
NEW RISK ALERT: (XRAY)

Dentsply Sirona’s Never Ending Restructuring to
Cost $375 Million

Latest 10-K reveals dental products company is shedding assets,
headcount, and businesses after acquisition spree.
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This alert compares the language used in the company’s latest filing with the period before.
Research suggests changes in language, particularly in the risk factor section, is a powerful
indicator of future performance. Companies that change filing language, according to research,
underperform those that don’t by 30-50 basis points per month for the following year.

Dentsply Sirona Telegraphs a 4th Year of Restructuring
The restructuring at Dentsply Sirona, a dental products manufacturer that sells to practitioners,
is entering its fourth year. The company is the product of a 2016 merger that immediately
resulted in a $3.3 billion impairment charge. Two years later, in 2018, Dentsply Sirona
announced a restructuring initiative. In 2020, the restructuring initiative was expanded and is still
being implemented today.

Despite exiting the traditional orthodontics and analog lab businesses in 2020, Dentsply Sirona
continues to acquire businesses despite its less than impressive track record. Of the $1 billion it
paid for the dental products firm Byte, $631 was goodwill. In its 2020 10-K, Dentsply Sirona
quantifies the charges associate with exiting the aforementioned businesses:

“The Company expects to record restructuring charges in a range of $70 million to $80
million for inventory write-downs, severance costs, fixed asset write-offs, and other
facility closure costs.”

In what seems to be a pattern, Dentsply Sirona reassures investors that $45-$55 million of the
restructuring charges are non-cash. It was cash when Dentsply Sirona spent it though and wise
investors will hold the company accountable for it when calculating the company’s Invested
Capital.

In 2020, $59 million of the $70-$80 million was recognized. In all, $71 million in restructuring
and other charges were recognized in 2020. Dentsply Sirona, following the restructuring plan’s
expansion in 2020, increased the size of the initiative by a third:
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“The Company had initially anticipated one-time expenditures and charges of
approximately $275 million. The program expansion is expected to result in total charges
of approximately $375 million. There can be no assurance that the cost reductions and
results will be achieved.”

Dentsply Sirona Uncertain of Cost Saving Timeline
On the company’s fourth quarter 2020 earnings call, Dentsply Sirona lays out a timeline for
realizing associated cost savings— a timeline it later seems to contradict—  and quantifies the
cost savings it must still realize:

“...we remain on track to achieve our long-term cost savings objective of $250
million. We delivered another $70 million of savings in fiscal 2020. That brings the total
cost savings to $160 million since the announcement of the restructuring in 2018.
Consistent with the plan, we expected restructuring to cost a total of $375 million. To
date, we have spent approximately $310 million, $120 million of which is noncash.”

Notice the $250 million referenced above is over the “long-term”. Later in the earnings call
management says the savings will be delivered “through the end of the restructuring plan” which
the company says is “toward the conclusion”. If the company defines “long term” as more than
12 months as an accountant might, the implication is that the restructuring plan is not “toward
the conclusion,” especially when you consider the call occurred with ten months remaining in
the year.

Good Quarter (If Your Don’t Count Restructuring)
In the latest quarter, Dentsply Sirona’s non-GAAP adjusted EPS is nearly double its GAAP EPS.
For the year, Dentsply Sirona reported adjusted non-GAAP EPS of $1.79 versus a GAAP EPS
loss of ($0.38). It was a good quarter and an even better year so long as you don’t count certain
items.

Dentsply Sirona excludes restructuring costs from its adjusted net income calculation. Even
though the company acknowledges restructuring charges are recurring, Dentsply Sirona’s stock
trades at a 52-week high as of this writing. These aren’t one-time items. Restructuring has been
a key component of Dentsply Sirona’s model for four years. Most of us would prefer to forget our
mistakes. Investors who allow Dentsply Sirona to do so will be making a big one they may not
be able to forget so easily.
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