analysis

Spruce Point estimates that, even if management 
were to exhaust its stated M&A capacity, Hill-

Rom would still materially underperform 
consensus top-line growth estimates 

1. Based on incremental revenue capacity via M&A, calculated iteratively
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Little Force Behind Margin Expansion 
Excluding M&A

Sell-side analysts are also bullish on Hill-Rom’s future opportunities for ongoing margin expansion. Since the Welch Allyn acquisition, Hill-Rom’s 
EBITDA margins have expanded by 200 bps, and management voices confidence that it can continue to improve Company profitability. However, 

Spruce Point finds that, excluding the impact of management’s divestitures of lower-margin businesses and acquisitions of higher-margin 
businesses, Company EBITDA margins have expanded by just 20 bps since FY16. With new product introductions and restructuring efforts 

apparently doing little to improve Company profitability, we question the extent to which margins will continue to expand into the future, 
particularly as management is set to wind down its divestitures within the coming quarters.

($, Millions)
Impact of 

Divestitures & 
Exits

Impact of 
Acquisitions

Revenue, Reported (LTM) $2,883.7 $2,883.7

Annual Revenue Impact of Change (Spruce Point Estimate)1 (209.0) 116.9

Revenue, Pro-Forma (LTM) $3,092.7 $2,766.8

EBITDA (Adj.), Reported (LTM) $595.7 $595.7

Annual EBITDA Impact of Change (Spruce Point Estimate) (8.9)1 43.31,2

EBITDA (Adj.), Pro-Forma (LTM) $604.6 $552.4

EBITDA (Adj.) Margin, Reported 20.7% 20.7%

EBITDA (Adj.) Margin, Pro-Forma 19.5% 20.0%

EBITDA (Adj.) Margin Impact 111 bps 69 bps

Cumulative EBITDA (Adj.) Margin Expansion from Divestitures & Acquisitions since FY16 180 bps

EBITDA (Adj.) Margin Expansion since FY16, Total 200 bps

“Organic” EBITDA (Adj.) Margin Expansion since FY16 20 bps

1. Sales impact of divestitures and acquisitions estimated from management commentary on a per-divestiture / per-acquisition basis. EBITDA impact 
estimated from management commentary on margins / EBITDA contribution of recently-exited and recently-acquired businesses.

2. Annual EBITDA impact of acquisitions estimated as of acquisition date. Therefore, gradual margin improvements achieved via synergies, cost-outs, etc. 
would be included in “organic” margin expansion.

Hill-Rom has achieved effectively 
zero margin expansion via 

“organic” means (restructuring, 
cost reduction, price increases, 

M&A synergies, etc.)2
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Consensus Estimates Reflect Unlikely EBITDA 
Margins

Spruce Point estimates that, excluding the impact of remaining expected divestitures, consensus projections reflect 230 bps of “organic” EBITDA 
margin expansion through FY21. Even if management were to acquire another ~$100M of annual revenue via M&A, this would expand EBITDA 

margins by only ~15bps, leaving Hill-Rom to somehow expand EBITDA margins by almost another 200 bps organically by FY21 to meet 
consensus estimates (generously assuming that analysts would not increase margin projections even further following future acquisitions). We 

believe that such margin expansion is unlikely given that Hill-Rom has seen “organic” margin expansion of only ~20 bps since FY16.

($, Millions)

Impact of 
Remaining  

Divestitures & 
Exits

Impact of 
Hypothetical 
Acquisitions

FY21 Revenue, Consensus1 $3,061.5 $3,061.5

Annual Revenue Impact of Change (Spruce Point Estimate)1 (145.0) 104.1

FY21 Revenue, Pro-Forma1 $3,206.5 $3,165.6

FY21 EBITDA (Adj.), Consensus $726.8 $726.8

Annual EBITDA Impact of Change (Spruce Point Estimate)1 (7.3) 27.5

FY21 EBITDA (Adj.), Pro-Forma1 $734.1 $754.3

FY21 EBITDA (Adj.) Margin, Consensus 23.7% 23.7%

EBITDA (Adj.) Margin, Pro-Forma 22.9% 23.8%

EBITDA (Adj.) Margin Impact 85 bps 13 bps

EBITDA (Adj.) Margin Expansion through FY21, Consensus 315 bps

Impact of Anticipated Divestitures & Exits 85 bps

Anticipated “Organic” EBITDA (Adj.) Margin Expansion through FY21 230 bps

1. Adjustments reflect the fact that future divestitures are reflected in consensus estimates, while future acquisitions are not. Impacts of anticipated 
divestitures & exits are therefore subtracted, while impacts of hypothetical acquisitions are added.

Even if sell-side margin expansion 
estimates include assumed M&A, 

future acquisitions are unlikely to be 
sufficient to support consensus 

margin expansion estimates



Signs Of Aggressive Accounting And 
Financial Practices



55

Classic Warning Signs Of Underlying Strain

Spruce Point observes that Hill-Rom’s Days Sales Outstanding (DSO) and Days Inventory Outstanding (DIO) are both as high as they have ever 
been following the Welch Allyn acquisition in late FY15 / early FY16. In the context of sputtering underlying sales growth, we believe that this is 

yet another sign of slowing growth and underlying strain at Hill-Rom, and that it could be an indication that market growth expectations will have 
to correct in the near future as the Company stretches thin its capacity to push forward growth.
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Warning: CFO Associated With Companies Demonstrating 
Similar Inventory Issues

Recently-departed CFO Steve Strobel is also Chairman of the Audit 
Committee of Newell Brands (NWL), and has been on its Board since 

2006.

Similar inventory channel accumulation at Newell through the mid-2010s 
would lead to significant difficulties which culminated in an 80% drop in 

NWL shares.
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Inconsistent Capex Forecasting Always 
Overestimates Final Capex

Spruce Point finds it curious that, as discussed, Hill-Rom’s year-end capex forecast consistently overestimates actual full-year capex. Capex 
guidance is gradually rolled back over the course of the year, but, even then, actual capex always comes in under guidance as of Q3. Why doesn’t 
management give a more transparent view into year-end capex? We find it interesting that, in FY17 in particular, Hill-Rom’s lower-than-expected 
capex allowed the Company to come in-line with its (implied) year-end FCF guidance, even though it missed its OCF guidance by nearly $25M.
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Poor Capex Guidance A Leading Indicator 
Of Margin Contraction

Source Reports: AOS, GNTX, CSTE

Spruce Point has made numerous successful short calls on companies in which we have identified poor capex guidance and capital spending 
patterns – notably Gentex (GNTX), Caesarstone (CSTE), and A.O. Smith (AOS). In each of these instances, chronic capex mis-forecasting was a 
leading indicator of future margin, earnings, and free cash flow contraction. We are concerned that Hill-Rom may similarly demonstrate margin 

contraction and slowed FCF growth in coming quarters as management is forced to make up for seemingly-delayed spending on capex and R&D.
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https://twitter.com/sprucepointcap/status/1129024921865207810
https://www.sprucepointcap.com/gentex-corp/
https://www.sprucepointcap.com/cste-ltd-followup/
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Failing To Write-Down Goodwill?

We find it curious that, when management disposed of its third-party rental business for an immaterial return, it made no reference to the 2003 
Mediq deal through which it initially acquired the business – much like it made no reference to Aspen Surgical when it divested of its surgical 

consumables business. While management did take a $20.9M charge on the segment’s non-cash loss reserve and a $3.6M “settlement 
agreement” charge upon selling its assets, it took no further charges as part of the divestiture. However, when Hill-Rom (then Hillenbrand 

Industries) originally acquired Mediq in 2003, it recorded $197M of goodwill as part of the deal, in addition to $69M of intangibles “assigned 
primarily to customer relationship assets” amortized over an undisclosed time period. With the business generating just a fraction of its original 

$166M sales figure at the time of the divestiture, and with Hill-Rom receiving no material return for its assets, why didn’t management take an 
impairment charge on these items?

Hillenbrand Industries: FY04 10-K

“Those -- the businesses that we have been winding down --
we're out of the third-party rental business, we'll be out of third-party 
services business by the end of this year. So the $40 million or so of 
revenue that we had in this year's results for those businesses that 
we're getting out of will basically be nothing next year.”

- Steven Strobel – CFO, Hill-Rom

Hill-Rom: Q3 FY18 Earnings Call

Management speaking about the sale of the third-party rental 
business more as a “wind-down” than as a true divestiture

https://www.sec.gov/Archives/edgar/data/47518/000095013704010811/c90197e10vk.htm
https://seekingalpha.com/article/4191371-hill-rom-holdings-inc-hrc-ceo-john-groetelaars-q3-2018-results-earnings-call-transcript
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Time To Write Down The Zombie Brand

We note that Hill-Rom continued to list Mediq on its list of subsidiaries throughout the 2010s, even after the Company appeared to have 
rebranded the business line – and even after its sales contracted to just a fraction of its original levels. In fact, Hill-Rom still lists this entity on its 

subsidiary list as of FY18, even after management exited its third-party rental business and divested of its assets. What justification does 
management have for not killing the Mediq trade name and impairing the remaining intangibles? We believe that a write-down is overdue.

Hill-Rom: FY18 10-K

Management continues to list Mediq on 
its list of subsidiaries as of year-end 
FY18, even after it wound down the 

third-party rental business…

…yet “Mediq” appears almost nowhere 
on Hill-Rom’s website

Hill-Rom Search Result for “Mediq”

10 results reported, but none were actually for Mediq. Term interpreted as misspelling of “medium.”

http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/1bab2328-d64f-4016-9c76-8f572c6c5233.pdf
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More Overdue Write-Downs?

When Hill-Rom acquired Aspen Surgical for $400M in 2012, it allocated $215M of the purchase price to goodwill and $126M to customer 
relationships with a weighted-average useful life of 13 years. Yet Hill-Rom’s recent divestiture of its surgical consumable products assets netted 
just $170M – less than the Aspen-related goodwill allocation alone. Perhaps this shouldn’t come as a surprise given that related sales appear to 

have contracted from $120M to $100M over the last seven years, despite Hill-Rom having paid a relatively rich 3.3x sales for the business (versus 
its recent surgical products divestiture at 1.7x sales). But why haven’t the remaining intangible assets been written down? The $170M that Hill-
Rom received for its surgical consumable assets is close to the value of the non-goodwill Aspen assets reported at the time of the acquisition 

($186.9M). Spruce Point believes that the Aspen-related goodwill should be written down to reflect the value destroyed by management over the 
last seven years.

HRC: 2012 10-K

As discussed, we find it interesting that management once again avoided citing the name of its divestiture. Spruce Point believes that, once 
investors see more directly that management has exited a business (at a loss) which it acquired just seven years ago, they will better appreciate 

the value which management has destroyed through the Aspen acquisition, and will agree that Hill-Rom must write down related goodwill.

Surgical Consumable Products Divestiture Press Release

http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/29ede7ff-29f5-47ec-8d13-5328abfa9cd5.pdf#page=53
https://ir.hill-rom.com/press-releases/press-release-details/2019/Hillrom-Announces-Sale-Of-Surgical-Consumable-Products/default.aspx
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Necessary Write-Downs Posing Risk To 
Shareholders?

Spruce Point is concerned by the fact that Hill-Rom may be carrying goodwill and other intangible assets which are effectively worthless. As 
discussed, we have identified a number of divestitures and business exits for which management appears not to have taken sufficient 

impairments on related intangible assets. We believe that Hill-Rom is currently carrying $507.4M of intangible asset value which, based on the 
Company’s recent divestitures, the return which it received on those asset sales, and the state of the exited business units at the time of 

divestiture, should be written down to zero. Accordingly, we believe that intangible assets totaling 11% of Hill-Rom’s total assets are at risk for 
future impairments and, indeed, should be impaired by management.

Intangible Assets At Risk For Impairment

($, Millions) Gross Value Amortization 
Period (Years)

Years Since 
Acquisition Net Value

Mediq – Goodwill 197.0 - N/A 197.0

Aspen – Goodwill 215.3 - N/A 215.3

Aspen – Trade Name (Indefinite-Lived) 29.0 - N/A 29.0

Aspen – Trade Name (Not Indefinite-Lived) 4.6 15.0 6.75 2.5

Aspen – Customer Relationships 126.0 13.0 6.75 60.6

Aspen – Technology 9.1 10.0 6.75 3.0

Total Value of Intangibles at Risk for Impairment $507.4

Hill-Rom Total Assets $4,575.3

Intangibles at Risk as a % of Total Assets 11.1%

Spruce Point would not be surprised if management-defined KPIs such as “core growth” are used by auditors to test goodwill. We are concerned 
that superficially strong core growth, supported by advantageous accounting machinations, may be giving management an excuse to delay 

seemingly-overdue goodwill impairments.

Could Q4 be the time for management to take these write-downs as it potentially prepares to re-set growth expectations with its new Long-Range 
Plan?
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Recent Pattern Of Under-Reserving Flatters 
Company Earnings

Spruce Point observes that, despite reported top-line growth, Hill-Rom’s allowances and reserves have decreased almost across the board 
through the past several years. Under-allocating for these reserves, over which management has complete discretionary control, would provide 

an inappropriate boost to Company earnings.

Allowance For Trade Receivables

($, Millions) FY15 FY16 FY17 FY18

Beginning of Period $31.4 $26.0 $26.8 $25.1

Additions 1.9 4.3 6.3 2.7

Deductions, Net of Recoveries (7.3) (3.5) (8.0) (6.0)

End of Period $26.0 $26.8 $25.1 $21.8

As a % of Receivables (Gross) 5.0% 4.9% 4.2% 3.6%

Hypothetical Reserve at Previous % $37.0 $27.1 $29.9 $25.0

“Under-Reserve” 11.0 0.3 4.8 3.2

Warranty Reserve

($, Millions) FY15 FY16 FY17 FY18

Beginning of Period $28.4 $32.1 $27.5 $25.5

Provision 14.7 13.9 13.9 10.8

Reserves Acquired 7.1 2.6 1.5 -

Claims (18.1) (21.1) (17.4) (15.8)

End of Period $32.1 $27.5 $25.5 $20.5

As a % of Product Sales 2.0% 1.2% 1.1% 0.8%

Hypothetical Reserve at Previous % $35.0 $45.3 $28.7 $26.7

“Under-Reserve” 2.9 17.8 3.2 6.2

Allowance For Inventory Valuation

($, Millions) FY15 FY16 FY17 FY18

Beginning of Period $42.9 $45.5 ? ?

Additions 6.6 5.8 ? ?

Deductions, Net of Recoveries (4.0) (6.1) ? ?

End of Period $45.5 $45.2 ? ?

As a % of Inventories (Gross) 14.5% 15.2% ? ?

Hypothetical Reserve at Previous % $61.3 $43.2 $43.3 ?

“Under-Reserve” 15.8 (2.0) ? ?

Restructuring Reserve

($, Millions) FY15 FY16 FY17 FY18

Beginning of Period $11.7 $24.3 $14.7 $9.0

Expenses 23.1 23.3 9.7 21.3

Cash Payments (10.0) (32.6) (14.3) (20.9)

Reversals (0.5) (0.3) (1.1) (0.9)

End of Period $24.3 $14.7 $9.0 $8.5

As a % of Costs 1.6% 0.8% 0.4% 0.3%

Hypothetical Reserve at Previous % $11.7 $29.6 $18.7 $9.2

“Under-Reserve” (12.6) 14.9 9.7 0.7
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Under-Allocating For Allowance And Reserves 
Providing Material Boost To EPS

Spruce Point finds that, taken together, management’s consistent under-reserving has created $55M in paper earnings since FY15, accounting for 
6% of cumulative EPS over the same timespan. Reversing each of these items to their FY15 levels would result in management wiping out over 

16% of consensus FY19 EPS.

Total Under-Reserve – Year-over-Year

($, Millions) FY15 FY16 FY17 FY18 TOTAL

Warranty Reserve $2.9 $17.8 $3.2 $6.2 $30.1

Allowance For Trade Receivables 11.0 0.3 4.8 3.2 19.3

Restructuring Reserve (12.6) 14.9 9.7 0.7 12.7

Allowance For Inventory Valuation 15.8 (2.0) ? ? 13.8

Total Under-Reserve $17.1 $31.0 $17.7 $10.1 $75.9

Tax Rate (on Non-GAAP Earnings) 29.2% 29.2% 27.6% 19.5% -

Total Under-Reserve, Tax-Affected $12.1 $21.9 $12.8 $8.1 $55.0

Net Income (Non-GAAP) $153.7 $223.7 $258.3 $321.4 $957.1

Less Under-Reserve $141.6 $201.8 $245.5 $313.3 $902.1

Diluted Shares Outstanding 58.5 66.6 67.2 67.6 -

EPS (Non-GAAP) $2.63 $3.36 $3.84 $4.75 $14.58

Less Under-Reserve $2.42 $3.03 $3.65 $4.63 $13.74

% Change -8.0% -9.8% -4.9% -2.4% -5.8%

Hypothetical Reversal of Total Four-Year Under-Reserve

($, Millions) FY19E

Warranty Reserve – Cumulative $30.1

Allowance For Trade Receivables – Cumulative 19.3

Restructuring Reserve – Cumulative 12.7

Allowance For Inventory Valuation – Cumulative 13.8

Total Under-Reserve – Cumulative $75.9

Tax Rate (on Non-GAAP Earnings) -

Total Under-Reserve, Tax-Affected – Cumulative $55.0

Net Income (Non-GAAP) – Consensus $340.4

Less Under-Reserve Reversal $285.4

Diluted Shares Outstanding 67.4

EPS (Non-GAAP) $5.05

Less Under-Reserve $4.23

% Change -16.2%
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M&A-Related Costs Hidden From Investors

Unfortunately (yet unsurprisingly), management not only fails to be proactive about communicating the costs of its M&A-oriented strategy to 
investors, but goes out of its way to sweep them under the rug. Management’s non-GAAP “adjusted net income” adjusts Company earnings for 
the impact of acquisition-related costs, impairments, severance, restructuring, and the like. Over the last four years, Company adjustments have 
represented over 50% of adjusted income. Yet, because M&A is such a key component of Company strategy, these restructuring and acquisition-

related charges are effectively recurring in nature. Spruce Point strongly believes that companies engaged in consistent M&A should not treat 
these charges as one-off items, and, accordingly, should not adjust them out of non-GAAP earnings.

With Hill-Rom expected to continue to engage in M&A through the foreseeable future, why should investors permit management to continue to 
ignore these costs as irrelevant items?

And why should management be given credit for its inflated “core growth” figure without being transparent about the divestment-related costs 
that it will incur to achieve this level of growth?
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Adjusted Earnings Bolstered By Inappropriate 
Add-Backs

Spruce Point observes that acquisition-related charges, acquisition-related amortization, and special charges collectively contribute almost 
exactly as much to adjusted EBT as does GAAP EBT. Further, special charges consist primarily of severance charges (largely tied to divestiture-

related restructuring) and asset impairment charges (also tied to divested assets). With these costs so sizable and consistent – an inevitable 
result of management’s M&A-driven strategy – we believe that investors should not ignore them when evaluating Hill-Rom earnings.

Reconciliation: GAAP EBT to Adjusted EBT

($, Millions) FY16 FY17 FY18 % of ‘18 
Adj EBT

GAAP Net Income Before Income Taxes $138.3 $183.0 $197.2 49.4%

Acquisition and Integration Costs 38.9 23.5 11.1 2.8%

Acquisition-Related Intangible Asset Amortization 95.9 108.4 106.9 26.8%

Field Corrective Expenses 0.2 - - -

Litigation Settlements and Expenses - (9.4) 5.8 1.5%

Special Charges 39.9 52.5 77.6 19.4%

Tax Method and Law Changes and Related Costs - - 1.6 0.4%

Gain on Dispositions (10.1) (1.0) (1.0) -0.3%

Debt Refinancing 12.9 - - -

Adjusted Net Income Before Tax $316.0 $357.0 $399.2 100.0%

Special Charges Decomposition

($, Millions) FY16 FY17 FY18 % of ‘18 
Adj EBT

Severance and Personnel Charges $24.3 $10.2 $21.3 5.3%

Asset Write-Down & Impairment Charges - 25.4 33.1 8.3%

Legal Settlements - - (1.2) -0.3%

Gains on Asset Sales - (5.2) - -

Other 15.7 22.2 24.4 6.1%

Total $39.9 $52.5 $77.6 19.4%

Why should investors ignore acquisition-related charges when acquisitions are a key component of Company strategy?

Why should investors ignore restructuring charges when Hill-Rom has undertaken some form of “restructuring” every single year dating back to 
the early 2000s?



Questionable Management And 
Break-Neck Executive Turnover
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Former Employees Report Numbers-Oriented 
Management, But Lacking Direction

Employees describe Hill-Rom as a micro-managed company with a management team hyper-focused on hitting short-term Wall Street 
expectations. They report that frequent M&A and restructuring, rapid managerial turnover, and a narrow focus on Hill-Rom’s stock price have 

taken a toll on employee morale and the long-term health of the business. In fact, Spruce Point has found a number of employee forums and chat 
rooms dedicated almost exclusively to complaints about management and Company strategy. While it appears that employees have harbored 

similar concerns dating back to the early 2010s, it appears that their complaints have grown even more acute under the recently-appointed 
executive team.

Source

Source

Source

Source

Source

“There have been some OK acquisitions, but very little 
consistency from management, and the execution has 
been poor. But there has been pressure to continue 
to pursue M&A to grow the company for 
shareholders, and to increase comp. There was 
also major pressure to hit quarterly numbers – and 
I felt it. We originally had longer-term financial 
planning – around three to five years. That was 
eventually reduced to fiscal year targets, then to 
quarterly targets, and now to monthly targets 
under [new CEO John] Groetelaars.”

- Former Employee, Hill-Rom

https://www.glassdoor.com/Reviews/Employee-Review-Hill-Rom-RVW24214316.htm
https://www.glassdoor.com/Reviews/Employee-Review-Hill-Rom-RVW24151225.htm
https://www.glassdoor.com/Reviews/Employee-Review-Hill-Rom-RVW21629907.htm
https://www.glassdoor.com/Reviews/Employee-Review-Hill-Rom-RVW21466199.htm
https://www.glassdoor.com/Reviews/Employee-Review-Hill-Rom-RVW20317913.htm
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Compensation Targets Are Not Transparent 
And Fail To Disincentivize Poor M&A

Management’s short-term performance bonuses are determined by a mix of revenue (50%), Adjusted EPS (25%), and free cash flow (25%). While 
the Company claims that the revenue, EPS, and FCF figures used to determine executive compensation are adjusted for acquisitions and 
divestitures, its proxy filings provide no reconciliation between the figures reported to investors and those used to measure management 

performance, effectively making it impossible for investors to audit the metrics used to determine executive performance bonuses. Furthermore, 
though these figures are adjusted for acquisitions, divestitures and costs associated with “special items” (e.g. asset write-downs) are also added 

back to adjusted EPS and FCF, removing any disincentive that management would otherwise bear for pursuing acquisitions which it is later 
forced to exit.

Full Revenue Bonus 
Despite Miss?:

Undue Discretion in 
Bonus Determination

Why did the 
Compensation Committee 
decide, out of thin air, that 

management should 
receive its full 50% 

revenue bonus despite 
missing on STIC 

Revenue?

Source

Lack of Transparency

Management does not 
provide sufficient 

information for investors 
to reconcile differences 

between reported figures 
and figures used to 

determine performance 
bonuses

http://d18rn0p25nwr6d.cloudfront.net/CIK-0000047518/e2d65fb4-52f6-492b-95b5-173e3e2a9273.pdf
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Accelerated Executive Turnover A Signal That 
Management Is Preparing To Re-Set Expectations?

Hill-Rom’s c-suite has turned over at a break-neck pace through the past two years. Since the middle of 2017 – the year during which 
management began exiting and divesting of failed acquisitions – the Company has lost its CEO, CFO, CIO, and the presidents of two of its three 
business segments. We expect that bulls will argue that this simply reflects a natural “changing of the guard” with the departure of CEO Greisch 
and recent shifts in Company strategy. However, the timing and nature of these exits suggest that this may not be the case. We find it concerning 
that those most knowledgeable about the business and its future plans are choosing to leave the Company (or dump their shares) rather than see 

the shift in strategy to completion. Heavy turnover among management will also not be conducive to the success of this shift in strategy.

Significant Executive Departures Through Past Two Years

Executive
Most Recent 

Role with Hill-
Rom

Joined Departed Tenure
Departure 

Announced In 
Advance?

Subsequent 
Role Age at Exit

John Greisch President and 
CEO Jan 2010 May 2018 8 years, 4 

months Yes Retired 62

Steve Strobel CFO Nov 2014 Dec 2018 4 years, 1 
month No Retired 60

Sue-Jean Lin SVP & CIO Jan 2016 Aug 2018 2 years, 8 
months - SVP & CIO, 

Alcon 60

Alton Shader
SVP & 

President, 
Front Line Care

Jul 2011 Dec 2018 7 years, 7 
months Yes

CEO, Vein 
Clinics of 
America

45

Dirk Ehlers

SVP & 
President, 

Surgical 
Solutions

Sep 2015 Jun 2017 
(Approx.)

1 year, 5
months -

COO & 
President of 
Diagnostics 

Division, 
CENTOGENE

56

Should investors interpret accelerated executive turnover and heavy insider selling as a signal that management is preparing to re-set investor 
expectations for the worse? With much of the executive team having joined only recently – and with much of their equity not set to vest for 

another several years – it may make sense for management to re-set future growth expectations to more reasonable levels, and to take 
seemingly-overdue goodwill impairments sooner rather than later.
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Unexpected And Inexplicable Executive Exits

It’s important to note that some of these executive departures were not announced in advance, or otherwise came as a surprise to their Hill-Rom 
colleagues. CFO Steve Strobel (age 60) announced his early retirement from his position on Nov 26, 2018 and had stepped down by Dec 3. Most 
former Hill-Rom employees with whom we spoke were surprised to see him elect for such an early retirement after just four years with Hill-Rom. 
They were also surprised to see Alton Shader – a long-tenured Hill-Rom employee who had served as president of the billion-dollar Front Line 
Care business formed from the Welch Allyn acquisition – depart to become CEO of Vein Clinics of America, a network of vein treatment clinics 

which did just $75M in sales as of 2011. We find the recent departures of relatively longer-tenured executives concerning: perhaps it’s simply part 
of the recent changing of the guard, but the Hill-Rom executive team is now seriously lacking in continuity just as it needs it most.

Steve Strobel (CFO, 2014-18)
Unexpectedly leaves CFO position to retire at age 60

“It was surprising to see [Strobel] retire so early –
I don’t think that was expected.”

- Former Employee, Hill-Rom

Alton Shader (President, North America / Post-Acute Care / Front Line Care, 2011-18)
Leaves ~$1B Front Line Care business for CEO position with Vein Clinics of America (<$75M in revenue as of FY11, when parent was last public)

Dirk Ehlers (President, Surgical Solutions, 2015-17)
Leaves $450M Surgical Solutions business for COO position with Centogene (<€30 revenue in FY16)

Source

Source

Source

https://www.sec.gov/Archives/edgar/data/47518/000004751818000141/november272018hrc8-k.htm
https://www.businesswire.com/news/home/20181210005081/en/Vein-Clinics-America-Names-Alton-Shader-CEO
https://www.sec.gov/Archives/edgar/data/885988/000088598812000006/form10k2011.htm
http://www.jefferies.com/CMSFiles/Jefferies.com/files/CENTOGENE%20AG(2).pdf
https://www.sec.gov/Archives/edgar/data/885988/000088598812000006/form10k2011.htm
https://www.sec.gov/Archives/edgar/data/47518/000004751818000141/november272018hrc8-k.htm
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Long-Tenured Senior Executives Of Acquired 
Businesses Are Quick To Jump Ship

Spruce Point is alarmed by the fact that long-tenured senior executives of acquired businesses consistently leave Hill-Rom soon after being 
acquired. We would interpret low post-acquisition turnover as a sign that the acquired business would continue to be overseen by those who 

know it best, and as a vote of confidence by these experienced executives in Hill-Rom’s ability to manage the business going forward. 
Conversely, we see these quick managerial exits as a sign that these executives are turned off by Hill-Rom’s plans for their respective 

businesses, or as a sign that these executives are skeptical of their business’ ability to succeed under Hill-Rom management. We are not 
surprised to observe these rapid executive departures given Hill-Rom’s poor record of integrating and growing acquired businesses.

Justin Mortara – Mortara Instrument (19 years)

CEO (2008-17)
Vice President (2000-07)

Software Developer (1998-99)

Edward Pritchard – Aspen Surgical (6 years)

CEO (2006-12)

Brian Yarnell – StarlingHealth (3 years)

Founder, VP, and General Manager (2011-14)

Feb 2017: Mortara Acquired by Hill-Rom

Mortara Instrument (2017-18)

Feb 2015: Yarnell Departs Hill-Rom

Less than one year at Hill-Rom

Jul 2012: Hill-Rom Acquires Aspen

President, Surgical & Respiratory Care (2012-13)
(Named executive in SEC filings)

Jul 2013: Pritchard Departs Hill-Rom

Less than one year at Hill-Rom

May 2014: Hill-Rom Acquires StarlingHealth

Director, Operations – StarlingHealth (2014-15)

Stephen Meyer – Welch Allyn (5 years)

President and CEO (2012-15)
Chief Global Business Officer (2011-12)

President, North America (2010-11)

Sep 2015: Hill-Rom Acquires Welch Allyn

Meyer departs immediately

Feb 2017: J. Mortara Departs Hill-Rom

Less than one year at Hill-Rom



72

Limited Executive Continuity Threatens 
Business Model?

Even with the recent uptick in executive exits, rapid managerial turnover is nothing new at Hill-Rom. Dating back to the tenure of recently-
departed CEO John Greisch, Hill-Rom has seen numerous key executives come and go in as little as under a year. We believe that the lack of 
stability among Hill-Rom leadership reflects the lack of stability in the business: there are few anchors to Company strategy besides the self-

bestowed mandate to pursue perpetual M&A. We expect that bulls will argue that “this time is different”: with a new CEO in place and a  
revamped M&A strategy focused on tech over consumables, Hill-Rom is primed for faster growth and meaningful margin expansion. Spruce 

Point believes that this is just more of the same: more acquisitions targeting loosely-adjacent verticals overseen by a transient executive team 
which treats Hill-Rom more as an M&A platform than a cohesive business.

Hill-Rom Executive Turnover Since 2010
Departed Executives With Tenure Of <3 Years Highlighted In Red | Current Executives With Tenure Of <3 Years Highlighted In Orange

Position Exec As Of 
2010 Tenure Departed Successor Tenure Departed Successor Tenure Departed Successor Tenure Departed Successor Tenure

CEO John 
Greisch 8 yr, 4 mo May 2018 John 

Groetelaars
1 yr, 5 mo 
(Current) - - - - - - - - -

CFO Gregory 
Miller 5 yr, 6 mo Dec 2010 Mark 

Guinan 2 yr, 8 mo Jul 2013 James 
Saccaro 7 mo Jul 2014 Steven 

Strobel 4 yr, 0 mo Dec 2018 Barbara 
Bodem

10 mo 
(Current)

COO - - - Carlyn 
Solomon 1 yr, 9 mo Aug 2016 POSITION TERMINATED - - - - -

CTO Abel Ang 3 yr, 6 mo Dec 2010 Brian 
Lawrence <3 yr Mid 2014 POSITION TERMINATED - - - - -

CIO - - - Sue Jean 
Lin 2 yr, 8 mo Aug 2018 Anjana 

Harve
1 yr, 0 mo 
(Current) - - - - - -

Chief HR 
Officer - - - Perry 

Stuckey 6 mo Dec 2010 Michael 
Oliver 2 yr, 4 mo Aug 2014 Michiel de

Zwaan 1 yr, 5 mo Dec 2015 Ken Meyers 4 yr, 0 mo
(Current)

President, 
North 
America

- - - Martha 
Aronson 1 yr, 10 mo May 2012 Alton 

Shader 8 yr, 5 mo Nov 2018 POSITION TERMINATED - -

President, 
Surgical 
Solutions

- - - Dirk Ehlers 1 yr, 5 mo Jun 2017 
(Approx.)

Francisco 
Canal Vega

2 yr, 3 mo 
(Current) - - - - - -

Surgical & 
Respiratory 
Care

- - -
Edward 
Gregory 

Pritchard
<1 yr Mid 2013 Taylor 

Smith 3 yr, 6 mo Apr 2017 POSITION TERMINATED - -

Excludes interim executives
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CFOs With Ties To Struggling Roll-Ups

Both Hill-Rom’s current and former CFO have close ties to other heavily-levered roll-ups which have come under pressure themselves through 
the past several years. Recently-departed Hill-Rom CFO Steve Strobel (who remains with the Company as an advisor) has been a Director of 

Newell Brands (NWL) since 2006, and the Chair of its Audit Committee since 2014. Like Hill-Rom, Newell has aggressively pursued M&A since the 
early 2010s, burdening the company with businesses which failed to perform as anticipated. This has forced management to write down billions 
of dollars of assets ($8.3B in 2018 alone) and to divest of many of the businesses which it had acquired just years earlier – again, much like Hill-

Rom. New CFO Barbara Bodem, meanwhile, was most recently SVP of Finance at Mallinckrodt Pharmaceuticals (MNK), the center of a years-long 
controversy regarding its M&A practices and aggressive drug pricing. We do not find these ties reassuring.

Mallinckrodt (MNK) Stock Performance

Newell Brands (NWL) Stock Performance

Source

Source

https://www.linkedin.com/in/steve-strobel-06a468b/
https://www.linkedin.com/in/barbara-bodem-0653677/
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CFO Bringing Dubious Reporting Practices To 
Hill-Rom From Another Struggling Roll-Up?

Very few companies report a self-defined “core growth” metric designed to remove the negative impact of divested businesses. Even when they 
do, most limit the excluded segments to business which have already been divested. As noted, we are suspicious of Hill-Rom’s choice to 

excluded not only businesses which it has already divested or exited, but also slow-growing business lines which it intends to exit in the future, 
despite giving investors no clear indication of how it intends to exit these businesses, nor whether it can get anything in return for them 

whatsoever. Concerningly, not only is Newell one of the few public companies to report a “core growth” KPI, but it is the only company other than 
Hill-Rom which we have found to exclude both completed AND planned divestitures from “core growth.” Did recently-departed CFO Steve Strobel 

bring this practice from the struggling Newell to Hill-Rom as a way to present stronger growth in the face of top-line headwinds?

NWL: Q2 FY19 Earnings Press Release

HRC: Q3 FY19 Earnings Presentation Slides

We are concerned that this liberal definition of “core revenue” gives the management teams of struggling companies – particularly multifaceted 
roll-ups like Newell and Hill-Rom – broad discretion to report sales in such a way as to give the appearance of healthy growth despite serious top-

line headwinds

As Newell, unlike Hill-
Rom, adjusts core 

sales for the impact of 
acquisitions, Hill-Rom 

is in fact more
aggressive than Newell 

in its definition and 
calculation of core 

growth

https://ir.newellbrands.com/node/23896/pdf
https://s22.q4cdn.com/158447414/files/doc_financials/quarterly_reports/2019/q3/Hillrom-Third-Quarter-2019-Earnings-Presentation.pdf
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Insiders Aggressively Selling Out Just As 
Management Promotes A Shift In Business Strategy

Just as management announced its intentions to exit underperforming business lines and reorient its M&A strategy in 2017, Hill-Rom insiders 
began to sell shares in droves. We are concerned both by the aggressiveness with which insiders sold shares and with the overwhelming 

asymmetry of insider sells to insider purchases over this period. Why should management expect investors to be confident in its current strategy 
when insiders are seemingly unwilling to stand behind it themselves? 

Insiders rush for the exits just as management announces plans to exit underperforming businesses and shift M&A strategy

Source: Bloomberg



Valuation And Downside Case



77

Incorrect View Of Earnings And Value Of 
Intangibles Skews Street Multiple

HRC shares currently trade at a 14.6x LTM EV/EBITDA multiple and a 20.2x LTM P/E multiple on measures of earnings which exclude significant 
acquisition-related costs and other special charges. However, we believe that unadjusted EBITDA and unadjusted earnings are far more accurate 
measures of Hill-Rom’s profitability, as these restructuring and acquisition-related charges are effectively recurring and/or capitalized costs for 
an M&A-driven business such as Hill-Rom. We observe that HRC shares are trading at a 16.9x EV/EBITDA multiple and a 31.9x P/E multiple on 

unadjusted measures of EBITDA and earnings, respectively.

Net Income (LTM): Street vs. Spruce Point

($, Millions) Street Spruce Point

GAAP Net Income Before Income Taxes $245.4 $245.4

Acquisition and Integration Costs 18.7 -

Acquisition-Related Intangible Asset Amortization 108.7 -

FDA Remediation Expenses 10.7 -

Field Corrective Expenses 5.6 -

Special Charges 30.9 -

Tax Method and Law Changes and Related Costs 0.5 -

Adjusted Net Income Before Income Taxes $420.5 $245.4

Income Tax Expense (Adjusted, Per Mgmt. / Actual) 80.8 30.7

Adjusted Net Income Before Tax $339.7 $214.7

Valuation: Street vs. Spruce Point

($, Millions) Street Spruce Point

Equity Value $6,778.3 $6,778.3

Earnings (LTM) 339.7 214.7

P/E Multiple 20.0 31.6

EBITDA (LTM): Street vs. Spruce Point

($, Millions) Street Spruce Point

EBITDA $420.6 $420.6

Acquisition and Integration Costs 18.7 -

Acquisition-Related Intangible Asset Amortization 108.7 108.7

FDA Remediation Expenses 10.7 -

Field Corrective Expenses 5.6 -

Special Charges 30.9 -

Tax Method and Law Changes and Related Costs 0.5 -

Adjusted EBITDA $595.7 $529.3

Valuation: Street vs. Spruce Point

($, Millions) Street Spruce Point

Equity Value $6,778.3 $6,778.3

Long-Term Debt 2,070.2 2,070.2

Pension Liability - 68.4

Present Value of Operating Leases - 129.7

Less: Cash (202.6) (178.6)1

Enterprise Value $8,645.9 $8,868.0

EBITDA (LTM) 595.7 529.3

EV/EBITDA Multiple 14.5x 16.9x

1. Reflects repatriation tax-adjusted cash given 76.4% of cash and equivalents held abroad (per FY19 Q3 10-Q) facing 15.5% repatriation tax
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Refusal To Adopt Industry-Standard Performance 
Metrics Complicates Investor Analysis

Analysts and investors currently believe that Hill-Rom shares trade at a 35-40% discount to other med-tech stocks, justified by the Company’s 
relatively slow growth rate versus more tech-oriented peers. However, taking the preceding adjustments into account, we observe that Hill-Rom 

shares trade closer to 10-20% below the peer group average – a justifiable discount given the Company’s relatively slower growth profile.

Valuation: HRC vs. Peers

Company P/E (LTM) EV/EBITDA (LTM)

BAX – Baxter International Inc 26.0x 18.3x

BDX – Becton Dickinson & Co 24.0 19.7

RMD – Resmed Inc 43.0 20.0

STE – Steris PLC 32.0 19.5

SYK – Stryker Corporation 31.0 26.0

TFX – Teleflex Inc 43.0 27.5

Peer Group Average 34.6x 22.5x

HRC Multiple (Street) 20.0x 14.5x

Discount To Peer Group -42% -36%

HRC Multiple (Spruce Point) 31.6x 16.8x

Discount to Peer Group -9% -25%
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Sell-Side Estimates And Price Targets Should 
Better Reflect Lukewarm Qualitative Outlook

Sell-side analysts are not exceedingly bullish on the stock: several analysts do, in fact, voice concerns regarding the sustainability of Hill-Rom’s 
sales growth, in addition to frustration with management’s frequent re-basing of core sales growth (“core fatigue,” as it’s amusingly called on 

earnings calls). They nonetheless see ~13% upside in HRC shares as they naively project continued sales growth and margin expansion through 
the coming years at rates similar to what the Company has shown through the recent past. We believe that, as demonstrated throughout this 

report, a closer look at the trajectory of Hill-Rom’s sales growth and margin expansion suggests that both are likely to decelerate in the coming 
quarters and years.

HRC: Consensus Price Targets

Firm Rating Price Target

Needham & Co. Buy $125

KeyBanc Capital Markets Overweight 125

Northcoast Research Buy 120

Barclays Equalweight 116

Stifel Buy 115

Raymond James Outperform 115

Morgan Stanley Equalweight 108

Morningstar Sell 87

Average Price Target $114

Upside1 13%

1. Based on $100.50 share price
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Spruce Point Sees 25%-55% Downside In
HRC Shares

With sales growth from new products set to plateau and margin expansion opportunities largely exhausted, we believe that Hill-Rom growth and 
earnings will underperform sell-side estimates. Taking this into account alongside our reversals of management’s EBITDA adjustments and our 

view of Company leverage, we see 25%-55% in HRC shares.

($, Millions) Consensus Bear Case Base Case Bull Case

Total Revenue (FY21) $3,061.5 $2,750.0 $2,839.0 $2,900.0

CAGR (over TTM Core Revenue) 5.6% 0.7% 2.1% 3.1%

EBITDA (Adj.) $726.8 $550.0 $609.0 $667.0

EBITDA (Adj.) Margin 23.7% 20.0% 21.5% 23.0%

Less: Adjustments - (72.4) (72.4) (72.4)

EBITDA (Spruce Point) (FY21) - $477.6 $536.6 $594.6

EV / EBITDA Multiple 11.9x 11.0x 11.5x 12.0x

Enterprise Value $8,645.9 $5,253.9 $6,170.7 $7,135.5

Debt $2,070.2 $2,070.2 $2,070.2 $2,070.2

Accrued Pension and Postretirement Benefits - 68.4 68.4 68.4

Operating Lease Obligations - 129.7 129.7 129.7

Less: Cash and Short-Term Investments (202.6) (178.6)1 (178.6)1 (178.6)1

Net Debt $1,867.6 $2,089.7 $2,089.7 $2,089.7

Equity Value $6,778.3 $3,164.2 $4,081.0 $5,045.8

Diluted Shares Outstanding 67.4 67.4 67.4 67.4

Value Per Share $100.50 $46.91 $60.51 $74.81

Downside - -53% -40% -26%

1. Reflects repatriation tax-adjusted cash given 76.4% of cash and equivalents held abroad (per FY19 Q3 10-Q) facing 15.5% repatriation tax
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