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Danaher (DHR)-EQ Update 6/18 Quarter

Danaher (DHR) reported adjusted EPS of $1.15 in the 6/18 quarter, $0.06 ahead of the
Zack’s consensus estimate. Revenue also came in ahead of expectations. We saw little in the
way of concern in the company’s earnings quality in the quarter:

e Accounts receivable days of sales continued its trend of year-over-year declines,
falling by over 4 days in the quarter.

e We note that with the company’s adoption of ACS 606 for revenue recognition, it
began disclosing unbilled receivables and deposits in excess of revenue recognized.
However, this information is only itemized for the last two quarters. These will
important amounts to monitor going forward.

e Inventory days of sales were up about 2 days over the year-ago period. This is not
overly alarming but should be monitored going into the next quarter.

e Accounts payable days were up over two days over last year’s second quarter but

given the increase in inventories and the inflationary environment, we do not
consider this to be an indication of an unsustainable squeezing of suppliers.
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Accounts Receivable Down and New Disclosures to Watch

DHR’s revenue recognition looked healthy in the quarter as accounts receivables days of
sales (DSOs) continued a trend of year-over-year declines:

6/29/2018 3/30/2018 12/31/2017 9/29/2017
Accounts Receivable DSOs 60.4 63.6 63.2 65.6

6/30/2017 3/31/2017 12/31/2016 9/30/2016
Accounts Receivable DSOs 65.0 65.8 63.4 68.1

We also note that the company adopted ASC 606 under the modified retrospective method
in 2018. As such, it has begun breaking out unbilled receivables and deposits in excess of
billings in its footnotes the last two quarters, but does not disclose those amounts for
quarters prior to adoption. A significant portion of the company’s revenue is recognized
under long-term contracts, so these disclosures will provide a great deal of insight into the
company’s business trends and revenue recognition, but without year-ago data to compare
to, they are of limited benefit at the moment. We will be watching these balances closely
going forward.

Inventory DSls Up Approximately Two Days

We note that inventory days (DSIs) were up over the year-ago quarter by three days:

6/29/2018  3/30/2018  12/31/2017  9/29/2017
Inventory DSls 83.5 86.7 74.8 86.7

6/30/2017 3/31/2017  12/31/2016  9/30/2016
Inventory DSIs 80.6 86.1 74.8 84.6

DHR acquired Integrated DNA on 4/13. However, this did not have a material impact on
the above calculation of DSI as even if we remove all of the acquired inventory (and none of
the associated COGS) it only takes about a half a day off of the 6/18 DSI number. Given the
strong sales growth and inflationary environment, we are not too alarmed by the increase
in inventory, 0062ut this is a trend to watch going into the next quarter.
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Accounts Payable

Accounts payable days (DSPs) crept up by two days in the 6/18 quarter, continuing a trend

seen in the previous quarter.

6/29/2018  3/30/2018  12/31/2017  9/29/2017

Accounts Payable DSPs

66.9 70.2 61.3 68.8

6/30/2017  3/31/2017  12/31/2016  9/30/2016

Accounts Payable DSPs

64.2 68.4 65.0 67.0

The impact of the Integrated DNA acquisition was negligible. Given the increase in
inventory, we do not consider a two-day increase to be indicative of an unsustainable trend

of squeezing suppliers.
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Disclosure

BTN Research is a research publication structured to provide analytical research to the financial community.
Behind the Numbers, LLC is not rendering investment advice based on investment portfolios and is not registered
as an investment adviser in any jurisdiction. Information included in this report is derived from many sources
believed to be reliable (including SEC filings and other public records), but no representation is made that it is
accurate or complete, or that errors, Iif discovered, will be corrected.

The authors of this report have not audited the financial statements of the companies discussed and do not
represent that they are serving as independent public accountants with respect to them. They have not audited
the statements and therefore do not express an opinion on them. Other CPAs, unaftiliated with Mr. Middleswart,
may or may not have audited the financial statements. The authors also have not conducted a thorough "review”
of the financial statements as defined by standards established by the AICPA.

This report is not intended, and shall not constitute, and nothing contained herein shall be construed as, an offer
to sell or a solicitation of an offer to buy any securities referred to in this report, or a "BUY" or "SELL"
recommendation. Rather, this research is intended to identify issues that investors should be aware of for them
to assess their own opinion of positive or negative potential.

Behind the Numbers, LLC, its employees, its affiliated entities, and the accounts managed by them may have a
position in, and from time-to-time purchase or sell any of the securities mentioned in this report. Initial positions
will not be taken by any of the aforementioned parties until after the report is distributed to clients, unless
otherwise disclosed. It is possible that a position could be held by Behind the Numbers, LLC, its employees, its
affiliated entities, and the accounts managed by them for stocks that are mentioned in an update, or a BTN
Thursday Thoughts.
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