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Item 2.02                      Results of Operations and Financial Condition

Today, February 7, 2017, the Registrant is issuing a press release (furnished as Exhibit 99.1 to this report) announcing its fiscal 2017 first quarter financial and operating results.  See Item 7.01,
Regulation FD Disclosure, below.

Item 5.07                      Submission of Matters to a Vote of Security Holders

The 2017 Annual Meeting of the Registrant’s stockholders was held on February 3, 2017.  Each of the 25,720,461 shares entitled to vote at the meeting was entitled to one vote on each matter voted on
at the meeting.  The affirmative vote of a majority of the shares represented in person or by proxy at the meeting was required to elect each director and to approve each of the other proposals before
the meeting.  The vote totals below are rounded to the nearest whole share, and Broker Non-Votes are not considered to be entitled to vote on the matter in question and are therefore not counted in
determining the number of votes required for approval.

At the meeting, there were 24,621,432 shares represented and voted on one or more matters, or 95.7% of the shares entitled to vote at the meeting.

1. The voting for directors was as follows:

Nominee “For” “Withhold” Broker Non-Votes
Percent of Shares Entitled to Vote  Voting

“For”
Vinod M. Khilnani 23,190,797 447,233 983,312 98.1%
Robert J. Phillippy 23,241,123 396,908 983,312 98.3%

Larry W. Solley 23,078,784 559,246 983,312 97.6%

Because each nominee received a majority of the shares represented at the meeting and entitled to vote on the nominees, all of the nominees were duly elected.

2.           The voting to ratify the Registrant’s appointment of KPMG LLP as the Registrant’s independent registered public accounting firm for the fiscal year ending September 30, 2017 was as
follows:

“For” “Against” “Abstain” Broker Non-Votes Percent of Shares Entitled to Vote  Voting “For”
24,415,107 202,347 3,889 0 99.2%

Because the proposal received a majority of the shares represented at the meeting and entitled to vote on the matter, it was duly approved.

3.           The advisory vote on the resolution to approve the compensation of the Registrant’s executive officers (“Say on Pay” vote) was as follows:

“For” “Against” “Abstain” Broker Non-Votes Percent of Shares Entitled to Vote  Voting “For”
23,106,630 516,146 15,255 983,312 97.8%

Because the proposal received a majority of the shares represented at the meeting and entitled to vote on the matter, it was duly approved.

4.           The advisory vote on the frequency of the Say on Pay vote was as follows:

“1 Year” “2 Years” “3 Years” “Abstain” Broker Non-Votes
Percent of Shares Entitled to Vote  Voting “1

Year”
20,869,350 12,307 2,744,345 12,027 983,312 88.3%

Because a significant majority of the shares favored holding the Say on Pay vote every “1 Year,” and because this frequency was the one recommended by the Board as well as the one the Company
has historically used, the Board resolved immediately after the meeting that the Company will continue to include a Say on Pay vote in its proxy materials every year.

Item 7.01                      Regulation FD Disclosure

Today, February 7, 2017, the Registrant is issuing a press release (Exhibit 99.1) announcing its fiscal 2017 first quarter financial and operating results.  The Registrant will conduct a related Webcast
conference call today at 4:00 p.m. Central Time.  This press release will be posted on the Registrant’s web site located at http://www.escotechnologies.com.  It can be viewed through the “Investor
Relations” page of the web site under the tab “Press Releases,” although the Registrant reserves the right to discontinue that availability at any time.

Item 8.01                      Other Events

On February 3, 2017, immediately following the above described Annual Meeting, the Board discussed the fact that the November 2016 death of director Donald C. Trauscht, a Class I director with a
term expiring in 2018, had created a vacancy on the Board of Directors as well as an imbalance in the number of Directors assigned to each of the three classes of Directors, such that Director Class I
currently had only one member while Director Classes II and III each had three members.  The Board noted that the Corporation’s Articles of Incorporation and Bylaws give the Board of Directors the
authority and responsibility to determine the number of directors, and to make as nearly equal as possible the number of Directors in each of the three classes.  Accordingly, the Board resolved as
follows:

(i)  The authorized size of the Board was reduced from eight (8) to seven (7) members, effective immediately, subject to further change in the discretion of the Board, and

(ii)  Director James M. Stolze, a Class II director with a term expiring in 2019, was reclassified, with his consent, as a Class I Director, with a term expiring in 2018.

Item 9.01                      Financial Statements and Exhibits

(d)           Exhibits

                Exhibit No. Description of Exhibit
                99.1 Press Release dated February 7, 2017

Other Matters

The information in this report furnished pursuant to Item 2.02 and Item 7.01, including Exhibit 99.1, shall not be deemed to be “filed” for purposes of Section 18 of the Securities Exchange Act of
1934 as amended (“Exchange Act”) or otherwise subject to the liabilities of that section, unless the Registrant incorporates it by reference into a filing under the Securities Act of 1933 as amended or
the Exchange Act.

References to the Registrant’s web site address are included in this Form 8-K and the press release only as inactive textual references, and the Registrant does not intend them to be active links to its
web site.  Information contained on the Registrant’s web site does not constitute part of this Form 8-K or the press release.
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Date:  February 7, 2017
ESCO TECHNOLOGIES INC.
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EXHIBIT 99.1

NEWS
FROM                                                                   

                                       
For more information contact:
Kate Lowrey
Director, Investor Relations
ESCO Technologies Inc.
(314) 213-7277

ESCO ANNOUNCES FIRST QUARTER 2017 RESULTS
EPS of $0.41 Tops November Guidance Range of $0.35 - $0.40

 
 

ST. LOUIS, February 7, 2017 – ESCO Technologies Inc. (NYSE: ESE) (ESCO or the Company) today reported its operating results for the first quarter (Q1 2017) ended December 31, 2016.
In 2016, Management completed its defined restructuring actions and presented its 2016 operating results on an “EPS – As Adjusted” basis, and reconciled these amounts to their respective

GAAP equivalents.
This release includes certain non-GAAP financial measures such as EPS – As Adjusted, and earnings before interest, taxes, depreciation and amortization (EBITDA). Management believes

these non-GAAP financial measures are more representative of the Company’s ongoing performance, and therefore, allow shareholders better visibility into the Company’s underlying operations. See
“Non-GAAP Financial Measures” described below.
 
Earnings Summary
 

·  Q1 2017 GAAP EPS was $0.41 per share compared to Management’s previous GAAP guidance range of $0.35 to $0.40 per share;
·  Compared to November expected guidance, the higher earnings were driven by increased software sales at Doble, additional operating efficiencies and a more favorable mix of commercial

aerospace sales in Filtration, coupled with lower corporate spending. These were partially offset by lower sales and earnings resulting from the quarterly timing of deliveries on large projects
at VACCO and Test;

·  Q1 2016 GAAP EPS was $0.34 per share and EPS – As Adjusted was $0.47 per share; and,
·  Q1 2017 EBITDA increased to $23.9 million from $18.6 million in Q1 2016.

 
Operating Highlights
 

·  Q1 2017 sales increased $14 million (10 percent) to $146 million compared to $133 million in Q1 2016;
·  On a segment basis, Q1 2017 Filtration sales increased $16.5 million, or 39 percent (Westland and Mayday added $6.7 million and $6.2 million, respectively); Technical Packaging sales

increased $5 million (Plastique added $7 million in sales and TEQ sales decreased $2 million due to the slowdown of KAZ deliveries described in the November release); Test sales decreased
$9 million (quarterly timing of orders now in backlog described below); and Doble sales increased $1 million (additional new products);

·  Despite the addition of the Plastique, Westland and Mayday acquisitions, Q1 2017 SG&A increased by only $0.5 million compared to Q1 2016. The additional SG&A costs related to these
acquisitions were mitigated by a lower cost structure at Test and Doble, lower operating costs at PTI and Crissair, and lower Corporate spending;

·  Other (income) expenses, net in Q1 2016 included restructuring costs incurred at Test and Doble;
·  The effective tax rate was 33.5 percent in Q1 2017 compared to 31.9 percent in Q1 2016 which was favorably impacted by the extension of the research tax credit;
·  Q1 2017 orders were $183 million (book-to-bill of 1.25x) reflecting a $37 million (11 percent) increase in backlog during Q1 2017, which resulted in an ending backlog of $369 million at

December 31, 2016;
·  Test orders were $56 million (book-to-bill of 1.66x) which reflects the catch-up of previously anticipated orders from a large/key customer, along with several other chamber project awards

expected to be completed over the balance of 2017;
·  Doble orders were $40 million (book-to-bill of 1.11x) including strong orders for new products such as the Doble Universal Controller (DUC), additional software applications, and expanded

service contracts;
·  Filtration orders were $68 million (book-to-bill of 1.15x) comprised of additional commercial aerospace orders and the addition of Mayday;
·  Technical Packaging orders were $20 million (book-to-bill of 1.09x) driven by higher medical, medical device, and pharmaceutical projects; and,
·  Net debt (outstanding borrowings less cash on hand) was $128 million at December 31, 2016.

 
Chairman’s Commentary – Q1 2017
 

Vic Richey, Chairman and Chief Executive Officer, commented, “Despite facing some headwind from project timing at VACCO and Test, we were able to exceed our earnings commitments
driven by the continued strength of Doble and our commercial aerospace businesses. Our cash flow and entered orders were strong in Q1 as we generated $16 million in cash from operating activities
and recorded a positive book-to-bill ratio in every operating segment. The $56 million of Test orders are of special note as we’ve been experiencing order delays from one of our key customers for the
past year, and I’m pleased to see these orders released in Q1 which gives me more confidence that Test will be able to meet its commitments for the year.

“Doble’s results were above expectations on nearly every financial metric. Q1 sales were above plan and included higher than expected deliveries of new products such as the DUC and Doble
Prime, as well as additional software and service revenues which carry higher margins.

“Filtration exceeded expectations despite the sales push-out at VACCO resulting from project timing on a few large programs, which we expect to see delivered in the near future. Both PTI
and Crissair delivered strong operating results and exceeded our Q1 targets driven by the continued strength of our commercial aerospace platform. Westland and Mayday are being integrated into the
group and that process is going extremely well. The management teams that joined ESCO as part of these acquisitions are solid and are fully engaged in contributing to our success. Both companies are
off to a good start by exceeding earnings and cash expectations in Q1.

“Technical Packaging delivered its financial commitments and now that the KAZ program is back up and running at full rate, we expect to see its growth return to a more normalized level for
the balance of the year.

 “Over the past few years, we have communicated our expectations with the goal of demonstrating consistency and predictability within our diversified, multi-segment operating structure,
which is designed to reduce volatility and provide stable earnings. I believe Q1 demonstrates that our strategy and our structure are working.

“On the acquisition front, I’m really impressed with the way our recent M&A partners have so quickly acclimated to being a part of ESCO as a public company, which is not an easy
transition. The management teams we’ve added are a strong complement to the teams we have throughout the company. We continue to evaluate additional acquisitions and remain optimistic that we
can further supplement our organic growth. We will remain disciplined in our approach and will continue to maintain our focus on generating an attractive ROIC.

 “We plan to continue to build on the current momentum we have, and we are maintaining a favorable view of our future with our goal remaining the same – to increase long-term shareholder
value.”
 
Dividend Payment
 
The next quarterly cash dividend of $0.08 per share will be paid on April 18, 2017 to stockholders of record on April 3, 2017.
 
Acquisition Update – 2017
 
As described in the Company’s November 7, 2016 release, the Company acquired industry leading aerospace suppliers, Mayday Manufacturing Co. (Mayday) and its affiliate, Hi-Tech Metals, Inc. (Hi-
Tech) located in Denton, Texas (collectively, Mayday). Mayday’s Q1 2017 results from the date of acquisition are included in the Company’s Filtration operating segment.
 
Business Outlook – 2017
 

Management’s current expectations for 2017 remain consistent with the details outlined in the Business Outlook presented in the Company’s November 7, 2016 release.
Management continues to see meaningful sales, EBIT and EBITDA growth across each of the Company’s business segments and anticipates growth rates in 2017 and beyond, that exceed the

Company’s defined peer group and the broader industrial market.



Management continues to project 2017 GAAP EPS in the range of $2.16 to $2.26 per share, which includes the previously defined impact of the Mayday inventory “step up” charge in the first
half of 2017 and the additional depreciation and amortization of intangibles resulting from the recent acquisitions.

On a quarterly basis, Management continues to expect 2017 operating results to reflect a profile similar to 2016 and previous years, with revenues and EPS being more second-half weighted.
As with past years, projected Q4 2017 sales and EPS are expected to be the strongest/highest of the fiscal year.

Management expects Q2 2017 GAAP EPS to be in the range of $0.37 to $0.42 per share, which reflects the impact of the remaining balance of the inventory step-up charge of approximately
$1 million, or $0.02 per share, as well as the quarterly impact of the incremental depreciation and amortization resulting from recent acquisitions as quantified previously.

The timing of project deliveries on large programs can impact the timing of quarterly sales and earnings within the comparable quarters of 2017 and 2016.
 
Chairman’s Commentary – 2017
 

Mr. Richey continued, “We remain on track to achieve the sales, EPS, EBIT and EBITDA growth that we projected at the start of the year. Despite some project timing between Quarters, we
wrapped up Q1 ahead of our earnings plan, and coupled with the significant Q1 orders received, provides me with additional confidence that we are well positioned to meet our 2017 commitments.

“We remain focused on sales and earnings growth, and our market leadership positions as well as the breadth and diversity of our new product offerings should allow us to outperform the
majority of our industrial peers and the overall industrial market.

“I believe our outlook puts us in a solid position to meet our shareholder value-creation goals, both short-term and longer-term, and we continue to see opportunities to supplement our growth
through accretive acquisitions. We remain committed to our longer-term growth targets and goals.”
 
Conference Call
 

The Company will host a conference call today, February 7, at 4:00 p.m. Central Time, to discuss the Company’s Q1 2017 results. A live audio webcast will be available on the Company’s
website at www.escotechnologies.com. Please access the website at least 15 minutes prior to the call to register, download and install any necessary audio software. A replay of the conference call will
be available for seven days on the Company’s website noted above or by phone (dial 1-855-859-2056 and enter the pass code 52559554).
 
Forward-Looking Statements
 

Statements in this press release regarding the Company’s expected quarterly and 2017 full year operating results, revenue and sales growth, EPS, EPS growth, EBIT, EBITDA, gross profit,
interest expense, non-cash depreciation and amortization of intangibles, corporate costs, effective tax rates, the Company’s ability to increase operating margins, realize financial goals and increase
shareholder value, the success of acquisition efforts, the size, number and timing of future sales and growth opportunities, the long-term success of the Company, and any other statements which are
not strictly historical are “forward-looking” statements within the meaning of the safe harbor provisions of the federal securities laws.

Investors are cautioned that such statements are only predictions and speak only as of the date of this release, and the Company undertakes no duty to update them except as may be required
by applicable laws or regulations. The Company’s actual results in the future may differ materially from those projected in the forward-looking statements due to risks and uncertainties that exist in the
Company’s operations and business environment including, but not limited to those described in Item 1A, “Risk Factors”, of the Company’s Annual Report on Form 10-K for the fiscal year ended
September 30, 2016, and the following: the success of the Company’s competitors; site readiness issues with Test segment customers; weakening of economic conditions in served markets; changes in
customer demands or customer insolvencies; competition; intellectual property rights; technical difficulties; unforeseen charges impacting corporate operating expenses; delivery delays or defaults by
customers; the performance of the Company’s international operations; material changes in the costs and availability of certain raw materials; the appropriation and allocation of Government funds; the
termination for convenience of Government and other customer contracts; the timing and content of future contract awards or customer orders; containment of engineering and development costs;
performance issues with key customers, suppliers and subcontractors; labor disputes; the impacts of natural disasters on the Company’s operations and those of the Company’s customers and suppliers;
changes in laws and regulations, including but not limited to changes in accounting standards and taxation requirements; costs relating to environmental matters arising from current or former facilities;
financial exposure in connection with Company guarantees of certain Aclara contracts; the availability of select acquisitions; uncertainty regarding the ultimate resolution of current disputes, claims,
litigation or arbitration; and the Company’s successful execution of cost reduction and profit improvement initiatives.
 
Non-GAAP Financial Measures
 

The financial measures EBIT, EBITDA, and EPS – As Adjusted are presented in this press release. The Company defines “EBIT” as earnings before interest and taxes, “EBITDA” as earnings
before interest, taxes, depreciation and amortization, and “EPS – As Adjusted” as GAAP earnings per share (EPS) excluding the restructuring charges described above which were $0.13 per share for Q1
2016.

EBIT, EBITDA and EPS – As Adjusted are not recognized in accordance with U.S. generally accepted accounting principles (GAAP). However, Management believes that EBIT and EBITDA
are useful in assessing the operational profitability of the Company’s business segments because they exclude interest, taxes, depreciation and amortization, which are generally accounted for across the
entire Company on a consolidated basis. EBIT is also one of the measures used by Management in determining resource allocations within the Company as well as incentive compensation. The Company
believes that the presentation of EBIT, EBITDA, and EPS – As Adjusted provides important supplemental information to investors by facilitating comparisons with other companies, many of which use
similar non-GAAP financial measures to supplement their GAAP results. The use of non-GAAP financial measures is not intended to replace any measures of performance determined in accordance with
GAAP.

ESCO, headquartered in St. Louis: Manufactures highly-engineered filtration and fluid control products for the aviation, space and process markets worldwide; is the industry leader in RF
shielding and EMC test products; provides diagnostic instruments, software and services for the benefit of the electric utility industry and industrial power users; and, produces custom thermoformed
packaging, pulp based packaging, and specialty products for medical and commercial markets. Further information regarding ESCO and its subsidiaries is available on the Company’s website at
www.escotechnologies.com.

-  tables attached -
 
 

 
 

 



 

 
ESCO TECHNOLOGIES INC. AND SUBSIDIARIES  

Condensed Consolidated Statements of Operations (Unaudited)  
 (Dollars in thousands, except per share amounts)  

 
     

  

Three Months
Ended

December 31,
2016      

Three Months
Ended

December 31,
2015     

             
Net Sales  $ 146,368      132,833    
Cost and Expenses:               

Cost of sales   92,914      80,049    
Selling, general and administrative expenses   33,762      33,291    
Amortization of intangible assets   3,649      2,694    
Interest expense   684      229    
Other (income) expenses, net   (766)      3,602    

Total costs and expenses   130,243      119,865    
               
Earnings before income taxes   16,125      12,968    
Income taxes   5,398      4,139    
               

Net earnings  $ 10,727      8,829    
               
               

Diluted EPS - GAAP  $ 0.41 (1)      0.34 (2)    
                 
                 

Diluted average common shares O/S:   25,979       26,044     
                 
 
 
          

(1) Includes Mayday inventory step up charge of $1.0 million and $1.7 million of additional depreciation and amortization compared to Q1 2016.
          

(2) Q1 2016 EPS - As Adjusted was $0.47 which excluded $4.1 million (or $0.13 per share) of restructuring charges incurred at ETS & Doble.
 
 
 

 



 

 
 

ESCO TECHNOLOGIES INC. AND SUBSIDIARIES
Condensed Business Segment Information (Unaudited)

(Dollars in thousands)
 

  

  GAAP   

Q1 2016
Adjustments

(1)   As Adjusted  
   Q1 2017   Q1 2016      Q1 2017   Q1 2016 
Net  Sales                    

Filtration  $ 58,785   42,317   -   58,785   42,317 
Test   33,827   42,773   -   33,827   42,773 
USG   35,556   34,522   -   35,556   34,522 
Technical Packaging   18,200   13,221   -   18,200   13,221 

Totals  $ 146,368   132,833   -   146,368   132,833 
                     
EBIT                     

Filtration  $ 10,726   8,284       10,726   8,284 
Test   2,425   2,338   2,512   2,425   4,850 
USG   9,674   8,249   1,323   9,674   9,572 
Technical Packaging   1,031   1,813   -   1,031   1,813 
Corporate   (7,047)   (7,487)   293   (7,047)   (7,194)

Consolidated EBIT   16,809   13,197   4,128   16,809   17,325 
Less: Interest expense   (684)   (229)   -   (684)   (229)
Less: Income tax expense   (5,398)   (4,139)   (661)   (5,398)   (4,800)
Net earnings  $ 10,727   8,829   3,467   10,727   12,296 

 
 
             
Note: Depreciation and amortization expense increased $1.7 million in Q1 2017 and was $7.1 million and $5.4 million for the quarters ended December 31, 2016 and 2015, respectively.
             
(1)  Adjustments consist of $4.1 million (or $0.13 per share) of restructuring charges incurred at ETS and Doble during Q1 2016.
 
 
 

 



 

 
ESCO TECHNOLOGIES INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets (Unaudited)

(Dollars in thousands)
 

  

  
December 31,

2016   
September 30,

2016  
       
Assets       

Cash and cash equivalents  $ 51,755   53,825 
Accounts receivable, net   127,231   121,486 
Costs and estimated earnings on         

long-term contracts   25,165   28,746 
Inventories   116,896   105,542 
Other current assets   11,669   13,884 

Total current assets   332,716   323,483 
Property, plant and equipment, net   111,946   92,405 
Intangible assets, net   266,408   231,759 
Goodwill   353,303   323,616 
Other assets   5,123   7,108 

  $ 1,069,496   978,371 
         
Liabilities and Shareholders' Equity         

Short-term borrowings and current  $ 20,000   20,000 
maturities of long-term debt         

Accounts payable   37,310   42,074 
Current portion of deferred revenue   26,868   27,212 
Other current liabilities   65,213   68,790 

Total current liabilities   149,391   158,076 
Deferred tax liabilities   84,498   69,562 
Other liabilities   54,970   45,624 
Long-term debt   160,000   90,000 
Shareholders' equity   620,637   615,109 

  $ 1,069,496   978,371 

 
 
 

 



 

 
ESCO TECHNOLOGIES INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Unaudited)
(Dollars in thousands)

 
  

  

Three Months
Ended

December 31,
2016  

Cash flows from operating activities:    
   Net earnings  $ 10,727 
   Adjustments to reconcile net earnings     
     to net cash provided by operating activities:     
         Depreciation and amortization   7,088 
         Stock compensation expense   1,437 
         Changes in assets and liabilities   (2,053)
         Effect of deferred taxes   (1,393)
         Other   (70)
           Net cash provided by operating activities   15,736 
     
Cash flows from investing activities:     
   Acquisition of business, net of cash acquired   (75,000)
   Capital expenditures   (6,989)
   Additions to capitalized software   (1,433)
       Net cash used by investing activities   (83,422)
     
Cash flows from financing activities:     
   Proceeds from long-term debt   90,000 
   Principal payments on long-term debt   (20,000)
   Dividends paid   (2,057)
   Other   (134)
     Net cash provided by financing activities   67,809 
     
Effect of exchange rate changes on cash and cash equivalents   (2,193)
     
Net decrease in cash and cash equivalents   (2,070)
Cash and cash equivalents, beginning of period   53,825 
Cash and cash equivalents, end of period  $ 51,755 
 
 
 
 
 

 



 

 
ESCO TECHNOLOGIES INC. AND SUBSIDIARIES

Other Selected Financial Data (Unaudited)
(Dollars in thousands)

 
 
 

  

Backlog And Entered Orders - Q1 FY 2017  USG   Test   Filtration   
Technical
Packaging   Total  

Beginning Backlog - 10/1/16  $ 33,744   83,170   195,801   19,654   332,369 
Entered Orders   39,520   56,015   67,505   19,860   182,900 
Sales   (35,556)   (33,827)   (58,785)   (18,200)   (146,368)
Ending Backlog - 12/31/16  $ 37,708   105,358   204,521   21,314   368,901 
 
 
 
 


