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Full Legal Disclaimer

This research presentation expresses our research opinions.  You should assume that as of the publication date of any presentation, report or letter, Spruce Point 
Capital Management LLC (possibly along with or through our members, partners, affiliates, employees, and/or consultants) along with our subscribers and clients has 
a short position in all stocks (and are long/short combinations of puts and calls on the stock) covered herein, including without limitation Cintas Corp (“CTAS”), and 
therefore stand to realize significant gains in the event that the price of its stock declines. Following publication of any presentation, report or letter, we intend to 
continue transacting in the securities covered therein, and we may be long, short, or neutral at any time hereafter regardless of our initial recommendation.  All 
expressions of opinion are subject to change without notice, and Spruce Point Capital Management does not undertake to update this report or any information 
contained herein.  Spruce Point Capital Management, subscribers and/or consultants shall have no obligation to inform any investor or viewer of this report about 
their historical, current, and future trading activities.

This research presentation expresses our research opinions, which we have based upon interpretation of certain facts and observations, all of which are based upon 
publicly available information, and all of which are set out in this research presentation.  Any investment involves substantial risks, including complete loss of capital. 
Any forecasts or estimates are for illustrative purpose only and should not be taken as limitations of the maximum possible loss or gain. Any information contained in 
this report may include forward looking statements, expectations, pro forma analyses, estimates, and projections. You should assume these types of statements, 
expectations, pro forma analyses, estimates, and projections may turn out to be incorrect for reasons beyond Spruce Point Capital Management LLC’s control. This is 
not investment or accounting advice nor should it be construed as such. Use of Spruce Point Capital Management LLC’s research is at your own risk. You should do 
your own research and due diligence, with assistance from professional financial, legal and tax experts, before making any investment decision with respect to 
securities covered herein. All figures assumed to be in US Dollars, unless specified otherwise.

To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to state material facts 
necessary to make the statements herein not misleading, and all information has been obtained from public sources we believe to be accurate and reliable, and who 
are not insiders or connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer, or to any 
other person or entity that was breached by the transmission of information to Spruce Point Capital Management LLC. However, Spruce Point Capital Management 
LLC recognizes that there may be non-public information in the possession of CTAS or other insiders of CTAS that has not been publicly disclosed by CTAS. Therefore, 
such information contained herein is presented “as is,” without warranty of any kind – whether express or implied. Spruce Point Capital Management LLC makes no 
other representations, express or implied, as to the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained from 
its use. 

This report’s estimated fundamental value only represents a best efforts estimate of the potential fundamental valuation of a specific security, and is not expressed 
as, or implied as, assessments of the quality of a security, a summary of past performance, or an actionable investment strategy for an investor. This is not an offer to 
sell or a solicitation of an offer to buy any security, nor shall any security be offered or sold to any person, in any jurisdiction in which such offer would be unlawful 
under the securities laws of such jurisdiction. Spruce Point Capital Management LLC is not registered as an investment advisor, broker/dealer, or accounting firm.

All rights reserved. This document may not be reproduced or disseminated in whole or in part without the prior written consent of Spruce Point Capital 
Management LLC.
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Spruce Point’s Success Shorting 
S&P 500 Companies

Index S&P 500 S&P 500 S&P 500 S&P 500

Report NYSE: CHD | 9/5/19 NYSE: AME | 11/14/14 NYSE: MTD | 7/24/19 NYSE: AOS| 5/16/19

Market Cap $22.7 billion $12.3 billion $21.8 billion $6.1 billion

Company 
Promotion

Best of breed roll-up acquiror of personal 
care and consumer products with the core 
Arm & Hammer brand providing a stable 
backbone to diversify into other products

Best of breed roll-up in the test and 
measurement equipment space with 
world class EBITDA margins and an 

ability to never miss Wall St estimates 
through any economic cycle

Best of breed weights, test and 
measurement equipment company 

with superior margins and an ability to 
never miss Wall St. EPS targets

Leading maker of water heaters and 
treatment products, boilers, and air 

purifiers. Fast and sustainable 
growth in China, allowing for 

corporate gross margins in excess of 
industry peers

Our Criticism New management has become more 
aggressive, using financial and accounting 

tactics to inflate the share price. The 
recent acquisition of FLAWLESS hair care 

was expensive and will disappoint 
investors. Governance lapses have 

allowed mgmt. to reap unjust bonuses 
based on non-cash gains. Shares at $80 

trade 8% above analyst targets

We argued AMETEK was not creating 
any value by delivering zero organic 

growth and that its financial 
statements showed signs of strain with 
aggressive accounting. We believed its 
premium valuation multiple could not 

be sustained as the quality of its 
acquisitions deteriorated

Excessive cost capitalization from a 
12 year “Blue Ocean” ERP 

implementation. Unusual corporate 
structure that omits product level 

margin discussion. Closeness of mgmt 
with PwC its auditor. Financial strains 

being signaled and anomalies in 
China. Extreme valuation with price 

14% over avg analyst price target

China capital expenditure 
anomalies, notably consistent mis-

forecasting. Capex issues often 
linked to gross margin inflation. 

Excessive spending on a protracted 
ERP implementation also often 

linked to accounting and 
financial issues 

Successful 
Outcome

Within the first quarter after our report, 
CHD reported disappointing Q3 sales 

results, cut its full year revenue guidance, 
and issued Q4 earnings at $0.54, well 

below the $0.62 expected. Management 
blamed higher sales and marketing 

expenses on FLAWLESS 

By early 2016, AMETEK began guiding 
down sales and earnings expectations 
for multiple quarters. Its CEO and CFO

abruptly retired. Its share price fell 
nearly 20% from our initial report date

Q2 2019 missed sales estimates by the 
widest margin in years, and initial 
2020 guidance issued in Q3 2019, 

missed estimates with lower sales and 
earnings growth. Management failed 
to address any of the issues identified 

by Spruce Point. The share price 
corrected by 22%

AOS admitted an undisclosed 
material supply chain partner 

following a report by firm J Capital. 
In Q2 2018, AOS substantially 

revised guidance, showing 
weakness in China with sales 

projected down 16-17% 

“Being an S&P 500 company is a validation of absolutely nothing, and can be a wasteland of corporate mediocrity. It affords 
investors zero protections against companies and their ability to scheme investors. Buyer beware!”

Quote From 
Ben Axler

https://www.sprucepointcap.com/church-dwight-co-inc/
http://www.sprucepointcap.com/ametek-inc/
https://www.sprucepointcap.com/mettler-toledo-international-inc/
https://sumzero.com/pro/research/ideas/17287
https://finance.yahoo.com/news/factors-know-ahead-church-dwights-150803337.html
http://www.ametek.com/pressreleases/news/2016/may/ametekannouncesexecutive
http://www.ametek.com/pressreleases/news/2016/january/ametek-chief-financial-officer-robert-r-mandos-jr-to-retire
https://finance.yahoo.com/m/723bf8de-7ba4-333f-8b82-60e109b051e0/mettler-toledo-stock-drops.html
https://finance.yahoo.com/news/mettler-toledo-international-inc-reports-211000076.html
https://www.sec.gov/Archives/edgar/data/91142/000119312519163453/d753067d8k.htm
https://www.sec.gov/Archives/edgar/data/91142/000119312519206137/d782672dex991.htm
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Spruce Point Estimates 60% – 75% Downside Risk 
($69 - $107/sh) At Cintas Corp. (NYSE: CTAS)

Based on a new public FOIA and our research, we believe Cintas’ Fire Protection Services business has committed fraud and is causing a public 
safety hazard by having workers conduct fire and safety inspections without proper licenses or permits, and falsify inspections. We call on Cintas 
to conduct a review to assure stakeholders it’s not a systemic issue placing Cintas in non-compliance with its credit agreement. Fire Protection is 
its fastest growing segment. Our research indicates that Cintas’ has a poor reputation, and that new private equity and public money is entering 

the space, which will compress its growth and margins. In addition, we believe that Cintas is facing financial strain in its core uniform rental 
business from its 2017 levered acquisition of G&K for $2.1bn. With sell-side analysts failing to acknowledge any of these problems, or conduct a 
nuanced valuation of its various business segments to reflect divergent growth and risk profiles, our variant view suggests 60%-75% downside.  

Core Uniform 
Business 

Under 
Pressure Post 

Levered $2.1bn
G&K 

Acquisition In 
2017 

We Believe Cintas Overpaid For G&K, Is Struggling To Integrate It, And Spinning A Weak “Beat And Raise” Story
 To consolidate share and extract synergies, Cintas acquired G&K Services in 2017 for $2.1bn with new debt. Based on 

proxy statement disclosures, Cintas paid an additional $425m above its initial offer to acquire a business that was 
described to us as having a poor reputation 

 Cintas touted a “Beat and Raise” story post acquisition, but based on our forensic review, it appears that Cintas may have 
suppressed G&K’s sales, only to raise sales guidance by a similar amount to the sales that had been suppressed

 Even worse, evidence points to Cintas over-estimating expenses, only to roll-them back and claim outperformance. In 
addition, Cintas said one thing, but did another by subtly changing capital priorities (cutting capex, increasing share 
repurchases) in an effort to artificially grow EPS. For FY 2019, we estimate Cintas had no underlying outperformance 
relative to initial guidance

 There are classic signs of a mismanaged acquisition and financial stress post acquisition:
• COO and 22yr Cintas veteran J Phillip Holloman “retired” in mid 2018
• Post deal closing, receivables are growing at nearly 2.0x sales; DSOs are at record levels; inventory growth is 

diverging from sales growth. Cintas’ credit facility size has increased 3x in size despite sales up only 40%
• Working capital to sales and bad debt has exploded to 20% of sales and 4% of receivables, respectively: both metrics 

are higher than Cintas and G&K on a standalone pre-acquisition basis. Cintas has still failed to consolidate its national 
receivables collections practice, while scores of customers are complaining about billing practices

• Cintas’s leverage is higher than it appears with material cash that is restricted and trapped abroad. We observe the 
Company is becoming more dependent on short-term financing with commercial paper as cash collections worsens

• Cintas recently sold a $73m investment for a reported 35x return, yet won’t disclose any details about the mysterious 
divestiture. The timing of the sale to generate cash is suspicious in context

• Weakness in oil and gas is emerging. Cintas took on added exposure to this industry from acquiring G&K
 Based on our analysis, ex: G&K’s financial contributions to Cintas, we find no underlying EBITDA margin improvement in 

the core Cintas business, and that earlier leverage benefits of EBITDA growing faster than revenues have evaporated
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Spruce Point Estimates 60% – 75% Downside Risk 
At Cintas Corp. (NYSE: CTAS)

Fastest 
Growing Fire 

Inspection 
Business 
Operating 

Fraudulently 
While Putting 
Lives At Risk;

Competition 
Rising

 Recent changes in revenue disclosure reveal for the first time that Cintas’ fastest organically growing business is 
fire inspection, which has grown at a 3 year CAGR of 14%, above the historical and projected industry growth 
rate of 8% as illustrated by National Fire Prevention Association 

 Based on our research, the biggest fundamental challenge in the industry is a qualified labor shortage. Cintas 
has used an “affiliate network” to expand its reach, but this approach brings challenges such as monitoring the 
quality and capability of its workforce

 Using a Freedom of Information Act (FOIA) request, we find that Cintas was charged with fraudulent business 
practices. Upon a fire outbreak in Aurora, IL, it was determined that Cintas had 8 of 12 inspectors unlicensed and 
unfit to carry out inspection duties for the 22 properties within Aurora’s jurisdiction. These inspectors were thus 
falsifying inspection records. Based on our research, we believe this may not be an isolated incident, and that 
Cintas may have breeched its credit agreement by incorrectly representing that it holds all the necessary licenses 
to conduct its business in compliance with the law

• Cintas must conduct an independent and formal review to assure all its stakeholders that it is in compliance 
with all applicable laws, and holds all necessary permits when conducting life-critical inspection operations

• Cintas is also being sued in a wrongful death lawsuit for inaccurate inspections in a mining accident that was 
documented by the Mine Safety and Health Administration. Incidents such as this, while very unfortunate, add 
complex tail risks to its business

 Given lapses in judgement such as this, and based on industry conversations, it doesn’t appear to be a secret in 
the industry that Cintas has a poor reputation. As a result, new money is flooding into the industry to disrupt 
Cintas’ national market position

• We find evidence that historical contracts that locked in customers for 3-5 years are being shortened to just 
1 year, and that prices are compressing; both are negative outcomes for Cintas

 Fueled by cheap financing and the ability to leverage contractually mandated inspection revenues, private equity 
players are creating regional platform acquisition vehicles to seize market share from disgruntled Cintas 
customers. In addition, APi Group, a large national competitor was just acquired by a UK SPAC, and will be listed 
on the NYSE, giving it broader access to public capital to compete against Cintas

Investors Misunderstand The Risks Associated With Fraud Conducted At Cintas’ Fast Growing Fire Protection Business
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Spruce Point Estimates 60% – 75% Downside Risk 
At Cintas Corp. (NYSE: CTAS)

Governance 
Concerns 
Include 

Closeness of 
Management 

With The 
Auditor

Current Audit 
Partner Linked 
To Papa John 
Accounting 

Fiasco

 Spruce Point has various concerns about the Board including a lack a separation between its Chairman 
and CEO, Board and family relationships that are not independent, unjust compensation practices, and 
the closeness of Cintas with its auditor

 Ernst & Young has been Cintas’ auditor since 1968. The engagement partner at Ernst & Young is Craig 
Andrew Marshall. Mr. Marshall is also the audit engagement partner at Papa John’s International 
(Nasdaq: PZZA) 
• Papa John’s dismissed Mr. Marshall and E&Y in 2018. Since hiring KPMG in early 2019, Papa John’s 

disclosed a new material weaknesses of financial controls and reporting 
• Both Cintas’ CFO J Michael Hansen and its VP/Treasurer Paul Adler both worked at Ernst & Young
• Spruce Point believes it is time Cintas shareholders appoint a new auditor and fresh eyes to look at its 

accounting practices
 Cintas’ just appointed Karen Carnahan to its Audit Committee. Cintas claims she is “independent”, yet as 

a 30 year former Cintas veteran and Treasurer connected to CEO Farmer, we question why is she joining 
now in light of our views that Cintas is experiencing financial stress? Furthermore, we find that she 
serves as a Trustee of another Audit Director’s company, and is likely paid; can she act independently?

 Cintas management, with the blessing of the Board, claimed great performance for the G&K deal. Special 
bonuses were awarded to executives for completing the deal, despite our evidence it has weakened the 
overall financial profile of Cintas

 Cintas’ annual incentive plan is based on sales and EPS growth, along with non-financial goals. In 2019, 
41.75% of CEO Farmer’s bonus was tied to EPS performance, while for most other executives, it 
accounted for 50% of the bonus. Cintas conveniently achieved almost the maximum EPS target within 
one penny, and claims its $7.60 EPS took into consideration various “one-time items”. Yet, in FY 2019, 
Cintas adopted a new revenue recognition method that boosted pre-tax income by $22.3m and Diluted 
EPS by $0.15 cents. Why wasn’t this considered a “one-time” or “extraordinary” boost to income?

Warning On Audit Partner And Management Extracting Unjust Compensation With Questionable Results
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Spruce Point Estimates 60% – 75% Downside Risk 
At Cintas Corp. (NYSE: CTAS)

60% - 75% 
Downside For 
A Sum-of-The-

Parts 
Valuation of a 
Structurally 
Disliked And 

Misunderstood 
Company

 Analysts and investors love Cintas for its consistent ability to grow earnings, while returning capital through 
share repurchases, and a modest dividend yield. The consensus view is that it can produce 5-6% organic sales 
growth and 10-11% EPS growth by using its market dominance in stable industries to satisfy customers

 As a result, analysts’ reward Cintas with the highest multiple among its commercial and safety publicly traded 
peers. The average analyst price target is $255 per share. Yet, at the current share price of $259, there’s 1% 
implied downside on valuation alone, and materially more downside based on increasing business pressures

 Our view of Cintas is markedly different from consensus and we believe:
• There is a uniform displeasure with Cintas’ billing practices, one-style approach to customers, and 

willingness to skirt the law with fraudulent business practices that place lives at risk
• The G&K acquisition has worsened Cintas’ overall financial profile through greater capital intensity, 

bloating of receivables and bad debts, and greater exposure to cyclical industries such as oil and gas
• Cintas corporate governance is substandard for its size and position as an S&P 500 company. Notably 

the CEO/Chairman roles are not split, it allows pledging of stock by executives, and the Board is 
stacked with long-time allies of the CEO with business connections between Board members 

• As a result, the expansion of Cintas’ valuation multiple over the past few years is unwarranted
 Analysts fail to critically evaluate each of Cintas’ business lines and apply a proper valuation to reflect the 

different growth and risk profiles
 Despite trading a 4x sales and 18x EBITDA, not a single one of Cintas’ business lines can be justified at this 

valuation by looking at recent acquisitions completed. Transaction values are closer to 1x - 2x of revenues.  
When summed together, the fair value of Cintas’ business is $69 - $107, or 60% – 75% downside

Trading Near All-Time High Share Prices, Above Analyst Average Price Target,  And With An Expanded Multiple, Owning 
Cintas Is A Poor Risk / Reward; Sell-side Valuation Models Fail To Appreciate The Various Growth Risk Profiles For Each 

of Cintas’ Business Segments
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Cintas Stakeholders Deserve A Full And Independent 
Review of Its Fire Inspection Business

Cintas has a sordid history in dealing with labor unions, settling lawsuits related to employment discrimination, and environmental 
compliance. Spruce Point finds it particularly troubling that individuals at Cintas committed fraud by misrepresenting that 8 of 12 
inspectors in Aurora, Illinois were certified to conduct fire inspections, which are critical to protecting the public. Cintas needs to 

conduct a fully independent, and audited review of its Fire Protection Services workforce to make sure it is conducting its business 
in compliance with the law. Innocent people should not be put at risk by unqualified inspectors hired by Cintas. 

The Public And Our Children

Our Brave Firefighters
Unions And Employees

Shareholders

Wall St Analysts

Banks
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Food For Thought: 
Does History At Cintas Repeat? 

“We found a company that has a 
practice of breaking the law.”

“They treat you like 
garbage.”

“It’s a big lie to hear Cintas 
call us associates.”

Source: Exposing Cintas

https://www.youtube.com/watch?v=1kBrg9O-8K8


Evidence That Cintas’ Fast Growing 
Fire Protection Business Is Breaking 
The Law, Putting Lives At Risk
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Cintas Fastest Growing Organic Revenues 
Are From Fire Protection Services

Starting in FY 2019, Cintas started to break out revenues in its “Other” segment between Fire Protection and Uniform Direct sales. 
We can now observe that Fire Protection has been its fastest growing business line, with double digit organic growth. 

$ in mm FY 2017 FY 2018 FY 2019 3-Year 
CAGR Q1 2019 Q1 2020 YoY 

Growth

Uniform Rental 
and Facility $4,202.5 $5,247.1 $5,552.4 6.6% (1) $1,374.9 $1,454.5 5.8%

First Aid and 
Safety Services $508.2 $564.7 $619.5 10.4% $153.4 $172.1 12.2%

Fire Protection 
Services $311.4 $350.0 $405.5 14.1% $98.1 $110.1 12.2%

Uniform Direct $301.2 $314.8 $314.9 2.3% $71.5 $74.4 4.0%

Source: Cintas FY 2019 10-K and Q1 2019 10-Q
And National Fire Prevention Association ("NFPA")
1) G&K acquired in 2017. Based on average organic growth

Cintas growth has generally outperformed 
the U.S. Fire Safety market. However, NFPA 

projects the market growth at 8%, and 
Spruce Point believes Cintas’ period of 

double digit growth will moderate. 

https://www.sec.gov/Archives/edgar/data/723254/000072325419000021/ctas531201910k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/723254/000072325419000030/ctas-2019x831x10xq.htm
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Growth Coming At The Expense Of Losing 
Control Over The Services Providers?

Source: Cintas and earliest version in 2016 using the wayback machines

Source: Cintas

Was The “Affiliate” Program Started In Response To A Dept of Labor Investigation About Underpaying Fire Protection Employees?

Cintas Subsidiary Agrees To Pay Workers $1.3 Million In Overtime Case
Jan 19, 2017: The U.S. Department of Labor announced today that a subsidiary of Cintas Corp. has paid $1.3 million to compensate 81 fire sprinkler testers and 
installers for allegedly unpaid overtime.  Cintas, based in Cincinnati, provides work products and services, including uniforms. The wage case investigated by the Labor 
Department concerned overtime pay for workers based in the San Jose office of the company's Cintas Fire Protection Services subsidiary.  The department concluded 
that the company failed to pay the sprinkler workers the overtime due for an average of three hours per week spent on off-site tasks such as completing reports, 
sending emails and filling out time sheets, according to Deputy District Director Michael Eastwood..  (Source)

In FY 2016, Cintas started an “Affiliate Network” to recruit other business owners to provide fire safety services. 
Affiliates are essentially independent contractors, must provide a W-9 Form, and allow Cintas to lower its employment 
costs. The affiliate application requires applicants to provide a copy of the “State Contractors License and all required 

licenses”.  On the surface, it seems like Cintas has a legitimate concern for recruiting the appropriate workers to 
extend its business. However, what’s happening in practice in the field paints an entirely different story…..

https://www.cintas.com/fire-protection-services/affiliate-network/
https://web.archive.org/web/20160316010115/http:/www.cintas.com/fire-protection-services/affiliate-network/
https://www.cintas.com/fire-protection-services/affiliate-network/
https://www.sfgate.com/news/bayarea/article/Cintas-Subsidiary-Agrees-To-Pay-Workers-1-3-10868008.php
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But Results Are Not Sustainable:
Four Negative Trends In Fire Inspection 

Through our conversations with fire inspection industry professionals, we believe there are four very large challenges facing
Cintas that will impede its growth and profit potential in the industry.

Contract Lengths Are Shortening
 Historically, commercial contracts could be negotiated for 3 - 5 years, giving longer visibility to service providers

 This would allow Cintas to implement annual price increases easily

 Now, commercial and national contracts are being shortened to 1 year, allowing customers greater flexibility to price shop  

Margins Are Coming Under Pressure From Greater Competition
 For services such as fire extinguisher inspection, Cintas has historically been able to command $2.85 - $3.25 per unit

 According to our industry sources, Cintas has been willing to price as low as $1.50 per unit to win business. At this level, 
competitors we spoke to believed it was simply not economical to justify trying to match the price 

Not Enough Skilled Labor To Deliver Services In Compliance With The Law
 It’s universally agreed among people we spoke to that there’s not enough skilled and licensed inspectors 

 It can take between 3 – 5 years between apprenticeship to fully licensed worker

 There is evidence that Cintas committed fraud by allowing unlicensed workers to falsify inspection reports

Private Equity And New Money Is Flooding Into The Industry To Disrupt Cintas
 Cintas does not have a good reputation in the industry, as reflected by numerous internet complaints, and our primary 

research

 The opportunity to displace market share from Cintas, and the allure of recurring revenues from services mandated by 
law, is what is driving substantial private equity money in the industry

 There are new platform acquisition companies being launched to consolidate regional market share:

• APi Group, one of Cintas’ largest competitors, was just acquired by a SPAC in London and will be listed on the 
NYSE, giving it broader access to public capital 
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Cintas Placing Lives At Risk, Breaking The Law,  
And Committed Fraud With Unlicensed Fire 
Inspectors

Source: FOIA, City of Aurora, IL 
1) Illinois.gov

Upon a fire outbreak in the city of Aurora, IL, it was determined that Cintas was charged with fraudulent inspection practices. 
The city found that 8 of 12 Cintas inspectors were not licensed to carry out inspection duties for the 22 properties within its 
jurisdiction. Illinois state law clearly mandates a license for inspections.(1) Although it is possible this is an isolated incident, the 
mere fact that two-thirds of Cintas inspectors were not licensed suggests that Cintas growth in the Fire Protection business has

come at the cost of violating the law, and putting lives at risk. 

http://www.ilga.gov/legislation/ilcs/fulltext.asp?DocName=022503170K30
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Not An Isolated Incident

It is clearly not a one-off situation in Aurora. We also find another instance of Cintas doing inspection work without either a 
permit, or a contractor’s license. 

Source

Violation Citation

https://cityofhobart.org/AgendaCenter/ViewFile/Minutes/_01252017-840
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And Someone Even Died….

A mining worker died recently from injuries sustained from an improper inspection by a Cintas worker as detailed in the Mine 
Safety & Health Administration fatality report. Cintas is being sued by the worker’s family for wrongful death.  

Source: Angela Grostefon vs. CINTAS Corp No 2 (d/b/a Cintas Fire Protection)

Wrongful Death Lawsuit Wrongful Death Lawsuit

Source: Mine Safety & Health Admin Final Report – Sept 7, 2018

https://www.msha.gov/data-reports/fatality-reports/2018/fatality-7-september-7-2018/final-report
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Cintas Potentially Not In Compliance With Its 
Credit Agreement

Cintas made certain Representations and Warranties to its bankers that it “holds permits, certificates, licenses... necessary for the 
conduct of its business in compliance with all applicable Laws”…. Is this really true? If the licensing issue is systemic in its Fire 

Safety business, would this be deemed a Material Adverse Effect? Cintas needs to conduct a full audit of its workforce. 

Source: Credit Agreement

https://www.sec.gov/Archives/edgar/data/723254/000072325419000013/ex101cintascreditagreement.htm#s6C73846274CB549F2E870920F0BEE69A
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Cintas Prices And Margins Appear To Be 
In Contraction

Core fire extinguisher inspection pricing is contracting. Based on our industry conversations, we understand that Cintas has 
been willing to price as low as $1.50 per extinguisher, particularly to commercial and national customers, which are more price 

savvy. Recent prices suggest $2.85 - $3.25 per extinguisher.  At $1.50 pricing, some competitors thought it was not even 
economical to do the business. Some municipalities are being charged more, but as word spreads that Cintas is willing to do it 

for much cheaper, there is downside risk to pricing as contracts are renewed.

$3.25 Contract From 2017 $2.85 Contract From 2017

Source: Oshkosh
Source: St Joe’s School

https://www2.ci.oshkosh.wi.us/WebLink/DocView.aspx?id=836197&page=3&&cr=1
http://esbpublic.sjsd.k12.mo.us/attachments/f3eeb90f-9820-4c45-9dc5-291ad790a34d.pdf
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Enlightening Interview With Former Senior 
Business Leader At Cintas Fire Safety

“Talk about the challenges or, or maybe no challenges as the case may be, of finding skilled people to do these jobs, to go out and do the 
fire inspections.”

Spruce Point
Question

“Yeah. There's no question there's a constraint. I mean, every business in North America has fire extinguishers in their business, about 
70% of businesses, maybe 60% of businesses, have a fire alarm system, and then you might back that number down, but somewhere
around 50% that have a fire sprinkler system. So you can execute fire extinguisher inspections quite easily. I mean, you could hire someone 
that you know, has aptitude and hustle and you know, maybe slight mechanical ability and get them operational within 60 or 90 days 
pretty easily. When you get into alarm and sprinkler, uh, if you just went from someone that was competent and capable but didn't 
know anything about fire and you got them all the way to a fire alarm or sprinkler certification within a town, state or city; that could 
be a three year proposition…. And I mean there is that labor constraint out there. Um, so you're either going to find someone that 
already has their license, and try to take them away from your competitor, right? Or, you have a really advanced training program where 
you constantly have apprentices and helpers around these certified technicians, so you're raising up and grooming a group of future 
inspectors. If there's a bottleneck in this business, that's it.”

Former Cintas 
Fire Inspection Safety 

Business Leader

Spruce Point
Question

“You wouldn’t be able to send somebody out there that's not licensed, right? I mean you're holding a man, again to just keep it simple, 
like a driver's license, here’s my sprinkler license it has an expiration date, it has a number on it that can be easily verified through website. 
So there would never not be a scenario where you’d send someone out to do an inspection that didn't have their certification. Yeah. I 
mean it is a felony for example. If you went out and inspected a fire alarm in Texas, and you inspected it, and said “you're good to go”, 
but didn't have your license. That is a felony for the individual that would do that.”

Former Cintas 
Fire Inspection Safety 

Business Leader

Spruce Point spoke with Cintas’ former fire inspection business leader. He agreed that skilled labor shortage is a real business
challenge, and that it would be fraudulent to represent oneself as a licensed inspector, without having the credentials. 

“What happens if Cintas sent someone who is supposed to licensed, and in fact, that person isn’t licensed, and something goes wrong. 
That’s a bad outcome.”

Spruce Point 
Question “What is driving private equity led M&A in the fire inspection and services industry right now?”

Former Cintas 
Fire Inspection Safety 

Business Leader

“I think a couple things. One, Cintas does a pretty good job of becoming hated in the spaces that they operate in, not by their investors, 
but by the industry patrons. So you know, the, the small businesses that are left out there, would have a bad taste in their mouth 
selling to Cintas. And there's people that are aware of that….”
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Cintas Now Competing With Fresh 
Private Equity Money

If, as suggested by its former business manager, that Cintas is disliked by many in the industry, it would create a ripe opportunity 
for private equity to expand into the fragmented fire protection and inspection services space. Perhaps, a more customer friendly 

approach will enable it to win share from Cintas. 

Source

Source

Source

Source

Source Source

Source

Source

https://www.businesswire.com/news/home/20170419006050/en/Audax-Private-Equity-Announces-Acquisition-Academy-Fire
https://www.bluepointcapital.com/news/blue-point-completes-the-acquisition-of-fire-life-safety-america
https://www.tscp.com/press-release/thompson-street-capital-partners-acquires-marmic-fire-safety-co/
https://www.riversidecompany.com/News_and_Media/Press_Releases/CertaSite_News_Release.aspx
https://www.aresmgmt.com/about-ares/news/ares-management-to-acquire-convergint-technologies
https://aligncp.com/align-capital-merges-isa-and-abco-fire-protection/
https://www.businesswire.com/news/home/20190404005766/en/Highview-Capital-Acquires-Frontier-Fire-Protection
https://www.carouselcapital.com/news/carousel-capital-recapitalizes-pye-barker-fire-safety
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Cintas’ Fire Competitor APi Group 
To Be Publicly Listed

APi Group is a national, market leading provider of commercial life safety solutions and industrial specialty services, and expects 
to deliver ~$4 billion in revenue and Adj. EBITDA margins of ~10% for the full year 2019.  On September 2, 2019, J2 signed an

agreement to acquire APi for $2.9 billion, representing a transaction multiple of 7.4x LTM June 2019 Adjusted EBITDA of 
$371 million net of tax benefits. The deal closed in early October 2019, and it’s expected that APi will trade on the NYSE. As a newly 

formed public company, it will have better access to capital, and a public currency to attract and motivate employees. 

APi is a credible national competitor to Cintas that offers a full suite of safety solutions including engineering, design, installation, inspection, 
repair and monitoring. We believe Cintas offers a narrower range of services, and does not do the more lucrative repair business

Source: Investor Presentation, Sept 2019 

http://www.j2acquisitionlimited.com/%7E/media/Files/J/J2-Acquisitions/documents/irt/investor-presentation-aug-2019.pdf


Evidence of Mounting Financial 
Struggles In The Core Uniform 
Business Post G&K Acquisition



25

Cintas Wildly Overpays For G&K

Cintas appears to have desperately needed to purchase G&K, raising its initial bid of $76.00 all the way to $97.50 per 
share. The final cost of $2.1 billion cost Cintas shareholders an additional $425 million over the initial price. The $97.50 

per share purchase price represented a 68.7% premium to GK’s 52 week low share price.

Source: Deal proxy

Jan 12, 2016
Mr. Farmer (Cintas CEO) met with Mr. Milroy (CEO of G&K) as scheduled. At the meeting, Mr. Farmer 
proposed in writing that Cintas acquire all of the outstanding common shares of G&K for $76.00 per 
share in cash. Mr. Milroy said he would discuss Cintas’ proposal with the Company Board.

May 12, 2016
Mr. Milroy met with Messrs. Farmer and Hansen. At the meeting, Mr. Farmer presented a proposal to 
acquire all of the outstanding common shares of G&K for $86.00 per share in cash and confirmed the 
offer in writing.

June 29, 2016
Mr. Farmer contacted Mr. Milroy and presented a proposal whereby Cintas would acquire all of the 
outstanding common shares of G&K for $94.00 per share in cash.

Aug 3, 2016

Mr. Farmer delivered to Mr. Milroy a written confirmation of Cintas’ proposal to acquire all of the 
outstanding common shares of G&K for $97.50 per share in cash, in which Cintas expressed its 
commitment to take certain actions with respect to regulatory approvals if necessary to provide for 
certainty and timeliness of closing the transaction and to pay a termination fee in certain 
circumstances if regulatory approval is not obtained.

https://www.sec.gov/Archives/edgar/data/39648/000119312516709783/d253138dprem14a.htm
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Pressures Mounting In Cintas Core Business

$ in mm FY 2016 FY 2017 FY 2018 Note

Reported Total Sales $4,795.8 $5,323.4 $6,476.6 

Less: G&K Revenue Contribution -- ($187.7) ($950.0)

FY 17 revenue disclosed 10-K p. 56
FY 18 revenue estimated based on Q1-Q3 
and full year disclosure of revenue growth 

attributed to acquisitions

Normalized Total Sales
% growth

$4,795.8
9.8% 

$5,135.7
7.1% 

$5,526.6
7.6% Limited underlying growth 2017-18

Reported EBITDA
% margin

$934.2
19.5% 

$1,049.5
19.7% 

$1,311.1
20.2% Margins appear to be expanding

Less: G&K EBITDA Contribution -- ($30.3) ($160.4) EBITDA margin estimated based on deal 
proxy projections from management

Less: Reported Synergies -- -- ($58.0) Synergies disclosed Q1’19 conf call

Est. Underlying Cintas EBITDA
% growth
% margin

$934.2
11.4%
19.5%

$1,019.2
9.1%

19.8%

$1,092.7
7.2%

19.8%

EBITDA growth lower than sales growth 
shows diminishing earnings leverage
Underlying margins for Cintas are flat

In FY 2018, the last year that G&K can be unraveled from Cintas core business, we find that EBITDA growth fell below 
revenue growth and margins stalled. The CFO claims that legacy Cintas gross margins continued to expand, which is 

hard to disprove with limited disclosures; however, we believe legacy Cintas EBITDA margins did not expand.  

CFO: “The Cintas legacy gross margins continue to expand and the G&K gross margins will too 
as we realize the acquisition synergies.”  
Spruce Point: Hard to disprove this statement on gross margins due to limited disclosures, but 
it’s clear to us that EBITDA margins did not expand

Cintas CFO
Q1 2018

Earnings Call
Sept 26, 2017

https://www.sec.gov/Archives/edgar/data/723254/000072325418000015/ctas531201810k.htm
https://www.sec.gov/Archives/edgar/data/39648/000119312516709783/d253138dprem14a.htm
https://seekingalpha.com/article/4208277-cintas-corporation-ctas-q1-2019-results-earnings-call-transcript?part=single
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Management’s Gross Margin Expansion 
Claims Now Appear Baseless

Management repeatedly claimed that G&K’s gross margins will improve to Cintas’ legacy margins as it was marketing 
the transaction to investors. Yet, it’s now very evident that management never had a way to measure or track it, thus 

calling its claims into question. As a result, management is now dodging direct follow-up questions on the issue. 

“The Cintas legacy gross margins continue to expand and the G&K gross margins will too as we realize the 
acquisition synergies.”  

Cintas CFO
Q1 2018

Earnings Call
Sept 26, 2017

“While the assimilation of the G&K business continues at a great pace -- Mike mentioned 95% of duplicate 
operations have been closed, more work remains. The G&K gross margins will improve to Cintas legacy levels 
as we further integrate this business and we increasingly realize more of the synergies. We are on track.”  

Cintas Treasurer
Q3 2018

Earnings Call
March 22, 2018

“Really, really nice job. At this point, given the gross margins, is it fair to say -- and I know we're not just 
[interviewing] G&K, but is G&K up to the corporate average at this point? Or would you expect that to get 
continue to kind of narrow relative to where Cintas is relative to GK?”  

Analyst
Kevin Damien 

McVeigh
Q1 2020

Earnings Call
Sept 24, 2019

“Well, as you referred to (gross margins), it's really hard to say. So for example, a lot of that G&K volume 
resides in legacy Cintas locations. So when you think about that volume, it certainly has helped us in those 
kinds of locations create more capacity utilization, create a little more density. And so there certainly is a 
benefit. From stand-alone locations, many of them have inherited some legacy Cintas volumes, but they're not 
quite to where we would see the rest of the Cintas legacy locations, but they're making nice progress. So we 
hope to continue to see improvements as we move forward.”

CFO Response 
Q1 2020

Earnings Call
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Obvious Signs of Financial Strain At Cintas

G&K Services Pre-Acquisition And 
Last Quarter Prior To Acquisition

Cintas Pre-Acquisition And 
Last Quarter Prior To 

Acquisition Close 3/21/17

Combined Current Cintas 
Showing Strain

Notes

$ in mm FY 15
6/27/2015

FY 16
7/2/2016

LTM 
12/31/16

FY 16
5/31/16

LTM
2/2/17

Q3 19
2/28/19

FY 2019
5/31/19 Q1 20

Accounts Receivable, net (A) $100.4 $102.6 $108.7 $563.2 $598.9 $878.8 $910.1 $917.5

Allowance For Bad Debts (B) $3.5 $3.6 $4.3 $19.6 $20.5 N/A $37.8 N/A

Gross Receivables (A+B)
% Allowance of Gross

$103.9
3.3%

$106.2
3.4%

$113.0
3.8%

$582.8
3.4%

$619.4
3.3% N/A $947.9

4.0% N/A Highest Allowance 
Ever At 4%

Current Assets
Less: Cash and Securities
Adj. Current Assets (C)

$317.2
16.2
$301

$313.4
24.2

$289.1

$321.8
29.9

$291.1

$1,590.0
210.0

$1,380.0

$1,629.9
147.2

$1,482.7

$2,233.8
80.9

$2,152.9

$2,236.3
96.6

$2,139.6

$2,289.8
102.1

$2,187.7

Current Liabilities
Less: NTM Debt Maturities
Adj. Current Liabilities (D)

$123.5
0.2

$123.3

$117.5
0.0

$117.5

$141.0
22.0

$119.0

$815.5
250.0

$565.6

$944.0
399.4

$544.6

$994.4
217.5

$776.9

$1,127.7
312.3

$815.5

$1,122.9
338.8

$784.1

Adj. Working Capital (C-D)
% of LTM Sales  

$177.6
18.9%

$171.5
17.5%

$146.4
17.6%

$814.7
16.7%

$938.1
18.6%

$1,376.0
20.3%

$1,324.2
19.2%

$1,403.6
20.0%

Working capital strain 
evident with highest 

working capital / sales

Days Sales Outstanding (DSO)
Days Payable Outstanding (DPO)

38.9
27.8

38.5
28.0

39.8
29.4

39.8
14.9

41.6
18.2

44.7
18.7

45.4
21.1

45.7
21.5

DSOs rising rapidly and 
hit an all-time high. DPOs 

being stretched

While analysts laud Cintas’s performance, and management talks up great execution and record results, there are clear 
signs of financial strains emerging in its business. We observe a spike in allowance for doubtful accounts, record 

working capital to sales, and expanded DSOs and DPOs. 

Source: Cintas and G&K financials, Spruce Point analysis
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Obvious Signs of Financial Strain At Cintas 
(Cont’d)

Pre-G&K Acquisition, We See That Cintas’ 
Cumulative Sales Growth Tracks Accounts 

Receivable Growth Reasonably Close

Post-G&K Closing Mid-Quarter Q4 2017, We Observe That Cumulative 
Accounts Receivable Growth Is Now 2.0x Sales Growth

$ in mm FY
2011

FY
2012

FY
2013

FY 
2014

FY 
2015

FY
2016

Q1 
2018

Q2 
2018

Q3 
2018

Q4 
2018

Q1 
2019

Q2 
2019

Q3 
2019

Q4 
2019

Q1
2020

Total Net Sales $3,810 $4,102 $4,317 $4,194 $4,370 $4,796 $1,611 $1,606 $1,589 $1,669 $1,698 $1,718 $1,682 $1,793 $1,811

Cumulative % 
Sales Growth -- 7.7% 13.3% 10.1% 14.7% 25.9% -- -0.3% -1.4% 3.6% 5.4% 6.6% 4.4% 11.3% 12.4%

Accounts 
Receivable, Net $429 $451 $497 $508 $496 $546 $731 $763 $779 $804 $838 $904 $878 $910 $918

Cumulative % 
A/R Growth -- 5.1% 15.7% 18.4% 15.6% 27.4% -- 4.4% 6.5% 10.0% 14.6% 23.6% 20.1% 24.4% 25.4%

A classic sign of accounting shenanigans is when accounts receivable are growing faster than reported sales. It is often 
cited as a top red flag to predict fraud or accounting irregularities.(1,2) This phenomenon may suggest aggressive 

revenue recognition practices at best, a change in credit terms to customers, or at worst foul play such as channel 
stuffing. We observe that prior to acquiring G&K, Cintas’ cumulative sale and accounts receivables growth tracked each 

other very closely. However, we find that post deal closing, receivables are growing at nearly 2.0x sales.   

1) “How to Predict the Next Fiasco In Accounting and Bail Early”, Wall St Journal, Jan 2002
2) “How To Detect And Prevent Financial Statement Fraud”, ACFE – Association of Certified Fraud Examiners, 

Source: Cintas financials, Spruce Point analysis

Cintas Normal Cintas + G&K = Irregular

http://people.stern.nyu.edu/adamodar/New_Home_Page/articles/warnsign.htm
https://www.acfe.com/uploadedFiles/Shared_Content/Products/Self-Study_CPE/How%20to%20Detect%20and%20Prevent%20Financial%20Statement%20Fraud%202013_Chapter%20Excerpt.pdf
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New Disclosure On Discounts And Rebates 
Validates Concerns

We observe that Cintas made its first disclosure in October 2018 about certain contracts including “discounts and 
rebates” earned through specified volume levels. This indicates a more competitive environment. G&K did not make any 
such disclosures prior to its acquisition. While Cintas says it maintains a liability within its accounts for these discounts
and rebates, it does not break out the specific line item. However, as a whole, both long and short-term accrued liability 

accounts have grown from $600m to $764m since FY 2017.

Source: CTAS 10-Q 

“Certain of our customer contracts, primarily within our Uniform Direct Sales business, include pricing terms and 
conditions that include components of variable consideration. The variable consideration is typically in the form of 
consideration paid to a customer based on performance metrics specified within the contract. Specifically, some 
contracts contain discounts or rebates that the customer can earn through the achievement of specified 
volume levels. Each component of variable consideration is earned based on the Company's actual performance 
during the measurement period specified within the contract. To determine the transaction price, the Company 
estimates the variable consideration using the most likely amount method, based on the specific contract 
provisions and known performance results during the relevant measurement period. When determining if variable 
consideration should be constrained, the Company considers whether factors outside its control could result in a 
significant reversal of revenue. In making these assessments, the Company considers the likelihood and 
magnitude of a potential reversal. The Company's performance period generally corresponds with the monthly 
invoice period. No constraints on our revenue recognition were applied during the three months ended August 31, 
2018. The Company reassesses these estimates during each reporting period. Cintas maintains a liability for 
these discounts and rebates within accrued liabilities on the consolidated condensed balance sheets.”

Cintas 10-Q 
First Reference Filed 

October 2018

https://www.sec.gov/Archives/edgar/data/723254/000072325418000030/ctas-2018x831x10xq.htm
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CFO Statement About Working Capital 
And Inventory Not Mirroring Reality

“Yeah, when we -- our thoughts on working capital are when we are growing, we're going to use some working 
capital. So for example, if we're growing the way we want to grow. Accounts receivable is going to grow. 
Inventories are going to grow, in-service inventory is going to grow because we are injecting new inventory into 
new customers and penetrated customers. So generally speaking, we expect in a growth environment, we expect to 
use working capital.”

CFO
Q1 2020

Earnings Call

$ in mm
Q1 

2019
Q2 

2019
Q3 

2019
Q4 

2019
Q1 

2020

Inventory $303.8 $321.9 $339.8 $334.6 $336.3 

QoQ 
Inventory 
Growth

8.4% 6.0% 5.6% -1.5% 0.5%

If inventory and working capital growth is a signal of Cintas’ flourishing business, as suggested by the CFO’s recent 
quote, then investors’ should be concerned that inventory growth has slowed for three quarters. Inventory growth 

historically outpaced sales by an uncomfortable amount. 

Source: Cintas financials

Inventory Growth Outpacing Sales Growth Since 
G&K Closed

Inventory Growth 
Now Slowing

-5.0%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

Q1
2018

Q2
2018

Q3
2018

Q4
2018

Q1
2019

Q2
2019

Q3
2019

Q4
2019

Q1
2020

Cumulative Sales Cumulative Inventory

Inventory 
outpaced 
sales by 

+6%
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Accounts Receivable Dysfunction

Cintas appears to have organizational dysfunction when it comes to A/R collections. Rather than centralizing 
collections in one location, the Company employs hundreds of collection agents in locations across the country. 

It even still appears to have active G&K collection agents despite completing the deal more than two and half years 
ago. Management is claiming success with cost synergies, yet wouldn’t some of the easiest cost synergies have been 

from centralizing collection agents? 

Source: Linkedin
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Accounts Receivable Dysfunction: 
From An Insiders Perspective

A/R Staffed By “Temp” Agency “Telephone Collections”

Source: Glassdoor

Source: Glassdoor

“Corruption”

https://www.glassdoor.com/Reviews/Employee-Review-Cintas-RVW28224141.htm
https://www.glassdoor.com/Reviews/Employee-Review-Cintas-RVW18366201.htm
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Dysfunction: 
From Customers Perspective

With scores of complaints about over-billing, is it any wonder that customers don’t end up paying and Cintas’ 
accounts receivable and bad debt expense are ballooning?

Source: Better Business Bureau and Pissed Consumer

https://www.bbb.org/us/oh/mason/profile/uniform/cintas-corporation-0292-3191/customer-reviews
https://cintas.pissedconsumer.com/5/RT-P.html
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Spruce Point Interview With 
Uniform Industry Expert

“One consistent critical theme we see of Cintas in particular, but possibly industry-wide, is that contracts tend to lock customers in and then customers 
find out that prices are rising, automatically after certain periods of time. I mean, is this an industry that has good ability to pass on prices to customers? 
If you're putting through, price increases without, warning the customer, obviously that could irritate them, but there has to be some sort of pricing limit 
to the point where a customer might want to go somewhere else?

Spruce Point

“Yeah, you're hitting on a good point there. And let me say, you asked me earlier if I'd like to comment about why I didn't want to work for Cintas. 
You're hitting on exactly why I didn't want to work for Cintas. Cintas is the 10,000 pound gorilla. They do a good job of service. I'm not going to say they 
don't, they do a really nice job of servicing and many times they're long term customers like them well. The ones that like to be coddled and to be 
personalized, do not like them at all because Cintas has one way of doing business and only one way of doing business and so for that they kind of have a 
reputation of being a little bit hard nose, a little bit cold. They have a reputation of excessive billing and their excessive billing, which is not tied to a 
weekly amount. It's back tied to just what you started asking about the contracts, and the things of that nature, and that the terms of the contracts is 
enabled them to be able to do. On a national scale that I worked from, for the last 20 years, all of my contracts were completely custom crafted. I worked 
directly for an attorney and we literally had a boiler plate that we offered to our customer’s counsel in the beginning, but it was a back and forth, red line 
changes, et cetera; four, five, six times before we could come to the agreement of the language that we could all agree upon. We saw that Cintas didn't do 
that so much. Instead they offered a stock standard contract that had such vague terms in it so that the client didn't understand what he was agreeing to. 
And that is where a lot of the Cintas pain originates from.”

Industry 
Expert

“I really specialized in fire retardant clothing. And that is something that Cintas is just huge in they were the kind of the industry leader into rental of fire 
retardant clothing. But their national contracts were so vague that anytime a client was unhappy with their service and wanted to exit them, it costs 
them such a tremendous amount of money, because again, the contract vaguely said that if we believe that this merchandise is special, you agreed to 
buy it. Nowhere on that piece of paper does it say that the merchandise that I'm selling you, or I’m renting you, is considered specialty. So therefore when 
(customers) get ready to exit, Cintas comes to them and says, “Oh, well you owe me $9,000 for all the goods that we put upon your people”. And that then 
became a prohibitive to them to using other companies. And that in itself then is where they really got the bad reputation for contracts. Later in the 
years they got a little better.”

“Can I ask you your perception of the company called G&K? A couple of years ago Cintas bought G&K. What was your understanding of their reputation 
in the industry? 

Spruce Point

“G&K had a terrible reputation. Cintas has the problem to fix. G&K's service was more industrial than Cintas'. In other words, more of the welders or of 
the heavy construction type businesses, that sort of thing. Not so much hospitality. I think Cintas tends to have a little more hospitality, a little more health 
care. But I don't have much of a good opinion candidly of G&K. They were a contender. They were one of the big four that showed up always for RFPs, et 
cetera. And they, you know, they won their fair share, but they had some pretty ongoing serious service problems. They didn't have a good national 
program at all, and what I heard most of the really bad talk from them was about their national program. So maybe Cintas by owning them they 
brought them some structure in that regard, and that may have improved them somewhat”

Industry 
Expert

Spruce Point spoke with a 20+ year industry expert in the uniform rental business, who worked at a competitor, and expressed a 
desire not to work at Cintas. We asked for his opinion on Cintas’ contract billing practices and its acquisition of G&K. 
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Pricing Commentary From A Competitor…. 

Two different views on pricing, depending on which CEO you ask. Cintas sees no change, yet Unifirst sees 
consolidation causing disruption, customer dissatisfaction and prices tightening at big accounts.

“Is there anything that's changed from the competitive landscape or pricing environment or things that you found that you need to do from a scale 
perspective that's changed.”

Analyst
Baird Conference

June 5, 2018

“Yeah. I think as you can imagine and we know this as much as anyone in the industry, when you do acquisitions of the size of an Arrow or even the 
smaller acquisitions we do; there is disruption in those local operations as you integrate the operations. In our business, to really take advantage of 
the synergies of these acquisitions, the route structure and the optimizing of the route structure is really very important. But that doesn’t happen 
overnight. When you think about it, when we provide our garments to our customers; half the garments are with our customers, some of whom are 
with their employees at their houses, some of them are back in the plant. And when you go to reroute customers, there can be disruption on that 
flow of the product. So it's not something you take on very lightly. And doing it on the scale that Cintas and Aramark will be doing it over the next 
couple of years is something that will lead to some disruption. In terms of what we're seeing in the market right now, we're seeing some of that 
disruption. And I think customers like stability and they like knowing that their service is going to be consistent. They don't want to change route 
drivers and so on and so forth. So some of that is leading to opportunities, I think, for us who can offer more stability during this time. As far as 
pricing goes, I don't think we've seen much change in the environment. I think where there is a change most notably is on the large account selling. 
If you're sitting at the table with a national account which maybe has one of our competitors as the incumbent and they're looking to make a 
change because there's some service dissatisfaction, now there's really only two players at the table.  So it does provide a little bit more 
transparency and maybe simplicity to the process. And we know who we're going against and what we might need to do and the advantages or 
disadvantage that we might have bidding on that account, whereas previously when there was maybe four or five people practically bidding on that 
account, including some larger regional players like an Arrow depending on the market; it can lead to challenges and one of those competitors 
potentially coming in with a very aggressive offer. So I think that's where you may see some of the pricing tightening. But at the same time, it's 
not necessarily because I think any of the competitors individually are being less aggressive than they were in the past.”

CEO UniFirst

Steven Sintros

Analyst
Mazari

Q4 2018 Earnings
July 7, 2018

“The first question is just on consolidation in the space broadly. I know you've sort of outlined cost synergies. Maybe if you could touch on -- there's 
been another uniform deal in the space. Could you maybe touch on the revenue side? Do you expect pricing to get better in the space post-
consolidation? I realize it's a local business, so there may be some nuances there. So maybe if you could touch on that and then how to think about 
G&K revenue synergies..”

Cintas CFO 
Response

“So from the standpoint of pricing, the pricing environment, I would say, hasn't changed much in the last 90 days since we spoke last. And quite 
honestly, I don't expect that the consolidation that has happened will have much of an impact on the pricing environment. It's still a very 
competitive environment. We face legacy like competition as well as other catalog type competitors, and so that's not going away. So I don't think 
that's going to have much of an impact on the pricing environment.”

UnifirstCintas
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Expert Weighs In On Pricing Discussion And 
The “Darker Side” Of Industry Practices 

“Cintas has maintained that the pricing environment hasn't changed much or been stable throughout this whole industry 
consolidation period? Unifirst’s CEO, was commenting a year ago that basically, and I’m paraphrasing, service disruptions in the 
industry has created a change and allowed them to be more competitive and poach clients. So, I mean, do you take Cintas 
verbiage at face value that the pricing environment has been stable while they're trying to digest a huge acquisition of G&K?”

Spruce Point

“And not only that, but I'll say this, the pricing environment in the rental uniform industry is, is within 10% of where it was back in the 
late eighties. And I'm really not exaggerating now. Whilst loss prices have gone up substantially because merchandise cost has gone 
up. But as far as the unit costs for a specific type of a towel or a specific type of a format for a specific type of a uniform, it's still pretty 
much the same. When I began in the industry, we would see large national uniform paying about 90 cents a day or up for us, 65/35 
shirt and a pants. Today that cost is more like 60 cents per man per day. It is actually gone down on some items. Some items have gone 
up a little bit, so it's probably about a 10% wash. But, but in regard to uniforms, it literally has gone down to the point,  from 
competitive pressure, but guess what, the uniform companies, they’re willing to do that because there's so many other ways that 
they can make a profit. So what I, what I call it is creative marketing. They've, they literally will, we'll dangle a carrot to get their foot 
in the door. And I've had, I've had GMs all through my career no matter the uniform company that I worked for, so you go get me the 
business. It's my job to make it profitable and the way they do that is by collecting those fees and those fees that we're talking about is 
for the loss and the ruining, that 30% that I was mentioning to you earlier about, that's a cost that they just can't measure very well. 
You can measure what I'm going to charge you for a shirt or for pants, but you can't measure the amount of times I'm going to charge 
you for that shirt or that pant. The sheer incident rate is the hard part in that industry. So when I would call them clients, I would tell 
them point blank. I'd say, are you aware that your uniform cost is not going to be this dollar but it's going to be a dollar about 25 to 30% 
higher at this dollar? And very often I would find clients not expecting that at all.”

Industry 
Expert

When we asked the same industry expert, who admittedly worked at a competitor, and was not interested in working for 
Cintas, to opine on industry pricing, he revealed that prices have generally gone down, but industry players have used 

more aggressive tactics such as pushing nebulous fees for loss and ruin higher.

Industry 
Expert

“Naturally occurring loss and ruin is around 16 to 18%... But as time evolved, and as we started hitting those numbers more 
and more, guess what they climbed to 28% and 30%. 30% is about the norm now. And I heard that number for years. So, I 
believe it's not just a single company number. I think it's pretty much an industry-wide. That's kind of the goal that most 
uniform companies shoot toward. Again, I have no problem collecting from customers what is naturally destroy. I have a problem 
going out and getting aggressive looking for it. To me, that's the era that the industry evolved into, and they did it simply by
keeping their prices so low, they had to go out and find a way to make money.”



38

Under Pressue, Cintas Makes Shady 
Investment Sale

As we believe Cintas’ cash flow quality has worsened post the acquisition of G&K, we observe that management 
reported the sale of a cost method investment in Q2’19, and provided no information about what was sold, and who 
was the buyer. However, based on the disclosure that Cintas received $73.3m and booked a $69.4m pre-tax gain, we 

estimate its book value was $3.9m. Yet, Cintas reduced the book value of cost investments by only $2.0m. 
Something doesn’t seem correct here: Cintas produced a 35x cash return on investment and won’t explain how.

“Investments at August 31, 2018 of $180.3 million include the cash surrender value of insurance policies of $160.2 million, equity 
method investments of $14.9 million and cost method investments of $5.2 million. Investments at May 31, 2018 of $175.6 million 
include the cash surrender value of insurance policies of $154.0 million, equity method investments of $16.4 million and cost method 
investments of $5.2 million. Investments are generally evaluated for impairment on an annual basis or when indicators of impairment 
exist. For the three months ended August 31, 2018 and 2017, no impairment losses were recorded. Subsequent to August 31, 2018, 
Cintas reached an agreement to sell a cost method investment to a third party. The anticipated gain on the sale will be recorded
upon consummation of the sale.”

Quarter 
Before

Cost Method 
Investment Sale

“Investments at November 30, 2018 of $183.5 million include the cash surrender value of insurance policies of $165.4 million, equity 
method investments of $16.9 million and cost method investments of $1.2 million. Investments at May 31, 2018 of $175.6 million 
include the cash surrender value of insurance policies of $154.0 million, equity method investments of $16.4 million and cost method 
investments of $5.2 million. Investments are generally evaluated for impairment on an annual basis or when indicators of impairment 
exist. For the six months ended November 30, 2018 and 2017, no impairment losses were recorded. During the three months ended 
November 30, 2018, Cintas sold a cost method investment to a third party. Proceeds from the sale were $73.3 million, which 
resulted in a pre-tax gain of $69.4 million.”

“Investments at February 28, 2019 of $191.8 million include the cash surrender value of insurance policies of $170.2 million, equity 
method investments of $18.4 million and cost method investments of $3.2 million. Investments at May 31, 2018 of $175.6 million 
include the cash surrender value of insurance policies of $154.0 million, equity method investments of $16.4 million and cost method 
investments of $5.2 million. Investments are generally evaluated for impairment on an annual basis or when indicators of impairment 
exist. For the nine months ended February 28, 2019 and 2018, no impairment losses were recorded. During the second quarter of fiscal 
2019, Cintas sold a cost method investment to a third party. Proceeds from the sale were $73.3 million, which resulted in a pre-tax gain 
of $69.4 million.”

Quarter 
Of

Cost Method 
Investment Sale

Quarter 
After

Cost Method 
Investment Sale

Source: Cintas SEC filings
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Cintas Increased Exposure To Oil And Gas 
And Mining Post G&K Acquisition

Cintas took on more exposure to the oil, gas and mining sectors with the acquisition of G&K Services. This may turn 
out to hurt it as pressures continue to rise with layoffs in the oil field as prices remain subdued and production falls. 

Various news outlets are suggesting that the oil and gas market will shed all its job gains this year and next.(1,2)

“Oil and gas was an important segment for all of us, not just hard-core center of oil and gas but the 
collateral, the related businesses to it, and everybody knows that story.”

“We continue to see significant wearer losses with oil and gas and other mining customers, and there 
is clearly some spillover into related markets.”

G&K Baird Conf
June 2016

G&K Q3 2016 
Earnings Call

April 2016

“What I was referring to was our customers in the oil, gas, mining areas that generally, when you see 
the prices of the gas at the pump come down in the past, when we've seen those prices really come 
down, it kind of hurts that business here in the U.S. And so the -- we saw some benefit in that price at 
the pump, as we said, 25 basis points in rental. But we also saw a little bit of softening in the business 
side of it from a customer perspective. And so that's what we're keeping our eyes on.”

“One area of caution with respect to growth relates to ware accounts within our existing customers. 
Additions versus reductions as we commonly refer to it, which slid some in our fourth quarter, partially 
due to some weakening in the oil and gas sector.”

Cintas Q1 2020 
Earnings Call

Sept 24, 2019

Unifirst Q4 2019 
Earnings Call

Oct 23, 2019

1) Houston Oil and Gas Jobs Set To Decline Through 2020 – Oct 28, 2019
2) Employment in Texas Oil Fields Falls As Industry Contracts, San Antonia Journal, Sept 27, 2019

https://www.houstonpublicmedia.org/articles/news/business/2019/10/28/350056/houston-oil-and-gas-jobs-set-to-decline-through-2020/
https://www.bizjournals.com/sanantonio/news/2019/09/27/employment-in-texas-oil-fields-falls-as-industry.html
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Leverage Rising And Slightly More 
Levered Than It Appears 

As Cintas financial strain rises, it’s leverage is now at a multi-year high with increasing need for short-term borrowing. We believe 
its leverage is even higher than optically being portrayed. Cintas’ $102m of cash on the balance sheet should not be considered 

freely available to pay down debt. $57m of it is restricted and domiciled in foreign jurisdictions. 

“Cash and cash equivalents.  Cintas considers all highly liquid domestic investments with a maturity of three months or less, at date of 
purchase, to be cash equivalents. At May 31, 2019 and 2018, cash and cash equivalents includes $31.4 million and $30.9 million, 
respectively, of restricted cash used as collateral associated with the general insurance program. Cash and cash equivalents as of May 31, 
2019 and 2018 include $28.5 million and $33.9 million, respectively, that is located outside of the United States.”

$ in mm FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 8/31/19

Cash and Equivalents $358.0 $513.3 $433.2 $209.8 $191.5 $138.7 $96.6 $102.1 

Less: Restricted Cash ($28.5) ($33.5) ($40.3) ($50.6) ($30.6) ($30.9) ($31.4) ($31.4)

Less: Foreign Cash ($50.7) ($40.2) ($109.8) ($96.5) ($125.5) ($33.9) ($28.5) ($25.4)

Total Adj. Cash $278.8 $439.6 $283.1 $62.7 $35.4 $73.9 $36.7 $45.3 

Total Debt $1,309.2 $1,301.0 $1,300.0 $1,294.4 $3,133.5 $2,535.3 $2,849.8 $3,045.5 

Plus: Lease Liabilities 209.5 184.5 98.6 134.0 176.0 196.7 223.2 168.7

Adj Total Debt $1,518.7 $1,485.5 $1,398.6 $1,428.4 $3,309.5 $2,732.0 $3,073.0 $3,214.2 

Headline Net Debt/EBITDA 1.3x 0.9x 1.0x 1.2x 2.8x 1.8x 1.8x 1.9x

Adj. Net Debt/EBITDAR 1.5x 1.2x 1.3x 1.4x 3.0x 1.9x 1.9x 2.0x

Not All of Cintas’ 
Cash Is Available 
To Freely Satisfy 
Debt Obligations

“The credit agreement that supports our commercial paper program was amended and restated on May 24, 2019. The amendment increased 
the capacity of the revolving credit facility from $600.0 million to $1.0 billion and created a new term loan of $200.0 million. The credit 
agreement has an accordion feature that provides Cintas the ability to request increases to the borrowing commitments under either the 
revolving credit facility or the term loan of up to $250.0 million in the aggregate, subject to customary conditions”

Recent Credit 
Increase Shows 

Evidence of 
Strain

Source: Spruce Point analysis and Cintas financials
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Dependence On Short-Term 
Financing Rising

Cintas credit facility size has tripled from $300m (pre G&K) to now $1.0 billion, despite the size of sales only growing 
~40% and accounts receivable by 67%. Historically, Cintas did not use its commercial paper program for funding. 

However, recently its usage has been steadily growing.

The credit agreement that supports our commercial paper program was amended on September 16, 2016. The amendment increased the 
capacity of the revolving credit facility from $450.0 million to $600.0 million and added a $250.0 million term loan facility. The $150.0 million 
increase in the revolving credit facility took effect upon the consummation of the merger (Merger) contemplated by the Merger Agreement 
among the Cintas, G&K and Bravo Merger Sub, Inc. (Merger Sub), a wholly-owned subsidiary of Cintas. The term loan was funded upon the 
consummation of the Merger. The credit agreement has an accordion feature that provides Cintas the ability to request increases to the 
borrowing commitments under either the revolving credit facility or the term loan of up to $250.0 million in the aggregate, subject to 
customary conditions. The maturity date of the agreement is September 15, 2021. As of May 31, 2017, there was $50.5 million of commercial 
paper outstanding with a weighted average interest rate of 1.24% and maturity dates less than 30 days and no borrowings on our revolving 
credit facility. No commercial paper or borrowings on our revolving credit facility were outstanding at May 31, 2016

FY
2017

“Cintas' commercial paper program has a capacity of $300.0 million that is fully supported by a backup revolving credit facility through a 
credit agreement with its banking group. This revolving credit facility has an accordion feature that allows for a maximum borrowing capacity 
of $450.0 million. The revolving credit facility was amended on May 29, 2014 to extend that maturity date from October 6, 2016 to May 28, 
2019, to adjust the applicable margin used to calculate the interest payable on any outstanding loans, and to adjust the facility fee payable 
under the agreement. In June 2016, the revolving credit facility was amended to extend the maturity date from May 28, 2019 to June 22, 2021, 
increase the capacity to $450.0 million, and add an accordion feature that allows for a maximum borrowing capacity of $600.0 million. We 
believe that this program, along with cash generated from operations, will be adequate to provide necessary funding for our future cash 
requirements. No commercial paper or borrowings on our revolving credit facility were outstanding at May 31, 2016 or 2015.”

FY
2016

The credit agreement that supports our commercial paper program was amended and restated on May 24, 2019. The amendment 
increased the capacity of the revolving credit facility from $600.0 million to $1.0 billion and created a new term loan of $200.0 million. The 
credit agreement has an accordion feature that provides Cintas the ability to request increases to the borrowing commitments under either the 
revolving credit facility or the term loan of up to $250.0 million in the aggregate, subject to customary conditions. The maturity date of the 
revolving credit facility is May 22, 2024, and the maturity date of the term loan is May 22, 2020, which can be extended 12 months, annually, 
for up to four years. As of May 31, 2019, there was $112.5 million of commercial paper outstanding with a weighted average interest rate of 
2.7% and maturity dates less than 30 days and no borrowings on our revolving credit facility. No commercial paper or borrowings on our 
revolving credit facility were outstanding at May 31, 2018

As of August 31, 2019 and May 31, 2019 there was $139.0 million and $112.5 million of commercial paper outstanding with maturity dates 
less than 30 days and with a weighted average interest rates of 2.36% and 2.68%, respectively. There were no borrowings on our revolving 
credit facility as of August 31, 2019 and May 31, 2019.

FY
2019

Q1 2020
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Can’t Be Good For Margins When….

“Support” and “Accounting” job openings growth are the biggest needs. 

Source: Linkedin premium insights



Dubious “Beat And Raise” Story 
Designed To Fool Computers, Not 
Spruce Point 
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Evidence Suggests Cintas Engineers 
Its Guidance To Make It Appear As If It’s 
Outperforming Expectations

A classic example of earnings management is when management over-estimates expenses, and claims great 
performance when results are better than expected. A brazen example is when Cintas offered guidance for intangible 
amortization expenses related to G&K. Cintas twice cut the estimate of intangible asset amortization. In its first pro-

forma G&K disclosure, it estimated $68.5m and said the contracts had a 10 year estimated life. 

Source: Cintas 8-K 3/6/17

https://www.sec.gov/Archives/edgar/data/723254/000072325417000009/exhibit993proformafinancia.htm
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Evidence Suggests Cintas Misguided 
Expenses To Inflate EPS

Four months later on the conference call, Cintas offered guidance of $50m of intangible amortization expenses, down from the $68m 
estimate originally provided. Yet, by closely evaluating the 10-K that was filed shortly after the conference call, it’s clear that 

management should have given $40m of guidance. Actual amortization was reported at $38.9m. Thus, we can say with confidence 
that management issued an inaccurate measure of amortization expense, potentially to misguide investors to optically deliver better 

results. The net benefit to FY 2018 EPS from this expense mismanagement was $0.24, or approximately 3.5%.

“Our guidance includes the following assumptions related to the acquired G&K business: no transaction and 
integration expenses; revenue of $870 million to $900 million, compared to a prior year run rate of $965 million; 
synergies of approximately $50 million to $55 million; purchase price amortization expense related to 
intangible assets of $50 million; interest expense on G&K acquisition debt of about $65 million; and an EPS 
contribution of $0.15 to $0.17.”

Source: FY 2017 10-K p.54  Filed 7/31/17

CFO
Q4 2017 

Earnings Call

July 20, 2017

$ in mm Amt. (A) / (B) Term = (C) Annual 
Amortization

Service Contracts $519 15(1) $34.6

Trade Names $17 3 $5.7

Total $536 $40.3

Increase in annual amortization only 
$38.9m which is very close to our 

estimate of $40.3m, and well below 
the original $68m (then $50m) 

guidance issued by management

1) Note the original amortization period was 10yrs, and then increased to 15yrs

Management Should Have Said $40m

https://www.sec.gov/Archives/edgar/data/723254/000072325417000020/ctas531201710k.htm
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Evidence Suggests That Cintas Spring-Loaded 
G&K’s Financial Results

Commentary from G&K and its financial projections illustrated how it expected to achieve approximately 3.5% - 5.3% annual 
revenue growth from 2016 – 2018. Yet, when Cintas issued guidance for FY 2018 including G&K, it implied a -4.2% annual revenue 

decline at the guidance midpoint! Pay close attention, and notice that CTAS’ revenue guidance was ~$165 - $195m below 
G&K projections.

1)  Source: Deal proxy. Figures are for Fiscal Yr which historically ended in June or 1st week of July. Projections exclude deal costs and any synergies

“And finally, we are excited about our recent acquisition of G&K. Preliminary results are very 
encouraging. We are on track to meet our financial and non-financial objectives and look forward 
to the many opportunities G&K provides”

“Our guidance includes the following assumptions related to the acquired G&K business: no 
transaction and integration expenses; revenue of $870 million to $900 million, compared to a 
prior year run rate of $965 million”

G&K Standalone 
Projections

Imply 4.3% and 6.4% 
Revenue Growth In 

2017 and 2018

Per Proxy (1)
Sept 14, 2016

Cintas CEO
Giving FY 2018 

Guidance For The 
First Time Including 

G&K Services

July 20, 2017

G&K CEO
Discussing Revenue 

Outlook At Baird 
Conference

June 9, 2016

“We're not yet giving our 2017 guidance in total but we did give some light on how we thought the 
top-line might shape up. And what we said is, it'll be at the low-end of the organic revenue range 
you've seen from us in the last several years. So, that was the qualitative comment. So, I can put 
numbers around that, our organic growth rate has ranged from 3.5% to 6.5% over the last call it 
three years”

https://www.sec.gov/Archives/edgar/data/39648/000119312516709783/d253138dprem14a.htm
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“Beat And Raise” Story Not As Strong As It 
Actually Appears

$ in mm
Q4 17

7/20/17
Q1 18
9/6/17

Q2 18
12/21/17

Q3 18
12/21/17

Full Year
Actual

Sales Guidance $6,270 - $6,360 $6,325 - $6,400 $6,365 - $6,430

Didn’t Provide Full 
Year Guidance. 

Issued Q4: 
$1,625 -$1,645

Midpoint of Sales 
Guidance $6,315 $6,362 $6,398 --

$6,476.6
Actual Results

+$161m
Higher Than Initial 

Guidance

Cintas raised revenue guidance twice in 2018. The final revenue figure outperformed initial guidance by the amount of 
G&K revenue that was talked-down. At best a pure coincidence, or at worst highly engineered results designed to 

portray great outperformance.

Source: Cintas guidance, Spruce Point analysis

Recall on the previous slide, G&K revenue 
guidance was suppressed ~$165-$195 below 

G&K projections. Is it a coincidence that Cintas 
actual results came in above the initial range by 
an amount close to the reduced G&K revenue? 
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Red Flag: Cintas Says One Thing And Does Another 
Thing On Capital Priorities To Inflate Results

Cintas repeatedly claimed in 2019 that capex, acquisitions, dividends and lastly share repurchase were its capital 
priorities. Yet, with capex stated as the #1 priority, it cut its capex guidance three times, and share repurchases 
soared to $1bn – making repurchases clearly the largest capital priority despite management saying otherwise. 

“One important area in which fiscal '19 will differ from fiscal '18 is in capital allocation. With $600 million of acquisition 
debt repaid and our leverage target achieved, we returned to our historical priorities for deployment of cash, which our 
CapEx, acquisitions, dividend payments and share repurchases.”

Cintas CFO
Q4 2018 

Earnings Call
July 19, 2018

“Yeah. I would say the capital allocation is similar to a pre-G&K acquisition philosophy and that is we want to grow 
organically and we are going to invest in the business in the way that that we need to in order to continue to grow. That 
means CapEx will be important for us both in adding plant capacity, adding route capacity and other system 
investments...We love tuck-in acquisitions and acquisitions that are in our current businesses. And so, we will continue to 
look for those kinds of opportunities…We have raised our dividend for every year since we went public. I would expect 
that we will evaluate then that and that's very important to us. And then, if we have additional cash and we have an 
opportunity to be opportunistic with that cash, we will execute on the buyback program.”

Cintas CFO
Q1 2019

Earnings Call
Sept 25, 2018

“Our CapEx, I would expect to continue, kind of, in that 4% to 4.5% range and that's very important to us. Aside from 
that, we certainly love the tuck-in acquisitions and we'll continue to look for opportunities there as best we can in our 
rental First Aid and Fire businesses. And then there may be a buyback opportunity. And as we've shown so far this fiscal 
year where we've acquired almost $550 million through our first three quarters, we like that program, we like the 
momentum of the business and I would expect that we'll continue to look at that opportunistically.”

Cintas CFO
Q3 2019

Earnings Call
March 21, 2019
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Cintas Says One Thing And Does Another Thing On 
Capital Priorities To Inflate Results (Cont’d)

For Q4’19 Cintas explicitly guided to no repurchases, yet conducted its biggest buyback in Q4’19. Cintas originally 
guided to $7.00 - $7.15 of EPS from continuing operations (ex: items) in FY 2019, and kept raising guidance all year 
to end at $7.60. However, we believe financial and accounting gamesmanship accounted for more than the earnings 

beat for the year management proclaimed was a “very successful year”.

$ in mm Q4 2018 Q1 2019 Q2 2019 Q3 2019 Q4 2019 FY 2019

Continuing EPS (ex items) $7.00 - $7.15 $7.19 - $7.29 $7.30 - $7.38 $7.42 - $7.48 -- $7.60

Tax Rate 21.7% 21.7% 21.7% 20.6% -- 19.9%

Capex Guidance $290 - $320 $275 - $300 $270 - $285 $270 -$285 -- --

Actual Capex -- $64.5 $73.1 $70.2 $68.9 $276.7 

Acquisitions -- $7.6 ($1.0) $0.8 $2.4 $9.8

Dividend -- $0.0 $0.0 $220.7 $0.0 $220.7

Share Repurchases -- $139.5 $368.7 $99.9 $408.3  (1) $1,016.3 

1) In Q3’19, Cintas issued guidance assuming no future share repurchases. Yet, it’s largest repurchase came in the following quarter

Progression of FY 2019 Guidance by Quarter

https://seekingalpha.com/article/4250415-cintas-corporation-ctas-q3-2019-results-earnings-call-transcript?part=single
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When Asked About Share Buybacks, 
Management Gave A Ridiculous Response

Management won’t admit it uses stock buybacks to manage market expectations and to engineer low quality “beat 
and raises” stories to get analysts giddy. Instead management spins a non-sensical explanation of its share 

repurchase strategy calling it “consistently inconsistent”. This should hardly inspire any confidence from investors. 

“We've always looked at that buyback as we've executed as an opportunistic program. And if you go 
back over the course of the last 10 years, we are not consistent from quarter-to-quarter and that's 

by design. We kind of look at a bunch of different things. We look at the performance of the business, 
the investment needs of the business. We look at M&A opportunities on the horizon. We look at things 
like upcoming dividends and we have a consistent history of not being consistent in the way that we 

execute on that buyback program. And I'm not sure I look into anything more than that.”

Cintas CFO
Response To 

Question About Its 
Buyback Strategy

Q1 2020 
Earnings Call

“Usually when companies don't buyback stock and their leverage is below the level that the --
consider a target level there is usually something that is a potential out there, is that an unfair 
assumption for us to make that there might be something in the near to intermediate term?”

Analyst Shlomo

Q1 2020 
Earnings Call
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In Our View, 2019 Had No Outperformance 
Relative To Initial Guidance

We estimate that, at best, EPS would have been flat or modestly down without Cintas’ crafty financial and accounting 
gamesmanship that involved lowering its tax rate, redirecting capital towards share repurchases despite repeatedly 

saying it was the lowest capital priority, and lowering amortization expense for G&K service contracts. 

$ in mm Initial FY 2019 
Guidance

Actual 
FY 2019 Note

Continuing EPS (ex items) $7.00 - $7.15 $7.60 On the surface, management beat its initial guidance 
by 7% at the midpoint

Less: Tax Rate Benefit ($0.18) Cintas cut its tax guidance from 21.7% to 
19.9% actual

Less: Net Benefit From 
$1bn Share Repurchase ($0.23)

Cintas talked down repurchases all year, only to 
spend $1bn to retire 5.1m shares. Initial share count 
guidance was 114m.  We assume interest 1% would 

have been earned on cash absent repurchases

Less: Incremental Amortization Expense ($0.20) Reduction of G&K contract amortization expense
from $68m to $40m 

Spruce Point Pro Forma Adjusted EPS $6.99
We estimate that, at best, EPS would have been 

flat or modestly down without Cintas’ crafty 
financial and accounting gamesmanship 



Governance And Auditor Concerns
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Numerous Governance Shortfalls For An 
“S&P 500 Caliber” Company

Institutional investors should demand greater governance standards from Cintas Corp.

Chairman And CEO Roles Not Separated
 Best practices dictate the separation of Chairman and CEO roles, but Cintas has repeatedly rebuffed this claiming that 

Farmer provides invaluable leadership and direction for the success of the Company

 Yet, Spruce Point sees no evidence management has been held accountable for Cintas’ weakening financial profile with 
the acquisition of G&K. Instead, the Board granted a special bonus to executives claiming it was a successful deal, and 
management has been receiving double digit salary increases. Furthermore, the compensation committee appears 
willing to grant management bonuses purely for income generated by implementing accounting policy changes

Questionable Business Links And Relationships Between Directors Compromise Objectivity 
 The CEO is the brother-in-law of Director Coletti and directs business to Coletti’s law firm

 Newly appointed audit Director Carnhan is a long-time former employee of Cintas, and sits on the Board of another audit 
Director’s company, and is likely paid 

Pledging of Stock Allowed By Executives 
 Both CEO Farmer, and Director Coletti’s spouse (a relative of Farmer), have been allowed to pledge stock, which is 

typically frowned upon among better governed companies 

Connections Between Management And 50 Year Auditor Relationship
 E&Y has been Cintas’ auditor for 50 years. Investors should demand the appointment of a new auditor to take a fresh 

inspection of its books and records. Cintas audit engagement partner also audited Papa John’s. Subsequent to his 
departure, Papa John’s new auditor disclosed a “material weakness of financial controls” warning

 Both Cintas’ CFO and Treasurer worked at E&Y, which could compromise the objectivity and independence required 
between client and auditor
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It’s Time For An Auditor Change And Fresh 
Independent Evaluation of Cintas’ Books

Spruce Point is concerned with the closeness of Cintas with its auditor E&Y. The relationship dates back over 50 years, and 
both the current CFO and Treasurer worked there. It’s time for a new auditor and a fresh look at Cintas’ books. 

E&Y As Auditor for More Than 50 Years 

Cintas VP / Treasurer Also From E&Y

Cintas CFO Worked At E&Y

Cintas Press Release
Note: His website biography omits his role at E&Y

Source: Cintas Biography on websiteSource: Cintas 10-K

E&Y Lauds Founder Farmer With An Award

Source: Miami Ohio

https://www.businesswire.com/news/home/20150608005161/en/Cintas-Appoints-Paul-Adler-Vice-President-Treasurer
https://www.cintas.com/investors/management_bio.aspx?id=6256
https://www.cintas.com/investors/management_bio.aspx?id=6311
https://www.sec.gov/Archives/edgar/data/723254/000072325419000021/ctas531201910k.htm
http://miamioh.edu/fsb/focus-areas/strategic-partners/board-of-visitors/index.html
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Cintas’ Audit Partner Linked To Papa John’s 
Accounting Fiasco

Cintas’ audit engagement partner at Ernst & Young is Craig Andrew Marshall. Mr. Marshall is also the audit engagement 
partner at Papa John’s International (Nasdaq: PZZA).(1) Papa John’s dismissed E&Y in 2018. Since hiring KPMG, Papa John 

started to disclose material weaknesses of financial control over financial reporting. Papa John’s has since dismissed KPMG 
and re-hired E&Y.(2) 

Source: Papa John Proxy – March 2018

Source: Papa John 10-K – Feb 2019
Source: Papa John 10-K/A May 2019

1) PCAOB record for Craig Andrew Marshall 
2) KPMG dismissed, E&Y rehired 8-K

Papa John’s Dismisses E&Y, Hires KPMG

Papa John’s Notes A Material Weakness Under KPMG

Material Weakness Issue Escalates Under KPMG With 
An Amended 10-K Filing

https://www.sec.gov/Archives/edgar/data/901491/000155837018002422/pzza-20180502xdef14a.htm
https://www.sec.gov/Archives/edgar/data/901491/000155837019001722/pzza-20181230x10k.htm
https://www.sec.gov/Archives/edgar/data/901491/000155837019004247/0001558370-19-004247-index.htm
https://pcaobus.org/engagement-partners/0004201913
https://www.sec.gov/Archives/edgar/data/901491/000115752319001409/a51999409.htm
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Dubious EPS To Reap Unjust Bonuses

Cintas’ annual incentive plan is based on sales and EPS growth, along with non-financial goals. In 2019, 41.75% of 
CEO Farmer’s bonus was tied to EPS performance while for most other executives, it accounted for 50% of the bonus. 

Cintas conveniently achieved almost the maximum EPS target within one penny, and claims its $7.60 EPS took into 
consideration various one-time items. We will demonstrate why we believe this to be inaccurate. 

The Grants of Plan-Based Awards for Fiscal 2019 table outlines estimated possible payouts under this non-equity incentive 
plan award. Based on Cintas' EPS and sales growth for fiscal 2019, Mr. Farmer and Mr. Schneider earned an annual cash 

incentive payout of $1,726,322 and $934,552, respectively. The fiscal 2019 Cintas EPS used in the incentive plan calculations 
was $7.60. This EPS figure differs from the Company's reported diluted EPS from continuing operations because it takes 

into consideration various one-time, extraordinary financial impacts that occurred during the fiscal year, which consisted 
of acquisition-related integration expenses and a gain on the sale of an equity method investment.

Source: 2019 Proxy Statement, p. 46 Source: Fiscal Year 2019 results press release

https://www.sec.gov/Archives/edgar/data/723254/000072325419000024/proxyfy19.htm
https://www.sec.gov/Archives/edgar/data/723254/000072325419000017/ex997-19.htm
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Dubious EPS To Reap Unjust Bonuses 
(Cont’d)

In FY 2019, Cintas adopted a new revenue recognition method that boosted pre-tax income by $22.3m and Diluted EPS 
by $0.15 cents. Why wasn’t this considered a “one-time” or “extraordinary” boost to income?

Source: FY 2019 Cintas earnings release

Why Wasn’t The 
$0.15 Cents 
Benefit From 
ASU Adoption 

Called Out As A 
Driver of EPS 

Growth?

Source: FY 2019 10-K p. 25

https://www.sec.gov/Archives/edgar/data/723254/000072325419000017/ex997-19.htm
https://www.sec.gov/Archives/edgar/data/723254/000072325419000021/ctas531201910k.htm
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Warning: When Given Bonuses For Deals

In light of all our concerns about Cintas overpaying for G&K, increasing the financial stress to the overall pro-forma 
company, and management using aggressive measure to manage Wall Street expectations in a way to make itself look 

like business is improving, we find it absurd that Cintas claimed the deal was a “success”. 
Cintas paid special cash bonuses to management for what Spruce Point believes is a terrible deal. 

At the discretion of the Compensation Committee, bonuses can be paid outside the Management Incentive 
Plan, typically to reward exceptional outcomes and successes in extraordinary business situations. In fiscal 
2018, as a result of their significant involvement and success with the fiscal 2017 acquisition of G&K, Mr. 

Hansen and Mr. Frooman each received a discretionary cash bonus of $132,500. The Compensation 
Committee arrived at $132,500 by considering the extra effort, time commitment and individual expertise 

that was required of Mr. Hansen and Mr. Frooman to successfully close the transaction, which led to 
additional revenues and profits for the Company.

Source: Proxy p. 19

https://www.sec.gov/Archives/edgar/data/723254/000072325418000023/proxyfy18.htm
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Convenient Time For The COO And 
Chairman Emeritus To Retire

Cintas patriarch Richard Farmer retired from the Board in August 2018, while COO and 22 year veteran J. Phillip 
Holloman also left Cintas. In light of our belief that the core business is struggling, it would appear to be a natural time 

for each person to coast into retirement. 

Source: Company Press Release

Source: Company Press Release

First The 
COO Retires

And Then Chairman 
Farmer Steps Back 

From The Board

https://www.businesswire.com/news/home/20180803005060/en/Cintas-Announces-Retirement-Founder-Chairman-Emeritus-Richard
https://www.businesswire.com/news/home/20180615005767/en/Cintas-Announces-Retirement-President-COO-J.-Phillip
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Audit Committee Expanded With Questionably 
“Independent” Former Treasurer

In light of our belief Cintas is experiencing operational and financial stress, we find it interesting that former Treasurer 
Karen Carnahan just joined the Board, and notably the Audit Committee. She is claimed to be an “independent 

director”, and while technically having been removed from Cintas for three years this may be true, we are concerned 
that she has been affiliated with Cintas for 30 years. Furthermore, Ms. Carnahan was just appointed on May 15, 2019 as 
a Trustee of Touchstone Investments (a member of Western & Southern Financial). Cintas other audit director John F. 

Barrett is the CEO of Western & Southern. Touchstone Trustees typically earn $128k - $152k per year.(1)

Could this impair her judgement to act independently?    

1) Touchstone Form N-1A
Source: Company Press Release and proxy statement

In Our Opinion, 
Ms. Carnahan Is Not 
Entirely Independent

Is Ms. Carnahan Likely 
To Rock the Boat On 

The Audit Committee If 
She’s Being Paid By 

Mr. Barrett’s Company?

https://www.sec.gov/Archives/edgar/data/914243/000091424319000093/intlesgequityfund485combo.htm
https://www.businesswire.com/news/home/20190701005494/en/Cintas-Appoints-Karen-L.-Carnahan-Board-Directors
https://www.sec.gov/Archives/edgar/data/723254/000072325419000024/proxyfy19.htm
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Mysterious Audit Charter Changes Made

Cintas has reported making “minor changes” to its Audit Committee Charter in early 2019, yet has not updated the 
document on its website. However, all other committee charter documents have been updated. Shareholders should 

not be kept in the dark as to what these changes were. 

Source: Proxy Statement and Audit Committee Charter

Cintas Still Has It’s
Old Audit Charter On 

Its Website

Cintas Made Changes 
To Its Audit 

Committee Charter, 
But Investors Cannot 

Evaluate What 
Changes Were Made

https://www.sec.gov/Archives/edgar/data/723254/000072325419000024/proxyfy19.htm
https://www.cintas.com/customer_applications/2018-audit-committee-charter-01-8-18.pdf


Valuation And Downside Case
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Cramer Hype Machine

Does a legitimate S&P 500 company need to prominently feature endorsements from Jim Cramer on its website?

Source: Cintas investor relations website

https://www.cintas.com/investors/
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Terrible Risk / Reward With 
1% Implied Downside Risk

Analyst Recommendation Price Target

Goldman Outperform $300

Baird Buy $300

Barclays Overweight $295

JP Morgan Overweight $283

RBC Outperform $275

Stifel Hold $256

Credit Suisse Neutral $225 

Morgan Stanley Underweight/In-Line $223

Morningstar Sell $141

Average Price Target
(Downside) $255 (-1%)

Cintas’ share price appears to be fully valued with limited upside at the current level. There are more downside risks 
than appreciated by the investment community, including growing financial strain and fraudulent business practices 

giving rise to greater competitive threats in fire inspection.

1) Downside based on $259 per share. Source: Bloomberg
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Negative Sentiment Indicators

There appears to be a consensus among independent analysts that are not compensated by Cintas, that its 
shares are overvalued. Yet, we don’t believe any analysts have conducted an extensive forensic analysis of 

Cintas earnings quality, or its fraudulent business practice in fire inspection, to assess tail risks.  

Source: Seeking Alpha

Source: Seeking Alpha

https://seekingalpha.com/symbol/CTAS?s=ctas
https://www.morningstar.com/stocks/xnas/ctas/quote
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Comparable Acquisitions In 
The Uniform and Commercial Service Space

Announced Acquiror Target Description Deal 
Value

Est. 
Sales

Est. EBITDA
(margin)

EV /
Sales

EV /
EBITDA

March 2002 Cintas Omni Uniform rental company 
based in Virginia $660 $320 $57 / 18% 2.0x 11.6x

Oct 2007 Eurazeo Elis
European leader in rental 
and cleaning of textile and 

hygiene services
$3,148 $1,420 $456 / 32% 2.2x 7.0x

May 2008 Clothesline Angelica Corp
Provides textile rental and 

linen management services 
to U.S. healthcare clients

$297 $452 $47 / 11% 0.7x 6.3x

Aug 2016 Cintas G&K Services
(1)

Service-focused provider of 
branded uniform and facility 

services programs
$2,100 $960 $169 / 18% 2.2x 12.5x

Sept 2016 UniFirst Arrow Uniform Workplace uniforms and 
facility services $122 $60 NA 1.9x NA

June 2017 Elis Davis Service 
Group (UK) Textile maintenance services $3,316 $1,436 $436 / 30% 2.3x 7.6x

Oct 2017 Aramark AmeriPride
(2)

Uniform and linen rental and 
supply company in the U.S. 

and Canada
$850 $600 $71 / 12% 1.4x 12.0X 

Average Multiple: 1.8x 9.5x

We’ve reviewed comparable acquisitions in the uniform rental and services space. Transaction multiples 
suggest businesses in this sector should be valued at approximately 1.8x and 9.5x sales and EBITDA. 

$ in millions

Source: Deal Announcements 
1) G&K multiple based on 2017E figure from deal proxy
2) EV adjusted for $150m transaction tax benefit 

https://www.sec.gov/Archives/edgar/data/39648/000119312516709783/d253138dprem14a.htm
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Comparable Acquisitions In 
The First Aid And Safety Space

Analyzing recent commercial protection and safety deals, we find that revenue deal multiples are in the 
1x – 2x range.  

Source: Bloomberg
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Benchmark Acquisition In Fire And 
Security: Convergint Technologies

Ares Capital Management acquired Convergint Technologies in Feb 2018, a company that designs, installs, and 
services integrated building systems, including electronic security, fire alarm, and life safety systems.(1,2) During the 

course of our research, Convergint was consistently mentioned as a credible competitor to Cintas. Terms of the 
transaction were undisclosed, but based on a credit report, we see that Convergint was acquired for $1.62bn and was 
expected to grow organically by double digits to $950m in revenue with ‘low double digit EBITDA margins”, implying 

the business was valued at approximately 1.7x projected revenues and 15x EBITDA.

Source

Source: Moodys

1. Ares Management to Acquire Convergint Technologies
2. Convergint Fire Alarm and Life Safety Business

https://www.aresmgmt.com/about-ares/news/ares-management-to-acquire-convergint-technologies
https://www.moodys.com/research/Moodys-assigns-B3-CFR-to-Convergints-merger-sub-B2-and--PR_378323
https://www.businesswire.com/news/home/20180202005119/en/Ares-Management-Acquire-Convergint-Technologies
https://www.convergint.com/fire-alarm-life-safety/


69

Relative Valuation

Valuation of other commercial service and public safety companies suggests that Cintas is materially overvalued. 
Investors receive neither above market sales, earnings growth, or a dividend for Cintas’ valuation premium.

Source: Company financials, Bloomberg consensus estimates

$ in mm, except per share figures

Stock Adj 2019E '19E-'20E Enterprise Value
Price Ent. Gross Sales EPS P/E EBITDA Sales Price/ Net Debt Dividend

Name (Ticker) 11/12/2019 Value Margin Growth Growth 2019E 2020E 2019E 2020E 2019E 2020E Book 19E EBITDA Yield

Aramark (ARMK) $47.46 $18,963 11.0% 2.5% 11.4% 20.6x 18.5x 11.9x 11.1x 1.2x 1.1x 3.6x 4.5x 1.0%

ServiceMaster (SERV) $34.35 $6,115 44.1% 7.3% 8.3% 25.8x 23.9x 14.6x 13.8x 2.9x 2.7x 2.0x 3.4x NA

MSA Safety (MSA) $125.14 $5,213 45.7% 4.7% 8.2% 25.7x 23.7x 17.6x 16.3x 3.7x 3.5x 6.9x 1.0x 1.3%

Emcor Group (EME) $90.00 $5,417 14.8% 6.0% 5.3% 15.8x 15.0x 9.9x 9.5x 0.6x 0.6x 2.7x 0.6x 0.4%

Unifirst Corp (UNF) $209.60 $3,630 37.8% 3.7% 5.2% 26.1x 24.8x 11.8x 11.3x 1.9x 1.9x 2.4x -1.2x 0.5%

ABM Industries (ABM) $38.28 $3,413 10.9% 2.1% 5.2% 18.1x 17.2x 10.0x 9.9x 0.5x 0.5x 1.7x 2.5x 1.9%

Healthcare Services (HCSG) $25.14 $1,774 12.8% -0.4% 12.0% 23.5x 21.0x 16.0x 14.5x 1.0x 1.0x 4.1x -0.9x 3.2%

Max 45.7% 7.3% 12.0% 26.1x 24.8x 17.6x 16.3x 3.7x 3.5x 6.9x 4.5x 3.2%
Average 25.3% 3.7% 7.9% 22.2x 20.6x 13.1x 12.3x 1.7x 1.6x 3.4x 1.4x 1.4%
Min 10.9% -0.4% 5.2% 15.8x 15.0x 9.9x 9.5x 0.5x 0.5x 1.7x -1.2x 0.4%

Cintas (CTAS) $258.41 $30,653 33.6% 5.9% 10.6% 31.8x 28.6x 19.5x 18.0x 4.3x 4.1x 9.1x 1.8x 1.0%
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Highest Valuation In Sector Unwarranted

EV / 2020E EBITDA

Price / NTM Price Earnings

2020E Sales Growth

Average

Average

Average

EV / 2020E Sales

Average

0.0x
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14.0x
16.0x
18.0x
20.0x
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0.0%

1.0%
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4.0x
4.5x
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10.0x

15.0x
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All-Time High Valuation Makes No Sense

EV / NTM Sales Price / NTM EBITDA

In light of irrefutable evidence that Cintas is breaking the law an endangering lives with shoddy fire inspection services, 
and financial stress rising, it makes absolutely no sense why the business valuation has increased to all-time highs. 

Price / NTM EPS

Average Average Average

Source: Bloomberg
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Analysts Don’t Model The Fire Safety 
Business Appropriately

Sell-side analysts fail to carefully evaluate the nuances between Cintas’ various businesses. Notably, as we’ve 
demonstrated, the Fire Safety and Inspection business has a very different growth and risk profile. Given that this 
business has demonstrated to be conducting fraudulent inspections, and new competitors are circling to displace 

Cintas, we believe it should be valued lower than other businesses.

Analysts Fail To Call Out Fraudulent Business 
Practices, Greater Oil Industry Exposure, As Risks

Analysts Don’t Take A Nuanced Approach To Valuing The Various Businesses 
Lines, And Instead Place A Blanket Multiple On Each Business

Source: RBC and JP Morgan Research
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Spruce Point Estimates 60% – 75% Downside

Valuation Low Price High Price Note

Fire Protection Services Sales Multiple 
Estimated Sales
Implied Enterprise Value (A)

Uniform Rental and Facilities 
Est. Uniform Rental and Facilities Sales
Est. Uniform Direct Sales
Total Revenues
Implied Enterprise Value  (B)

First Aid And Safety
Estimated Sales
Implied Enterprise Value (C)

Total Cintas Business Value (A+B+C)

Less: Existing Debt (and Leases)
Plus: Cash and Equivalents (1)
Equity Value
2019E Diluted Shares
Price Target

% Approximate Downside

1.0x
$434
$434

1.5x
$321

$5,830
$6,151
$9,227

1.0x
$681
$682

$10,342

($3,032)
$41

$7,351
107.0

$69/sh
-75%

1.5x
$446
$669

2.0x
$327

$5,886
$6,213

$12,426

2.0x
$694

$1,387

$14,482

($3,032)
$41

$11,492
107.0

$107/sh
-60%

Because each of Cintas’ business lines have a different growth and risk profile, it’s appropriate to do a sum-of-the-parts 
valuation. 

$ in mm, except per share figures

1) Excludes restricted cash and applies a 15% repatriation tax to cash in foreign subsidiaries

Note: Cintas segment reporting shows no “intersegment” revenues or “corporate” SG&A expenses, which supports our view that a sum-of-the-parts valuation is justified 

Fire Protection Services
 Above market organic revenue slows to 8-

10% from 12% as private equity backed 
regional platforms take share and price 
concessions intensify

 Fraudulent activity of having unlicensed 
inspectors weighs on reputation

 Key competitor Convergint just acquired for 
1.7x projected sales. Cintas should trade at a 
discount

Uniform Rental And Facilities
 Stable 5-6% organic growth in core rentals 

and 2-3% for uniform direct sales
 Acquisition multiples average 1.8x sales
 Unifirst is the best public comp in the space, 

and also trades at 1.8x sales

First Aid And Safety
 10-12% organic growth
 Acquisition multiples suggest 1x-2x sales
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