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Date: _02/25/13__ 

    Analyst Name: Eric Russell__ 

CIF Stock Recommendation Report (Spring 2013) 

Company Name and Ticker: Ingersoll-Rand PLC (IR)__ 

Section (A) Summary 

Recommendation Buy:           No Target Price: Stop-Loss Price: 

Sector: Industrials Industry: Capital Goods Market Cap (in Billions): 
15.589 

# of Shrs. O/S (in Millions): 
296.32 

Current Price: 
$52.61 

52 WK Hi: 
$53.90 

52 WK Low: 
$37.34 

EBO Valuation: 
$25.12 

Morningstar (MS) Fair 
Value Est.:  $46.00 

MS FV Uncertainty: 
High 

MS Consider Buying:   
$27.60 

MS Consider Selling:   
$71.30 

EPS (TTM): 3.35 EPS (FY1): 3.61 EPS (FY2): 4.09 MS Star Rating: 
3 Stars 

Next Fiscal Yr. End 
 ”Year”: 2013      
“Month”: December 

Last Fiscal Qtr. End:  
Less Than 8 WK:   
Y        N 

If Less Than 8 WK, next 
Earnings Ann. Date:  
March 31st  

Analyst Consensus 
Recommendation: 2.40 

Forward P/E: 12.97 Mean LT Growth: 10.93% PEG: 1.19 Beta: 1.77 

% Inst. Ownership: Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio:  
1.20 

Short as % of Float: 
.70% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 16.08 18.82 21.77 

P/S (TTM) 1.12 2.46 1.91 

P/B (MRQ) 2.19 1.81 1.45 

P/CF (TTM) 10.97 7.21 11.88 

Dividend Yield 1.59 1.75 1.86 

Total Debt/Equity (MRQ) 45.23 26.67 74.94 

Net Profit Margin (TTM) 17.78 30.82 33.26 

ROA (TTM) 5.62 6.97 3.26 

ROE (TTM) 14.56 10.26 7.98 
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Investment Thesis  
 Ingersoll-Rand is currently trading 

right around their 52-week high and 
could be overvalued right now. 

 EBO valuation gave me an implied 
price of just over $25, another sign 

that the company is currently 
overvalued.  

 Analyst recommendations gave a 
mean rating of 2.40, which is fairly 

high, and on the bearish side. 
 With a high beta of 1.77 this 

company has high volatility, which 
causes uncertainty for future trading 
prices. 

 Morningstar consider buying is 
$27.60, which is much lower than 
the current price of $52.61. 

 Analysts on Morningstar were 
extremely bearish and uncertain 
about Ingersoll-Rand on the 
company overview. 

 There is currently uncertainty about 
the spin off Ingersoll-Rand is working 

on, which will separate part of their 
company into two individual 

publically traded companies.  
 There has been a high number of 

down revisions in the past 4 weeks 
and a very low number of up 

revisions for the company. 

 Overall I just found too much 
uncertainty and bearish sentiment 
on Ingersoll-Rand for me to be 
comfortable with recommending a 
buy for the CIF.  

Summary 
Provide brief summary of your analysis in each section 
that follows 

Company Profile: Ingersoll-Rand is a diversified global 
company that provides products, services and solutions 

to enhance the quality and comfort of air in homes and 
buildings, transport and protect food and perishables, 

secure homes and commercial properties, and increase 
industrial productivity and efficiency. 

Fundamental Valuation: With a 2 year above average 
growth period the implied price came out to be 25.12. 

This makes IR seem highly overvalued but the high beta 
of the stock skewed my results.  

Relative Valuation: Relative to its competitors, 
Ingersoll-Rand is pretty well in line with all of them. 

Forward P/E and PEG seemed to give me numbers 
closest to the current trading price of IR 

Revenue and Earnings Estimates: IR had consistently 
beat earnings estimates and has been up and down as 

far as revenues go. There have been significant down 
revisions over the past 4 weeks showing bearish 
sentiment for the stock.  

Analyst Recommendations: With a mean rating of 
2.40, analysts seem bearish on the stock. Most analysts 
are saying hold at the moment, which is pretty 
common.  

Institutional Ownership: Most of this information was 

not available but overall the number of net buyers has 
gone down which is another bearish indication.  

Short Interest: Short interest is very low right now 
compared to historic numbers and compared to 
competitors. This shows very bullish sentiment from 
investors. 

Stock Price Chart: Ingersoll-Rand has been 

outperforming the S&P and competitors in the past 
year and is outperforming the market and the sector 

for the past 3 months.  
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Section (B) Company Profile (two pages maximum)  

Company Summary 

Ingersoll-Rand (IR) was founded in 1871. The company was started when Ingersoll-Sergeant 

Drill Company merged with Rand Drill Company to form Ingersoll-Rand. Their corporate 

headquarters is located in Dublin, Ireland and is one of the few companies in the S&P 500 with 

a corporate headquarters located outside the U.S.  

Ingersoll-Rand plc (IR) is an Irish public limited company. The company is a diversified, global 

company that provides products, services and solutions to enhance the quality and comfort of 

air in homes and buildings, transport and protect food and perishables, secure homes and 

commercial properties, and increase industrial productivity and efficiency. It operates in a 

couple different business segments. These segments include Climate Solutions, Residential 

Solutions, Industrial Technologies and Security Technologies. Each segment has strong brand 

name and a leading position in their respective markets. The company generates revenue 

primarily through the design, manufacture, sale and service of a diverse portfolio of industrial 

and commercial products. They sell well recognized, premium brands such as Club Car, 

Ingersoll-Rand, Schlage, Thermo King, and Trane.  

Business Model, Competition, Environment and Strategy 

Ingersoll-Rand operates in a highly competitive market. Due to the diversity of the products and 

services and the variety of markets, IR encounters a wide variety of competitors that vary by 

product line and services. These competitors are not only U.S. based either, 40% of sales from 

IR are outside the U.S. Also Ingersoll-Rand does not have one single buyer or company that 

accounts for more than 10% of their revenues so losing a customer will not bring the companies 

revenues or earnings down a great deal.  

Ingersoll-Rand distributes its products a number of ways. U.S sales are made through branch 

sales offices and through distributors, dealers and large retailers across the country. Non-U.S. 

sales are made through numerous subsidiary sales and service companies with a supporting 

chain of distributors throughout the world.  

Demand for certain segments of IR’s products and services are influenced by weather 

conditions. For instance sales have historically been higher in the second and third quarters of 

the year in northern hemisphere markets such as the U.S., summer is the peak season for sales 

of air conditioning systems and services. Unexpected cool trends or unseasonably warm trends 

during the summer months could negatively or positively certain segments of the business and 

results of overall operations.  
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On September 30, 2011, IR-Ireland completed the transaction to sell 60% in the Hussmann 

business. On December 30, 2011, it completed the divestiture of its security installation and 

service business, which was sold under the Integrated Systems and Services  brand in the United 

States and Canada, to Kratos Public Safety & Security Solutions, Inc. (Reuters).  

In December 2012 the Board of Directors announced a plan to spin off the companies 

commercial and residential security businesses. This separation will result in two standalone 

companies, Ingersoll-Rand and the New Security Company. The spin off is expected to be 

completed prior to the end of 2013, however this completion depends on many conditions and 

regulations.  

 

 

Revenue and Earnings History 

Revenue and earnings per share history was not available on Reuters but I found these 

numbers on Morningstar Direct.  

 TTM 2012-12 2012-09 2012-06 2012-03 

      

Revenues 14,035 3,470 3,593 3,821 3,151 

      

Earnings 3.35 0.79 1.05 1.18 0.32 

 

2011-12 2011-09 2011-06 2011-03 2010-12 2010-09 

      

3,454 3,929 3,892 3,138 3,712 3,730 

      

0.79 0.26 0.28 -0.23 0.65 0.72 
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As far as revenues go, Ingersoll-Rand hasn’t seen any kind of steady increase or decrease over 

the past couple of years. Their revenue numbers are very consistent with no outliers. One thing 

to mention is that their revenues are slightly higher in the second and third quarters. As I said in 

the company profile, this is due to the warm weather during the summer. 60% of revenue 

comes from the United States and during the summer months in the U.S. more people are 

buying air conditioners and other products that Ingersoll-Rand produces and sells, giving them 

higher profits in these months.  

As for earnings per share, these numbers have bounced around more than the revenue 

numbers. During the first quarter of 2011, IR actually had negative earnings per share. I’m not 

sure exactly why their earnings were so low during that quarter but they bounced back after. It 

appears that this past year the earnings per share number have been a little more consistent 

than in the past. As with revenues, their EPS was highest during the second and third quarters 

of this past fiscal year. I believe Ingersoll-Rand has the stability to maintain their revenue and 

EPS numbers in the near future.  

 

Section (C) Fundamental Valuation (EBO) 
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Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  ____3.61 & 4.09_______ 

Long-term growth rate:  _____11.56%________________ 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   ____7.229 Billion_________________ 

 # of shares outstanding: _____296.32 Million________________ 

 Book value / share:  ___24.02__________________ 

Dividend payout ratio:  ___20.28%___________________ 

Next fiscal year end:   ___December 2013____________ 

Current fiscal month:   ____2__________ 

Target ROE:    _____11.56%_________________ 

Output 

Above normal growth period chosen: ______2014_______________ 

EBO valuation (Implied price from the spreadsheet): ___25.12_______________ 

Sensitivity Analysis 

EBO valuation would be (you can include more than one scenario in each of the following): 

______24.53_________ if changing above normal growth period to ___2017__________ 

______25.12_________ if changing growth rate from mean (consensus) to the highest estimate 

_____16.00%__________ 

______25.12_________ if changing growth rate from mean (consensus) to the lowest estimate 

______5.00%_________ 

______48.66_________ if changing discount rate to _____8%_________ 

_______25.12________if changing target ROE to ______20%_________ 

 

Comparing these values to the current stock price of Ingersoll-Rand, this evaluation makes the 

stock seem grossly overvalued. However, this is due to the high beta of the stock. With a beta 

of 1.77 it made my discount rate 14.91% which is extremely high. As you can see if I change the 

discount rate down to 8% the EBO evaluation would give me an implied price of 48.66 instead 

of 25.12. This number is still below the current trading price but using this discount rate makes 

the stock not seem so overvalued. 
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Section (D) Relative Valuation 

 

 

From the top panel 

The four competitors that I chose were General Electric (GE), BorgWarner Inc. (BWA), Allison 

Transmission Holdings (ALSN) and Johnson Controls Inc. I chose General Electric because they 

are the largest company in the industrials sector, so I thought this would be a good comparison 

even if they don’t produce exactly the same products. Allison Transmission Holdings and 

BorgWarner were listed as industry peers on Morningstar so I figured those would be adequate 

companies to compare Ingersoll-Rand to. And finally I chose Johnson Controls, this company 

manufactures, installs and services automatic temperature regulation systems for businesses. 

Since IR produces similar products I thought Johnson Controls would be another key competitor 

to look at.  

For forward P/E all of the companies’ metrics were between about 10 and 15, yielding no 

outliers. Each of the companies’ PEG was very similar as well, all landing within .30 of each 

other. For P/B and P/S the numbers are fairly similar as well. I guess if I had to comme nt on 

these metrics Johnson Controls seem a bit cheaper than the other stocks, with a P/B of 1.83 

and a P/S of 0.52. For P/CF Ingersoll-Rand was the most expensive with a P/CF of 10.97 

compared to a couple of their competitors who’s P/CF was down closer to 5 or 6. I don’t think 

this means Ingersoll-Rand is over valued or expensive right now though since that is the only 

metric the IR yielded the “most expensive” number.  
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From the bottom panel 

Forward P/E: as I said from the top panel, the forward P/E for each of the five companies was 

all fairly similar. The competitor’s numbers yielded a low implied price of $41.58, a high of 

$62.14 and a mean of $49.16. These numbers are not surprising as the current price is about 

$52, telling me that IR is well priced according to P/E 

PEG: The PEG of each company was about the same as well. These numbers yielded a low 

implied price of $37.93 and a high of $49.87. These numbers are a little less than current 

trading price for IR but the stock is pretty much right at its 52-week high right now so these 

numbers do not surprise me. IR’s 52-week low is just over $37 so the low implied price of 

$37.93 is right where I would expect it to be.  

P/B: The implied prices that came from P/B ratios of competitors was a little more skewed than 

from Forward P/E and PEG. The low price was $44.33 and the high was $79.21. The mean came 

out to be $58.74 which isn’t too much higher than the current price so even though these 

numbers are more skewed than others, I would still not consider them outliers.  

P/S: The price to sales for each of the companies differed a little giving a couple outliers for 

implied prices. The P/S of Johnson Controls is only 0.52 yielding an implied price of $24.63, 

which is quite a bit lower than Ingersoll-Rand’s 52-week low. On the other end of the spectrum, 

Allison Transmission Holdings has a P/S of 2.00, yielding an implied price of $94.73, which is 

almost double the current price. This leads me to believe P/S is not the best metric to use when 

comparing these companies.  

P/CF: Price to cash flow varied a bit between competitors as well, ranging from 5.42 to 10.80. 

The low implied price came out to be $26.21 and the high was $52.23. The high end of the 

implied prices is right about where Ingersoll-Rand is trading at right now, but the low is well 

below the stocks 52-week low leading me to believe price to cash flow isn’t the best metric to 

use either.  
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Section (E) Revenue and Earnings Estimates 

 

 

 

 

For sales Ingersoll-Rand does not usually surprise the market too much. The estimates are 

usually pretty close to the actual results. Two of the last five quarters IR has positively surprised 

the market in sales, but the other three quarters they could not beat estimates. For earnings 

per share Ingersoll-Rand has been able to beat estimates in all of the past 5 quarters, which is a 

bullish sign. Estimates have been beaten by as much as 22%, and IR has beat estimates by more 

than 8% every quarter. I looked at the stock price chart for the past year and I couldn’t see any 

significant reactions from investors after the historical surprises were announced. Overall the 

price has been rising pretty consistently over the past year so I believe investors see these 

positive surprises as a good thing and the stock price should continue to climb is estimates 

continue to be beat.  
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Copy/paste the “Consensus Estimates Analysis” Table from Reuters.com, “Analysts” tab 

(include both revenue and earnings) 

 

Sales: For the quarter ending March 2013 the low estimate is 2.75% below the mean and the 

high estimate is 2.15% above the mean. For the quarter ending in June the low estimate is 

3.04% below the mean and the high estimate is 4.37% above the mean. For the year ending 

December 2013 the low estimate is 1.14% below the mean and the high estimate is 1.01% 

above the mean. For the year ending December 2014 the low estimate is 13.30% below the 

mean and the high estimate is 3.45% above the mean.  

Earnings: For the quarter ending March 2013 the low estimate is 7.5% below the mean and the 

high estimate is 15% above the mean. For the quarter ending in June 2013 the low estimate is 

10.71% below the mean and the high estimate is 11.61% above the mean. For the year ending 

December 2013 the low estimate is 1.66% below the mean and the high estimate is 3.60% 

above the mean. For the year ending December 2014 the low estimate is 20.54% below the 

mean and the high estimate is 10.02% above the mean.  

Overall the estimates for earnings have a much broader range and there were far less analysts 

who gave LT growth rate estimates compared to how many gave sales and earnings estimates.  
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Copy/paste the “Consensus Estimates Trend” Table from Reuters.com, “Analysts” tab (include 

both revenue and earnings) 

 

 

For sales the estimates have overall been trending down. Apparently analysts had more 

confidence in Ingersoll-Rand a year ago then today. For the years ending December 2013 and 

2014 the estimates have gone down almost a million dollars, which is pretty significant. For the 

upcoming two quarters though estimates have not gone down too significantly, actually barely 

down for the quarter ending in June. I believe analysts have some confidence in IR to produce a 

good amount of sales in the upcoming months.  

 

For earnings per share, both the upcoming quarters and years the estimates have gone down. 

There is a pretty significant drop in EPS estimates for the upcoming quarter, one year ago EPS 

was estimated to be .50 and it is now .40, this is a bearish sign from analysts but IR has been 

known to beat EPS estimates in the past so I believe these numbers will be beaten.  
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Copy/paste the “Estimates Revisions Summary” Table from Reuters.com, “Analysts” tab 

(include both revenue and earnings) 

 

Revenues: Over the past week there haven’t been any revisions except one up revision for the 

year ending December 2013. For the last 4 weeks there has been overall more down revisions 

than up revisions. The number of down and up revisions has been pretty similar except for the 

upcoming year-end, which had 11 down revisions and only 5 up revisions. This shows analysts 

are bearish for this upcoming year as far as revenues go. 

Earnings: As with revenues not much has been changed over the past week but over the past 4 

weeks there has been quite a bit of down and up revisions. For the upcoming quarter there has 

been 11 down revisions and no up revisions, also showing bearish sentiment. As for the 

upcoming years there has been more up revisions than down revisions showing bullish 

sentiment as far as earnings goes. 

I believe Ingersoll-Rand has the ability to beat estimates according to how they have done in 

the past. Having beat earnings estimates in all of the last 5 quarters I see no reason why it 

won’t continue to happen. I think analysts do not give IR enough credit and they are historically 

too bearish on the stock. I believe investors think IR can beat estimates as well; the stock price 

has been pushing its 52-week high for quite a while and has consistently been increasing for the 

past few months.   
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Section (F) Analysts’ Recommendations 

Copy/paste the “Analyst Recommendations and Revisions” Table from Reuters.com, 

“Analysts” tab. NOTE: Make sure you copy the entire table including the “Mean Rating” at the 

bottom of the table. 

 

 

Overall these recommendations seem pretty bearish to me. Analysts are known for giving 

higher rating to a stock than it should deserve and the mean rating is still at 2.40, which is fairly 

high. Currently there is 1 sell recommendation, 6 buys, 2 outperform and 11 hold. This seems 

pretty consistent with recommendations for stocks I have looked at in the past, with most 

analysts saying hold. Compared to 3 months ago, 2 less people are saying hold and the rest of 

the recommendations have stayed consistent. The mean rating has dropped from 2.45 to 2.40, 

which shows a slightly more bullish outlook for Ingersoll-Rand currently as opposed to 3 

months ago. I think these recommendations make sense because the stock is trading high right 

now so not many people are saying buy, but at the same time it has been consistently going up 

so many analysts recommend investors to hold right now so they can possibly see some more 

profits in the near future.  

On CNBC.com Ingersoll-Rand was not in the upgrade or downgrade revision list any day going 

back to January 1st.
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Section (G) Institutional Ownership 

 

 

Combine information provided in all three sections to discuss whether (1) institutions, on net 

basis, have been increasing or decreasing ownership and how significant, (2) the stock has 

sizable institution interests and support, (3) the extent of the (> 5%) owners, and (4) this 

could be a bullish or bearish indication of future stock price movement.   

 

Currently the number of net buyers for Ingersoll-Rand is -39 with 72 new positions, 48 closed 

positions, 249 increased positions and 288 decreased positions. It is a bullish sign that there 

have been more new positions than closed but at the same time the high number of decreased 

positions is a bearish sign for the stock. On the MSN website for institutional information and 

>5% ownership information was not available. For all of the information it simply said NA so I 

am not sure if there are any institutions that hold a large percentage of shares in Ing ersoll-

Rand. If there is not, which I assume there isn’t this is a bearish sign because large institutions 

are not heavily invested in the company showing they may not have faith that the company can 

continue to do well.  
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Section (H) Short Interest (two pages) 

From http://www.nasdaq.com/ (NASDAQ’s website) 

 

 

 

 

http://www.nasdaq.com/
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Short Interest for Johnson Controls                Short Interest for Allison Transmission  
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From http://finance.yahoo.com/ 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

2,026,170  2,181,690 296.32 Million 295.68 Million 

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

1.94 Million  1.20 .70% 3.16 Million 

 

 

Based on the short interest statistics and its recent trend, how is the market sentiment on the 

stock? Has the sentiment turned more bullish or bearish over the last year? How about in 

more recent month and why? 

 

Based on the current short interest, the market sentiment is very bullish. This fact is even more 

prominent when you look at the short interest over the past year. One year ago there was over 

15 million shares shorted and there are currently just below 2 million shares shorted. This 

means that far less investors think the stock is going to drop compared tone year ago. I looked 

at short interest for a couple competitors as well and they have much higher shares shorted 

and much higher days to cover. The days to cover currently for Ingersoll-Rand is 1.213, meaning 

it would only take a little over a day for the number of shares shorted to be covered. Short 

interest from about June through November was hovering around 4 to 5 million and in the most 

recent couple of months that number has dropped pretty significantly. Even compared to two 

weeks ago, the number of shares short was slightly over 3 million and in just two weeks 

dropped to under 2 million. I am not exactly sure why short interest is so low right now besides 

the obvious fact the investors are bullish so not as many of them are shorting the stock, overall 

a good thing for Ingersoll-Rand. 

http://finance.yahoo.com/
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Section (I) Stock Charts 

A three months price chart 

 

 
 

 

A one-year price chart 
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A five-year price chart 

 

 
 

 

 

Discuss what you observe from the stock charts. This should include comparing your stock to 

competitors, sector, and SP500 over the three different time horizons.  

 

3 Month Chart: Over the past 3 months Ingersoll-Rand is up about 10%, outperforming both the 

S&P 500 and the Industrials sector. However they are underperforming two of their 

competitors that I included in the chart. Although they are underperforming these competitors 

it is still a good sign that IR is seen profits.  

 

1-Year Chart: Over the past year Ingersoll-Rand has been performing very well. Their stock price 

is up about 30% for this time period. This 30% increase brings IR to outperform its sector, the 

market and both of its competitors that I included on the chart.  

 

5-Year Chart: Over the past five years Ingersoll-Rand has seen an increase of about 40% which 

looks very good. They obviously saw a dip during the recession but with the market on the rise 

IR has outperformed the S&P 500 and is just about right in line with the Industrials sector.  
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From what I can tell on these charts everything looks good. There was a death cross on both 

charts but on the majority of the chart the lower day moving average is above the higher day 

moving average which is a good sign. The RSI charts are at about 50 right now, which is about 

normal. If the RSI goes up and approaches the 70 mark it might mean the stock is approaching 

overvaluation.  
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