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Joe Ritchie:  Good afternoon, everybody.  Hope you're all enjoying your lunch.  Super-excited to have 

Ingersoll Rand as our keynote lunch speakers.  We have Mike Lamach, Chairman and 
CEO; as well as Sue Carter, Senior Vice President and CFO.  Mike's got a couple 
minutes of opening remarks, then I'll kick off the Q&A, but obviously we'll turn to the 
audience, as well.   

 
 So, with that, Mike, thank you for being here today. 
 
Mike Lamach: Thanks, Joe.  Thanks for putting this on, for giving us a prime spot over the box lunches.  

We appreciate that.  It's been a busy couple of weeks.  We made an announcement a 
couple weeks ago that we were separating the two pure play companies, one in industrial.  
We focus on flow creation, merging with Gardner Denver through a Reverse-Morris 
Trust.  We're excited about that, the potential that that has for the industrial businesses 
and the synergies that exist there.  And then, clearly, excited about the ClimateCo coming 
out probably in about a year, once we get through the heavy lifting and all the separation 
activity that we've got to do.  We've been integrating the company aggressively for about 
10 years, so now we're paying the price on what we need to do to separate the company, 
as well, stand it up, help in the integration with Gardner Denver.  And then, excitedly 
thinking about the climate company in a new way, going forward, so that's a once-in-a-
lifetime ability to architect from the ground up really the structure of the company and 
think about how do we really design and the aspirational things we want to do across the 
company.  So, we're going to use full advantage of that. 

 
 I would say that, for the IndustrialCo company, if you listened to Vicente Reynal from 

Gardner Denver, certainly a GDP-plus business, accented by our industrial business.  But 
I think about the ClimateCo company, too, as being probably a multiple of GDP because 
we're at that intersection of energy efficiency and sustainability, where HVAC systems, 
both stationery and transport, contribute to about 15% of carbon emissions in the world 
today.  If nothing else happened, if there were no regulations to change this, the glide 
path would have that at about 25% of emissions by 2030.  So, we've got a unique 
opportunity, with the technologies that we have and the skill set that we have inside the 
company to impact that.  Just alone, our company, by 2030, by selling what we already 
sell today into the market and holding the shares that we actually have, would be able to 
reduce carbon emissions in the world by 2% alone, our company alone.  That whole 
purpose around the company and the sustainability message of the company is something 
that we're excited about, as well as, of course, restructuring it. 

 



Ingersoll Rand 
May 15, 2019 

12:20 PM EDT 
Speaker ID:  

Page 2 
  
 To an investor, it's important to know that we're going to continue to run with an 

operating system across the company and continue to make that a hallmark of what we 
do.  From a capital allocation standpoint, you could expect the same sort of attention to 
the details around that investment in the business.  We feel like we've got an advantage 
today.  We want to make sure that we're investing for the long-term in these businesses, 
so investment in innovation, in growth, and in productivity will be the first thing we'll 
always do.  Beyond that, with free cash flow, we're committed to a triple-B rating.  We're 
committed to a strong dividend.  In fact, we're holding the current dividend, $2.12, so the 
yield will be obviously much higher on the ClimateCo business, and we'll grow into that, 
over time. 

 
 We'll then pay down a little bit of debt that we took on with the PFS acquisition, and we 

will use the same methodology we've always used for allocating remaining cash between 
M&A and share repurchase, with the commitment to always controlling any dilution in 
the share count through some of the equity programs in the company.  So, that's sort of 
the capital allocation story, going forward.   

 
 So, buried in all that news a couple weeks ago, we also had a really good quarter.  I don't 

know if anybody noticed that, but we did, both top organic growth I think in the peer set, 
and EPS growth of about 27%.  So, we were happy to see that continuing.  And 
obviously, we're going to continue to operate the company in a very strong way and felt 
that we could change guidance, raise it for the high end of the initial range.  It's a little bit 
unusual for us to do that in the first quarter, but with the strong result, the strong backlog 
and the good booking trends, going forward, we felt that we were in safe ground to be 
able to do that.  

 
 So, Joe, with that, I'll open up to your comments and questions. 
 
Joe Ritchie: Yes, Mike, thanks for the intro comments, and clearly you do have a lot going on right 

now, a lot of good things going on.  And so, there was a question that I've gotten from a 
variety of different investors on the announcement with GDI, was "Why now," right?  
Clearly, today, you announced the closing of the PFS transaction.  We're heading down 
that path to really start building the industrial business, and took a pivot, and so to the 
extent that you can maybe just talk about how the transaction came together and why 
now it made sense for you to go down this path? 

 
Mike Lamach: Yes.  I would go back and say look over a 10-plus year period.  We've done no less than 

five portfolio reviews with our Board, going all the way back to 2010.  We would have 
had Gardner Denver on that portfolio review and that sort of screening at that point in 
time.  Company was very different at that point in time, as well, and we'd just come 
through the Trane acquisition, and we were heavily involved in trying to make that work, 
generate some cash, and get the synergies out of that deal. 

 
 So, as 2012, '13 rolled around, it was clear to us at that point in time that the Allegion -- 

what became Allegion was certainly something that didn't require us to think about the 
synergies.  It was a very different business.  We knew it would trade at a very high 
multiple and, in fact, it's trading kind of where we thought we would have it.  So, there 
was a decision made at that point in time to spin off Allegion.  At that point in time, we 
were really deepening the integration within the industrial company around compressors 
and manufacturing, sourcing, engineering, you name it.  And we knew from sort of 2013 
forward we had about $150 million in dis-synergies if we were to separate the companies. 
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 So, although we realized over time the sustainability stories were going to be different, 

perhaps the growth rates were going to be different, we were needing to overcome $150 
million in dis-synergies, and so you needed a partner to do that, just to spin that out 
without a partner would have been pure headwind of dis-synergies plus the stand-up costs 
plus the one-time cost of separation.  So, it really wouldn't have made economic sense to 
the shareholder for us to spin that off at that point in time. 

 
 So, as GDI kind of came through, KKR did a great job I think improving the business, 

and certainly the management team under Vicente's leadership has done an excellent job 
taking it forward.  You've got really a perfect partner there, because we needed a lot of 
industrial mass in the compressor space to get the dis-synergies to go away, which 
essentially we're doing through that.  And we also felt like it was a company that was 
probably under-appreciated anyway by the market as related to its energy exposure.  We 
felt like the company was certainly more valuable than where it was trading.  So, all in 
all, the timing came together at that point for us to really execute the spin, and the 
reaction's been very positive. 

 
Joe Ritchie: Yes.  As it relates to the actual assets that GDI is getting, and obviously you guys will 

continue to -- or shareholders will continue to have a pretty substantial interest in them as 
well, and you think about the synergies, where do you think that there's opportunities for 
those margins to grind higher now that you're basically forecasting, call it, 600 to 700 
basis point difference in (inaudible)? 

 
Mike Lamach: Yes.  As we were going through the early discussions with Gardner Denver and we both 

did some independent ground-up work on the synergies, and then kind of came together 
and discussed where we thought they might be, they were remarkably close together.  So, 
I think both companies saw the same opportunities.  So, I think sort of the earliest 
synergies would be in the area of procurement.  You're getting now really businesses of 
scale coming together, and we think there's a considerable purchasing sourcing 
opportunity there. 

 
 From a manufacturing standpoint, I think there's a really nice fit between the companies, 

and there's an opportunity to consolidate not only the footprint, but to make different 
insource-outsource decisions about some of the things that we do.  As an example, we do 
a lot of machining in-house.  They do a lot of external machining.  We can come to a best 
model there, I think, and figure out, as an example, what that might look like as well. 

 
 And then, even from a product development and innovation standpoint, the companies 

are very complementary in terms of what they do, but I think that there is a lot more that 
could be done on the development side.  As an example, GDI didn't have a lot of 
exposure to engineering centers outside of its core operations, and we would have had 
engineering centers in India, China, Prague, as an example, with full test capabilities.  So, 
not so much of a labor arbitrage, although there is a labor sort of advantage to doing that, 
but 24/7 engineering with really great capability in the compressor space should be 
additive to that equation, as well. 

 
 And then beyond that, from a G&A standpoint, much like you can white-sheet the 

ClimateCo company, I think the industrial company, when you think about it, industrial 
companies that are many-branded, multi-branded, multi-distribution outlets tend to be 
more decentralized.  Companies perhaps like ClimateCo, where you've got dual-brand, 
Trane and TK, you've got very dense consolidated manufacturing footprints, you've got 
very dedicated distribution, TK is 100% third-party distribution but 100% loyal to TK. 
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With Trane, commercially it's moving much more toward an owner -- us being the 
owner and directing that model.  So, you end up with different cost structures.   

 
 So, I think the real opportunity in the G&A side, or the SG&A side, is to look at the 

margins in the industrial business, move up to really best-in-class combined margins with 
GDI, and we're excited about the opportunity for shareholders to participate in that, as 
well. 

 
Joe Ritchie: What does that mean for you, ClimateCo?  Have you picked a name yet? 
 
Mike Lamach: It's so funny.  We've got a lot of feedback on that, so I appreciate that from all the 

shareholders who have a point of view.  Employees have given us a point of view, and it 
depends on if you work for Trane or Thermo King, but you can guess what the answer is 
on that.  So, we'll come out with one soon, and we'll come out really at the time we 
launch with a really clear picture of how we want to operate and run the company, what 
the blueprint for the business will be.   

 
 We're going to go through a period not only now through the close, but from the close 

through a transition, sort of supporting the transition to the IndustrialCo business.  But I 
think by 2021, end of 2021, not only will the blueprint be in place and we'll be executing 
against that, but we'll have, I'm sure, if not most, we'll have all of those transition services 
crossed out, as well.  So, it's exciting. 

 
 And then, I think about ClimateCo as having a really, really sharp axe that chops a lot 

more wood and does it a lot faster.  And I think that that's an opportunity in this space for 
us to continue to be a leader. 

 
Joe Ritchie: And does it change, like, how aggressive you can be with where you're investing your 

dollars?  Because your portfolio decisions now are -- I don't want to say more limited, but 
they can be more focused because it is ClimateCo.  And so, maybe talk through that a 
little bit. 

 
Mike Lamach: I think focus is a big deal on that.  I never felt like we were missing the big opportunities, 

but it makes the bets you're placing all the much more important to be successful with.  I 
think it changes some of the accountability inside the company around what we expect 
from teams at this point in time.  I think it takes our whole PGT process, our Product 
Management Growth Team process, to a different level.  We can actually run the 
company through that PGT process, which has been a big growth driver competitively for 
us, and I think we'll continue to see that. 

 
 But a lot of elements will be the same.  The purpose of the company, sort of values, the 

operating model of the company, those things are going to remain absolutely consistent. 
 
Joe Ritchie: Yes.  And then, I have to ask this question, as well, because I've been getting this 

question a lot from investors, too.  So, there's been a ton of conversations around 
potential consolidation in the HVAC space.  You mentioned earlier your comment 
around higher multiple on ClimateCo being a pure play.  Does this change the dynamic at 
all between what's happening in this space, or what you expect to happen in this space? 

 
Mike Lamach: Not really.  It doesn't change any of -- how we think about it.  In our minds, we've got 

really a best-in-class climate business today.  We're going to make it better.  We really 
don't have any glaring holes in terms of technologies or geographies.  The geographies 
we plan, we try to segment the pieces of the business we want to participate in.  So, as an 
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example, we're in the residential business in the U.S., but in other parts of the world, 
we're focused on more of the applied sophisticated systems business, and that works for 
us. 

 
 So, I don't think anything changes there.  I do think that we've been a source of -- 

inventors and different people with innovative ideas coming to us in the past, I think that 
may increase, and our ability to respond faster to some of those ideas I think is going to 
be additive to that to us, as well.  Some of the technologies that we've been able to bolt 
into the company in the last, say, three, four, five years have really been outstanding, and 
so we're seeing great value in some of the -- either technologies or the IP, some of the 
ideas that come into making building systems more efficient.  We'll continue to 
consolidate some of our distribution base that does services commercially, so we'll tuck 
two or three of those in a year like we've been doing, as well.  But on the more 
transformational front, it doesn't really change anything. 

 
Joe Ritchie: Maybe shifting gears a little bit and talking about ClimateCo, and specifically resi, I 

know there have been some concerns, as the year had progressed a little bit, that we could 
be getting closer to peak on the resi cycle.  Love to take your -- I'd love to get your take 
on that, what you're seeing from an end-market perspective, and how much more room 
we have to run here in the U.S. 

 
Mike Lamach: Yes.  There was some market commentary around softness in the fourth quarter and first 

quarter.  We didn't see any of that at all in the fourth quarter and first quarter.  The 
residential new furnace standards come in in July.  We had happened to be done with that 
in the fourth quarter, and we just didn't do a furnace launch of higher efficiency.  We 
actually re-launched -- we launched a whole new platform.  So, we did the VA, the VE, 
and all the efficiency changes at the same time, so we didn't get any kind of spikes or 
pull-forward in the business associated with the furnace business.  But it's chugging 
along, and it's really not showing any signs right now of weakness. 

 
Joe Ritchie: If you think about that business longer-term, a lot of that business is replacement-driven.  

It tends to have fairly good pricing power.  Maybe talk about the dynamics.  What do you 
expect to see over the next, call it, three to four years with that business? 

 
Mike Lamach: Well, to your point, some point in time you probably do see less new construction.  For 

us, it's been largely 85-plus from the businesses, of the retrofit business for us, as well.  
We don't do a lot in the new construction market.  So, I think we'll continue to refresh 
where we need to in terms of the platforms.  We'll continue to focus investments on the 
digital side of what we're doing there in terms of converting consumers over to the brand.  
It's been very successful for us.  We'll continue to fine-tune the distribution network, and 
probably some of the investments we'll make will be around warehousing and 
distribution and using some of the technologies that we're experimenting with today to 
have a much more efficient distribution footprint than we have.  So, I think there's 
opportunities from a productivity standpoint, as well as continuing to have a bit more 
resiliency because of our focus on the replacement business versus new construction.  

 
Joe Ritchie: On the distribution side, does that mean more owned distribution? 
 
Mike Lamach: No, we're fairly agnostic around that.  We want share in margin, so we're a bit agnostic as 

to whether it has to be company-held or independent distribution.  Independent 
distribution, it needs to be our brands.  It can't be sort of a house of brands.  That's 
important to us in that regard.  But we're a bit agnostic between the two.  But it does 
mean using more technology, more of an automation for how we're flowing and filling 



Ingersoll Rand 
May 15, 2019 

12:20 PM EDT 
Speaker ID:  

Page 6 
  

warehouses and really reducing distribution costs across the company, as well.  I think 
we're running that business pretty much at the benchmark EBITDA levels now, and it's 
just amazing as we look at what's next.  There's still a lot of upside in just the cost of 
logistics and distribution for us. 

 
Joe Ritchie: As you think about outside of the U.S. and cooling demand potential in places like China 

and India, does it make sense for you to continue to make investments in those regions, 
either on the -- I mean, I know you're there on the commercial side.  You're less so there I 
think on the residential side, but maybe some comments around that would be helpful. 

 
Mike Lamach: Yes.  I'd say we have no interest in investing on the residential side of those markets.  For 

us, the game isn't around air conditioning density.  For us, it's really in the commercial 
application requiring service, more sophisticated services, utilizing the talent we have in 
the channel, our direct channel, to be able to take systems to market.  And then, those 
systems requiring service, it's important for us to build out the service footprint in those 
regions to be able to do that.  There's plenty for us to do on the commercial side.  But I 
don't see us investing in the residential side of the business. 

 
Joe Ritchie: So, maybe just an update on what's happening--. 
 
Mike Lamach: --Yes, Joe, we do some residential, it's almost by accident, because the brands are strong, 

but it's not as if we're out trying to create residential products and investments, yes. 
 
Joe Ritchie: That's good clarification.  Mike, a couple years ago you talked about getting -- really, 

like, entering tier three, tier four cities in China.  There was -- the penetration was great.  
But when you're getting into new cities and adopting, like, a higher spec level, sometimes 
it's a bit more difficult to get price.  So, talk through how the pricing dynamic is working 
in tier three, tier four cities, and then the service tail associated with that, as well. 

 
Mike Lamach: Well, it's timely, because between the announcement we made and today, we were in 

China and Asia for last week.  And I can tell you, it's exceeded all expectations around 
that strategy and the penetration we're seeing.  The number of specs we're writing is up 
twofold from what it was before.  Project visibility close rates are up across the board.  
So, couldn't be any more delighted.  

 
 And then, interestingly, we look at something called the linkage rate from equipment to 

service.  And I remember when we acquired Trane, and even in the first couple years, 
that the linkage rate of equipment to service would have been, like, in the teens, and as of 
last quarter it was 57%. 

 
Joe Ritchie: Wow. 
 
Mike Lamach: So, that's just dramatically moving toward mature market metrics of 80%-plus linkage. 
 
Joe Ritchie: Got it.  One question from me, and I'll open it up to the audience.  Another point of 

feedback I think from the most recent quarter has really been around the order trends, 
right?  So, at the portfolio level, you saw negative trends, but if you dug in deeper, clearly 
North America resi and commercial HVAC looked good, seeing obviously really tough 
comp on the truck and trailer business.  And so, talk to us a little bit about how you see 
the order trends on your -- like, the core North American resi and commercial business 
trending as the year progresses, and do we get then a normalization in 2020 on truck and 
trailer? 
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Mike Lamach: Yes.  I think your first thing is -- first of all, we're coming off extraordinary growth rates 

in '18, so anything in the mid to high single digit is certainly an accomplishment for '19.  
And we saw that in all the HVAC markets that really matter to us, so think about North 
America, Europe, Asia.  We saw mid to high single digit growth there.  

 
 The reason the headline was lower was just this phenomenon in TK, which had to do 

with customers lining up to get refrigerated units for trailers North America and auxiliary 
power units, and that was fundamentally driven by the Class 8 tractor OEMs having firm 
quotes and the trailer manufacturers looking for firm quotes from their customers.  And 
so, those same customers that buy auxiliary power units or refrigeration units were lining 
up in our queue.  They didn't need to.  We can still ship a product in 10 days or 
something, okay, if they wanted it, but they -- sort of loading up orders and giving us 
visibility that matched the trailers into the Class 8 tractors.  So, we ended up with 
something I've never seen before, which is a year's worth of visibility for North American 
trailer backlog and a year and a half backlog visibility in auxiliary power units. 

 
 So, from a revenue perspective, it's just chugging along at kind of a mid-single digit 

growth at great margins.  But from a booking standpoint, it's showing obviously 
distortion there.  But the key point to remember is the global HVAC markets are mid- to 
high-single digits across the board and that it continue to be strong.   

 
 More importantly, we've got visibility into the pipelines, which our systems have become 

much more sophisticated over the years to be able to capture everything we're looking at, 
everything that's in the concept phase all the way through to the quotation or expecting 
award phase.  And those pipelines look really healthy.  If anything, what I would tell you 
is some of the size of the individual projects we're seeing, I've never seen projects that 
large before.  And so, that's different.  We're seeing more $50 million to $400 million 
projects, which we've never -- I mean, largest project we ever booked was fourth quarter 
of '18, was a couple hundred million, and now we're even seeing projects larger than that.   

 
 So, that is actually entire cities or districts or campuses, converting entire campus 

environments over to more energy efficient, more greenhouse gas-friendly.  Products and 
systems are becoming less dependent on the grid, or having some sort of back-up power 
capability.  And that's a new growing trend, mostly institutional.  In fact, it's all 
institutional. 

 
Joe Ritchie: Does that change the risk parameters or the pricing, given the projects are so much larger 

and complex? 
 
Mike Lamach: Well, when they're large like that, it's actually a bit easier for us in that we price the 

kitchen sink into the project.  There's no -- generally gross margins or the contribution 
margins.  There's really nothing that we don't price into that project. 

 
 And then, from an execution standpoint, we've been doing large projects for a long time.  

And so, a key to large projects is chunk it out into smaller projects and execute against 
those.  So, we've got a pretty good -- a really good track record against the project 
execution part, so not so worried about that. 

 
Joe Ritchie: Open it up to the audience.  Here in the front? 
 
Unidentified Participant: Yes, just a question that comes out of your conversation.  These large projects, and also 

the ones in, let's say, China, et cetera, are the margins better, the same as they are for the 
regular business?  That's one.  And the second thing is you're saying high to -- mid to 
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high single-digit growth rates.  You guys think you'll grow faster than that, slower, or 
what's your view on your growth rate?  So, margins and growth rate. 

 
Mike Lamach: Yes.  So, first of all, I would say the contribution margins on the large projects are 

accretive to the overall margins of the business.  It'll distort the gross margins a little bit 
because we're costing everything into the project, but we generally aren't looking for 
anything that's not accretive to the net margin -- to the operating margin. 

 
 So, what we're also looking at is generally these larger projects come with very long-term 

service agreements, and so we're making sure that we're pricing those in and making sure 
that any kind of guarantees that come with the agreement are contingent on that service 
capability.  So, we're building an automatic service annuity to the much higher margin 
even in fact than the equipment base.  So, the answer to the first question is yes, it's 
accretive to what we're doing. 

  
 So, yes, we've been growing probably twice or three times the market rate.  So, when I 

say mid- to high-single digits, that was probably twice what the market was last quarter.  
So, that's our growth rate, not the market growth rate. 

 
Unidentified Participant: Thanks. 
 
Joe Ritchie: Jerry? 
 
Jerry: Could you -- if you look out maybe five years, maybe five years or more, do you see any 

technological trends that you think could have a significant impact on the future of the 
business five years from now?  Or are they just kind of going to be incremental changes 
from the things you see today? 

 
Mike Lamach: No, we're planning on some pretty large changes.  I think you'll see the electrification of 

transport refrigeration so that the refrigeration cycle wouldn't have a diesel engine in it.  
So, not the diesel engine powering the Class 8 tractor, but the diesel engine powering the 
refrigeration unit.  I think you'll see that be electrified.  So, power electronics and the 
ability to manage power through these systems will become very important to us. 

 
 I think you'll see the electrification of heating in Europe, moving away from boilers; 

again, the greenest place on the planet moving aggressively toward reducing greenhouse 
gas emissions.  I think that regulations across the globe are going to continue to push all 
the technology and innovation around next-generation refrigerants.  And because those 
refrigerants by nature are not as efficient in systems, it causes a tremendous amount of 
investment from the OEM, like us, to make them more efficient in the system.   

 
 And so, in this quest for efficiency with environmental-friendly refrigerants, there's an 

investment there that'll continue to be important.  And if you stay ahead of that curve, 
Jerry, it'd be great.  And if a company falls behind that, it's really tough to catch up. 

 
Joe Ritchie: Any other questions from the audience?  I can keep going.  So, NewCo, ClimateCo, 

whatever we're going to call it, how do we -- how should investors -- how should we be 
thinking about the cyclicality of this business? 

 
Mike Lamach: Well, for the reasons I mentioned, it's very difficult.  When people ask me sort of where 

we are in the cycle, I ask them sort of what business first, TK, Trane, and then is it Res or 
Commercial, is it North America, where is it, because it's a global business, and we see 
different cycles.  But one thing we see is this tailwind that's real around the regulations 
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for efficiencies and the regulations for greenhouse gas emissions.  And so, anything that 
we're doing is requiring more sophisticated, more expensive equipment and systems to 
manage it.  It's being linked to service.  And all the controls and diagnostics and analytics 
around it are important for managing the system in its lifetime. 

 
 So, these things are driving the service business, and the macro trends are driving the 

equipment business.  And so, I think, no matter what the economy is overall, you're going 
to outgrow the economy just by virtue what's happening from an emissions perspective 
and from a regulatory perspective.  Throw the service business on top of that, which is 
about half the HVAC business, and I think it's a built-in resiliency that we didn't have in 
the past.  We would have 30%, 35% kind of service mix, and today we're about 50% 
service mix in that business.   

 
 That resiliency is important because, if customers can't afford new equipment, new 

assets, its important extend the life of these assets.  This is also why, if you're in a 
residential setting, maybe somebody replaces, maybe somebody doesn't.  But if you're in 
a hospital, you're in a military site, you're in a pharmaceutical manufacturing plant, even 
a college or a school, you're going to fix the equipment, if not replace it.  And so, we will 
see in a downturn in the economy, we'll see the service businesses really outgrow by a 
long shot the equipment business. 

 
Joe Ritchie: I think in the past, you've said -- you've tried to -- you guys are going to try to keep 

decrementals consistent with gross margin, so call it in that, like, low 30s range.  Is that 
still--? 

 
Mike Lamach: --Yes, absolutely.  We pressure-tested that.  We continue to do that.  And I think that, in 

fact, I think what we're doing with sort of white-sheeting ClimateCo, going forward, 
some of the ideas we have, if there is something looming on the horizon, I think we get in 
front of it. 

 
Joe Ritchie: ClimateCo's going to have a good balance sheet. 
 
Sue Carter: It's a very good balance sheet. 
 
Joe Ritchie: What do you intend to do with it, Sue? 
 
Sue Carter: Well, we're going to continue to grow the business.  We're going to continue to invest in 

the business.  And one of the things that makes that strength possible is the great cash 
flow that we generate as a business.  So, you see the returns that are happening on the 
basis of the investments that we're making, so we're building the earnings.  We're 
building the cash flow stream.  We're building the cash flow ROIC.  And all of that 
allows us a lot of flexibility with what we're doing. 

 
 And when you look at that balance sheet, and even as we took down some debt for the 

PFS acquisition, and we go through the transaction and get the $1.9 billion dividend, we 
are still not highly leveraged in any way on a gross debt to EBITDA basis.  So, lots of 
flexibility, lots of optionality.  And I think the other part that's important is the business -- 
actually both of the businesses, since we're shareowners in the new industrial business 
also, both of the businesses are great cash flow generators.  Both of them are not capital-
intensive.   

 
 So, when we talk about RemainCo having CapEx that's 1% to 2% of revenue and 

working capital that's 3% to 4% of revenue, those metrics don't really change.  The only 
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thing that really changes for us, and operating cash flow is still going to be terrific in the 
Climate businesses, net free cash flow will be at or greater than 100% of net income 
actually in both businesses, I'll just point out also.  And so, lots of flexibility, lots of 
optionality in all of those things.  And we're just going to continue to grow with all of that 
and invest in the right places. 

 
Mike Lamach: Just to add, I think we're optimized around triple-B.  I think that's where we want to be 

optimized.  And I think gross debt's, like, 2.6, and net debt's, like, 1.2, so a lot of 
optionality even within the triple-B rating, which we could move into the mid-threes 
before stressing that. 

 
Joe Ritchie: And that begs a follow-on question to Jerry's question earlier around the opportunity over 

the next five years.  Is there something in ClimateCo's portfolio that you don't have today 
that you think you may need to acquire or build organically, invest in organically in order 
to take advantage of those trends? 

 
Mike Lamach: Yes.  I think about M&A in really three buckets, the first being what I consider to be bolt-

on.  And they generally tend to be technologies.  It could be we added a thermal storage 
business or electrification of transport refrigeration in Europe, or we've added telematics, 
a rental business, those sorts of things, or adding distribution that does service.   

 
 Then, you've got these things which are, I say, somewhat transformational in that it could 

be sort of a larger company.  I mean, if you think about the HVAC space, there's four 
large companies and there's 11 small companies in the space.  And to the extent there'd be 
consolidation there, we would look at that, and certainly that would be an option for us.  

 
 And then, finally, there's always the transformational opportunities, which I've always 

said probably any of the four companies can do what they want to do so long as they 
cooperated in doing that.  And even if you weren't involved in that, I think there's 
opportunity as it would relate to divestitures that would occur through that to pick up bits 
and pieces.  But the nice part for us is we don't have, like, holes or gaps that we have to 
fill, so we can be very selective about these things and make sure that they really are 
accretive. 

 
Joe Ritchie: Going back to the audience.  Any questions from the audience?  All right, I'll keep going.  

Sue, so I always ask you the obligatory price-cost question.  So, off to a good start for the 
year.  I know the guidance for the year is, I think, 20 to 30 basis points.  So, maybe kind 
of talk us through the puts and takes for that. 

 
Sue Carter: Yes.  So, what we've talked about on price-cost is running the model that we've always 

run in the company, which is making sure that we have line-of-sight to our costs and 
make sure that we're pricing appropriately.  Now, in the environment that we've been in 
with tariffs and trade and a few of those items, I think we demonstrated in 2018 that we 
had the ability to continue to run through our business operating system our -- get a view 
of what your costs are and price appropriately.  And as you saw, we built on the pricing 
and the difference between price-cost as we went through 2018.  And then, you saw that 
that price actually continued to stay with us and be a contributor in Q1.   

 
 As you look at what happens when you move through the year, you're going to get some 

of that pricing lapping each other, right?  So, some of the big price was in the second half 
of 2018, so the comps get a little bit tougher.  But I think when you think about Ingersoll-
Rand and what we've been doing, is really paying attention to understanding the costs in 
the business, pricing appropriately, not trying to speculate, not trying to get ahead of it, 
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and that just naturally nets you out the 20 to 30 basis points, and we think that that's 
what'll happen throughout 2019 also. 

 
Mike Lamach: We feel good about 2019 and having that positive spread.  And as we contemplate the 

next wave of $300 billion and try to understand the lists, try to understand what we 
change in the supply chain, trying to think about what exclusions, if any, we would apply 
for through Commerce, and then figure out what that sort of gross cost really is, we'll 
then work toward putting pricing into the market commensurate with whatever that is.  
But even this 10% to 25% increase that is in effect, we had that locked and loaded.  It's 
implemented, so we're ahead of the cost curve there.  So, the only thing we can't do is we 
can't price for things that haven't happened, so we can't price the $300 billion latest 
tranche until we have the definitive response that's going to happen. 

 
Joe Ritchie: Sure.  So, Mike, I've been closing with this question with all the companies that I've 

talked to today.  What are you hoping to be able to say to us a year from now when we're 
sitting here again? 

 
Mike Lamach: Well, personally what I'd hope is you'd see it's about 11 or 12 years of doing what we say 

we're going to do, and we've been consistent with that and consistent with our strategy.  
So, it would be, in my mind, success isn't the flash in the pan.  It's really sitting up here 
one more year and saying we were top quartile in the metrics that matter to shareholders.  
And by the way, we look at metrics that matter to employees and customers the same 
way, so it's just not shareholders.  But I'm proud of the metrics that matter.  We've been 
able to do that for the last 10-plus years, and one more year would be a good thing. 

 
Joe Ritchie: Awesome.  Mike and Sue, thank you so much for being here today. 
 
Mike Lamach: Thank you. 
 
Sue Carter: Thank you, Joe. 
 
Mike Lamach: Bye, Joe. 


