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Moderator: Dave Regnery is with us. He was appointed EVP for Ingersoll-Rand in September 2017. 

As EVP, he has responsibility for the financial and operating performance of both 

Climate and Industrial. You've got your hands full. It's all good. You served as president 

of -- prior to this, you served as president of HVAC Commercial for North America, 

Europe, Middle East, and Africa, and basically worked in nearly every business in every 

region over a period of time. So, Sue Carter joined Ingersoll in 2013, September of '13. 

You joined from KBR, which I still cover, but anyway, so Sue and I have a long 

relationship.  

 

 So maybe the best way to start, guys, as I kind of walk over, is just if we talk about the 

recent trends in the business, obviously they've been very, very good. And HVAC has 

been growing basically twice as fast as we've seen it over the last couple years in the last 

year, and I know your growth is now about -- you're guiding to about half of that as we're 

in 2019. But maybe talk about why HVAC has been so strong for you guys. What are 

some of the drivers there? 

 

Dave Regnery: Yeah, I don't think it’s one element. It's a series of events that have enabled that, so I 

think it starts with great investments in our product portfolio, great investments in our 

controls portfolio, building out a service organization, and in certain regions of the world, 

building out direct sales forces, so specifically in China, where over the last 24 months 

we've added roughly 300 account managers. And we built this direct sales force and we 

still kept our existing distribution network, so we augmented the distribution network. 

And if you think about the long lead times it sometimes takes to sell to a customer and 

the influencers like engineers, architects, becoming basis of design, that's why we 

adopted the direct sales strategy in China, and we've had great success there.  

 

 I think about our European business, totally transformed the business; reinvented the 

portfolio. I think every product that we sell in Europe has been invented in the last three 

years, so the product is very fresh. It's an exciting business for us.  

 

 The other thing I think we also did in the HVAC world, especially in the commercial 

HVAC world, was we really took a leadership position with refrigerants, and we didn't 

wait for regulatory authorities to say, here's a particular refrigerant that has to be adopted 
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or here's an efficiency level that needs to be achieved. We rather took the forefront and 

said, we're going to adopt these solutions, we're going to create these solutions, we're 

going to engineer these solutions, because we know we have a customer base that is 

asking for them. So it's a series of events that have taken place. It's been an exciting run 

for certainly the last seven or eight years, and we see our business in a great position for 

the future. 

 

Moderator: And Dave, just to stay high-level for a second, what are you most excited about? You 

named a bunch of things. What's the next big thing for Ingersoll? 

 

Dave Regnery: I get really excited about where we're going in the energy space, and I think about -- it's 

funny you asked the question. When we went to the AHRI show this year, we went there 

and we had a booth that really just demonstrated our capabilities around controls and 

around energy management. And I think in the past, you'd have us with a booth that 

would have a lot of equipment on it and a lot of hardware, where today that's almost like 

we have that in our portfolio. Right now it's about developing solutions for the customer, 

connected solutions for the customer, where it's really about the whole energy play for 

that customer. And in the past we used to talk about our service business being deployed 

when a piece of equipment needed to be fixed. Today, we talk about deploying our 

service technician when a building is not performing to a designed state. It's a totally 

different mindset as to where we're going with the energy space. So it's really exciting as 

to what we see in the future. 

 

Moderator: And the opposite end of the spectrum, there's still some naysayers out there on China 

HVAC, as you know. So what's interesting obviously is the last couple years, you've 

talked about going to this direct service model and then the service sort of attachment that 

you can get to that. So maybe talk about the evolution of that, why maybe you can just 

kind of plow right through this slowdown maybe in those greater China -- 

 

Dave Regnery: Yeah, the direct sales force gives us the opportunity to create that relationship all the way 

through the selling process. So if you think about it, you're calling on architecture, calling 

on engineers, you're calling on end users, and we've designed a process there where we 

have touchpoints all the way through with that customer. So now, in China specifically, 

we install a product, we've designed it so that will have multiple touch points with that 

customer all the way through until that particular product is out of a warranty period. And 

then at that point, we define our linkage rate, which is can we get attached to that 

customer with a service agreement within 30 days. We've already had several 

touchpoints, they know who we are, they understand the value proposition, and we've had 

some great success with developing that linkage. 

 

Moderator: Could you tell us what the attachment rate is now? 

 

Dave Regnery: The attachment rate in China, we're seeing it's right around the 60% range. And I would 

tell you probably three or four years ago, that was less than 50%, that rate. And it really 

has to do with the direct account managers understanding who the customer is, building 

that relationship, showing the value of service agreement, and really selling it all the way 

through that process. 

 

Moderator: So, Mike always starts his earnings presentations by saying Ingersoll's at the cross-

section of sustainability, energy, efficiency, global megatrends, right? And so I always 
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struggle a little bit with how much of the business is cyclical versus secular, and it does 

seem like maybe there's a little bit of change in terms of maybe a little bit more secular 

tailwind because of sustainability, energy efficiency, and you mentioned refrigerants. So 

when you look at these trends, how have they impacted Ingersoll? Maybe talk about 

because of more awareness around sustainability, has that helped your European 

business, for example, which you mentioned. 

 

Dave Regnery: Well, for sure, it has. I mean, in Europe, it becomes a little bit more regulated on 

refrigerant side. But I just think if you think about where we are and if you think about 

HVAC equipment, you think about HVAC equipment in a building, you think about the 

energy consumption that it represents, which is about 40%, and you think about lighting 

or probably you quickly get over 50%, you think about what we've done in building 

controls and being able to control those and make them work in a systematic way, we 

know that when we go in and audit buildings, we're able to save 30 to 50% of their 

energy cost based on the vintage of the equipment that's there. That's a proposition that, I 

won't say it's easy, but certainly, customers understand quickly. When you bundle that 

together with the whole greenhouse gas reduction and the sustainability, it becomes a 

very, very compelling story in the HVAC world.  

 

 But I would tell you that Mike says we're at the crossroad, it's not just HVAC. I mean, 

you think about our Thermo King business, a very diverse business now, but really it's 

perishable goods and how do you ensure the safety of that perishable good in the most 

efficient way of delivering that to the end user? So it's more than just the HVAC space.  

 

Moderator: Got it. And then Mike also has mentioned very recently that you're on track for your 2020 

targets, but in a different kind of way. You're going to do higher growth, be a little low on 

margin in Climate. So, basically, do you think you could still do the margins you've 

talked about in the Climate business? I think it's 15.5% as the goal for 2020. I'm not 

talking necessarily about '20, but in general is that still a capability of the business? And 

then the 15% in Industrial that you've talked about as well. Sue, maybe this is a good one 

for you. 

 

Susan Carter: Yes. The answer is yes. So when we talked about that we'll get to the 2020 target but 

perhaps we'll get there a little bit different way, obviously our revenue growth has been 

outsized and has exceeded the 4 to 4.5% that we've put into those targets, and our 

earnings-per-share is actually ahead in terms of the growth rate of what we said. But 

when you think about the businesses and specifically to the margins for the segments and 

the 16.5% on Climate, what has to really happen for you to attain that? So the answer is 

yes, it is attainable, but what you need is you'd have to have the really intense material 

inflation that we've seen all through 2017 and 2018 abate. Yes, we've covered it with 

pricing, but you really need the material inflation to come back and have our productivity 

and our other business operating system metrics operate in the same way that they have.  

 

 We've seen the industrial margins expand in each year and expand significantly based on 

the restructuring that they did. So they're going to get to the targets that we set out. So 

like I say, we're overcoming material inflation, we're overcoming some of the other 

geopolitical and economic areas that have happened, but we've got great growth, we're 

still investing in our business in exactly the same way as we laid out, we're still 

generating great cash flow, which will also be on track for those 2020 targets. So it's still 
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a great story and we expect to get there. But like I say, we could use a little help on the 

Climate side with commodity and material inflation and tariffs and all of that. 

 

Moderator: So let me respond to that, Sue. Obviously, if the 25% tariffs come in, all bets are off for 

everybody. But let's assume that that doesn't happen. You did 40 bps to positive price 

versus cost, which was a positive surprise, and I've asked you before. I mean, if you go 

back to '16, you had a big number for price versus cost. And obviously, it's a different 

world, but at the same time the tariff escalation has been very visible, right, so the whole 

industry has really been able to price pretty well, and now the commodities are off a bit, 

and we know there's a lag. Maybe it's a two-quarter lag, but as we're sitting here in the 

second half of the year, shouldn't price versus cost be a pretty significant tailwind, all else 

equal? 

 

Susan Carter: So here's how I would think about that, Andy. I would say that particularly with all of the 

tariffs and the trade discussions, we're going to do our pricing with what the actual costs 

look like. So if the additional tariffs come through, our pricing will follow that. But what 

we wouldn't do is if the tariffs don't go to the next level on the next 200 billion, we 

wouldn't just continue to increase price. What you saw in 2016 that you referenced is that 

in general, this has been an industry that doesn't give up price once you've established it, 

so when the commodities went down, particularly copper and steel in 2016, we didn't 

give back the price, and therefore you had this really, really large outsized, I think it was 

110% spread between price and cost. Our general average and what the operating system 

would call for is that you'd have the 20 to 30 basis points of positive spread between price 

and between cost, but generally we don't give up price once it's been established. 

 

Moderator: I'll take that as maybe. So let me ask you, Dave, about product growth teams. So you 

don't get that question that much anymore, I noticed. Like we used to get a lot more about 

these PGTs, but they're sort of the innovative lifeblood of the company, to a certain 

extent. So maybe you can talk about sort of what they're up to these days and what kind 

of extra growth you're getting from them. And I'll sort of go back to, again, the last 

analyst day you had, you talked about things like APU outperformance or digital 

outperformance, these sort of things that lead to extra growth on top of the sort of CAGR 

that you told us about. It seems like those have come to fruition. Is it from these PGTs, or 

what's going on? 

 

Dave Regnery: Yeah, I'll go back to when we started product growth teams. I think we had six that we 

called model product growth teams in the company, and we tracked them and we quickly 

realized that they were growing 2x the rest of the company. So product growth teams 

today are how we operate. 

 

Moderator: The whole company is a product growth team. 

 

Dave Regnery: Well, it is, but it would be a little too broad. But they're at the product level, they're at the 

service level, they're understanding what customers' needs are, they're understanding 

what's critical to grow and expand margins. And it's very simple metric that I look at for 

our product growth teams: Are you gaining share and are you expanding margins? And if 

you're doing both of those, I know it's working pretty well. I would tell you that the 

pipeline of new products is robust. It's probably never been fuller. The execution on that 

pipeline -- and when I say execution, is the speed at which those products are coming on 

the market. It's continuous. Product growth teams is really, I think you could see the 
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success, but you'd see the success at our total company from all the growth that we've 

seen, and the margin expansion that we've seen.  

 

Moderator: So Dave, you mentioned Thermo King, and I definitely don't want to ignore it because it's 

a decent part of your business. And so, you've continually suggested that 2019 would be a 

good year. You have good backlog coming in into the year. But I do get sometimes 

pushback from investors around it being a pretty cyclical business, and they follow the 

Class 8 market, they start worrying about trailers, so on, right? But Mike has said a 

million times that it's much more diversified now and it's going to act well even if things 

were to slow down. So if I look over the next couple years, not just '19, but '19 and '20, 

maybe sort of tell us why we should be excited about Thermo King during those couple 

years. Is it not as cyclical as it's been? 

 

Dave Regnery: I think when Mike's with me, he says it's not as cyclical when Dave ran it, because I ran it 

about 10 years ago when it was down considerably. I mean, that business is so much 

more diverse than it is today. You think about the APU, you think about what we're doing 

in Air, you think about what we're doing in our truck products, what we're doing with the 

electric truck products, what we do in the rail space. We're very diverse. What we're 

doing in Boston, North America. These are segments that you think, well, okay, they're 

small, they're 100 million, $150 million each, and they were much, much smaller in the 

last downturn. So this is a business that today is much more diverse, I'd say that. 

 

 Second of all, I would tell you that, yes, we had a great order intake in 2018. We have a 

very strong backlog going into 2019. If you listen to ACT, which is in the North America 

market, the size of that market, they actually sized the market larger in '19 than they did 

in '18. We're pretty bullish that that's going to continue, and we have lots of new 

innovation that's coming in there. The whole being connected to the asset and providing 

value to the customer, we see that as a whole other opportunity that's really now just 

starting to get a lot of traction. It's been in Europe for a while, it's now expanding quickly 

in North America. APU, we don't see going away. In fact, we were really, really good at 

the refrigerated transportation companies. We've now gone out and hired a direct force to 

actually target the dry fleets, and we're getting a lot of attachment rate there, so we think 

that market just expanded just on who we're calling for. And then the truck product and 

some of the acquisitions we made in Europe, taking that technology and deploying it to 

other places, we're very bullish on our business. 

 

Moderator: Yeah, so I think you're probably referring to Frigoblock, which is one of the businesses 

that you bought. So you mentioned European transport as maybe a watch point as we 

look at 2019. I mean, you have low to mid-single-digit growth to the overall Thermo 

King business. So how should we look at Frigoblock's contribution and how do we look 

at European transport in general as a watch item? 

 

Dave Regnery: Yeah, I think in Europe the market is growing. It's not as fast-growing as it is in North 

America, for sure. There is other dynamics that are having some impact on that, like 

Brexit and what's going on in Russia, for example. Okay, there's some dynamics that are 

helping there, that's why we have a watch on it. As far as Frigoblock is concerned, it's a 

brand that we use, it's a very successful brand. It's a great product, but it's also technology 

that we're deploying globally, right? So think about as different regulations come into 

effect where you have to be able to understand exactly where a fleet is positioned and 

noise levels that are required, you need to quickly be able to change units from diesel to 
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electric and have alternator capabilities to do that. So, for example, if a vehicle is going 

into the City of London, there's no diesel engines there, okay? You need to be able to 

have that in an electric mode or a very low DB mode. So we see those are all capabilities, 

and we also see that as an expanding pie as to where we play and some of the value that 

we can provide to customers. 

 

Moderator: So just in the HVAC, I do want to open to the audience in a second, but I've been 

positively surprised by the North American commercial unitary HVAC market. I think 

it's been maybe a little stronger than I would've thought. Institutional doesn't surprise me 

because it's very late cycle and you guys are very good, but unitary has held up maybe 

better than I would have thought based on sort of being the retail-focused market. So 

maybe talk about some of the trends you're seeing in unitary when it comes down to it. 

 

Dave Regnery: Yeah, retail-focused -- I would say commercial office building-focused, okay? 

 

Moderator: Retail, office building, yeah. 

 

Dave Regnery: And if you look at occupancy rates and where they are, and they're still very high. I 

mean, the market may not be growing as fast as it did in the past, but it's still at a very 

high level. So unitary is holding up nicely. 

 

Moderator: And your business is replacement-focused. 

 

Dave Regnery: Exactly. And where I was going to go is the replacement side of that is still very strong 

for us. 

 

Moderator: Are there any other sort of niches in unitary that are growing fast? Sometimes I hear 

about like discount stores, that kind of thing, where maybe DIY, like these kind of niches 

that sort of improve the unitary business. 

 

Dave Regnery: Unitary -- and depending on how you define the product, you could -- there's a piece of 

VRF on the ductless side or the mini-split side that certainly there's applications for. 

There's nothing I can call out as being a specific vertical. I would tell you that in the 

commercial space, which data centers is still a space that's got tremendous growth and 

tremendous upside. 

 

Moderator: And shifting to institutional for a second, one of the things that Mike has talked about a 

couple other projects for a while now, and you just booked a $200 million project. So 

again, this goes to whether this business is maybe a little less cyclical. That project is 

going to be four years long, right? I mean, he talked about another couple that are out 

there, smaller but better out there. But it seems to me that there's more of these kinds of 

things, like even bigger, chunkier projects. Yes, you have to sort of promise a certain 

amount of efficiency and stuff, but that's what you guys are good at. So is that reading too 

much into this, or is that how the institutional market is starting to shape up? It's the 

bigger price in general. Yes, 200 million is outsized, but generally speaking, projects are 

a little bigger, they're longer-lasting, you provide the efficiency, they give you the cash. 

 

Dave Regnery: Yeah, I would answer it a little bit differently. I would say that there's a lot of projects out 

there around energy, right? And becoming more sustainable for a campus. And that's the 

essence of some of these larger projects, is they're all based on energy, they're all based 



Citi Investment Research 2019 Industrials Conference 

February 21, 2019 03:00 PM EDT 

Conference ID: IR 

Page #7 

 

 

 

 

 

 

 

on being more sustainable. Not all of them, but a lot of them are. We're seeing a lot of 

traction there. We're seeing a lot of traction in the higher ed. space, and kind of a unique 

phenomenon that we're seeing there is the mechanism for funding. So you think about it, 

in the past, it would be an institution would go out and float a bond. Well, we have some 

higher eds. that are actually using endowment funds to fund the energy products because 

the return you can based into that is quite accretive to the funding, and they get the 

projects done in a more expeditious fashion. So it's actually an exciting space. But I 

would tell you, these larger projects are all based around energy, right? It's an energy 

play, and it's being able to help the customer with their energy needs and be able to cut 

their energy costs, which then turns into a sustainability effort. 

 

Moderator: I think of a lot of these schools as having hundred-year-old buildings and really 

benefiting from the energy savings and all that. Is there any way to sort of measure the 

penetration of this stuff? In other words, to think about how many schools are just in the 

US that need this kind of -- you can go in there and pitch it. Just seems like it could last a 

while, if I think about it that way. 

 

Dave Regnery: I would say we're at very early innings on the energy play, and I'd tell you that you're 

right. You think about commercial buildings, you think about in the broadest sense, north 

of 5 million, okay, there's lots of opportunities. And we know that when we go in and 

audit buildings, depending on the vintage of the equipment that's there or the controls that 

are there, we're able to quickly save 30 to 50% in energy costs. So it's a very rich 

environment. That's what I said, we've have migrated from, we're a great HVAC 

company, we have great building controls, we have great service -- we have this energy 

business that's very dynamic and very compelling. 

 

Moderator: Is it the same opportunity in hospitals or is education number one? 

 

Dave Regnery: Oh, absolutely. Oh, no, absolutely. Absolutely, we do a lot of ESCO work in hospitals. 

 

Moderator: Questions from the audience. Any questions? Go ahead. 

 

Unidentified Audience Member: You mentioned a little earlier cross-pollination of technology from one region to 

the other. So just in light of your JV with Mitsubishi, how do you see VRF becoming 

adopted in North America and what kind of inroads are you making? 

 

Moderator: Sure. VRF penetration. 

 

Dave Regnery: Yeah. I mean, VRF in North America, there's varying numbers out there, but let's just say 

the market is probably in the 750 to 800 million range, okay? Five years ago, that market 

was growing north of 20%-plus per year. I think that growth rate is still -- it's morphed 

down a bit, so it's still a high growth rate, but it's certainly not at that 20% level. We are 

very, very happy with our performance in the JV to date. It's early days, but Sue just 

reminded me that early days are now a year old, so maybe it's not so early. But we're very 

happy with our partnership with Mitsubishi.  

 

 I would tell you that because of the breadth of our portfolio, VRF is a great efficient 

solution. It's not for everywhere for everything. And with our breadth of our portfolio, 

we're able to help the customer with the optimal solution for their particular application. I 

think that's what's a little bit different than if we were just out there selling VRF by itself, 
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we would try to fit that into applications that the end customer may be a bit disappointed 

over time. We have a breadth of a portfolio that we can kind of make sure that it's fit into 

the right application. So we're very bullish on our JV, great first year, and we know we're 

going to have success in the future on it. 

 

Moderator: Other questions. 

 

Unidentified Audience Member: So there's been a fair amount of change in the industry over time, competitors 

and (inaudible) with Carrier (inaudible). How do you see the competitive environment 

change today versus in prior cycles, and how do you see the industry evolving as it 

relates to things like energy efficiency? 

 

Moderator: Evolution of the competitive cycle. 

 

Susan Carter: Well, so I think one of the things that we've talked a lot about with different groups as 

we've gone through today is a lot of times that question has a genesis in does HVAC 

consolidation take place and what does that mean for your company. And what we've 

said for quite some time is that we don't need to do anything other than continue to 

operate our business, invest in our products, serve our customers, and move forward. So I 

think that's the best way for us to think about that. But when you think about industry 

consolidation in that competitive landscape, sometimes it gets a little bit blurry. So if you 

think about the global competitors, the big global competitors are going to be JCI, 

Carrier, United Technologies, Daikin, and ourselves. And so, none of those consolidation 

plays can take place without some divestiture of products and services, because 

everybody's going to have regulatory type of issues as you go through that.  

 

 So, again, big piece for Ingersoll-Rand is we don't need to do anything. If something 

happens within the space, there will be divestitures and maybe we're a recipient of some 

of the divestitures, but we're really proud of the growth that we've been able to achieve, 

the investment that we've made in our products and our people, and the way that we've 

served our customers. So I think that's the long and the short of it. 

 

Dave Regnery: Yeah, and on the competitive side I would tell you that they're all strong competitors, and 

I think that helps make the HVAC industry a great industry. And we haven't seen 

anything really different from them as far as behavior that I would be able to call out 

that's different than what we've seen in the past. 

 

Moderator: Other questions? So, Dave, Precision Flow Systems. Why is flow control a space you 

really want to be in versus buying more core HVAC? 

 

Dave Regnery: You addressed it to me, so I'll start. First of all, we have a precision flow business today. 

It's called ARO. And we've been highlighting for years that that's a space that we're very 

interested in. 

 

Moderator: That, I know. 

 

Dave Regnery: It's very high EBITDA margins and it also fits into our technical sell capabilities. It ties 

into our sustainability around water and water as a scarce resource, being able to purify 

that. And I would also tell you that we've been following Precision Flow Systems for a 

number of years. In fact, back in 2008 I actually ran our ARO business and our tool 
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business, and I was looking at it back then, it's just we couldn't unleash it from UTC as 

we wanted it. We didn't want some of the other pieces that they wanted to sell with that. 

So we passed on it, but when that asset became available, we're very, very happy that we 

have that, or soon to be have that in our portfolio. It's going to give us scale. We're going 

to be a $550 million Precision Flow Systems business. It's going to be serving critical 

applications. There's a technical sell. We've got a breadth of portfolio, and it's got really 

high EBITDA margins. 

 

Moderator: Dave, you know that business well obviously, right? So a lot of us cover flow, and what 

we worry about in flow is pricing and cyclicality. So maybe if you could just address, 

does the business have the ability to price, like the core HVAC business or Thermo King, 

and how would you compare the cyclicality of the business to core HVAC, Thermo King, 

compressors. How would you compare it to the rest of your business? 

 

Dave Regnery: I think that if you go back in time and you look at the markets that they play in, the 

EBITDA margin has been high over time. It's not a business where you've had these 

massive dips and not being able to price accordingly and be able to maintain those 

margins. This is a business that has continuously actually increased its EBITDA margins, 

and we have lots of initiatives. One of the benefits that we're going to bring to the 

businesses, they've already started an initiative around their whole pricing. They had an 

external consultant help them with that. We're kind of like five or six years down the road 

from that, so we're going to be able to plug that into our operating system and really help 

them expand that much faster than they would have been able to do on its own. 

 

Susan Carter: I think another piece of it, Andy, is just the amount of the business that is serviced 

aftermarket and like-for-like replacement, 50-50. That really helps the business over time. 

There's opportunities for growth in the business, whether it's geographies, whether it's 

using our tools and systems, whether it's new products. So the business is solid, it's got a 

nice management team that comes along with the business, but it also has those core 

pieces of a big service and aftermarket piece of the business compared to the OE, and I 

really do think that that gives it some protection just like it does all our other businesses 

over time and through the cycles. And we can see that when we look back through the 

business over even the last 10 years. 

 

Moderator: I just realized that it's been 30 minutes and I only asked you one industrial question so 

far, so I've got to ask you a couple more here. A lot of people ask about the Chinese 

compressor uncertainty, but let me ask you a different question. LNG, as you know, has 

really started to ramp up in terms of FIDs, and you do have this compressor business, this 

Cameron business, which you've restructured, and is maybe a little underutilized still, but 

you've gotten some bigger orders. Does the order inflection there really start to pick up 

here in that Cameron business and does that help your industrial margin? Then we'll get 

to the Chinese compressors. 

 

Susan Carter: I think it's a matter of being in the pipeline and quoting activity versus actual projects at 

this point. As you and I know from our previous experiences, this is a great piece of the 

business. So like I say, I think it's got some healthy pipeline and quoting activity. We 

haven't seen that translate into orders yet, but there are some good pieces out there that, 

as you talk about, there's some LNG that's starting to happen, and there is a light at the 

end of the tunnel in those markets.  
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Moderator: Sue, do you know the gestation period for you guys? So like if I see an FID on Golden 

Pass a couple weeks ago, when would you get the order? Is it sort of 6 to 12 months out, 

something like that? 

 

Susan Carter: I don't honestly know, but it's something we can find out for you. 

 

Moderator: Sure. And then just to Chinese compressors. Mike's been worried about it, but it doesn't 

seem like it's impacted the business that much, at least from what we can tell on the 

outside, because bookings and revenue were still up 6%. That doesn't seem too weak to 

me. 

 

Dave Regnery: Yeah, there is one Mike's a little concerned is because we're seeing our pipeline push. So 

we're pretty sophisticated in how we look at our markets. It's not just about the bookings, 

it's about what the pipeline is and how that pipeline is moving through the pipe, okay? 

We've seen some orders push which then got canceled, which is a good thing, but we've 

seen some orders get push and we've just got our eyes wide open as to our business in 

China. I would tell you that our business in China, from the CTS standpoint, has 

performed exceptionally. You spoke about Cameron. We localized some of those 

products over in China, which is part of our strategy of in region, for region. Great 

success taking cost out of the product, more importantly we reduced the cycle time to 

customers, and we've seen significant growth in those products that have been localized 

there. 

 

Susan Carter: Yeah, it's a team that has truly used every tool in our toolbox. I mean, they were growing 

at exceptional rates over the last couple of years. They were improving profitability at the 

same time they were using the business operating system. They were hitting everything 

just right, and so it's just an area where it's a watch. As all of the trade discussions take 

place and their economy, 6%, 6.3%, still really good growth though in China. 

 

Moderator: So I'll just ask you, Sue, and Dave, you can chime in, on capital allocation, you're still 

going to be relatively under-levered even when you close Precision Flow and you 

generate cash in 2019. To your point, I think you guys, we kind of all knew that you were 

looking at fluid management for a long time, but we don't really know what else you're 

looking at. Like that was probably the thing that Mike sort of mentioned the most when it 

comes down to it. So is it going to be a little quiet now from you guys for a while or are 

there other areas that you might look at? 

 

Susan Carter: I think, Andy, the way to think about this is the balance sheet has been strengthening at 

Ingersoll-Rand for a number of years, probably since the Trane acquisition and moving 

forward. We have had an active M&A pipeline throughout the period. We've done a lot 

of channel, we've done some smaller bolt-on types of acquisitions in technology, and then 

we have the Cameron acquisition in 2015 and of course recently just announced PFS. But 

when we look forward, our success in the business has come from that capital allocation 

strategy, so the first part of that strategy being investing in the business.  

 

 So when we've had the opportunity to take on high ROI projects within our businesses, 

whether it's an investment that goes through the P&L or CapEx, we have taken that 

opportunity, and our discipline around that is really evident in the quality of products that 

we've got, the refreshed product portfolio, and the growth that we've seen across all of 

our businesses. I mean, our growth -- and this is the phenomenal part about Ingersoll-
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Rand. Our growth has been in all of our businesses, not just one or in one segment or the 

other. So you've got that really good investment-in-a-business piece.  

 

 We've continued to grow the dividend, and we've said were going to continue to grow 

that in line with our earnings growth. M&A, we're going to keep looking at that pipeline. 

I want to have more earnings and cash flow streams going forward. And then we're going 

to look at share buyback at a minimum to offset dilution. We modeled 500 million for 

2019, but we are going to deploy our excess cash over time to where it makes the most 

sense, and that's not going to be the same each and every year. But we've really got a lot 

of room left to go, so I don't think you have to take a pause. I think we continue to use all 

the levers and continue to do all of the things that are going to generate good growth, 

good operational excellence, and good earnings and cash flow. 

 

Moderator: So this question might be for Dave. You continue to methodically buy some of your 

channel partners, so maybe talk about that strategy. What does is it do for Ingersoll? 

 

Dave Regnery: Yeah. We like being direct, number one. We like the service tail. So in our commercial 

HVAC business, specifically in North America, we grew up with dealers, basically. And 

over time, we've been buying those back. Now, these are individuals that -- think of it as -

- I believe there's like 14 right now in North America. When I ran Trane eight years ago, 

it was north of 30, so it's happening over time. We're not going in with a big bang to say 

we will buy you. These are individuals that help make Trane a great company today. So 

we're very respectful to them, and when they want to become part of the Trane family at a 

corporate level, they call and we pay them a fair value. Right now if you went into one of 

these offices, Andy, you would not know you were not in a corporately-owned Trane 

office. Everything is Trane, we share our operating system with them, we want them to 

be good businesses when they join the Ingersoll-Rand family, and we'll continue to over 

time have these become permanent members of the family. 

 

Moderator: Roughly what percentage is still left to buy if you were to buy? 

 

Dave Regnery: There's about 14 of them left to buy. 

 

Susan Carter: So we're over 90% now. 

 

Dave Regnery: Yeah, we're well over 90% that we own. So like I said, it was well over -- I think it was 

probably close to 40 seven years ago. There's like 14 today. I may be wrong on that 

number, but that's the relative magnitude. 

 

Moderator: Got it. And then let me just ask you about Residential. Michael kind of gets annoyed 

when I ask about Residential because it's a small piece of the business and it's all 

replacement. But I get the question around housing, et cetera, et cetera. Maybe talk about 

digital as a strategy in Residential and why that's also helping, plus replacement, lead to 

this consistent market share growth that you guys have had. You guys have low-to-mid 

single digits as your target for this year, but you've been growing mid-single digits-plus 

in that business for as long as I remember. 

 

Dave Regnery: Yeah, I'll start, Sue, but please add in. I think, first of all, the Residential business is a 

great business, number one. Yes, we are focused probably 85% on the replacement 

market. That doesn't mean we don't play in the new construction. We're there, just it's a 
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smaller part of our portfolio. The value proposition we have with the customer around 

energy and the higher SEERs that we've developed are very compelling. The Nexia 

system or the smart system, we're certainly doing a lot there providing additional value to 

the consumer. We're also working with some third parties and being able to be in their 

systems. So if you think of smart things, and you could imagine that's working with our 

stat as well. That's one of our partners, or they'd say we're one of their partners. It doesn't 

really matter. We're partnering together there. So those are things that are happening. We 

think that's only going to continue to grow our business, so we're pretty excited about that 

space. 

 

Susan Carter: And we've also, on the digital side, we've brought the Trane GO platform, which allows 

the consumer to be a little more educated about what's out there. So you go in and you 

can go to the different areas and you can actually see what the options are for you, and 

you can get an estimate of pricing for not only the equipment but for the installation. 

Many years ago, that just was a black box, and it depended on the dealer that you called 

and they came to your house, they made a recommendation, and you accepted the 

recommendation and what was happening. Consumers today, everybody has a device and 

everybody wants to be smarter and educated. That doesn't mean you can go out and buy a 

system and put it in yourself. You cannot. The install is extremely important, but also 

being aware of what options are available to you and what the total package costs is a 

very important element too, and that really is something that Ingersoll-Rand has brought 

to the residential side of the business. 

 

Moderator: So we have a minute left, so I'll just ask you a very quick question. But you said you're 

most excited about energy savings. Ingersoll's always been on the forefront of lowering 

emissions, and it seems like there's still more steps to go. You're still one particulate 

versus 880, as Mike likes to say. So is there a new wave of emissions growth that you 

could go through over the next few years with new technology? 

 

Dave Regnery: As far as refrigerants is concerned or just in general? 

 

Moderator: In just the system itself. 

 

Dave Regnery: So here's a really cool thing we're working on, and it's in our industrial space. We used to 

think of our air compressor as how you make your air compressor more efficient. We've 

now expanded that to how do you make your air compressor system, including the air 

distribution system, more efficient. And through modeling, that precision modeling that 

we're able to do, we're able to detect if there is a potential leak in your system so that 

you're not wasting energy producing air. And the concept sounds simple. I would tell you 

it's not. We have some really smart engineers that have figured out this modeling 

capability, so we're super excited about that in the industrial space.  

 

 And on the HVAC side, I would tell you we're -- always consider ourselves at early 

innings as to where we're going on the energy efficiency side. I would tell you that you 

kind of hit on, Andy, that if you think about all the commercial buildings out there and 

you think about the age of some of those business and the infrastructure and the amount 

of energy that's being wasted, and as greenhouse gas continues to be emphasized, and 

forget about the regulatory side of that, but just emphasized in the world and global 

warming, we really are at the center of that, and that's exciting. 
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Moderator: I think that's a good way to end. Thank you very much, guys. 

 

Dave Regnery: Thank you. 

 


