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Andrew Obin:  Thank you so much.  I think – Ingersoll, so I've been doing this conference, I 
think, since '04. And I have to say that you guys have been the most faithful as, indeed, this 
conference in its multiple incarnation.  So I'm very happy to have you guys here again.  I really 
appreciate the fact that you come year after year after year and you put up with me. Thank you 
so much. 

 
And I guess, Sue Carter, Ingersoll's CFO, will give some prepared remarks, and then we'll go to 
Q&A. And we have Sue and Dave here.  So thank you for being here. 

 
Susan Carter:  Excellent.  Thank you, Andrew.  So it's great to be here again.  This is my, I think, 
sixth conference, so really good to be here. 

 
What I wanted to do today is I wanted to share some thoughts on about 3 topics sort of to set the 
stage before we go to Q&A: one of those being 2018; a second, being our outlook on 2019; and 
then a third being our recent acquisition of Precision Flow Systems. 

 
So we always start our discussions with our strategy and the key elements of our strategy. So 
fundamentally, if we think about our global business strategy, it's centered on what we believe 
are strong secular tailwinds that are driven towards greater energy efficiency, productivity and 
environmental sustainability over time. We excel at reducing the energy intensity in buildings 
and industrial processes, reducing greenhouse gas emissions and reducing the waste of food and 
other perishable goods.  We also excel at generating productivity for our customers, and that's all 
enabled by technology. 

 
So our business portfolio that we have creates a platform for the company to consistently grow 
above-average global economic conditions over the long term, aided by the strong secular 
tailwinds that I talked about. We also have a great business operating system that drives our 
operational excellence, and it's a part of everything that we do.  It helps us consistently drive top 
line revenue growth, incremental margins and also free cash flow. 
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We also have a very good and experienced management team that I'm very proud to be a part of. 
Dave Regnery is here with me today, and we're going to take some questions from Andrew.  But 
we've got a strong management team, a great winning culture, and again, that makes our 
performance very sustainable.   So good products, good strategy, good markets and a great 
management team. 

 
We also have a good capital allocation strategy that's very dynamic, and we talk about that a lot, 
which basically has 4 pieces, which is continuous investments in our business, driving a strong 
and growing dividend, value-accretive M&A and share repurchases that, at a minimum, offset 
dilution.  But this all creates a differentiated business model that helps us grow shareholder value 
over the long term. 

 
So in 2018, our strategy helped us to deliver very, very strong results.  And we think 2019 is 
going to be a good year for us also.  In 2018, and I just have to smile when I say this, we 
delivered 13% organic bookings growth, 9% organic revenue growth and 24% adjusted earnings 
per share growth. So we successfully overcame a lot of material inflation, headwinds and tariffs 
with pricing and productivity.  This is all extremely important in, again, our business operating 
system in a model under which we operate.  We also drove improved leverage as we went 
throughout 2018, which gave us solid margin expansion throughout the year. 

 
So again, when we think about capital allocation, when we think about what that means to the 
business, again, investing in the business, last year, we invested about $350 million in capital 
expenditures, mostly related to footprint optimization and plant consolidation.  And we also 
deployed $1.7 billion between dividends, share repurchases and also M&A. 

 
I want to mention 2019, I know you get a lot of commentary as you go to conferences throughout 
the first part of the year.  Our end markets are generally healthy across the globe.  I'm not sure 
we can repeat 2018, which was phenomenal. But we entered 2019 with a record backlog in a 
number of our business units, and that came out of the exceptional bookings that I talked about a 
little bit earlier. 

 
We also believe that we're going to be able to effectively continue to manage inflationary and 
tariff-related headwinds to the business through pricing and productivity actions.  Again, we're 
going to continue to use the business operating system that I talked about. 

 
So combined with higher expected volumes, we expect to deliver solid leverage in 2019, 
improving margins and strong EPS growth over the year.  We'll continue to use our dynamic 
capital allocation strategy to deploy capital where it earns the best returns.  So again, organic 
business investments, dividends, M&A and share repurchases. 

 
We also announced earlier this year, again, a key strategic acquisition with Precision Flow 
Systems.  And the planned acquisition – so we have not closed yet.  We've announced our intent. 
It's going to combine 2 great businesses that provide highly engineered mission-critical solutions 
with strong brand recognition in the fluid management space.   The acquisition is something 
that's been on our radar and in our pipeline for a long time and we know that it's going to provide 



some good benefits to us in mission-critical applications for water, food and beverage, chemical, 
pharmaceutical, energy and agricultural end markets. 

 
PFS generates high 20s EBITDA, great cash flow and about 50% of the business comes from 
recurring aftermarket and replacement type of sales.  So again, it's an asset that we've been 
interested in for a long time.  We're very proud that we're going to be able to take on the business 
and – so great 2018, looking forward to 2019, very excited about our business, about our 
management team and our prospects for the year. 

 
And with that, Andrew, we'll be happy to take the questions that you have. 

 
 

 

Andrew Obin:  Well, it's special to have both of you here. So look, the first question – I guess, a 
couple of questions I'll ask you. So we have a company report a couple of days ago.  They 
highlighted slowdown in residential.  I think your former compatriots highlighted slowing 
residential market. 

 
And I know your backlog.  I totally understand that the question here is like I'm asking this 
question on the backlog, these backlog numbers. How do you see North America kind of 
playing out both on residential into 2019 and 2020 and also the commercial business?  Clearly, if 
you – any insights would be appreciated. 

 
David Regnery:  Yes, I'll start.  I would say on our commercial HVAC business in North 
America, we're seeing – for '19, we're seeing mid-single-digit growth.  I think we have strength 
in institutional, specifically led by education, and we're pretty confident that we'll see a '19 that 
will be in that level.  If you look at residential, new construction is forecasted right now, this is 
public information, but it's forecasted to be slightly positive for the year.  Keeps teetering around 
plus or minus 1. 

 
But the replacement market we see is – continue to be robust in 2019.  I think there's a couple of 
things that are happening in the replacement market that are a little bit different than you'd see in 
traditional markets and that being that the refrigerant is playing into that.  So if you think about 
older product that's out there, that's legacy refrigerant R22, the cost of that refrigerant has 
escalated significantly, so the replacement-versus-repair equation is changing. 

 
So for example, if you are replacing a unit that's 9 years old or 8 years old and you have to spend 
$600, $700 per refrigerant, you may change your mind whether to replace it versus repair it. 
And we're seeing some of that happening, so we see the replacement market, which is 
predominantly where we play, to be continued strength in '19. 

 
Andrew Obin:  And going into 2020, like how does the normal cycle play out, right?  Because 
the big debate of this conference, right, A, I mean the attendance is up so clearly I think the buy 
side is excited.  We had this long cycle of – I've been doing it for 24 years, 23 years. This cycle 
has been very different, right.  It's sort of it started off the bottom, we had a big rift. Now we 
had a slowdown. 
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Now we sort of have this resi slowdown where it sort of portends maybe we're going through 
recession except what you're hearing it's not that.  So how do you think this overall just the 
macro cycle plays out over the next 2, 3 years?  What gives you hope and what worries you? 

 
David Regnery:  I'll start, Sue, you could chime in.  Let me first by saying that if you think about 
– regardless of what cycle we're in, if you look at our business today versus where we were 
versus maybe when there was a downturn back in 2010-ish time period, our commercial business 
is fundamentally different.  We're no longer just a product business. 

 
We're now a great product business, a great controls business and a great energy service business 
and a great Service business.  So we've expanded our Service business.  We've expanded the 
space we play in, in the energy services area.  So we're much more resilient as a company in the 
commercial space.  As far as residential goes, I just kind of explained earlier that we see the 
replacement market being strong for a continued period of time. 

 
I mean, there are fundamentals that are different in the marketplace. What – we use to switch 
refrigerants in this space once every 20 years. Those cycles are becoming much more 
compressed as environmental concerns, greenhouse gas concerns are real.  And we're seeing that 
compression time being condensed.  And we think that's going to bode well for that replacement 
side of that industry.  I don't know, Sue, if you want to add anything. 

 
Susan Carter: Yes, I think, to Dave's point, as you think about our commercial HVAC and also 
the residential HVAC businesses, we talked about the piece of the business that is now service 
and different than it was, just the equipment exposure.  It's also the different geographies and the 
strength of the markets. 

 
So in commercial HVAC, we not only have a great North America platform, a growing European 
platform, which is performing well and growing, but we also have Asia on the             
commercial HVAC side that has really worked on product, on the distribution of that product and 
an overall growth strategy.  So I think we have some advantages from the investments that we've 
made in those businesses over time and from the direction that we've taken in terms of the 
service platform and really taking out some of the cyclical noise that may have been there many, 
many, many years ago. 

 
And on the residential side, again, I know there's some commentary that's been out there on very, 
very specific items.  We don't actually look at our business in terms of a stage or a month or all 
of that. We look at it over the long term.  And we think that our biggest exposure, because this is 
how we run our business, is the replacement market and I think that'll continue to be strong.  And 
I think we'll play in that very well. 

 
We've got some exciting products, and we continue to invest in the business. And we'll follow 
through with the digital aspects, introducing customers to more of what the value proposition is 
on residential through Trane Go and other aspects. So I feel really good about both pieces of the 
commercial HVAC and the residential HVAC business and I think our markets are strong, and I 



think our business is going to do well and grow faster than the end markets, whatever it is that 
they do over time. 

 
Andrew Obin:  So we'll touch on PFS later.  But I think one of the big themes in the space is 
consolidation.  And let me ask the question the right way.  How do you think about your 
positioning on specifically – the big debate is you have components, you have the assembly and 
you have control. 

 
So how would you assess your strategic positioning in each one of these areas? And clearly, you 
have the best distribution channel in North America, but maybe you can talk about compressors, 
controls and how do you see your strategy evolving. 

 
David Regnery:  Yes. So a lot in that question. 

Andrew Obin:  I know.  Sorry. 

David Regnery:  I'll start, Sue.  So first of all, if you think about... 

Andrew Obin:  I'm just excited to have you here. 

David Regnery:  If you think about the components that you need to be successful in the HVAC 
space, great products.  We've been investing hundreds of millions of dollars in our portfolio for 
an extended period of time, so this isn't a onetime event, in both residential and in commercial. 
Building controls, a little known fact is we've been investing more in our building controls than 
we have in our equipment over the last 7 years. 

 
So great building controls platform, wireless technology, leader in wireless technology and 
building controls.  Service, specifically in our commercial space, we continue to invest in our 
Service business.  Over 4,000 technicians on the road every day, so think about that. Our 
Service business continues to grow.  Energy services is a space that we're now – I wouldn't say 
we're getting into because we are over $1 billion in the energy services space, but a lot of upside 
in that particular area.  And then you talked about channel. 

 
And I would take it to a not only specific to North America but on a geographic basis, across the 
globe, okay, we have very strong channels and we made a lot of investments in that channel. 
You heard about the story of what we did in China specifically where we were going through 
distribution.  We've now augmented that distribution with direct sales force. 

 
We like to be close to the customers.  We like to understand what their needs are. We like to be 
able to sell our propositions and the value associated with energy efficiency and next-generation 
refrigerants.  So we're in a very good place, and I think Sue will tell you, I'll let her give her 
comments, but we don't really have to do anything in the consolidation area. 

 
Susan Carter: Correct. And I think if you think about HVAC consolidation, that's been sort of 
top of mind for lots of folks over the last couple of years. We do believe that, at some point in 
time, there will be HVAC consolidation.  However, we just don't need to do anything.  We're 



always interested in creating shareholder value, but we continue to invest in our business, in our 
business operating system and our people and we have a great platform and will continue to play 
that out. 

 
On the compressor side, also some thoughts around that in terms of consolidation. Again, we 
don't need to do anything. We're going to continue to run our businesses and invest in our 
businesses and our products and our overall portfolio for the long term. We really have a great 
strategy that, again, to the prepared remarks, gets at the sustainability and the strong, strong 
environmental tailwinds in both of our segments.  So I think it's really important that we and our 
management team stay focused on what we need to do, which is running our business on a day to 
day and we don't have to do anything on consolidation in HVAC or on the compression side. 

 
Andrew Obin:  It's a good position to be in. 

Susan Carter:  It's a good position to be in. 

Andrew Obin:  I don't know if there are any questions.  In the other room, we do have the little 
iPad.  I think people – does anybody have any questions because I have a lot of questions, but if 
people have specific questions – okay. 

 
So maybe talking about the industry, you do have – well, let's talk about – can you provide an 
update on the sort of the Mitsubishi JV, what's happening?  I've always – 2 of the industry's 
biggest players sort of form a JV and we just don't hear too much about it.  What's been 
happening?  Where is it going?  What's the financial impact? 

 
David Regnery:  Sure, I'll start.  But we're very happy with our joint venture with Mitsubishi. I 
would tell you we're in early innings, but now it's our 1-year anniversary.  So 1 year into this, 
we're – we couldn't be happier with the results that we've been able to achieve.  You think about 
Mitsubishi wanted to become a joint venture partner with us because of our strong channel. 
They have a very strong product portfolio in the VRF. 

 
Together, it's a great match.  I mean, we're now to the point where we're taking some of our 
controls technology on the connected building, bringing that into the portfolio.  We're leveraging 
some of our terminal products with the VRF products to create hybrid systems, which, again, are 
different solutions for our end customers.  I'll be real clear: the VRF market in North America 
and around the globe is a great product portfolio, but it's not right for every solution. 

 
And what we bring to the table is a breadth of a portfolio where we become product agnostic as 
to what the right product is. We're more interested in what's the right solution, end solution, for 
the customer.  And because we have this breadth of product, we're not just trying to sell one 
particular widget versus another. We go in with a more open mind as to what products will solve 
and satisfy the customers' needs.  So sometimes, it's VRF; in other times, it could be a chilled 
water system. 

 
Andrew Obin:  And where are we on VRF penetration in North America? 



David Regnery:  VRF market in North America, I'll start there, is probably between $750 million 
and $800 million.  The growth rate there is – we are seeing a growth rate that's greater than the 
market in total, but it's not at the 3 years ago or 4 years ago.  We used talked about growth rates 
in the high teens or maybe even in the 20s. That's come back in line.  It's still a healthy growth 
rate, though, maybe high single digits, maybe even double-digit rates. We have leading share in 
North America with our joint venture. 

 
Andrew Obin:  Okay.  Any questions?  Okay.  So can we just talk about Thermo King?  Can we 
talk about just what you're seeing by region and products, trailers, seagoing containers? 

 
David Regnery:  Sure, sure. 

 
Andrew Obin: And how much visibility do you guys have into 2019? 

 
David Regnery:  Sure. Thermo King, great business, okay, a little different than when I ran it 9 
years ago or 10 years ago, a very diverse business today, no longer just reliant on trailer product. 
I mean, this is a very diverse business, auxiliary power units, marine, truck, trailer, air.  It's a 
different bus. 

 
So it's a different business than it was 10 years ago.  As far as the robustness in the business, 
we'll start in North America, ACT, which is the organization that will give the forecast for trailer 
market, they're at 48,000 for 2019, a little slightly up from 2018's – like 2018's numbers.  A little 
bit dynamic that's happening in North America and it has to do with trailer manufacturers, so 
these are the manufacturers of the refrigerated trailers. 

 
Their typical lead time would be in the 3 to 4 months. That has stretched out to be like 9 or 10 
months.  So every time you order a trailer, you're going to order a reefer unit, a refrigerated unit. 
So our lead times, okay, our backlog has expanded tremendously in that building, 3x what would 
be the normal. So that's what's having us – so you asked about visibility in 2019. We have a lot 
of visibility on the trailer side. On the auxiliary power side, again, it's more about the 
manufacturers of the tractors themselves, Class 8 tractors, that's where you attach an auxiliary 
power unit to. 

 
Again, as backlogs go out, our backlog is going out as well just because we're constrained by the 
OEM's manufacturing either the tractor or the trailer.  So it's going to be a robust year in 2019 for 
that.  I think you'll see order rates, they won't be like you saw last year just because of the 
phenomenon of taking a backlog from 3 months to 9 months. That's not going to happen again. 
But we think that we'll have a strong year in 2019 in North America. 

 
In Europe, we're projecting it won't be as robust as it was last year nor will it be as robust as 
North America, but we'll have growth in Europe.  It's a little bit choppier there, a lot of noise 
right now with Brexit as to what's going to happen, and some people are holding off – they're not 
canceling, but they're certainly being cautious on investments. 

 
So it'll be choppy in Europe in 2019, but again, we see growth. And Asia is a relatively small 
developing market for Thermo King, but we'll see growth there.  I wouldn't be as concerned 



about the percentages just because it's a smaller market for us.  Sue, I don't know if you want to 
add anything? 

 
Susan Carter:  I do. So when you think about Thermo King, and we've got a couple of 
phenomenon going on here that are important, so as Dave described, we've got the phenomenon 
in North America with trailers and APUs really that is just exceptional.  What I don't want 
everyone to miss is how much we've diversified the business over time. 

 
So there used to be a theory on Thermo King that as North America went, that's how the business 
went.  It happens the North America trailer is really, really strong in 2018 and 2019.  But the rest 
of the business has been diversified and built for resilience. So while we've got that phenomenon 
going on, we also – the European business has nice margins, maybe some impact from 
whatever's going to happen with Brexit, and you're all probably much more attuned to that than 
we are. 

 
But strong growing markets across the globe, good product diversification between air, bus, rail 
and other opportunities for the business. So it's doing great.  It's got a nice backlog coming out 
of 2018 orders. And so while trailers and APUs are phenomenal, it's also a diversified business 
that has a lot of opportunities across its portfolio. 

 
Andrew Obin:  And maybe as long as we'll sort of just go into the Industrial business. 

David Regnery:  Sure. 

Andrew Obin:  What are we seeing in compressors?  I think Siemens got up, and it's probably 
not exactly apples-and-apples, but we had Siemens yesterday sort of highlighting maybe some 
weakness in short-cycle industrial demand.  I think the message has been somewhat mixed, I 
would say, between your, I would say – I think American companies are more positive than 
European companies, not surprising.  But what do you guys think of the industrial side? 

 
David Regnery:  Yes, I think you've got to go around the globe.  But North America, we see low 
to mid-single digits for our compressor business.  It won't be as robust as it was last year, but we 
see positive growth and we're confident in what will happen in North America. Europe, we're 
much smaller in Europe, okay? So we do not see the robust growth in Europe, although we think 
it will be positive. 

 
But again, our portfolio is quite a bit smaller in Europe versus our competition and as compared 
to our North America business.  And in Asia, we have our eyes wide open, okay?  Our business 
in Asia did exceptionally well in 2019 – in 2018. We see growth in 2019, but we certainly have 
our eyes wide open to – as we look at our pipeline of orders, so this is before it actually gets 
booked, we have a very sophisticated way of understanding where we're quoting and what that 
activity looks like. 

 
We are seeing some, I won't say cancellations, but certainly some pushouts of decisions in China 
specifically.  And we have our eyes wide open. The good news is those orders haven't been 
canceled. The bad news is we haven't closed them yet either. 



 

So we're just watching that pipeline and will be – we'll watch that all year long.  But again, I 
don't see it as a – it's not a negative, okay, but certainly slower than what we've seen in 2018, 
which, as Sue said, was a very robust year for us specifically in China within our air compressor 
business. 

 
Andrew Obin:  And just in China... 

 
Susan Carter: Can I interject just one other thing on our compressor business specifically, which 
is another area of strategy and focus for us has been on growing the service portion of that 
business and connectivity.  And that also helps our business be resilient.  It is growing.  It is a 
focus area for us and it's something that it isn't just an equipment business anymore.  I want to 
say compressors is 40% service and aftermarket, which gives a little different view for Ingersoll- 
Rand. 

 
David Regnery:  Yes.  And on the Service side, we were always very strong in North America 
and we're actually expanding upon that.  We've taken some of the great learnings in North 
America and brought them into other regions of the world.  So our Service business in our 
industrial compressor business is growing on a global basis. 

 
Andrew Obin:  And what's in your exposure in China?  Which industry's grown in strength and – 
with Huawei right now? 

 
David Regnery:  Yes, I mean, certainly, the – any chip manufacturers are certainly being 
concerned as to what they can export into – anyone who's exporting into the United States right 
now is certainly – they're not really looking at expansion. They want to understand what's going 
to happen with tariffs and what the next step is. 

 
Andrew Obin:  And your business is driven by capacity addition side or – in China? 

 
David Regnery:  Capacity as well as replacement and service, as Sue said, so it's not just one 
dimensional. 

 
Andrew Obin:  So it's just all Industrial production. That's where the Industrial exposure? 

 
Susan Carter: Yes. And I think if you looked at our Industrial businesses in general and looked 
at the end market exposure, first of all, it is just an amazing array of end markets that we're 
exposed to.  So there weren't big chunks of the market, they're all important.  And as Dave said, 
chips, semiconductors, electronics might be exposures, but there's a whole rainbow of end 
markets that are available and other opportunities for us in the business. 

 
Andrew Obin:  So any questions?  We do have a question. 

 
Unidentified Participant:  Just thinking about you focusing on service, and my understanding of 
service carries lower margin, I guess what can you do to get to those 15% margins?  What would 



be the step function to get to those rates?  And what's been holding you back just thinking 
about... 

 
Susan Carter:  Right.  So we're talking about 2020 targets and margin expansion.  Let me 
broaden out how we're thinking about the 2020 targets that we put out in 2017. First of all, the 
revenue growth in all of those targets was in the 4% to 4.5% range and we're obviously going to 
exceed our revenue growth targets.  If you think about our earnings per share world, so going to 
exceed the 11% to 13% earnings per share growth that we've put in there and also cash flow over 
the period is also going to be greater than 100%. 

 
So lots of good things happening on those margins.  If you think about operating margins 
specifically, which is what you asked about, Anna, I think what's different from 2017 is what 
has happened on commodities and material inflation, more impact on the Climate side of the 
business than the Industrial side.  But some pretty strong headwinds, we've been able to offset 
that with pricing and productivity, but there has been a lag in that. 

 
And then we've grown service in other areas of the business to actually continue to grow margins 
with some difficult headwinds on, again, the commodities, tariffs and that whole environment. 
So we'll continue to grow that. I think we're going to get to the targets. What would be helpful, I 
guess, as we look at 2020 is if the material inflation sort of flattens out and the noise on trade and 
tariff goes away.  But we have a good business operating system. 

 
We address a lot of different elements. And as I said, when you think about the revenue, the 
earnings per share and the cash flow generation of the company, we're really, really doing a great 
job.  And on the operating margins, we're growing and we're offsetting a lot of the different 
headwinds that are happening, so I feel really, really positive about our opportunity to continue 
to grow margins in spite of some pretty difficult environments on the operating margin side. 

 
Unidentified Participant:  But you do feel that 15% structurally you can get there, so... 

 
Susan Carter:  I think we can.  Like I say, I think to get there in the short term, we really hope we 
can continue to see what we saw in 2018 with material inflation in the trade and tariff pressure. 
Again, we have a business operating system that allows us to get pricing, but we really could use 
some help in that area to get to the 15%, but there's no reason that we can't. 

 
Andrew Obin:  Anybody else?  So let me ask a question.  One of the most sort of amazing parts 
of the story in the past several years has been market share gains in the HVAC side.  I think your 
competitors have noticed that. Some of your competitors are building plants and trying to chip 
away your market share.  So can you just talk about sustainability of all the hard work that 
you've done over the past several years? 

 
David Regnery:  Sure, yes. 

 
Andrew Obin:  And what you're seeing in terms of market share dynamics. 



David Regnery:  Yes, it's a great question and I would – I often get asked the question what 
changed, right, and I would tell you it's not one thing that changed.  It's a series of things that 
have changed over the last 6-plus years.  It's investing in the channel, it's investing in the 
product, it's investing in our people, it's having a great service organization, it's having a great 
controls portfolio for building controls and being able to pull product with your building 
controls. 

 
It's having an energy service business where you could go win and conduct audits of buildings 
and save customers real energy costs and have them become greener for tomorrow's next 
generation to live on this earth.  That's all part of it in the pull-through that comes through. As 
far as sustainability of our market share gains, we're – this is a long-term venture. We don't – 
we're not like 1 year investing $0.5 billion in product development and the next year turn it off. 
We've sustained that investment over a period of time and now you see the portfolio of product 
that's being turned out. 

 
We have a very fresh portfolio of products and it's leading with energy efficiency, it's leading 
with next-generation refrigerants.  And the value prop to the customer about being green and 
being more efficient, there's a lot of stickiness associated with that. When I was – when I first 
started at Trane back in 2011, I think we had 5 new products in the pipeline of our R&D 
development.  Today, we have so many products that it's almost hard for me to keep track of all 
the different products that are being developed right now. 

 
And a lot of that has to do with the sustained investments, a lot of that has to do with our 
operating system where the churn, what it takes to put a new product into the marketplace, the 
market segmentation maturity, so you know exactly where to target the market and why you're 
inventing that particular product for a solution to the customer, we've gotten really, really crisp 
on that over the years.  So I don't anticipate our share going backwards, for sure. And think 
about our product growth teams, okay? 

 
Our whole business is organized around product growth teams. They have 2 metrics, okay, 2 
metrics: margin expansion and market share gains.  Margin expansion and market share gains. 
And we've taken the complexity of the decision-making.  It's to that product growth team, which 
is specific to a particular product, they make those decisions because they're closest to the 
customer. 

 
They understand what are the drivers that are going to help them achieve those 2 goals. So you 
take all those little steps in all the portfolio and it boils up into a very successful business. And 
that's what you've seen from our Trane business over the last 6-plus years. 

 
Andrew Obin:  M&A? 

Susan Carter: M&A? 

Andrew Obin:  So just can you talk about the PFS deal and why did you choose the deal over 
buybacks given where the stock is and given the runway for the company? 



Susan Carter:  So on the M&A pipeline side, the first thing that we're going to look at is going to 
be does it fit in the strategy and does it fit in the overall growth of the business, and Precision 
Flow Systems certainly does.  It has been on our radar screen for a long time as Dave would tell 
you back in 2007, '08 and also as it came out of United Technologies in 2012. So this is 
something – we have a Fluid Management business. 

 
It's a small platform that is a great business, and this business has terrific, as I say, high 20s 
EBITDA margins.  So it's been on the pipeline.  It's strategic.  It's got great margins, great cash 
flow and it fits very nicely into our overall sustainability and strategic platforms. So when you 
think about that, it is an asset that: one, has been on the radar screen; two, fits into the sweet spot 
of strategy; and three, to be honest, it's one of the bigger pieces that could be out there in terms 
of building on that Fluid Management platform, and it wouldn't be there if we weren't bringing in 
the portfolio. 

 
Having said that, we did do the analysis of doing an acquisition versus share buyback. We did 
$1 billion of share buyback last year and we've really had a focus on creating the shareholder 
value. This creates a good long-term earnings and cash flow stream and we really like the asset 
and have had our eye on it, and so it just made really good sense to us and still makes really good 
sense. 

 
Andrew Obin:  And then just last question, so what does it mean for buyback in '19 and '20? 

 
Susan Carter: Our capital allocation strategy isn't going to change.  Our balance sheet is in great 
shape.  It's very strong.  We are a good cash generator, so we're going to be able to continue our 
entire capital allocation strategy of investing in the business, increasing dividends, the earnings 
rate, doing some M&A that fit into the strategy as well as doing some share buyback. So it 
doesn't change the capital allocation strategy.  Again, strong balance sheet, strong metrics and 
good cash flow generation. So we should be just fine. 

 
Andrew Obin:  I think we're out of time. Thank you for being here. 

Susan Carter: Thank you. 

Andrew Obin:  I always appreciate it. Thank you very much. 

David Regnery:  Thanks, Andrew. 

Andrew Obin:  Hope you'll be back again. 


