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<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
Good morning, everyone. My name is Mike Halloran, an industrial analyst here with Robert W. 
Baird. And we are pleased to welcome the Pentair team with us today. Mark, John, and Jim, the 
whole team is here, and we're going to do a quick overview, and then we're going to follow that 
by a pretty lively Q&A. So if you've got any questions raise your hand. Let me know. Happy to 
answer the questions and integrate them. Or fire me an e-mail using the card in front of you, and 
we'll make sure that we'll read those into the questions. So with that, John, please. 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
Yes. First of all, Mike, thank you for the invite. And this is a great conference every year, and 
we're excited to be here. So don't read anything into a big announcement or anything with all 
three of us here. We're just meeting with a lot of people and just sharing our story. For those of 
you not as familiar with Pentair, I just have a couple of slides that I'll go through really quickly. 
 
First of all, we're about a $3 billion company. After the spin of nVent, we've become more of a 
water pure play. We, today, have about like a $3 billion global business, you can kind of see the 
statistics here. And we're really focused around building out our core businesses. Where we 
really have strength is in our pool business, which is our largest business. And we're also 
building out residential and commercial water treatment, primarily in the form of filtration. And 
we have a good space to play there, and I think we've done a couple of acquisitions to really 
strengthen our portfolio. 
 
We have a Pentair Integrated Management System that we're grounded in. And ultimately, we 
believe that differentiation and innovation of our products and technologies are how we're going 
to be at the choice of mind for the consumer. Many of you know that the global water awareness 
continues to grow. That's great. I think there's a lot awareness around how do we make our water 
higher quality. At the end of the day, we have to turn it into a business. And so Pentair, we do 
have a foundation, but we always talk about how do we solve the water challenges of the world 
in a very profitable way. For us, with about two-thirds of our business being exposed to 
residential commercial, that's where we've chosen to play and place our bets. It's also a very 
profitable space to be in because water matters to the consumers and the customers we serve. 
 
We have a very large and stable end markets. Most of what we do is replacing an installed base 
and giving the right technology advancements to continue to advance that installed base. And 
finally, we have a lot of technology capability that we borrow from in the larger industrial 



markets that we serve, that's able to be scaled into residential and commercial. We're excited 
about some of those technology advancements as we go forward. 
 
In summary, it's been a challenging 2019 for us. We saw inflation come at us really hard in 2018, 
primarily in the form of the tariff impact that worked its way through our channel. We priced 
appropriately for the longer term, but some of those price increases in the end of 2018 really 
drove our channels to buy ahead. And then our biggest business pool was faced with a difficult 
weather pattern in the start of the year, and we really had a challenged start to the year. 
 
We feel like last two quarters we've stabilized. We've been more predictable and consistent. We 
understand our businesses and we're very optimistic about the momentum we've built heading 
into 2020 and feel like we're going to get back more normalized performance. We do believe that 
we've got a lot of longer-term growth opportunities. But I think as we head into 2020, we're 
really focused on getting the core to deliver and then demonstrating our ability to drive that 
organic growth capability, and then we'll add to the foundation to create further growth as we go 
forward. 
 
Capital allocation is ultimately very important. I always get asked that question. It's really about 
driving ROIC. We're a very big, strong cash generator and utilizing that cash in a disciplined 
way is very important. So that's kind of the backdrop, and I am sure Mike here has really some 
tough questions for me. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
Yes, like what do you do? So appreciate the time. And again, if you got any questions let us 
know. So let's start at high level, it's about 1.5 years since post-spin at this point. Let's strip out 
the demand side of the equation. Maybe talk about how you feel the performance has gone over 
that 1.5 years on attacking some of these internal initiatives. Maybe first, start on the revenue 
line, and then we'll move towards some of the productivity-oriented things. 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
So I think if I step back and assess the first 18 months, I would say we treated the nVent spin, 
clearly, the spin we had to get it going and make sure that it was up and running and had the 
system and the capabilities. I think we also sort of treated Pentair as a spin too. And I feel really 
good about the strategy work we did to align in our longer-term strategy. I think over the last 18 
months, though, we've put the strategy out there in a broader sense, and I think we lost some of 
our discipline around the core productivity. 
 
And I think we feel like this year has been getting those roots back and really making sure that 
we understand our supply chains and we're getting at both end. So one of the things we talk 
about, we don't want to just be a growth culture without productivity, we don't want to be a 
productivity culture without growth. We have to do both. And so I feel like we've made progress, 
and I really think we're set up well for 2020. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 



 
So let's go piece-by-piece here on the aquatic side. You've talked in the past about the resilience 
of this core business, in good times and possibly in bad. Maybe just refresh people's thought 
process on why you think that's the case. 
 
<<John L. Stauch, President, Chief Executive Officer & Director>>80 
 
Yes. I think, first of all, we need to look at the pool business in two lights this year. One is the 
overall pool market itself did relatively well. There was significant core growth in the space. And 
if you look at our sell-through numbers, throughout the year, they've been relatively solid other 
than the weather pattern in the first part of the year. What we had to work through is that the 
industry itself bought a lot of inventory ahead, and so our sell into numbers were challenged, 
while the industry itself really did well. So there was a little bit of a pause effect for Pentair this 
year that I think we feel like that inventory has been worked out as we head into 2020, and the 
dynamics of the industry will continue to perform. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So higher level, though, why do you think that the outperformance is materializing in the space 
where maybe you don't think of pool growth by itself as a significant avenue of growth, yet this 
is a mid-single-digit plus growth engine? And what are the factors that drive that? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
Yes, so for us, most of our sales are really in the five key states in the United States, which is 
Florida, Texas, Arizona, California and Nevada. That makes up the predominance of our 
particular revenue stream. So the demographics on people still building homes in those areas and 
most of those homes having a pool is still fairly strong. In context, about 80,000 new pools are 
built every single year, so we've got a relatively decent base to put into, but there's 5 million 
installed pools. 
 
Most of the installed pools are all running, and what people are really driving to is energy 
efficiency. So what's really helped propel this business is really changing out pumps for more 
variable speed pumps to save energy, changing out lighting platforms for LED lighting to save 
energy. Also, all the cosmetics that come along with that, prettier pools, prettier fountains, all the 
types of things that you can do, that's really been the dynamic. Then you put automation on top 
of that and selling automation units that you can remote control your heating, your pumps, your 
lighting, give it different atmospheres, that's been the growth drivers, Mike. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So the way to think about it, then, this is about the improving the content per sale per pool? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
Improving the experience, correct. 



 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
And so how have you guys tapped into the connectivity side, and what's the receptivity been 
from a client perspective? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
So I mean I think automation changes rapidly. So I think we're selling automation into a space 
that is always skeptical that there's going to be another application. So the latest automation that 
we've released is really an over-the-air upgrading capability, which I think will be a substantial 
advancement into getting the penetration rates up. It's a long-term growth profile. But less than 
10% of pools today have an automation feature. It is growing at a double-digit pace, but we've 
got to get the base expanded. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So how do you approach innovation space from two perspectives? I think, high level, maybe 
even people who don't know the story that well think about this as a pool pump business when 
it's much more. So how much money do you spend in R&D, kind of as a percentage of revenue? 
How do you make sure that it's really targeted towards the highest returns, better growth areas 
within that context? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
So we've done two things. I mean, first of all, we're around 3% of sales today, overall, for R&D 
roughly. And we run it in two different components. Our base businesses, the seven operating 
units, really focus on near-term NPD and the ability to always innovate and produce products for 
its space. Then we have three technology innovation centers. We have a pool technology 
innovation center, where we take a look at advanced water treatment capabilities and bring them 
back into the space as breakthrough technologies and then we have filtration technology 
innovation center as well, and then automation. 
 
So three global automation centers across – cut across all the businesses, so we've got a scaled 
development process against technologies that we really think will be game-changing. And we've 
got some really exciting ones. I mean if you think about our use of ultrafiltration and 
nanofiltration into the food and beverage market, those are going to be breakthrough 
opportunities in both the commercial and residential spaces in the form of systems and the way 
we solve water treatment issues there. We're very excited about – it's 2021, Mike, in advance, but 
I think we're really excited about commercializing those technologies. And then the pool space, 
there's been really some breakthrough technologies that have emerged, primarily around the way 
we filter pools or treat the bodies of water with remote monitoring. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 



So maybe a transition then, because you mentioned some of the pieces we can transition towards, 
some of the moves you're making on the filtration side. Let's start more in the residential move. 
Historically, you've been more on the softener side, this year you've made a couple of 
acquisitions. Maybe talk about what the rationale behind the Aquion and the Pelican acquisitions 
were as a starting point, and then we can transition into some other deeper questions? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
Yes. So I think it's a good question. So really quickly, we have about a $600 million global 
residential, commercial filtration business. Products and some systems for foodservice was our 
primary historical offerings. When you're selling products, people are buying your products and 
reconfiguring systems around you. And then, ultimately, people are solving the end commercial 
or residential solution with their own idea of how to solve it. So think about the seven businesses 
we have fitting into really two categories, Mike. 
 
We have three businesses that are really consumer influenced, and I want to be really careful in 
telling you that we're not going to be a direct-to-consumer seller of our products and services, but 
we want to be consumer influenced, meaning if you have a need, we want you to be able to know 
that Pentair has the ability to solve it and we want to walk through our existing channels in a 
very disciplined way. So what Aquion gave to us is a systems capability where they manufacture 
and assemble systems, some of those use our components, some of those use some competitor 
components. 
 
And it was a big move forward into being a systems aggregator into the water softener space. 
What Pelican brought to us with the services mindset is mobile retail centers that are deployed, 
some 50 vans that are running around in the geographies and communities where water filtration 
is a challenge, and really using digital marketing, and then converting a consumer sale. So we're 
learning how that process works and we're talking about a business that's growing at 30% a year. 
So there is a need out there, there's a demand, and we think we've got the capability to solve it. 
So we're moving closer to the customer in a disciplined way. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So let's start then with the technology side. What kind of technology are you bringing to bear? 
And as you sit here today, what do you think the customer is interested in? Is it whole home, is it 
point-of-use, some level of combination? And how are you going about figuring out what the 
best way to attack that market is? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
Yes. So again, this is a business in the United States that's probably in 10 or 12 core states, so it's 
generally manageable around geographies that have hard water tables. Obviously, in Europe, 
there's opportunities as well. People start with a point-of-use solution because it's the cheapest. 
And then what they really want is they want everything in their home to have a water quality 
input that allows their appliances to last longer. The quality of the water, the type of water that 
they're used to, they want to be – they want that. 



 
So if you grew up in a certain geography and your water tasted a certain way, you would like that 
water in your new geography to taste the way it used to. It's a preference issue. And technology 
exists today to be able to dial in water. It's what we do in foodservice. If we have a partner, for 
instance, in pizza and you have to translate your dough recipe to another state, we dial in the 
water to the exact consistency that you want. That technology is still available to residential 
consumer as well, and we think when that gets adopted, it's a huge runway for us, Mike. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So when you think about the opportunity to integrate with what you had historically on the 
residential side, do you think there is an opportunity to take the softener piece, merge it with the 
whole home solution? Where do you think that the customer mindset is as far as that being a 
really viable product? And how much education process do you have to go through to build the 
market? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
I think that's what we're working on. It's 15% penetrated today. We think somewhere – the 
realistic penetration rate would be around 30% to 40% of homes. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
And that should – the softener side is 15%? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
Whole home filtration. Whole home filtration. Yes. And not every apartment or home needs to 
have their water treated. I mean some municipalities produce wonderful water, especially in New 
York City, but others don't. And we do believe we have to make the simpler approaches for 
someone, and we have to make an experience that they understand, meaning you're going to 
spend $6,000 on a system, that's what these systems cost. You want to know that you're buying 
the system that's going to have the longevity and give you the solution set that you're actually 
seeking. 
 
To put it in context, our content on something like that might be $1,000. So there's $5,000 of 
what you call expertise or the application orientation that's coming through your service 
provider. It's a very, very high-margin solution. So I think what the consumer wants is peace of 
mind and they want to know that it's going to be serviced and it's going to give them what they 
want. The channel itself is trained to make the highest margin with the least amount of effort. So 
connecting those dots is the critical opportunity. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 



So then kind of a twofold question on the distribution side. One, what is the go-to-market 
strategy today? Where do you think that you can get that right balance between getting in front 
of the customer and then having that right level of expertise to help with that sale process? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
Yes, so simple math. When you take a look at the Pelican acquisition that we acquired and part 
of the experiment to understanding that consumer mindset, it's about $100 in customer 
acquisition cost for all of the digital marketing and consumer spending that they're putting into 
play. If you think about that, if you are selling a couple $100 of components into a system and 
you're making a 40% drop through your margin, it's not really worth the effort, right? So when 
you're selling a $6,000 system or a $6,000 solution that is definitely worth the effort, right? 
 
So it's a targeted geography play around really committing the awareness and then having the 
right solution set. And then when you put into this context that we have lots of data in the Pentair 
database, so all the ZIP code water quality, because of the things we do in commercial, we have 
the opportunity to tailor solutions around the ZIP codes where we really think our technologies 
can make a differential outcome. So listen, we're in at the learning phase here, an experimental 
phase. We think the acquisitions we bought are definitely performing. We think they're 
everything we wanted them to be on the strategy, and we're looking forward to tightening them 
into our portfolio and really making them long-term contributors to the overall Pentair portfolio. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So what are the limitations from an end market acceptance perspective as we sit here? Is it 
distribution? Is it knowledge? Is it training the sales force so they have the right ability to say this 
is what your water needs are, we can tailor a solution for that? Where do you think the 
limitations are today? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
I think the number one limitation is, and where everybody has got to be careful, there's not a 
national solution here, right? And I think you've got a business opportunity if you realize that 
you have to win ZIP code by ZIP code in the differential way. But you're building awareness that 
you are the company who should be sought after to create that experience. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So then the commercial side, the Everpure business that's been a phenomenal business for a long 
time. First, any lessons on that side that you – or technology that you can apply to this residential 
transition you're going through? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
So think about coffee, think about national franchises, think about restaurants caring deeply 
about the water quality that they serve you, right? So we're starting with a space that screwing up 



your water is going to be a bad customer experience for you and probably a bad revenue and 
business experience for you. So it starts with a good spot. Every single one of those consults 
starts with a water test, and then basically takes input water of different varieties, and then gets it 
to a exact water quality that you're looking for. 
 
And you have to be able to do that everywhere. So there's a learning capability of how we do that 
with technology. And then now that more and more of these are IoT-enabled, so there's a 
constant monitoring capability because your water isn't always the same quality. And all of that 
is absolutely reusable as you think about bringing those solutions into an automated experience 
for a residential consumer. It's also an opportunity to think about total water management and 
expanding that capability to more of a monthly revenue stream for the restaurants that might not 
be able to afford those higher-end systems in the space. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
So, how much more runway do you see on that mature business from here? It's been a strong 
grower. Healthy margins. I think when we first started – when I first took over coverage almost 
10 years ago, it was a couple of points of filtration need at any given store or the generic store 
here. Now that's significantly higher on a per-store basis. Is this more about regional penetration 
and adoption? Is it more about continuing to see more content per store? How much runway do 
you see cumulatively? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 
I think there is a significant runway. I think one of the challenges that most really high-margin 
businesses run into is that you look at how much more opportunity is there at the margin point in 
that. I think you've got a look at growing income dollars and think about a good, better, best 
solution and having the broader offering to everybody who needs it at the right price point. And 
that's what we're really working on. The other opportunity is commercial office water, right? 
We're really strong in foodservice. There's a significant emerging trend in commercial buildings, 
and how we're giving people the carbonated water they want or the hot and cold waters they 
want. We're also basically filtering for scale into the coffee and the tea machines. That's an area 
that we really have not built out our distribution network as strong as we should, and it's an area 
that we're there a lot, Mike, but I always say it's because of our strong brand presence and 
chance. It's not because we strategically decided to be there. And that's the fastest-growing space. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
Small piece of portfolio today, but I think an interesting example of how you've done the 
analysis and maybe taken a more prudent profitable approach. Can talk we about what you did 
on the food and beverage side, reducing the system's exposure and what it's lead to from your 
perspective? 
 
<<John L. Stauch, President, Chief Executive Officer & Director>> 
 



We are about a $250 million food and beverage offering that's primarily components that go into 
beer manufacturers, and primarily around giving them a more sustainable proposition to filtering 
their beer, that's candidly what it is. The old technologies candidly what it is? The old 
technologies are really challenging, mainly on the waste of throwing them out and the cancer-
causing agents around that. And we went in and gave them a sustainable offering on that aspect. 
The second revenue stream we also created was being able to take waste and turn it into food-
grade CO2. So we are working with large beverage manufacturers and doing a lot of the 
sustainable process for them. 
 
But more importantly, we save them money. And they're able to take waste and turn it into a 
profitable revenue stream. So we turn something into a high-teens profit margin and growing 
really nicely as they expand their offerings. I think it's an example of a focused energy to your 
solution set, working within a vertical space and realizing how you add value to a customer. And 
so I think we're proud of that success. That same technology is technology, primarily the 
filtration side that we're talking about, leveraging and scaling and bringing it back into the 
commercial and residential. 
 
Q&A 
 
<Q – Mike Halloran>: So a question from the audience here. You're primarily in five states on 
the pool side of the business, but there is going to be a varying degrees of water stress in those 
jurisdictions. Do you think there are structural headwinds to that 80,000 per year pool add or any 
other restrictions out there that might limit that installed base growth? 
 
<A – John L. Stauch>: Not in the foreseeable future. And I know that seems like a very flippant 
response. But if you really do the customer ethnography of pools, these are people that don't 
necessarily even swim in their pools. It's a backyard experience. And I don't have to just trust my 
view on that. Look at POOLCORP's transcripts, look at POOLCORP as a company, people look 
at these backyards in the areas they have that this is part of the water experience, and they're 
investing in those and they're maintaining them. 
 
And what we're trying to do is giving them the ease of maintenance. So they've made the 
decision. They bought it. And then where Pentair plays is how do we make an easier, more 
convenient way for you to maintain that pool. So I think for the next five to 10 years, the 
passthrough comes really strong as the installed base makes itself more energy efficiency. Yes, 
products are going to last longer, right? I mean we're selling pumps today that are probably going 
to last more like seven to 10 years versus what used to be three years. Now they're selling at 2 
times to 3 times the cost. So the overall cost of ownership is relatively constant. But that would 
be the only structural headwind that I would see ahead, Mike. 
 
<Q – Mike Halloran>: And then on the external capital deployment side. One, how do you 
balance M&A versus buybacks, dividends at this point? Or just building cash? 
 
<A – John L. Stauch>: I'm going to have Mark answer that. 
 



<Q – Mike Halloran>: And then secondarily, maybe just conversations about appetite on the 
M&A side and what you're seeing from a funnel pipeline perspective? 
 
<A – John L. Stauch>: Yes. Mark, as CFO, always wants to buy something, and always wants to 
money to work and I always talk him out of it. So I'm going to let him answer the question. 
 
<A – Mark Borin>: Yes, I'm going to do something really large – no, I think it's a balance. So 
we're always evaluating what to do with our capital. We know that, that's one of the most critical 
things that we're going to be evaluated on. And when we look at it, we just look at what do we 
think is going to deliver the most value in the long-term to our shareholders. And so we evaluate 
M&A to fit tightly with our strategy. We're focused on – we think that bolt-ons not significant, 
not super large, but things that are right aligned with strategy and we compare that to other forms 
of capital utilization. Sorry, should I start over? 
 
<Q – Mike Halloran>: [Indiscernible] (0:24:07) 
 
<A – John L. Stauch>: We're not going to screw up. 
 
<A – Mark Borin>: Yes, we're not going to screw it up. But we evaluate M&A aligned to our 
strategy versus other forms capital utilization, dividends, share buybacks, things like that, and 
we're committed to doing all of that within the context of looking at our overall capitalization 
and leverage. And that, call it, 2 times range, plus or minus a half a turn. And we know that that's 
one of the most critical things we're going to be evaluated on. So we take it very seriously. 
 
<A – John L. Stauch>: Mike, structurally, we have a closer to 17% to 18% tax rate, right? We 
don't feel we always get the value for that because ours is long-term cash tax rate. And so we're 
very cognizant that we have great businesses that need to grow their EBITDA. And then at the 
end of the day, we want to augment them with tuck-ins, and that's really what we do. But we 
compare everything to get the buyback because, ultimately, over our tenure, we're going to be 
measuring ROIC period. 
 
<<Mike Halloran, Analyst, Robert W. Baird & Co.>> 
 
Well, please join me in thanking Pentair for their time today. Management will be available 
downstairs for a breakout session in the Walton room. Presenting next in this room is General 
Dynamics Corporation; Parker Hannifin will be in the North Ballroom; Novanta will be in the 
State Room; Casella Waste Systems will be in the LaSalle Room. Thank you. 


