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MANAGEMENT DISCUSSION SECTION 
 
 

Operator: Good morning, ladies and gentlemen, and welcome to Modine Manufacturing Company's Second 

Quarter Fiscal 2022 Earnings Conference Call. At this time, all participants are in a listen-only mode. Later, we 

will conduct a question-and-answer session and instructions will follow at that time. [Operator Instructions] As a 

reminder, this conference call is being recorded. 

 

I would now like to turn the conference over to your host, Ms. Kathy Powers, Vice President, Treasury, Investor 

Relations and Tax. 
 ......................................................................................................................................................................................................................................................  

Kathleen T. Powers 
Vice President, Treasurer, Investor Relations & Tax, Modine Manufacturing Co. 

Good morning, and thank you for joining our conference call to discuss Modine's second quarter fiscal 2022 

results. I'm joined on this call by Neil Brinker, our President and Chief Executive Officer; and Mick Lucareli, our 

Executive Vice President and Chief Financial Officer. We will be using slides for today's presentation, which can 

be accessed either through the webcast link or by accessing the PDF file posted on the Investor Relations section 

of our website, modine.com. 

 

On slide 2 is our notice regarding forward-looking statements. This call will contain forward-looking statements as 

outlined in our earnings release, as well as in our company's filings with the Securities and Exchange 

Commission. 

 

With that, it's my pleasure to turn the call over to Neil. 
 ......................................................................................................................................................................................................................................................  
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Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. 

Thank you, Kathy, and good morning, everyone. Before reviewing our second quarter results, I would like to 

provide an update on our recent announcement regarding the Automotive divestiture. As announced, we mutually 

terminated the agreement with Dana for the sale of our liquid-cooled Automotive business. After spending months 

going through the regulatory approval process in Germany, it became apparent that we could not reach an 

agreement that would receive the required regulatory approval. Because of the agreement in place, we are 

prohibited from taking any substantial actions on the portion of the business despite the declining volumes 

created by the semiconductor shortage. Now that we are back in control, we can take a different approach. 

 

Over the past few months, we've been planning for this possibility. And I'm excited because we have a real 

opportunity to run the business differently by applying 80/20 principles. Using 80/20 as a key tool and one that we 

didn't have when we made our initial decision to exit the Automotive business. 

 

Our goal is to optimize profit margins and cash flows while focusing resources on the products where we have 

sustainable competitive position and where we can provide value to our key customers, while still meeting our 

return targets. We will initiate restructuring actions to reduce SG&A and we'll limit capital expenditures, especially 

in low margin areas where we don't have a competitive position. We'll also analyze and segment our business 

portfolio to identify those portions that are accretive to our margins and take actions where possible to improve 

commercial terms. When we started this process, our Automotive business was around $500 million of revenue, 

but with wind downs and the earlier divestiture of the Austrian air-cooled business, we now have an annual run 

rate of about $300 million to $350 million. 

 

About 80% of this remaining business relates to the liquid-cooled products that have a higher margin profile and 

technology links to EV. The remaining balance is mostly air-cooled product that has low margin and non-strategic. 

This will be addressed to further wind downs or potential divestitures. Our leadership team has a very clear 

objective to improve and optimize the financial profile. First, the focus will be on improving the profit margin by 

applying 80/20 principles and reducing the cost structure. Second, the objective is to run the business on a free 

cash flow positive basis, including potential restructuring costs. We believe this can be done through margin 

improvement, reduced capital spending and targeted asset sales. Through these efforts we can appropriately 

manage this business and supported the broader Modine transformation, while providing better service and a 

more value-added focus to our customers. 

 

I would also like to point out that we are separating our vehicle business by technology. As we recently 

announced, we have created a separate EV business unit that will focus on accelerating growth of our EV 

systems and have hired a General Manager to run this dedicated team. 

 

As we've mentioned in the past, we have developed a battery thermal management system that optimizes the 

temperature of the battery system without drawing power from the battery. We are in production on this system 

and in development with many other bus, specialty vehicle and commercial vehicle customers. This is an 

attractive market for us given its growth profile and the potential to provide significantly higher content per vehicle 

and higher margins. Our objective is to provide this business with the resources needed to grow and to continue 

investing in technologies, to support the needs of our EV customers. 

 

Switching gears, let's move to the state of our market on slide 5. The current business environment has become 

increasingly challenging over the past few months, which impacted not only our second quarter results, but also 

caused us to lower our full year forecast. In particular, raw material costs have increased further and we are 
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dealing with more supply chain disruptions, including the impact of semiconductor shortage on the auto industry. 

All of these elements have caused us to reduce our second half outlook and to update our guidance ranges. 

 

As I mentioned, our leaders are assembling restructuring plans to address these issues and start at path to 

improvement. Offsetting the headwinds, we are seeing strong demand in our BHVAC, CIS and HDE markets. 

Despite these challenges, we've been making many positive changes in our business, including adding several 

new business leaders in support of our organizational design transformation. In total, we have added seven 

general managers in addition to two new Vice Presidents named last quarter. The talent we have brought on 

board is well-versed in 80/20, organizational development, P&L management and transformational change. First, 

we have named leaders for our newly created EV business and for our HDE business who are actively working on 

the priorities. Next, in our Building HVAC segment, we've announced new general managers to lead our heating, 

indoor air quality and data center businesses. These are all very attractive, fast growing markets where we are 

actively gaining market share. 

 

Each of these businesses are targeted for growth. And with a decentralized structure, our new leaders will be 

given the tools needed to significantly grow these businesses. Demand in our heating business remains strong 

and we are using our superior service model to convert distributors and further gain share. In indoor air quality, 

our focus is on further expanding our geographic reach in the school markets where we tend to have some 

focused concentrations. Off season demand for school is up 300% compared to last year, coming off strong 

summer shipments. 

 

In data centers, we're targeting substantial growth, leveraging our many strong relationships in Europe and 

building our capabilities in the US. Inflation negatively impacted margins in this segment this quarter. There's 

often a long lead time between order and shipment and we had over 20 million backlog orders that will be shipped 

in the second half. We are targeting commercial actions in this business along with our heating and IAQ products 

to offset these negative impacts. We expect to see margin improvements in Building HVAC in the second half of 

the year. In our CIS segment, we announced new general managers for our coils and our coolers business. Our 

coils business is very complex and will benefit from the 80/20 work we are doing to reduce this complexity and 

improve the profitability of the business. We have a strong order book as long lead times and higher demands are 

causing customers to order early to secure supply. 

 

The Coolers business is targeted for growth, particularly related to our offerings using alternative refrigerants such 

as CO2. Orders also remain strong, particularly in South and in Eastern Europe. Our Coatings business is also 

targeted for growth, especially as we expand our network of licensees. This business was already set up as a 

separate business unit and will continue to be run by the same management team. 

 

The entire leadership team is highly engaged in the strategic planning process using 80/20 to define strategies to 

drive profitable growth and reduce complexity. Our targeted growth businesses are developing strategies to 

substantially increase revenues while maintaining or expanding margins. In addition, we are taking immediate 

pricing actions where possible and are making good progress. 

 

Finally, we are reviewing our manufacturing footprint in certain businesses to consolidate production of key 

products into dedicated plants and to make rapid improvements where required. We are taking many important 

steps towards creating a stronger Modine, including reorganizing our business to accelerate growth and 

identifying experienced P&L leaders to run our business units. 80/20 is driving important strategic decisions and is 

beginning to yield tangible improvements across the business. 
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The change in our vehicular strategy is just one element of the story. We're also providing additional resources to 

grow other key businesses that have strong market drivers, including data centers, eating, indoor air quality and 

coatings. Collectively, these initiatives will help Modine become a higher growth, higher margin and less capital 

intensive business. The process of transforming Modine will take some time and we are just at the beginning of 

this journey. During the first phase of this transformation, we will use 80/20 to help us actively manage our 

portfolio businesses to reduce complexity, discontinuing profitable activities and enhance our pricing model to 

improve and transition our challenged businesses. At the same time, we'll shift our human and manufacturing 

resources to better support the businesses with a greatest growth potential. 

 

The next phase is growth acceleration. Once we have our organization structure and operating model fully in 

place, we plan to further invest in the products and technologies that will propel this business forward. We are 

excited about the prospects for the strategy and its potential to drive sustained long-term value for all of our 

stakeholders. 

 

Now, I'd like to turn the call over to Mick, who will review our results for the quarter and provide the segment 

updates. 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. 

Thanks, Neil and good morning, everyone. Please turn to slide 6. Second quarter sales were up 4% [ph] or $18 

million (00:10:38) with double-digit increases in our Building HVAC, CIS and HDE segments. Included in the sales 

increase was $25 million of pricing to help recover rising material and other supply chain costs. Excluding pricing 

and foreign exchange sales volume was down 3% as increases in HVAC, CIS and HDE were more than offset by 

a significant decline in Automotive. 

 

Adjusted EBITDA declined $26 million, driven by the significant rise in material costs. The quarter included a 

nearly $45 million increase in commodity metals, freight, packaging and tarrifs. In particular, prices for aluminum, 

copper and steel were significantly higher than the prior year. As I mentioned, there's an element of revenue, we 

adjusted prices by $25 million to offset the significant cost increases. Despite the large amount of pricing, this 

quarter had a $20 million net negative material impact. 

 

In addition to materials, the quarter had a difficult comparison from temporary COVID savings, which peaked 

during Q2 of last year. Compared to the prior year, the absent of COVID-19 savings resulted in an $11 million 

cost increase. Adjusted earnings per share of $0.15, with $0.28 below the prior year. As we look back at the 

quarter, revenue was somewhat lower than we originally expected and materials have increased beyond what we 

anticipated. In particular, the Auto segment sales were well below our expectations as customers failed to meet 

their targets. 

 

Before moving on, I'd like to summarize the $5.9 million of adjustments incurred during Q2. First, we recorded 

$3.3 million of impairment charges related to Automotive assets held for sale during the quarter. Next, we incurred 

$1.6 million of costs related to our 80/20 transformation with the majority relating to recruiting and severance. 

Finally, we incurred $700,000 of restructuring and environmental costs and $300,000 of other auto exit costs. As 

usual, our press release and appendix include additional information, US GAAP results, and complete 

reconciliations. 

 

Now, let's review the segment results. Please turn to slide 7. The Building HVAC segment reported sales growth 

of 13% from prior year. This increase was driven by continued momentum in US heating sales, which were up 

17%. In addition, commercial ventilation and air conditioning sales grew 12% as demand for school products 



Modine Manufacturing Co. (MOD) 
Q2 2022 Earnings Call 

Corrected Transcript 
03-Nov-2021 

 

 
1-877-FACTSET   www.callstreet.com 

 6 
Copyright © 2001-2021 FactSet CallStreet, LLC 

 

remain strong. Data center sales were up 10%. Sales were temporarily impacted by timing as a large dollar value 

of orders were completed, but certain customers delayed shipment. 

 

As Neil covered, the order book is extremely strong, and we anticipate very strong year-over-year growth in the 

second half. The macroeconomic cost drivers I covered in my opening comments impacted all our segments, 

including HVAC, and resulted in an adjusted EBITDA decline of $3 million. The lower adjusted EBITDA was 

primarily driven by two factors. First, net material costs increased by approximately $2 million. And second, the 

combined impact of higher wages and COVID related items resulted in a negative $2 million comparison. As I 

mentioned last quarter, we're actively raising prices to offset commodity trends, but in some cases there's a lag 

between the time of orders and delivery, which has been amplified by the supply chain challenges. The lag 

negatively impacted margins in several large custom orders. We fully expect the margin to improve as recent 

production orders are shipped and pricing actions fully take effect. 

 

Second quarter sales for CIS were up 20% or $25 million with more than half of that increase coming from pricing. 

Revenue is up in most markets, including 30% refrigeration, 21% in commercial HVAC, and 30% in coatings. 

Despite the sales improvement and higher pricing, adjusted EBITDA was down $1 million or 11%. Material costs 

net of any pricing recovery increased over $4 million and unfortunately offset the volume benefit. We anticipated a 

difficult SG&A comparison given the COVID savings achieved in the prior year. SG&A increased $1 million mainly 

due to wages and prior year COVID action. We are continuing to push through price increases and taking other 

actions to improve the profitability of this business. Given all of these activities, we anticipate finishing the fiscal 

year with a much improved adjusted EBITDA margin in Q4. 

 

Please turn to slide 9. Sales in the HDE segment were up 18% or $30 million, with about a third relating to pricing 

and foreign exchange. Adjusted EBITDA declined $8 million, driven by a decline in gross profit and higher SG&A. 

Gross profit decreased $5 million, which we anticipate to be the low watermark for this fiscal year. The lower 

gross profit was the direct result of commodity prices and logistics costs such as tariffs, packaging and freight. 

Material cost increased by approximately $12 million net of all pass-through pricing. 

 

In addition to the higher materials, SG&A was up $2 million, driven by the COVID cost savings actions taken in 

the prior year and higher wages. While we expect continued revenue growth in the second half, we're taking a 

more cautious approach from a revenue standpoint as some customers have reduced orders due to supply chain 

issues. We have worked aggressively on multiple fronts to share and recover the rising cost. But in most cases, 

we're under long term-agreements in this business and must wait to implement material price increases. In some 

cases, the lag on these price adjustments is six months or longer, which can be challenging in periods of rapid 

cost inflation. We're working with our customers to shorten these lags wherever possible. The next wave of price 

adjustments will be in January, which should result in a significant Q4 margin improvement. 

 

Please turn to slide 10. As I discussed last quarter, we anticipated that our Q1 would be the high watermark for 

Automotive sales. During the call, we discussed the global semiconductor chip shortage combined with higher 

raw material costs and various COVID impacts. For the second quarter, Automotive sales were down 40% with 

declines across all geographic regions. I'd like to highlight that approximately $18 million of the decrease was due 

to the sale of our air-cooled Automotive business in Austria, which was completed in Q1. 

 

Adjusted EBITDA was negatively impacted by the lower sales volume as well as higher commodity prices and the 

lack of COVID savings. More volume accounted for approximately $14 million of the EBITDA decline. Net 

materials and COVID accounted for another $4 million of negative variance. As Neil mentioned, we've terminated 

the sale agreement with Dana and have further reduced their Automotive revenue outlook for the balance of the 

year. We anticipate these difficult comparisons in our Automotive business to continue for the balance of the year. 
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However, we're taking immediate actions to improve this business given the challenging market conditions. We 

will provide more details regarding these actions during our next quarterly report. 

 

Now moving to the balance sheet, please turn to slide 11. Year-to-date free cash flow is a negative $39 million, 

including a negative $18 million in Q2. As discussed last quarter, we anticipated that cash flow would improve 

each quarter and finish the year in a positive position. The major drivers of year-to-date cash flow have been 

higher working capital and capital expenditures, in particular, inventory levels have increased significantly as 

material costs have increased and supply chain issues have forced us to maintain safety stock to ensure 

adequate supply. We are working hard to reduce our order backlog, which will help to reduce inventories over the 

back half of the year. Overall, we expect our cash flows to improve over the second half of the year as we 

improve working capital and keep tight controls over capital spending. 

 

Our net debt of $333 million is slightly higher than last quarter due to the negative cash flow in Q2. Our leverage 

ratio is 2.5 times, which lands on the higher end of our targeted range, but well below the maximum covenant 

level of 3.25 times. Based on our full year outlook, we anticipate the leverage ratio will return back to the 2 times 

range by year end. 

 

Now, let's turn to slide 12 and our fiscal 2022 outlook. Given the various and prolonged headwinds, we are 

lowering our fiscal 2022 guidance, the reduced outlook mostly relates to two issues with the first being the 

Automotive market and the second relating to ongoing cost increases. Since last quarter, we've significantly 

lowered our outlook for the Automotive segment. Given the continued pressures from the semiconductor 

shortage, like most, we believe the chip shortage will continue through calendar 2022. From a cost perspective, 

metals prices had continued to climb, which further pushes out our ability to fully offset these increases. As I 

previously mentioned, aluminum and steel prices have risen further since our last earnings call. We now expect 

that material costs for the full fiscal year will increase by more than $130 million. To offset that, we will adjust 

prices by more than $95 million. However, due to the additional increases in timing, the GAAP is temporarily 

widened from what we originally projected. 

 

To be clear, we will recover the majority of cost increases, but as materials have continued to increase, the 

additional price recovery will likely carry over into the new fiscal year. As a result of these factors, we're lowering 

our sales growth range to 10% to 16%, given this, combined with temporary costs, we now anticipate that 

adjusted EBITDA will be in the range of $145 million to $160 million. The team is working to reduce the lag on our 

pricing mechanisms and are pushing through price increases in other parts of the business leveraging the 80/20 

data. 

 

We expect incremental margin and earnings improvements in Q3 above levels produced in the first half, however, 

we project the next large wave of pricing adjustments in Q4 with a more significant margin improvement in the 

final quarter of this fiscal year. In addition to the incremental pricing, we will not have the negative comparables in 

the second half related to prior year COVID savings. As we look at sales by end market, the demand in the 

majority of our end markets remained strong with double-digit growth. The Auto market remains the main 

challenge, but we'll begin our restructuring work. Our order backlog is unusually high, which has driven up 

inventory levels and we expect to work through this in the back half of the year. Our focus is now on pricing 

recovery and order book growth particularly in CIS and Building HVAC. Based on the strong order book 80/20 and 

future pricing recovery, I'm quite encouraged as we look forward to calendar 2022. 

 

With that, we'll take your question. 
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QUESTION AND ANSWER SECTION 
 
 

Operator: Thank you. [Operator Instructions] Our first question is from Matt Summerville with D.A. Davidson. 

Your line is open. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Thanks. A Couple of questions. You had a $20 million sort of GAAP if you will between the $45 million and the 

$25 million in fiscal Q2. [Technical Difficulty] (00:24:37-00:25:07). 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
So, operator, that we weren't able to hear that question, I don't know if it was just our end. 
 ......................................................................................................................................................................................................................................................  

 

Operator: I think Mr. Summerville is having some audio issues. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Can you guys hear me? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
We got you now, Matt. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Okay, Sorry. I don't [Technical Difficulty] (00:25:21) a $20 million [Technical Difficulty] (00:25:26) input cost versus 

pricing coverage. What do those numbers look like in Q3 and Q4 is listed here today? And assuming input costs, 

stay where they are at, when will that GAAP fully closed for the company? 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. A 
Yeah. We got you, Matt. It's Mick here. So, the GAAP narrows each quarter as we go forward assuming the 

material stabilized where they're at the GAAP gets smaller in Q3 will be a little bit negative on a year-over-year 

basis. But maybe about half of this quarter, a little more than $10 million or so GAAP in Q3. And then in Q4, we're 

anticipating a net positive material pass through. So again or starting to recoup more in price than in cost on a 

year-over-year basis. So, then this year, we would end this year with about $40 million of a GAAP. It would – I 

anticipate we'd be another quarter or two quarters of positive gains before we fully caught up. 

 

But again, I would expect one more negative quarter in the December quarter, but less, and then having a net 

positive beginning in Q4, which is good news for us. And obviously, the last 10 days or so, it's been a really large 

change in material aluminum and copper costs. If that were to continue or to stay, there's even opportunity for us 

on the positive side, but we haven't factored that in at this point. 
 ......................................................................................................................................................................................................................................................  
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Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Got it. With respect to Building HVAC, as I look at the end market slide towards the end of the presentation, I just 

add up those numbers and sort of average them, I guess not add them up, average them somewhere in the range 

of 25% to 35% type growth in the business. Yet year-to-date, you were only up 18%. Do you think you're gaining 

market share in that business. So, help me square that up. I know you mentioned you had a shipment on the data 

center side pushed to the right a little bit at the customer's request. So maybe quantify that if possible, but kind of 

square up the growth you've seen in Building HVAC versus the numbers indicated on that slide? 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. A 
Yeah. I'll go first Matt, from the financials and Neil can add a little more color commercially and competitively on 

the market space. But yes, in Building HVAC Q2, the biggest driver there was between [ph] 5 million and 10 

million (00:28:33) of product that we've produced, completed and customers didn't pull or take shipment at the 

end of the month or at the end of the quarter that in itself would have had a big impact in the quarter from a data 

center revenue growth and from a margin and an earning standpoint. So we're expecting a very strong second 

half of the year. When you do the math, heating the ventilation side have been pretty consistent and strong 

growth for the first half of the year. We knew Q1 data center growth was a little bit lower and then this quarter data 

center grows at 10% is below what we're projecting for the year, but a portion of that is just timing by days. And 

then there's a large backlog. I'll let Neil comment too. So the biggest driver in the second half to get to the full year 

guidance will be data centers. 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Yeah. Thanks, Mick. Hi, Matt. Yes, definitely a data center story. As you can see from the press release last night, 

we brought a new data center general manager and internal promotions, so we're excited there, and he's going to 

help us with this transition. But overall, BHVAC, we're seeing a heating increase. We've got a very healthy order 

book on the heating side, a rolling 12-month through September orders are up over 25% from the previous year. 

And indoor air quality, we continue to get traction and momentum, especially in the areas where we have high 

concentration. You know, that's 300% year-over-year growth on the indoor air quality side. And then, of course, 

with data centers, the key there was timing those large orders that we had with our two key customers in terms of 

their build out of the data center. So our product was ready to go and ready to ship, but the data center wasn't 

ready to receive it relative to the supply chain constraints and the data center build-out. So we've got the orders. 

We have the opportunities and it's just a matter of getting them shipped to the end user, just a timing issue there. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Got it. And just as a follow-up and then I can get back in queue. What sort of timeline are we looking at for us to 

be able to externally – those externally outside of Modine to start to see tangible improvements in both the auto 

and non-auto businesses from the 80/20 process, the segmentation approach you're taking to the business? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Yeah. That's a good question. So this quarter, we're -- this current quarter, we're working with a new team 

members. We've got a new GM that is leading the HD portion of business and the new GM that we've hired to 

lead the EV portion of the business. We're working with our consultants as well as the new leadership team to 

analyze the data of combined Automotive and HDE. And what does that look like? 
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So, as we filter that information, similar to what we did in roughly 10 months ago with data center, it takes typically 

three months to get through the data analytics, so we can start to divide the action plan. And then there's some 

immediate actions that we can take, even as we go through and look at the consolidated data. There's some 

restructuring efforts that we can do, and there's some other areas that we can address considering the 

semiconductor shortage that are just actions that are must do versus 80/20 strategy. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Got it. Thank you. 
 ......................................................................................................................................................................................................................................................  
 

Operator: Our next question is from Steve Ferazani with Sidoti & Company. Your line is open. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
Good morning, Neil, good morning, Mick. In terms of your guidance and I guess this sort of follows up the 

previous questions. Certainly, as we've gone through this earnings season, there's been a lot of indications that 

supply chain issues not getting better, potentially getting a lot worse and the duration longer. So when you're 

thinking about guidance, even in terms of your data center product being ready, put your customer not being able 

to take it. And certainly, we know on the auto part side the supply chain issues there, HDE perhaps expanding 

there. I'm just trying to think about how the shift in supply chain issues is affecting your thoughts on guidance for 

the remainder of the year? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Hey, Steve, it's Neil. Good to hear from you. I'll comment on that first and I'll turn it over to Mick. Fortunately for 

us, when we're thinking about supply chain, we have two isolated areas that we're thinking about. This is primarily 

in the HDE side of the business in North America and then auto with semiconductors. So it isn't as if we're 

managing this throughout the world or globally. There is two primary areas that we can focus in on and that's 

essentially where we've -- we've got the management team focused currently, Mick? 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. A 
Yeah. From -- with the new guidance and the balance of the year, Steve, I think so two elements, one is volume 

and I think you're getting there from that regard. We did an element on the adjustment was in volume. So we're 

really looking at -- we've pulled down auto for the balance of the year. And so we feel good about that projection 

now. We've really level set and come under customers. And then secondly, there was an element of HDE as well, 

where we lowered that. The biggest driver and you can see it right in the first half, its materials and short of a 

rapid rise further. What I feel good about is these are contractual agreements, they can be painful and long, but 

we know what we're going to get and we know how the mechanism works. So I've got good confidence in that 

element coming through. So, yeah, we've got some backlog to work through some operational challenge, it's by 

far the biggest challenge for us in the first half, obviously, has been metals in materials. And we will begin to flip 

that and get a bigger piece of the recovery in the second half of the year. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
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Okay. And then if I could sort of step back and look at bigger picture, you're almost up to a year and probably 

more challenging year than maybe you thought when you stepped into the role. And now you have this additional 

challenge of Automotive staying. How you're thinking about big picture, these mixes of these four segments, 

whether they make sense going forward and how you're thinking bigger picture of Modine over the next year or 

two? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Yeah. It's a great question, Steve. Well, big picture for me, 11 months in, we've progressed considerably with the 

leadership team, so we have the full leadership team in place. We're taking back control of the auto business. 

We're managing through the supply chain disruption. We continue to advance our 80/20 principles and further 

segment the company. Certainly excited about the future and the strategies that we're developing currently. And 

then, to back it, we've got a really good order book that's healthy and we've got some commercial wins in the 

focused areas that we wanted to focus in. So those are the things that set the stage for us to think big picture. 

 

Now with a new team, as we go through our strategic planning cycle, we should come out of that by the end of 

this calendar year. From that, we'll be able to look at big picture how we want to continue to segment the 

organization. So certainly, you're right, in terms of keeping our focus and having less distraction, we want to make 

sure that we have it segmented properly. We have the right leaders in place and they have the right goals and 

we're treating these businesses differently. And that's part of who we are and where we're going to be. But I would 

suspect within the next 90 days, we'll be able to have something after our strategic planning cycle and our leaders 

-- our new leaders have time to digest their business. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
I guess it's -- what I'm getting at is, you tried to get rid of Automotive, you couldn't. As you look at these four 

businesses as all-encompassing Modine, does this mix make sense to you? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Yeah. Steve. So we're a diverse company, right. We have lots of different products and lots of different markets. 

And that brings stability at times. So I'm very accustomed and familiar with working in diversified industrials. And 

that's the space we're in today. So, we have a mix of HVAC and auto and data centers, and we manage these 

differently. As we continue to evolve, we're always going to assess the market and we'll make the determination 

of where is it that we want to be, where do we want to play. We'll put together some financial targets. We'll look at 

what businesses are accretive and what businesses are dilutive. Well, regardless of the space, if it's diluted to the 

overall target, we're going to address that and we'll decide whether or not we want to be in that space. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
Okay. Great. Thanks for the time, Neil and Mick. 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Sure. 
 ......................................................................................................................................................................................................................................................  
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Operator: The next question is from Matt Summerville with D.A. Davidson. Your line is open. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Thanks. I'll ask you a couple of follow-ups. Just for modeling purposes, Mick, what is the revenue headwind that 

we should be expecting in Q3 and Q4 associated with the air-cooled divestiture? And then you mentioned from a 

free cash standpoint being positive for the year, can you frame that up a little bit as positive mean $5 million, does 

that mean $50 million? Obviously, that can mean a lot of different things. So maybe just put a finer point on your 

free cash expectations. 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. A 
Yeah. Sure, thing. So, I think first you had a question, it's about auto. I think the easiest way to look at that Matt 

would be, we see the auto segment down last year. I believe, it's like $398 million, $400 million, down 20% to 

30%, absent the air-cooled portion that would be down approximately 10%. 

 

And then with regards to fair question on free cash flow, we're expecting Q3 obviously to be -- the flip to be 

positive free cash and the same with Q4. So right now, we see positive cash flow for the year, most likely between 

I'd say $15 million and $25 million or so from a free cash flow standpoint. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Got it. And then you mentioned coming into the second half of your fiscal year with a materially elevated backlog. 

Can you put that in the context, talk about, absolute backlog levels, how much backlog has maybe increased in 

the last 6 months to 12 months with everything sort of with tightness in supply around the world, et cetera? Is 

there a way that you can frame that up for us? 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. A 
You want me to go for it. Yeah. So, it really depends as we go around business to business. The shortest 

windows, right, is in our CIS and Building HVAC space as Neil walked you through. So they are really good 

visibility, I would say, for the second half of the year in Building HVAC and CIS, well north of $20 million in data 

center backlog. And Neil talked about heating as well. From a CIS standpoint, generally speaking, I believe we've 

got really strong visibility and orders filled or booked through the first part -- first couple of months of 2022. 

Obviously, beyond longer and Neil can talk about the order book and the opportunities and the quotes we're doing 

for data centers and the like, well into calendar 2022. 

 

And then from the HDE auto EV side, I think, when we think about the transition there, a good order book on EV 

and across the board and bus and specialty vehicle as well. So there we typically have -- we haven't quantified 

yet. I'll take that away from a vehicular standpoint, but we generally have short of this chip crisis that we've been 

going through, we generally have a really good visibility over a two-year or three-year window. And across auto 

EV, truck EV, specialty, bus, and truck, we've got good visibility here to double-digit compound growth rates over 

the next several years. Neil, did you want to add any other point? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
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Yeah. That's – that's good. And, I think of it like this, Matt, when we're looking at HVAC, we're looking at CIS the 

backlog that we continue to build is we're winning in markets that we're focused in. And we continue to gain share 

and that's -- that's very positive. The backlog that we've built in HDE and in Automotive has been because of 

some issues that are outside of our control, major customers that go on strike or customers that closed plants for 

a short one, two week periods in order to stabilize their supply chain. So, backlogs built a couple of different ways, 

but we're really positive and excited about the backlog in BHVAC and CIS. 
 ......................................................................................................................................................................................................................................................  

Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Got it. And then you mentioned that you're initiating a restructuring program in auto, is it too early to frame up 

what we should anticipate the cash cost of that looking like and what the savings we should be anticipating in over 

what timeframe? And then separately, that's question number one. Separately, you also are kind of hinting to a 

broader manufacturing realignment potentially borne out of 80-20. And, I guess, I'm also wondering sort of the 

same question on that when will we get more detail? 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. A 
Do you want to take the first one? I'll take the second. 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Yeah. Well, within this quarter or as we approach quarter end, Matt, we'll be able to give you more details on the 

level of restructuring that we'll have with regard to the Automotive business. As you know, we've got legal social 

obligations that the [ph] follow on (00:44:16) processes to follow there, which we will. But I think any cash impacts 

of that from – just from a timing standpoint will likely be into the new fiscal year and we can lay out for you both 

the immediate savings and the timing of that cash flow. So we'll have – we'll be able to give you more information 

within the quarter we're in here. Stay tuned. 
 ......................................................................................................................................................................................................................................................  

Michael B. Lucareli 
Executive Vice President & Chief Financial Officer, Modine Manufacturing Co. A 
Yeah. Relative to the second question, Matt, it's a good question. We're looking at all of our operations footprints. 

One of the benefits of being a global company is that we have facilities, factories, capabilities and supply chain 

capabilities globally, and we want to leverage that and potentially repurpose some of those facilities towards our 

greatest growth opportunities. And data centers, we've focused a lot in terms of our facilities in the UK and how 

we can optimize the facilities and get plants dedicated to specific products. Removing the complexity and allowing 

for growth. So there is -- there is a series of different maneuvers that were -- that are taking place in the UK to set 

these facilities up with dedicated product lines that support data centers. 

 

We're doing the same in Virginia on the HVAC side of the business, where we see opportunities with indoor air 

quality and we see opportunities for heat. Our biggest obstacle to growth there right now is manufacturing 

capability. So, we're really focused on making sure we can repurpose some of these plants and get dedicated 

product lines out and making sure we're manufacturing the right things. So we're making make buy decisions 

based on the opportunities and the growth potential. And then obviously, within HDE and auto, there's some – 

there was some areas of consolidation that we can continue to look at as we split those apart with the -- with the 

previous Dakota deal. Now we're looking at how we can bring some of that together where we have some obvious 

synergies, particularly where we want to grow in EV. 
 ......................................................................................................................................................................................................................................................  
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Matt J. Summerville 
Analyst, D.A. Davidson & Co. Q 
Got it. Thank you, guys. 
 ......................................................................................................................................................................................................................................................  

 

Operator: The next question is from Steve Ferazani with Sidoti & ompany. Your line is open. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
Yeah. I just want to follow-up on a couple of things. Just as you can imagine, all of these conference calls this 

quarter or so focused on trying to piece through the supply chain and labor issues. And I just want to clarify in 

terms of backlog, it sounds like you're -- you're indicating the issues are purely on the customer side. And I just 

want to get a better sense. You've indicated the material price issues, but what you're seeing in terms of 

component shortages and are you just not having those issues and the backlog growth is purely on the customer 

side? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
No, [ph] Steve (00:47:14), we do have some supply chain constraints for sure, as we have that in the data center 

side of the business. So there's – it's at both ends, right, Steve. So you have it where our customers aren't able to 

take the finished goods because their sites or their facilities aren't prepared, and then we also have it on the front-

end of the business with – its roughly five specific suppliers that we're really focused on in the HVAC side of the 

business. 

 

On the HDE side and the Automotive side, we're seeing some constraints there. But I would suggest it's more 

labor and managing the factories and getting the factories output has been a challenge. Supply chain, primarily 

focused in HVAC is where we have a lot of our energy and efforts and then labor on the HDE and Automotive 

side of the business. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
[indiscernible] (00:48:07) if I could ask about labor. Are you seeing – and how are you managing wage inflation to 

get people through the door? And how are you handling retention? Because I know that those have been two 

separate issues for a lot of companies? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Yeah, we're staying competitive. We have to stay competitive in this market. We have increased our wages and 

we've gone through some very creative ways in order to attract and retain people in our facilities. So certainly, 

that's a focus, and it's primarily been a North America play for Steve where we have to continue to make sure that 

we have our facilities up and running and we haven't properly staffed. But it's a lot of overtime. It's a shifts, three 

shifts, six days, seven days a week in order to maintain production output certainly would like to have more labor 

so that we could dial back the overtime. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
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Do you think you have enough labor as particularly on the Automotive and HDE side, you start seeing some of 

this pent-up demand turn into production? Certainly, on the Automotive side, how far off do you think you are, 

where you need to be on the labor front? And I know, particularly with Automotive, you were kind of hands off for 

the last four quarters as we see some of this come back, how close you are on the labor side? 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Yeah. We're roughly a couple of hundred people behind schedule where we want to be. We've got the team 

looking at the stopgap measures in order to close that. We've been running that way for multiple months now. 

We've been able to figure out a way to get to the levels that where we're at. We can continue to maintain at these 

levels, but certainly we would want to increase our labor pool, especially in North America. 
 ......................................................................................................................................................................................................................................................  

Steve Ferazani 
Analyst, Sidoti & Co. LLC Q 
I know you've had a lot of questions. Thanks both of you for the time. 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. A 
Thank you. 
 ......................................................................................................................................................................................................................................................  
 

Operator: I'm showing no further questions at this time, I'd like to turn the conference back to Kathy Powers. 
 ......................................................................................................................................................................................................................................................  

Neil D. Brinker 
President, Chief Executive Officer & Director, Modine Manufacturing Co. 

Thank you and thanks to everybody for joining us this morning. You'll be able to access the replay of this call 

through our website in about two hours. We hope you all have a great day. Thanks. 
 ......................................................................................................................................................................................................................................................  

 

Operator: Ladies and gentlemen, this concludes today's conference call. You may now disconnect. Thank you. 
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