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Medtronic (MDT)

Last week we noted that Medtronic’s days sales of inventory (DSIs) in the 1/18 quarter
jumped by seven days over the year-ago period. Management noted in the conference call
that currency translation resulted in an increase to inventory balances at the end of the
quarter. While this seems plausible, we also would have expected inventories to have
declined some given that they were already elevated in the 10/17 quarter from preparation
of new product launches and a sensor supply issue.

MDT recently released its 10-Q for the quarter in which is broke out the components of its
inventories. The following table shows the percentage composition for the last six quarters:

1/31/2018  10/31/2017  7/31/2017  4/30/2017 1/31/2017  10/31/2016

Raw Materials % of inventory 20.2% 20.8% 20.4% 20.0% 21.6% 20.6%
In-Progress % of inventory 13.9% 14.2% 13.8% 13.7% 14.4% 14.3%
Finished Goods % of inventory 65.9% 65.1% 65.7% 66.2% 64.0% 65.1%

100% 100% 100% 100% 100% 100%

We stated in last week’s review that we would be less concerned about the inventory
increase if it was not focused on finished goods. However, its appears that virtually all the
increase in inventories in the 1/18 quarter was in the finished goods component. In
addition, the 10-Q’s explanation for the increased cash flow drain from inventories for the
nine months ended 1/18 was that there was “an increase in cash paid for inventory” which
leaves us little to go on.

We do not see this as a huge risk issue yet, but the longer inventories remain elevated, the
greater the chance of an upcoming markdown or write-off which could unexpectedly nick
profits.
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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, unaffiliated 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 ofter
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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