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Mig Dobre, Robert W. Baird & Co.:  Alright, good afternoon everyone. Thank you for joining us. I 
know it's after lunch and kind of a cold room with no windows. So, hopefully, we'll be able to keep 
you guys nice and awake. My name is Mig Dobre. I am the Baird analyst covering machinery and 
diversified industrials. It is my pleasure to introduce to you Helios Technologies. And now some of 
you might know Helios as Sun Hydraulics. 
 
They have recently changed the name of the company. But as a reminder here, Helios is an 
electronics and hydraulic motion control provider. They do leverage superior technology and service 
capabilities to drive above market growth rates. We're lucky to have with us today, with an update 
on the company, CEO, Wolfgang Dangel; as well as CFO, Tricia Fulton. 
 
Wolfgang, I know you have some introductory remarks. So I'll turn it over to you and then we'll do 
some Q&A. 
 
Wolfgang H. Dangel: Thank you very much, Mig. Thanks everyone. Good afternoon. Thanks for 
taking the time. So just a couple of charts here in the very beginning here. A few years ago, we did 
an in depth competitive analysis on the company. At that point in time, we were a purely hydraulic 
component manufacturer and basically the vision that we laid out for 2025 is reflected here. We want 
to be a technology leader in the diversified industrial goods sector, achieving critical mass. 
 
At the time when we did this, we were $200 million Company. So we determined critical mass being 
$1 billion by 2025, but not just growing for the sake of growing, we also want to maintain superior 
profitability and financial strength. On the very bottom, you will see an important statement here is 
highlighted; for 45 years we were a best-in-class component manufacturer, so we want to maintain 
that, but at the same time, we also want to transform into a recognized designer and manufacturer 
for intelligent systems and controls. 
 
Here a snapshot of the entire Helios group, so two business segments, Hydraulics and Electronics. 
The revenue breakdown, they’re about 75% to 25%. We are guiding to, for the Hydraulics segment 
revenue of $375 million to $380 million and for the Electronics side $125 million to $127 million. The 
adjusted operating margin is expected to be somewhere around 21%. And if you look at the brands, 
I think the most important takeaway here is these are all leaders in niche technologies. 
 
So Sun is the number two player in cartridge valve technology, Faster is the number two player in 
hydraulic couplings and Enovation Controls is also one of the top players in a very designated, but 
fragmented electronic controls market. On the very bottom, you see the key end markets and actually 
we have a better chart than this. On the next chart here, you can see that we are pretty diversified. 
In the center of the chart, you see we grew the business from the $200 million back in 2016 to about 
$570 million on a pro forma basis this year, so within two years there has been very strong organic 
growth, but we also added two companies. We have some external growth through the acquisitions 
of Faster Group and Enovation Controls. 
 
Faster Group predominantly operates in the Ag market. So the 20% that is contributed to Helios 
Technologies from a revenue perspective predominantly came from Faster. The electronics controls 
business from Enovation Controls taps into industrial, mobile as well as recreational end markets. 
And the legacy business is pretty much reflected on the left hand side. It's about two thirds mobile 
and one third industrial applications. 
 
So we are trying to create a larger and more diversified technology platform and what you see here 
is a pro forma combination overview, pretty much reflecting the entire year of 2018. We had a third 
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acquisition in the center of this chart, Custom Fluidpower, the largest independent fluid power 
integrator in Australia. It’s a strategic acquisition because with their competence and strengths that 
they have in Australia, they want to penetrate the Southeast Asian markets. They have eight offices 
across Australia; the largest offices are on the northern part of Australia. The geographical distance 
to Indonesia is shorter than it is to Sydney. 
 
So, again, if you look at the product offerings, about 77% Hydraulics, 23% Electronics. From a 
geographic reach perspective, we do a little bit less than half of the business in the Americas. The 
majority of the business is overseas. And it's balanced between Asia Pacific and Europe. And very 
importantly, on the very bottom, we paid a lot of attention to balance our access to the marketplace. 
So we’re generating 50% of the business through value-added distributors and 50% through OEMs. 
 
We want to be tied to OEMs because we want to have direct access to the OEMs. We consider them 
as being the trendsetters in the industry. We are very technology and application driven. So we want 
to talk directly to the OEMs who pretty much design the next generation of machinery and equipment. 
But we also want to have 50% of revenue generated through the channel because we want to have 
better coverage of the global marketplace and obviously the channel by default generates higher 
margins. So, quite a significant swing. Two years ago, I was sitting here, Mig, I still recall that and 
80% of the legacy business was going through distribution and only 20% was going through OEMs. 
 
That's the pathway from 2018 forward to 2025. If you start on the left hand side of the chart, so back 
in 2005, we were only in the hydraulics business, cartridge valve technology, we were $117 million 
in terms of revenue size. We did 16% adjusted operating margin. Between 2005 and 2018, the legacy 
business has grown 8% on average and then we added these businesses, the Faster business also 
in Hydraulics and the Electronics business. So on a pro forma basis, we're generating about $570 
million as the midpoint of guidance and the midpoint of 21% adjusted operating margin.  
 
In between here and 2025, we believe with the setup that we have, the investments that we are 
making, the capabilities that we have in house, we can probably grow twice as fast as the designated 
markets. So that means the legacy business will continue to grow 8%, pretty much what it has done 
historically. The Faster business will grow 6%. Again, the majority of that is tied to the Ag market. 
We see a little bit slower growth over the long-term compared to the other businesses and the 
Electronics business is expected to grow 7%. If you add up those numbers that would bring us to 
$930 million leaving an incremental gap of $70 million to get to the $1 billion. Maybe one additional 
data point, the Electronics business, mid-point of guidance is $126 million in revenue. We acquired 
it exactly two years ago to today. We acquired that company at that point in time that generated $82 
million. So it grew 50% over the last two years. 
 
Mig Dobre, Robert W. Baird & Co.:  Great. Thank you for that introduction. If you wouldn't mind 
maybe leaving that last slide, the previous slide with your vision 2025 up, we might reference it in 
the Q&A. If you'd like to contribute some questions, you can email session4@rwbaird.com. Maybe 
to get it started here. You have had a very volatile year from a stock performance standpoint, perhaps 
more volatile than your fundamentals would warrant or indicate. What is your perspective as a 
management team, CEO, the way the board of directors is thinking about it? Why do you think the 
volatility has occurred? And maybe more importantly, do you think that there is something that 
investors are, at this point, misinterpreting about the company that you should make them aware of? 
 
Wolfgang H. Dangel: Yeah, I think, first of all, the landscape has changed. If you go back to 2015-
2016, the legacy business got incorporated in 1970. It's been focusing on cartridge valve technology 
alone. There was one smaller acquisition, maybe two smaller acquisitions for the first 45 years of 
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existence. So, one significant change, of course, we have grown significantly through external growth 
through these acquisitions that we made. So we made three acquisitions over a period of 24 months. 
That's definitely one distinctive difference compared to the past. 
 
I think the second factor that comes into play here; I think the marketplace this year has been pretty 
volatile to begin with. We have been hampered with a lot of factors that were not foreseeable at the 
beginning of the year, just throwing out the tariffs to name one example. If I think the combination of 
both – that we are evolving very fast in alignment with the Vision 2025 plus some volatility in the 
market and the pace that we are moving forward have probably generated some of the uncertainty 
that you're referring to with regard to the share price. 
 
Mig Dobre, Robert W. Baird & Co.:  So how do you deal with that? How do you address that? 

 
Wolfgang H. Dangel: Well, I think we have made significant inroads already after two years into this 
2025 plan. So I think from an acquisitive perspective, probably now is the time that we are focusing 
more on getting better than getting bigger again. So we’re pretty much settled with what we have at 
least for the time being or for the foreseeable future and we’ll pay a lot of attention to bottom line 
growth again and then we'll take it from there. I mean there’s still seven years left to the entry 
milestone of 2025 where we are supposed to be at the $1 billion. 
 
Mig Dobre, Robert W. Baird & Co: This issue of profitability from my perspective, I think a lot has 
been riding on this issue of profitability. And if we look at your earnings release yesterday as well as 
the stock reaction to it, a lot of it hinged on the adjustment that you had to margin. Now I would agree 
with you that certain components of margin reduction are not unique and companies have struggled 
throughout the year with price/cost dynamics and tariffs for instance. 
 
But I think there is a perception out there that there is an execution challenge. And I would like for 
you to address that, provide some perspective and also assure investors, if you can, that some of 
these issues are being addressed as we start looking towards 2019. 
 
Wolfgang H. Dangel: Yeah, I mean, first of all, I can definitely assure you that some of those 
challenges are being addressed, but let me outline the challenges a little bit in more detail. Again, if 
I look at the absolute growth of revenue and profitability, in absolute numbers, we grew about 290% 
in the last two years, in top line and in bottom line from an absolute dollar perspective. If I say it, 
obviously adding the three acquisitions has created a completely different landscape of things to 
deal with. 
 
We brought in a new technology with the second segment with the Electronics, as I pointed out 
before Mig, 45 years, as you know very well, we were hydraulics component manufacturing in a 
niche market. And so we knew that electrification was extremely important and will influence the 
hydraulics industry moving forward from here. So bringing on that competence was extremely 
important. I feel with Enovation we have a first class company that caters to that requirement 
extremely well. 
 
I repeat again what I said before, having these companies now on board I think it gives us now, being 
halfway towards the $1 billion mark, it gives us now the opportunity of focus again on improving 
gross margins and further improving bottom line. From our perspective, I also want to highlight here 
and I think it's on the bottom of this chart, if you can see, the metric – the floor metrics that we put in 
place when we launched the Vision two years ago, we considered superior profitability to generate 
north of 20% adjusted operating margin. 
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That's where we are today. That doesn't mean that we are expecting incremental margin drop from 
the sales growth that we are projecting in between here in 2025. With regard to the initiatives, there 
are a lot of initiatives in place to address some of the concerns that you have brought up. We are 
de-levering the risk of manufacturing all of the cartridge valves in the United States. Over the last 12 
months, we have established a manufacturing facility in Korea. We went from greenfield to full 
integration within one year. 
 
So that's an investment made to cater to that region, and that will help to alleviate some pressure on 
the one and only hope we had for valve manufacturing so far here in the United States. Down the 
road, probably over the next 18 to 24 months, we want to start with creating value add, first assembly 
and test, and then go into manufacturing of components, in China as well that will allow us in 
Sarasota, Florida, where we are headquartered, to fully focus on the requirements for the North 
American and South American market place. 
 
We have embarked on very in-depth initiatives from a lean perspective, streamlining manufacturing 
in order to improve throughput and create additional capacity that we need to cater to the growth that 
we are having and we expect, of course, once that is fully implemented that we will also see 
improvement to margins as well. Lastly, we are using Faster. That's the acquisition in Europe. We're 
using Faster as a parts supplier for Sun Hydraulics, for the sister company, in order to embark on a 
dual sourcing strategy. In the past, we would source components only in the United States in order 
to accommodate the fast growth that we have had – that's not adequate enough anymore. We need 
dual sourcing in place, so there are a number of initiatives in place that I think address some of the 
topics and concerns that you are bringing up. 
 
Mig Dobre, Robert W. Baird & Co: Well, you see the challenge is that when I'm looking at this slide 
and I understand that the Vision 2025 metrics that you presented at the bottom, those are the floors. 
The challenge is that you have a very clearly outlined vision for top-line growth and actually I 
remember going back to your Analyst Day, you had a complete breakdown by each one of these 
markets as to what's organic, what's new products, what’s new markets. So you went into a great 
degree of detail. And yet, we are lacking the details on the margin side to understand essentially 
what the leverage of this business is going to be and truly assemble what the profitability and value 
creation of the framework is going to look like for the next few years. 
 
Wolfgang H. Dangel: That is correct, if I said this is a metric floor, so we say these are the minimum 
requirements from a profitability perspective. We haven't modeled out the details, what it means in 
terms of incremental bps, as we move through the CAGR rates that you see on the right hand side. 
But this is a floor. This is the minimum requirement from a profitability standpoint that we believe 
justifies superior profitability in the industry, at least that's what we are seeing from our peer group 
members and other benchmark companies that we follow very closely. 
 

Mig Dobre, Robert W. Baird & Co: Understood. Tricia, maybe going back to some of the issues 
that you have in the fourth quarter specifically because your guidance adjustment had to do a lot 
with the fourth quarter and much less with the third. The Sarasota facility action that you have taken 
in CVT seems to be a primary driver for that. So help us to understand these dynamics. You were 
saying that there are going to be some drags into Q1 2019. What sort of drags and how confident 
are you that they're going to go away afterwards? 
 
Tricia L. Fulton: Yeah, so the site consolidation that Wolfgang referred to actually impacted the third 
quarter and will impact the fourth quarter revenue and profitability, which is really what drove down 
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the guidance for the year. It was about half and half, about $5 million on the top line in the third 
quarter and $5 million on the top line in fourth quarter. And we do anticipate that this project will also 
keep our Q1 numbers from being where they probably would have been by about that same amount, 
until the project is done at the end of Q1. 
 
So that was the primary driver also of the decrease that we saw of 130 basis points of operating 
margin as well. Other things that will affect the fourth quarter are the softening of the Ag market that 
is estimated at about $2 million in revenue that we think we aren't going to see now; also affecting 
operating income and Fx. So if you look at the rates that were in effect at the time that we made the 
acquisitions of CFP and Faster versus where the rates are now, we're about $2 million down in total 
revenue as well. And again, that flows through to the operating income. 
 
The final item that flows through the operating income is the tariffs, it's about $1 million; $200,000 of 
that we picked up in the third quarter, but we think that we're going to have about $800,000 in the 
fourth quarter. That's going to be a charge for things that we are not able to recover through our 
surcharges. 
 
Mig Dobre, Robert W. Baird & Co: Are you expecting to be able to recover these incremental tariffs 
sometime in 2019? 

 
Tricia L. Fulton: It's not likely in all cases. We're getting a lot of pushback on the tariffs, especially 
from customers outside of the U.S. They're saying why should we pay for us tariffs in Europe and in 
China specifically? So I think it will be difficult to recover all of them. 
 
Mig Dobre, Robert W. Baird & Co: Then there's also the question and I'm sorry to keep harping on 
this, but I think again, profitability and execution now that M&A is largely done are paramount. When 
you're looking at the Sarasota facility integration issues that you've had, something was different 
than originally planned, otherwise the guidance wouldn't have been reduced and yet you've been 
working on this integration since the Spring. So what changed and why is it that all of the sudden 
this is starting to hit 4Q and 1Q specifically? 
 
Wolfgang H. Dangel: I think there is a minor misunderstanding here. There’s nothing wrong with 
the site consolidation and the streamlining project. The streamlining project is on track, but what got 
hampered and what got impacted was the output of the ordinary business because we are moving 
machines, we are moving people around from three facilities into two facilities. 
 
Mig Dobre, Robert W. Baird & Co: I am sorry, but I don't understand that. I mean, you're saying 
that you're on track of doing what you want to do but your costs are higher and your production is 
lower as a result. 
 

Wolfgang H. Dangel: Revenue is lower because we are not shipping at elevated levels as expected, 
but we are shipping at a record level. We're shipping more hardware in Q2 and Q3 than ever before, 
but we expected to ship even more. And the project that runs simultaneously is impacting that. This 
is the $5 million that Tricia is referring to. We anticipated, and maybe our plan was too optimistic, to 
ship an additional $5 million per quarter that we can't do because people are shifting, people are 
being trained on new lines and so forth. 
 
Mig Dobre, Robert W. Baird & Co: But this brings in the question of, do you have the right talent 
on executing inside the company for these sorts of integrations? Because it seems to me like this is 
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proceeding as planned and yet somehow the output and the costs are different, so something here 
went wrong. 
 
Wolfgang H. Dangel: Well, I think what we have to take into consideration, we have to cater still to 
exceptionally high order intake rates at the same time. So that's why I say it's not the project itself, 
the project itself from a timing perspective is on track. It's catering to the ongoing increase of 
business. I mean you know very well we are growing two to three times faster than our peer group 
members over the last two, three years and we need to cater to that business at the same time. 
 
Mig Dobre, Robert W. Baird & Co: I want to ask you, because we're going to run out of time shortly. 
I want to ask you a couple of questions on pricing. Historically, your core hydraulics businesses has 
enjoyed very, very good pricing dynamics. It seems to me like that this situation has changed 
somewhat in 2018 and into 2019. Please correct me if I'm wrong. And then on interpreting what 
you're saying vis-à-vis an inability to pass through these incremental tariffs as applying primarily to 
your electronics business, perhaps I'm wrong. 
 

Tricia L. Fulton: No, it's actually the CVT business. 
 

Mig Dobre, Robert W. Baird & Co: It is still the CVT business. So, okay, then can you maybe help 
us to understand pricing dynamics in Electronics versus Hydraulics and how you think about 2019? 
 

Wolfgang H. Dangel: Yeah, so in Electronics we have to take into consideration that we sell the 
majority directly to OEMs. So we are tied into OEM agreements. So pricing increases can be slotted 
in at a time when we have modification changes or new product launches. That's the base point in 
time. In between, pricing is fixed based on mutual agreements that are in place in between us and 
the customer. 
 
On the Hydraulics side, it's a little bit different. We are selling 80% of the legacy businessthrough 
80% through the distribution channel. We had a price increase on July 1st. The expectation is that 
we get about 1% to 2% net impact of the price increase. In Q3, we got about 1%. And I think that 
was actually a pretty good number because considering that in Q3, we shipped orders that were in 
hand prior to the price increase. So over time, I think in Q4 and then in Q1 2019, we will get to the 
1.5% to 2% net impact on pricing. In general, if I may say that historically, as you know, we have 
been the price leader and have always had strong capabilities to pass price increases to the 
marketplace. 
 
We will still continue to do so, but we also want to be very cognizant, particularly of our channel 
partners, because we encouraged them to reinvest a portion of their profits into our business, so that 
we get mind share with regard to them carrying us on their line card. That was a little bit neglected 
in the past and that's why we had no growth for a very long period of time. So we are pushing our 
channel partners very hard in a collaborative manner, but we are giving them leeway and instead of 
imposing price increases constantly, we would rather ask them to invest the profits and the margins 
they are making with us into the business again, to replenish the pipeline of investments and 
constantly plant seeds, so that we can harvest in the long-term rather than having to focus on a 
specific quarter or a specific year to harvest as much as possible through an additional price 
increase. 
 
Mig Dobre, Robert W. Baird & Co: All right, thank you for that color. I think we are out of time. 
Please join me in thanking the management team for the presentation. 
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Wolfgang H. Dangel: We will have a breakout session in the foyer right outside. Coming up next, 
we have Rogers Corporation. 
 
 


