Edgar Filing: Hillenbrand, Inc. - Form 10-Q

Hillenbrand, Inc.
Form 10-Q
August 12, 2008



Edgar Filing: Hillenbrand, Inc. - Form 10-Q

Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-Q
Quarterly Report Pursuant to Section 13 or 15(d)
of the Securities Exchange Act of 1934
For the quarterly period ended June 30, 2008 Commission File No. 001-33794
HILLENBRAND, INC.
(Exact name of registrant as specified in its charter)

Indiana 26-1342272
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No)
organization)

One Batesville Boulevard
Batesville, IN 47006
(Address of principal executive offices) (Zip Code)
(812) 934-7500
(Registrant s telephone number, including area code)
Not Applicable
(Former name, former address and former fiscal year if changed since last report)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days.

Yes b Noo
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer or a smaller reporting company. See definitions of large accelerated filer, accelerated filer
and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer p Smaller reporting
company o
Indicate by check mark whether the registrant is a shell Company (as defined in Rule 12b-2 of the Exchange
Act).

Yes o No p
Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest
practicable date.
Common Stock, without par value 62,433,381 shares as of July 31, 2008.
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PART1 FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS
Hillenbrand, Inc.

Consolidated Statements of Income (Unaudited)
(Amounts in millions, except per share data)

Three Months Ended
June 30

2008 2007
Net revenues $ 165.0 $ 165.6
Cost of goods sold 98.6 98.7
Gross profit 66.4 66.9
Operating expenses (including separation costs of
$0.1 and $14.2 in the three and nine month periods
ending June 30, 2008, respectively. See Note 5.) 28.4 34.1
Operating profit 38.0 32.8
Interest expense (1.4)
Investment income and other 4.4 1.0
Income before income taxes 41.0 33.8
Income tax expense 14.3 12.3
Net income $ 26.7 $ 21.5
Income per common share - basic and diluted
(Note 8) $ 0.42 $ 0.34
Dividends per common share $ 0.1825 $

Average common shares outstanding - basic and
diluted (Note 8) 62.5
See Notes to Consolidated Financial Statements

62.5

$

$

Nine Months Ended
June 30
2008 2007
519.3 $ 509.0
302.8 293.3
216.5 215.7
99.2 89.0
117.3 126.7
(1.4)
3.9 1.0
119.8 127.7
45.8 46.8
74.0 $ 80.9
1.18 $ 1.29
0.1825 $
62.5 62.5
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Hillenbrand, Inc.
Consolidated Balance Sheets (Unaudited)
(Dollars in millions)

ASSETS

Current Assets

Cash and cash equivalents
Trade receivables, net
Inventories

Deferred income taxes
Prepaid income taxes
Other current assets

Total current assets

Property, net

Intangible assets, net

Auction rate securities (Note 2)
Investments (Note 2)

Prepaid pension costs

Deferred income taxes

Due from Hill-Rom Holdings, Inc. (Note 5)
Other assets

Total Assets

LIABILITIES

Current Liabilities

Revolving credit facility (Note 4)

Trade accounts payable

Accrued compensation

Accrued customer rebates

Other current liabilities

Due to Hill-Rom Holdings, Inc. (Note 1)

Total current liabilities

Deferred compensation, long-term portion

Accrued pension and postretirement healthcare, long-term portion
Other long-term liabilities

Total Liabilities

Commitments and Contingencies (Note 11)
SHAREHOLDERS EQUITY (Notes 3 and 9)
Parent company equity

Common stock, no par value

Additional paid-in-capital

Table of Contents

June 30
2008

33.0
85.6
50.3
18.8
0.6
8.5

196.8
91.2
20.7
52.7

1534

10.9
9.1
31.6

566.4

110.0
14.1
244
18.3
19.4

9.1

195.3
7.3
37.8
41.0

2814

284.3

September 30
2007

$ 11.9
90.9

47.5

16.0

0.3

3.6

170.2
88.9
23.0

1.6
16.2
16.7

$ 316.6

18.3
20.6
20.3
16.6

75.8

8.6
28.1
232

135.7

193.5
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Retained earnings
Accumulated other comprehensive loss (Note 13)

Total Shareholders Equity
Total Liabilities and Shareholders Equity $

See Notes to Consolidated Financial Statements

15.2
(14.5)

285.0

566.4

$

(12.6)
180.9

316.6
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Hillenbrand, Inc.

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

Nine Months Ended
June 30

2008 2007
Operating Activities:
Net income $ 74.0 $ 80.9
Adjustments to reconcile net income to net cash flows from operating
activities:
Depreciation and amortization 14.1 13.2
Provision for deferred income taxes 1.0 “4.7)
(Gain)/loss on disposal of property 0.1 1.0
Interest income on Forethought note receivable (2.8)
Equity in earnings of affiliates 0.4)
Stock based compensation 0.5
Trade accounts receivable 5.2 4.6
Inventories 2.9 3.0
Other current assets (3.8) 2.8
Trade accounts payable 4.2) 1.4
Accrued expenses and other current liabilities 8.0 (2.5
Income taxes prepaid or payable 13.6 4.0
Amounts due to/from Hill-Rom Holdings, Inc. (11.1)
Defined benefit plan funding (1.3) (1.4)
Change in deferred compensation 0.5) 0.7
Other, net 1.5 2.9
Net cash provided by operating activities 90.8 99.9
Investing Activities:
Capital expenditures 6.1) 9.9)
Proceeds on disposal of property 0.3 1.0
Payment for acquisitions of businesses, net of cash acquired 0.9) (5.2)
Proceeds from sale of auction rate securities 2.7
Return of investment capital from affiliates 0.6
Net cash used in investing activities 2.9 (14.1)
Financing Activities:
Proceeds from revolving credit facility 250.0
Repayments on revolving credit facility (140.0)
Deferred financing costs 0.9
Net change in advances to parent (290.3) (85.0)
Cash received from parent in connection with separation 125.4
Payment of dividends on common stock (11.4)
Proceeds on issuance of common stock 04
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Net cash used in financing activities

Effect of exchange rate changes on cash and cash equivalents

Net cash flows

Cash and cash equivalents:
At beginning of period

At end of period $

See Note 1 for non-cash transactions resulting from the Distribution.
See Notes to Consolidated Financial Statements

(66.8)

21.1

11.9

33.0

(85.0)

0.2

1.0

7.9

8.9
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Hillenbrand, Inc.
Notes to Consolidated Financial Statements

1. Distribution and Description of the Business

Distribution

Until the close of business on March 31, 2008, Hillenbrand, Inc. ( Hillenbrand ), formerly known as Batesville

Holdings, Inc., was a wholly owned subsidiary of Hillenbrand Industries, Inc. After the close of business on

March 31, 2008, Hillenbrand Industries, Inc., at the approval of its Board of Directors, completed a tax free

pro-rata distribution to its shareholders of 100% of the common shares of Hillenbrand (the Distribution ).

Beginning April 1, 2008, Hillenbrand began trading on the New York Stock Exchange ( NYSE ) under the symbol
HI as an independent public company. Contemporaneously, Hillenbrand Industries, Inc., changed its name to

Hill-Rom Holdings, Inc. ( Hill-Rom ). The Distribution is described in detail in our information statement dated

March 17, 2008, filed as Exhibit 99.1 to our Current Report on Form 8-K filed with the U.S. Securities and

Exchange Commission ( SEC ) on March 18, 2008. Unless the context otherwise requires, the terms the Company,
we, our and us refersto Hillenbrand. The term Hill-Rom or parent refers to Hill-Rom Holdings, Inc. as wel

predecessor, our former parent, Hillenbrand Industries, Inc.

Significant Components of the Distribution

In connection with the Distribution, we executed the following transactions:
Hill-Rom transferred to us at March 31, 2008:
Investments in private equity limited partnerships and common stock (carrying value of
$27.9 million) and a note receivable from Forethought Financial Group, Inc. (carrying value of
$124.6 million).
Auction rate securities (carrying value of $55.3 million plus interest receivable of
$0.8 million).
Net unrealized gains on available for sale securities (net of taxes), of $3.3 million as a
component of accumulated other comprehensive loss.
A joint ownership interest in the corporate conference center facilities (carrying value of
$1.2 million) and the corporate aircraft (carrying value of $6.3 million), in addition to other
fixed assets (carrying value of $0.6 million).
Various deferred tax assets and liabilities associated with the assets described above (net asset
carrying value of $0.4 million), our share of prepaid income taxes (carrying value of $14.6
million), and income taxes payable to Hill-Rom generated by our operations through the date
of separation (carrying value of $19.2 million at March 31, 2008, subsequently paid down to
$7.9 million at June 30, 2008).
Cash of $110.0 million and a $15.4 million receivable, which we collected from Hill-Rom in
April 2008.
Hill-Rom distributed approximately 62.3 million shares of our common stock to holders of Hill-Rom
common stock. Approximately 0.1 million additional shares of our common stock were issued in
connection with certain Hill-Rom restricted stock units that vested in connection with the Distribution.
Additionally, certain stock based awards previously issued in Hill-Rom common stock outlined in Note
10 were converted into awards based in our common stock.
The parent company investment account of $283.3 million immediately prior to the separation, was
reclassified to additional paid-in capital.
Nature of Operations
We are a leader in the North American death care industry. We manufacture, distribute and sell funeral service
products to licensed funeral directors who operate licensed funeral homes. Our Batesville Casket branded
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products consist primarily of burial caskets but also include cremation caskets, containers and urns, selection
room display fixturing for funeral homes, and other personalization and memorialization products and services,
including the creation and hosting of websites for licensed funeral homes.
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2. Summary of Significant Accounting Policies
Basis of Presentation
The accompanying unaudited consolidated financial statements have been prepared pursuant to the rules and
regulations of the SEC for interim financial statements and therefore do not include all information required in
accordance with accounting principles generally accepted in the United States of America ( U.S. ). Except for the
adoption of Financial Accounting Standards Board ( FASB ) Interpretation ( FIN )48, Accounting for Uncertainty
in Income Taxes, on October 1, 2007, and the effects of the Distribution on March 31, 2008, the unaudited
consolidated financial statements have been prepared on the same basis as the consolidated financial statements
as of September 30, 2007, and for the year ended September 30, 2007, and in the opinion of management, reflect
all normal and recurring adjustments considered necessary to present fairly the Company s consolidated financial
position and the consolidated results of its operations and its cash flows as of the dates and for the periods
presented. These consolidated financial statements should be read in conjunction with the financial statements of
the Funeral Service Business of Hillenbrand Industries, Inc. as of September 30, 2007, and 2006, and for each of
the three years in the period ended September 30, 2007, included in the Company s Registration Statement on
Form 10, as amended. The consolidated results of operations for the three and nine month periods ended June 30,
2008, are not necessarily indicative of the results that may be expected for the year ending September 30, 2008,
or for any other future periods.
Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries.
Significant intercompany accounts and transactions have been eliminated in consolidation. Prior to close of
business on March 31, 2008, our financial statements were considered combined (rather than consolidated)
because of the nature of our legal structure prior to the Distribution. We refer to these earlier periods as

consolidated for comparative and discussion purposes in this Form 10-Q.

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the U.S.
requires management to make estimates and assumptions that affect the reported amounts of certain assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expense during the reporting period. Actual results could differ from those estimates.
Examples of such estimates include, but are not limited to, the establishment of reserves related to our customer
rebates, allowance for doubtful accounts and early pay discounts, income taxes, accrued litigation, self insurance
reserves, and the estimation of fair value associated with our short-term and noncurrent investments.
Cash and Cash Equivalents
We maintained our own cash accounts prior to the Distribution, although, until the Distribution, cash was
managed centrally by Hill-Rom. Consequently, we have instituted our own cash management program, including
the overnight transfer of account balances into money market funds. Cash and cash equivalents are stated at cost,
which approximates fair value, and include short-term highly liquid investments with original maturities of three
months or less.
Auction Rate Securities
At June 30, 2008, we held $52.7 million in a portfolio of auction rate securities (consisting of highly rated state
and municipal bonds) classified as available-for-sale securities and recorded at fair value in accordance with
Statement of Financial Accounting Standard ( SFAS ) No. 115, Accounting for Certain Investments in Debt and
Equity Securities. The historical cost basis of this portfolio has been reduced by unrealized losses (net of tax) on
these available-for-sale securities of $1.0 million, which have been included as a component of accumulated other
comprehensive loss. We have estimated the current fair value of the portfolio with information provided by banks
with expertise in valuing these securities, considering current liquidity limitations, interest rate risk, and the credit
worthiness of the borrower, among other factors. The risk exists that the various valuation models utilized by the
banks will not reasonably predict the actual price necessary to attract interested buyers for these securities.

Table of Contents 11
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As of June 30, 2008, the underlying securities in the portfolio consist of credit worthy borrowers with AAA debt
ratings. Recent market conditions and auction failures have adversely impacted the liquidity of these securities
resulting in the recording of unrealized losses. The continuing effect of these conditions has led us to conclude
that an orderly conversion of the portfolio into cash will likely take more than 12 months. Accordingly, we are
now classifying these securities as non-current. Although we have the ability and the intent to hold these assets
until market conditions are more favorable, if current market conditions do not improve or worsen, we may not
be able to readily convert these securities to cash. Such circumstances could result in further temporary
unrealized losses or impairment, and liquidity and earnings could be adversely affected. During the three months
ended June 30, 2008, we received $2.7 million in proceeds from the sale of these securities resulting in no gain or
loss. When an investment is sold, we report the difference between the sales proceeds and its carrying value
(determined based on specific identification) as a capital gain or loss. Because these investments were transferred
to us in connection with the Distribution, no income from these investments was earned by us in any period prior
to April 1, 2008. We earned interest income of $0.5 million on these securities during the three months ended
June 30, 2008.
Investments
Our noncurrent investment portfolio consists of investments in private equity limited partnerships and common
stock (carrying value of $26.0 million at June 30, 2008), and a note receivable from Forethought Financial Group,
Inc. (carrying value of $127.4 million at June 30, 2008). These investments were transferred to us in connection
with the Distribution.
We use the equity method of accounting for substantially all of our private equity limited partnership
investments, with earnings or losses reported within the line item investment income and other in our
consolidated statements of income. Our portion of any unrealized gains or losses related to our investments in the
private equity limited partnerships and common stock are charged or credited to accumulated other
comprehensive loss in shareholders equity, and deferred taxes are recognized for the income tax effect of any
such unrealized gains or losses. As of June 30, 2008, $3.3 million of net unrealized gains (net of tax) have been
recorded as a component of accumulated other comprehensive loss.
Earnings and carrying values for investments accounted for under the equity method are determined based on
financial statements provided by the investment companies. Certain of these investments require commitments by
us to provide additional funding of up to $4.6 million. The timing of this funding is uncertain but is expected to
occur over the next five years.
When an investment is sold, we report the difference between the sales proceeds and its carrying value
(determined based on specific identification) as a capital gain or loss.
As of June 30, 2008, the carrying value of the note receivable from Forethought Financial Group, Inc. includes
the note s face value of $107.7 million and interest receivable of $24.7 million, all reduced by the remaining
unamortized discount of $5.0 million. This note carries an increasing rate of interest over its original ten-year
term beginning June 2004, with interest accruing at 6.0% for the first five years and compounding semi-annually.
The stated interest rate increases to 8.0% in June 2009, and to 10.0% in June 2011. The stated interest rates when
taken together with amortization of the discount results in an effective interest rate of 9.5% over the life of the
note. No payments of interest or principal are due under the note until fiscal 2010, at which time annual payments
of $10.0 million are required. All outstanding amounts are due at maturity, which is scheduled to be July 2014
unless extended by Forethought Financial Group, Inc. for a period of up to two additional years. We earned
interest income of $2.8 million on the note during the three months ended June 30, 2008.
We regularly evaluate all investments for possible impairment based on current economic conditions, credit loss
experience, and other criteria. If there is a decline in an investment s net realizable value that is
other-than-temporary, the decline is recognized as a realized loss, and the cost basis of the investment is reduced
to its estimated fair value. The evaluation of investments for impairment requires significant judgments to be
made including (i) the identification of potentially impaired investments; (ii) the determination of their estimated
fair value; and (iii) the assessment of whether any decline in estimated fair value is other-than-temporary.
Since these investments were transferred to us in connection with the Distribution, no income from these
investments was earned by us in any period prior to April 1, 2008.
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Judgment Sharing Agreement ( JSA )
As discussed in Note 5, in March 2008, we entered into a JSA with Hill-Rom related to antitrust litigation matters
discussed in Note 11. We apply SFAS No. 5, Accounting for Contingencies in evaluating and accounting for this
JSA. The JSA apportions responsibility between us and Hill-Rom for any potential liabilities associated with that
litigation.
Income Taxes and Adoption of FIN 48
Our operating results have historically been included in Hill-Rom s consolidated U.S. income tax returns for
periods prior to the Distribution. Foreign operations file income tax returns in a number of jurisdictions. As of the
date of the Distribution, we owed Hill-Rom approximately $19.2 million for our portion of our former parent
company s income tax liability related to our operations through the date of separation. The provision for income
taxes in these financial statements has been determined on a separate return basis as if we were a separate,
stand-alone taxpayer rather than a member of Hill-Rom s consolidated income tax return group. Deferred income
taxes are computed in accordance with SFAS No. 109, Accounting for Income Taxes, and reflect the net tax
effects of temporary differences between the financial reporting carrying amounts of assets and liabilities and the
corresponding income tax amounts. We have a variety of deferred tax assets in numerous tax jurisdictions. These
deferred tax assets are subject to periodic assessment as to recoverability and if it is determined that it is more
likely than not that the benefits will not be realized, valuation allowances are recognized. In evaluating whether it
is more likely than not that we would recover these deferred tax assets, future taxable income, the reversal of
existing temporary differences and tax planning strategies are considered.

On October 1, 2007, we adopted FIN 48, which addresses the accounting and disclosure of uncertain income tax
positions. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. The difference
between the tax benefit recognized in the financial statements for a position in accordance with FIN 48 and the
tax benefit claimed in the tax return is referred to as an unrecognized tax benefit.

The adoption of FIN 48, which was reflected as a cumulative effect of a change in accounting principle, resulted
in a decrease to beginning parent company equity at October 1, 2007, of $1.8 million. The total amount of
unrecognized tax benefits at that date was $7.4 million, which included $3.7 million that, if recognized, would
impact the effective tax rate in future periods. The remaining amount relates to items which, if recognized, would
not impact our effective tax rate.

We account for accrued interest and penalties related to unrecognized tax benefits in income tax expense.
Accrued interest and penalties at October 1, 2007, were $0.2 million.

As noted above, for periods prior to the Distribution, Hill-Rom has filed or will file consolidated federal income
tax returns, as well as multiple state and local tax returns that included our operating results. Our foreign
operations file income tax returns in a number of jurisdictions.

In the normal course of business, we and Hill-Rom are subject to examination by the taxing authorities in each of
the jurisdictions where we file tax returns, with open tax years generally ranging from 2003 and forward. As of
October 1, 2007, Hill-Rom had completed audits with the Internal Revenue Service ( IRS ) for tax years prior to
fiscal 2002. Additionally, the IRS had concluded its audit of fiscal 2002 and 2003; however, these periods are not
yet closed as Hill-Rom has filed a protest with the IRS, which is currently being appealed. Hill-Rom is in
agreement with the audit findings of the IRS for these periods except for one tax matter which is unrelated to our
operations. The IRS examination of fiscal years 2004 through 2006 was concluded in the third quarter ended June
30, 2008. We and Hill-Rom are currently under examination by the IRS for fiscal years 2007 through 2008.
There are other ongoing audits in various stages of completion in several state and foreign jurisdictions, one or
more of which may conclude within the next 12 months. The resolution of these audits could involve some or all
of the following: the payment of additional taxes, the adjustment of certain deferred taxes, and/or the recognition
of unrecognized tax benefits. We do not expect that the outcome of these audits will significantly impact our
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During the three months ended December 31, 2007, the amount of unrecognized tax benefits at the adoption of
FIN 48 was reduced by $2.6 million, primarily related to the settlement of the timing of certain compensation
deductions. The offset to this adjustment was recorded as a reduction in deferred tax assets.
During the three months ended March 31, 2008, the amount of unrecognized tax benefits increased by
$3.0 million primarily related to foreign jurisdiction audit activity. This increase in the gross unrecognized tax
benefits was almost entirely offset by the recognition of additional deferred tax assets and prepaid income taxes
on the balance sheet.
During the three months ended June 30, 2008, the amount of unrecognized tax benefits increased by $8.7 million
primarily related to tax positions taken during the quarter, offset by reductions related to the conclusion of IRS
audits related to fiscal years 2004 through 2006. This increase in gross unrecognized tax benefits, included in
other long-term liabilities, was almost entirely offset by the reduction of deferred tax assets and an increase in
non-current prepaid income taxes included as a component of other assets.
After recording the adjustments mentioned above, the total amount of gross unrecognized tax benefits as of
June 30, 2008, was $16.5 million, which includes approximately $2.6 million that, if recognized, would impact
the effective tax rate in future periods. The remaining amount relates to items which, if recognized, would not
impact our effective tax rate.
We estimate that the total unrecognized tax benefit could decline by $1.0 million over the next 12 months. The
decline would result from the settlement of examinations by taxing authorities and the expiration of applicable
statutes of limitation.
As discussed in Note 5, we entered into a tax sharing agreement with Hill-Rom in connection with the
Distribution.
Recently Issued Accounting Standards
In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. This statement defines fair value,
establishes a framework for measuring fair value, and expands the related disclosure requirements. SFAS No. 157
is effective as of the beginning of a company s first fiscal year after November 15, 2007, which will be our fiscal
year 2009. In February 2008, the FASB released FASB Staff Position (FSP FAS 157-2  Effective Date of FASB
Statement No. 157) which delays the effective date of aspects of SFAS No. 157 to fiscal years beginning after
November 15, 2008, our fiscal year 2010, and for interim periods within those years. This delay applies to all
nonfinancial assets and nonfinancial liabilities except those that are recognized or disclosed at fair value in the
financial statements on at least an annual basis. We are currently evaluating its potential impact to our financial
statements and results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities, which gives entities the option to measure eligible financial assets and financial liabilities at fair
value. Its objective is to improve financial reporting by providing entities with the opportunity to mitigate
volatility in reported earnings caused by measuring related assets and liabilities differently without having to
apply complex hedge accounting provisions. If adopted, the difference between carrying value and fair value at
the election date is recorded as a transition adjustment to opening retained earnings. SFAS No. 159 is effective as
of the beginning of a company s first fiscal year after November 15, 2007, which will be our fiscal year 2009. We
are evaluating the statement and have not yet determined the impact its adoption will have on our consolidated
financial statements.

On December 4, 2007, the FASB issued SFAS No. 141(R), Business Combinations, and SFAS No. 160,
Noncontrolling interests in Consolidated Financial Statements an amendment of ARB No. 51. SFAS No. 141(R)

changes the accounting for acquisition transaction costs by requiring them to be expensed in the period incurred

and also changes the accounting for contingent consideration, acquired contingencies, and restructuring costs

related to an acquisition. SFAS No. 160 requires that a noncontrolling (minority) interest in a consolidated

subsidiary be displayed in the consolidated balance sheets as a separate component of equity. It also indicates that

gains and losses should not be recognized on sales of noncontrolling interests in subsidiaries but that differences

between sale proceeds and the consolidated basis of accounting should be accounted for as charges or credits to
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consolidated additional paid-in-capital. However, in a sale of a subsidiary s shares that results in the
deconsolidation of the subsidiary, a gain or loss should be recognized for the difference between the proceeds of
that sale and the carrying amount of the interest sold. Also, a new fair value in any remaining noncontrolling
ownership interest should be established. Both of these statements are effective for the first annual reporting
period beginning on or after December 15, 2008, and early adoption is prohibited. As such, we will adopt the
provisions of SFAS No. 141(R) and SFAS No. 160 beginning in our fiscal year 2010.
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On March 19, 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging
Activities an amendment of FASB Statement No. 133. The objective of SFAS No. 161 is to have entities provide
qualitative disclosures about the objectives and strategies for using derivatives, quantitative data about the fair

value of gains and losses on derivative contracts, and details of credit-risk related contingent features in their

hedge positions. The statement also requires entities to disclose more information about the location and amounts

of derivative instruments in financial statements. SFAS No. 161 is effective as of the beginning of a company s
first fiscal year after November 15, 2008, which will be our fiscal year 2010. We are currently evaluating its
potential impact to our financial statements and results of operations.

3. Supplementary Balance Sheet Information

The following information pertains to assets and consolidated shareholders equity (dollars in millions, except

share data):

June 30 September 30
2008 2007

Allowance for possible losses and discounts on trade receivables $ 15.6 $ 18.0
Inventories:
Raw materials & work in process $ 11.2 $ 10.3
Finished products 39.1 37.2
Total inventories $ 50.3 $ 47.5
Accumulated depreciation of property $ 226.7 $ 2154
Accumulated amortization of intangible assets $ 20.6 $ 18.3
Preferred stock, no par value:
Shares authorized 1,000,000 None
Shares issued None None
Common stock, no par value:
Shares authorized 199,000,000 None
Shares issued 62,432,919 None
Shares outstanding 62,432,919 None

4.

Financing Agreement
In March 2008, we entered into a $400 million five-year senior revolving credit facility (the Facility ) with a

syndicate of banks (the Banks ). The term of the Facility expires in March 2013. Borrowings under the Facility
bear interest at variable rates, based upon the Banks base rate or LIBOR plus a margin amount based upon our
public debt rating (all as provided in the credit agreement governing the Facility). During the quarter ended June
30, 2008, the applicable weighted average interest rate was 3.08%. The availability of borrowings under the
Facility is subject to our ability at the time of borrowing to meet certain specified conditions. These conditions
include compliance with covenants contained in the credit agreement governing the Facility, absence of default
under the Facility, and continued accuracy of certain representations and warranties contained in the credit
agreement. The credit agreement contains covenants that, among other matters, require the Company to maintain
a ratio of Consolidated Indebtedness to Consolidated EBITDA (each as defined in the credit agreement) of not
more than 3.5:1.0 and a ratio of Consolidated EBITDA to interest expense of not less than 3.5:1.0. The proceeds
of the Facility may be used: (i) to consummate the separation from Hill-Rom; (ii) for working capital and other
lawful corporate purposes; and (iii) to finance acquisitions.
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As of June 30, 2008, we (i) had $1.8 million outstanding, undrawn letters of credit under the Facility,
(ii) were in compliance with all covenants set forth in the credit agreement, and (iii) had $288.2 million
of remaining borrowing capacity available under the Facility.
As of June 30, 2008, we had incurred and capitalized $0.9 million of deferred financing costs associated with the
Facility. We also pay an annual facility fee of $0.5 million. These costs are being amortized as a component of
interest expense over the term of the Facility on a straight-line basis.

5. Transactions with Hill-Rom
Allocation of Corporate Expenses
Through March 31, 2008, our operating expenses within our consolidated statements of income include
allocations from Hill-Rom for certain Hill-Rom retained corporate expenses including treasury, accounting, tax,
legal, internal audit, human resources, investor relations, general management, board of directors, information
technology, other shared services, and certain severance costs. These allocations were determined on bases that
management considered to be reasonable reflections of the utilization of services provided to or the benefits
received by us. The allocation methods included revenues, headcount, square footage, actual utilization applied to
variable operating costs, and specific identification based upon actual costs incurred when the nature of the item
or charge was specific to us. See Note 6 for further discussion of retirement benefit and other postretirement
healthcare costs. Hill-Rom allocated corporate costs, included in our consolidated statements of income, were as
follows (dollars in millions):

Three Months Ended Nine Months Ended
June 30 June 30
2008 2007 2008 2007
Hill-Rom allocated costs $ $ 3.8 $ 7.4 $ 10.0

Separation Costs
In addition to the allocated corporate expenses described above, we incurred or were allocated costs related to the

separation from Hill-Rom during the three month and nine month periods ended June 30, 2008, in the aggregate
amount of $0.1 million and $14.2 million, respectively. These costs consist primarily of investment banking and
advisory fees, legal, accounting, recruiting, and consulting fees allocated based upon revenue or specific
identification.
On March 14, 2008, the Board of Directors of Hill-Rom approved a modification to Hill-Rom s stock incentive
plan that would automatically ensure that participants neither gained nor lost value purely as a result of the
separation. As a result of the modification, we recorded $1.1 million of stock based compensation expense related
to our employees as of that date. In addition, the separation caused the acceleration of $3.2 million of stock based
compensation expense on previously unvested restricted stock units which are now fully vested. See Note 10 for
further information on our stock based compensation programs.
Agreements with Hill-Rom
The Company entered into a Distribution Agreement as well as a number of other agreements with Hill-Rom to
accomplish the separation of our business from Hill-Rom and the distribution of our common stock to Hill-Rom s
shareholders and to govern the relationship between the Company and Hill-Rom subsequent to the Distribution.
These agreements included:

Distribution Agreement

Judgment Sharing Agreement

Employee Matters Agreement

Tax Sharing Agreement

12
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In addition, the Company and Hill-Rom entered into shared services and transition services agreements to outline
certain services to be provided by each company and its subsidiaries to the other and its subsidiaries following the
separation, as well as leases and subleases for locations that are being shared after the Distribution. Also, the
Company entered into agreements providing for the joint ownership by us and Hill-Rom of certain assets,
including certain aircraft and corporate conference facilities used by both companies. We also entered into a
limited, mutual right of first offer or right of first refusal agreement with Hill-Rom with respect to various real
estate and improvements thereon owned by us or Hill-Rom in the Batesville, Indiana area.
The distribution agreement, judgment sharing agreement, employee matters agreement and tax sharing agreement
were each filed as exhibits to the Company s Current Report on Form 8-K filed with the SEC on March 18, 2008.
The following presents a summary of these agreements between the Company and Hill-Rom.
Distribution Agreement The distribution agreement sets forth the agreements between Hill-Rom and us
with respect to the principal corporate transactions that were required to effect the separation and the
distribution of our shares to Hill-Rom shareholders, the allocation of certain corporate assets and
liabilities, and other agreements governing the relationship between Hill-Rom and us.
The distribution agreement provides that we and our subsidiaries will release and discharge Hill-Rom
and its subsidiaries from all liabilities to us and our subsidiaries of any sort, including liabilities in
connection with the transactions contemplated by the distribution agreement, except as expressly set
forth in the agreement. Conversely, Hill-Rom and its subsidiaries will release and discharge us and our
subsidiaries from all liabilities to Hill-Rom and its subsidiaries of any sort, including liabilities in
connection with the transactions contemplated by the distribution agreement, except as expressly set
forth in the agreement. The releases will not release any party from, among other matters, liabilities
assumed by or allocated to the party pursuant to the distribution agreement or the other agreements
entered into in connection with the separation or from the indemnification and contribution obligations
under the distribution agreement or such other agreements. In addition, the distribution agreement
provides that both Hill-Rom and we will indemnify each other against certain liabilities related to our
respective business operations.
The distribution agreement also establishes procedures with respect to claims subject to indemnification
and related matters.
In order to preserve the credit capacity of each of Hill-Rom and us to perform our respective obligations
under the judgment sharing agreement described below, the distribution agreement imposes certain
restrictive covenants on Hill-Rom and us. Specifically, the distribution agreement provides that, until
the occurrence of an Agreed Termination Event (as described below), we and our subsidiaries will not:
incur indebtedness to finance the payment of any extraordinary cash dividend on our outstanding
capital stock or the repurchase of any outstanding shares of our capital stock (the parties have
agreed that either of them can apply available cash to reduce indebtedness outstanding at the time
of the Distribution, or generated by its ongoing operations after the Distribution, and subsequently
incur a comparable amount of indebtedness for the purpose of paying an extraordinary cash
dividend or repurchasing shares of capital stock without contravening the prohibitions set forth in
this covenant);
declare and pay regular quarterly cash dividends on our shares of common stock in excess of the
$0.1825 per share quarterly dividend that we initially expect to pay following the distribution;
make any acquisition outside our core area of business, defined to mean the manufacture or sale of
funeral service products or any of our existing business lines or any other basic manufacturing or
distribution business where it is reasonable to assume that our core competencies could add
enterprise value;
incur indebtedness in excess of $100 million to finance any acquisition in our core area of business
without the receipt of an opinion from a qualified investment banker that the transaction is fair to
our shareholders from a financial point of view; or
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incur indebtedness to make an acquisition in our core area of business that either (i) causes our
ratio, calculated as provided in the distribution agreement, of Pro Forma Consolidated Total Debt
to Consolidated EBITDA (each as defined in the distribution agreement) to exceed 1.8x or
(ii) causes our credit rating by either Standard & Poor s Ratings Services or Moody s Investor
Services to fall more than one category below its initial rating after giving effect to the
Distribution.
As used in the distribution agreement, Agreed Termination Event means the first to occur of (i) the full
and complete satisfaction of a trial court judgment in the last pending antitrust litigation matter
described in Note 11, Commitments and Contingencies (including any other matter that is consolidated
with any such matter) or the suspension of the execution of such judgment by the posting of a
supersedeas bond or (ii) the settlement or voluntary dismissal of such last pending matter as to us and
Hill-Rom. These restrictive covenants will terminate in the event that either Hill-Rom s or our funding
obligations under the judgment sharing agreement terminate in accordance with the terms of that
agreement. The distribution agreement imposes similar restrictions on Hill-Rom and its subsidiaries,
except that the definition of core business is appropriate for Hill-Rom.
Judgment Sharing Agreement - Because we, Hill-Rom and the other co-defendants in the antitrust
litigation matters described in Note 11 are jointly and severally liable for any damages that may be
assessed at trial with no statutory contribution rights among the defendants, we and Hill-Rom entered
into a JSA to allocate any potential liability under these cases and any other case that is consolidated
with any such case. We believe that we have committed no wrongdoing as alleged by the plaintiffs and
that we have meritorious defenses to class certification and to plaintiffs underlying allegations and
damage theories.
Under the JSA, the aggregate amount that we and Hill-Rom will be required to pay or post in cash (i) to
satisfy in its entirety any claim (including upon settlement) once the action has been finally judicially
determined or (ii) to post a bond, in the event we or Hill-Rom elect to do so, to stay the execution of any
adverse judgment pending its final determination, will be funded in the following order of priority:
First, we will be required to contribute an amount equal to:
the maximum amount of cash and cash proceeds that we have on hand or are able to raise
using our best efforts, without any obligation to sell assets other than cash equivalents and
subject to limitations on the amount of equity securities we are required to issue and the ability
to retain cash sufficient to operate our business in the normal course, which we refer to as
maximum funding proceeds, minus
the difference between $50 million and the amount of cash retained to operate the business if
the amount of such retained cash is less than $50 million;
Second, Hill-Rom and its subsidiaries will be required to contribute their maximum funding
proceeds; and
Third, we will be required to contribute the remainder of our maximum funding proceeds.
Neither we nor Hill-Rom will be required to raise or provide funds if the total amount of funds available
to both us and Hill-Rom would not be sufficient to cover a judgment or settlement amount or the cost of
the appeal bond. The funding obligations of each company also are subject to a limitation relating to
that company s continued solvency. The JSA provides that if the foregoing allocation is held to be
unenforceable, we and Hill-Rom will be required to contribute to satisfy any funding obligation based
upon a mutually satisfactory agreement as to our and Hill-Rom s relative culpability (if any) or, failing
such an agreement, pursuant to arbitration under the arbitration provisions contained in the JSA.
The judgment sharing agreement provides that we are responsible for bearing all fees and costs
incurred in the defense of the antitrust litigation matters on behalf of ourselves and Hill-Rom.

14
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The Distribution Agreement contains provisions governing the joint defense of the antitrust litigation
and other claims.

In the event that Hill-Rom or we are dismissed as a defendant in the antitrust litigation matters (except
where the dismissal results from a settlement agreement other than a settlement not including both us
and Hill-Rom) or are found upon conclusion of trial not to be liable for payment of any damages to the
plaintiffs, any funding obligations under the JSA of the party so dismissed or found not liable will
terminate once such dismissal or finding of no liability is finally judicially determined.

Employvee Matters Agreement We entered into an employee matters agreement with Hill-Rom prior to
the Distribution that governs our compensation and employee benefit obligations with respect to our
directors and our current and former employees, along with the assumption of liabilities for certain
former Hill-Rom directors and employees and former employees of other non-medical technology
businesses. The employee matters agreement allocates liabilities and responsibilities relating to
employee compensation and benefits plans and programs and other related matters in connection with
the Distribution including, without limitation, the treatment of outstanding Hill-Rom equity-based
awards, certain outstanding annual and long-term incentive awards, existing deferred compensation
obligations and certain retirement, postretirement, and welfare benefit obligations. In connection with
the Distribution, we adopted, for the benefit of our employees and directors, a variety of compensation
and employee benefits plans that are generally comparable in the aggregate to those provided previously
by Hill-Rom immediately prior to the Distribution. We reserve the right to amend, modify or terminate
each such plan in accordance with the terms of that plan. With certain possible exceptions, the employee
matters agreement provided that as of the date of the Distribution, our employees and directors ceased
to be active participants in, and we generally ceased to be a participating employer in, the benefit plans
and programs maintained by Hill-Rom. At the time of the Distribution, our employees and directors
became eligible to participate in all of our applicable plans. In general, we credited each of our
employees with his or her service with Hill-Rom prior to the Distribution for all purposes under plans
maintained by us, to the extent the corresponding Hill-Rom plans gave credit for such service and such
crediting did not result in a duplication of benefits.

The employee matters agreement provides that as of the Distribution date, except as specifically
provided therein, we assumed, retained, and are liable for all wages, salaries, welfare, incentive
compensation, and employee-related obligations and liabilities for our directors and all current and
former employees of our business, along with those for certain former Hill-Rom directors and corporate
employees and former employees of other non-medical technology businesses. Accordingly, such
liabilities have been included in our consolidated financial statements for all periods presented herein.
The distribution agreement provides that if neither we nor Hill-Rom is entitled to receive a full
deduction for any liabilities discharged by us with respect to these Hill-Rom directors and former
employees, we will reassign those liabilities back to Hill-Rom and pay Hill-Rom an amount equal to the
then carrying value of these liabilities on our books and records, net of taxes. Based upon the carrying
amounts of these liabilities and the related tax benefits at March 31, 2008, the cash payment that we
would have been required to make under the circumstances described above was approximately

$13.9 million. Additionally, Hill-Rom and we agreed that with the assumption of liabilities for these
Hill-Rom directors and former employees, we are entitled to the tax benefit from the satisfaction of such
liabilities. Accordingly, we have reflected this tax benefit as an amount due from Hill-Rom in the
amount of $9.1 million at March 31, 2008. The utilization of this tax benefit will be determined based
on the cash benefit to us as if such deduction were taken and allowed on our filed tax returns, including
any amended tax returns.

The employee matters agreement also provided for the transfer of assets and liabilities relating to the
predistribution participation of all employees and directors for which we have assumed responsibility in
various Hill-Rom retirement, postretirement, welfare, incentive compensation, and employee benefit
plans from such plans to the applicable plans we adopt for the benefit of our employees and directors.
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The employee matters agreement provides that we and Hill-Rom may arrange with current service
providers with respect to Hill-Rom s employee benefit plans to continue such services on a shared basis
for a period of time following the Distribution and that we will reimburse Hill-Rom for our share of the
cost of such shared services.
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Tax Sharing Agreement We entered into a tax sharing agreement with Hill-Rom that generally governs
Hill-Rom s and our respective rights, responsibilities, and obligations with respect to taxes, including
ordinary course of business taxes and taxes, if any, incurred as a result of any failure of the Distribution
to qualify as a tax-free distribution. Under the tax sharing agreement, with certain exceptions, we are
generally responsible for the payment of all income and non-income taxes attributable to our operations
and the operations of our direct and indirect subsidiaries, whether or not such tax liability is reflected on
a consolidated or combined tax return filed by Hill-Rom. The tax sharing agreement also imposes
restrictions on our and Hill-Rom s ability to engage in certain actions following our separation from
Hill-Rom and sets forth the respective obligations among us and Hill-Rom with respect to the filing of
tax returns, the administration of tax contests, assistance and cooperation, and other matters. The
Company generally will be responsible for 43.7 percent of any taxes that arise from the failure of the
Distribution to qualify as a tax-free Distribution for U.S. federal income tax purposes, if such failure is
for any reason for which neither the Company nor Hill-Rom is responsible.
Shared Services and Transitional Services Agreements We entered into shared services agreements and
transitional services agreements with Hill-Rom in connection with the separation. The shared services
agreements address services that may be provided for an extended period, while the transitional services
agreements covers services that are intended to be provided for a limited period while the recipient of
the services makes other arrangements for these services. Under the shared services agreements, we and
Hill-Rom agree to provide certain services to each other following the separation for an initial term of
two years, with automatic two-year extensions if commercially viable alternatives for the services are
not available, except as noted below. After the initial two-year term, either party may terminate an
agreement by notice to the other party, and the recipient of the services must terminate if commercially
viable alternatives for the services are available. For purposes of the foregoing, the determination of
whether commercially viable alternatives are available is in the discretion of the recipient of the
services. These services include aviation services related to the airfield that Hill-Rom owns and operates
and certain aircraft that Hill-Rom and we jointly own and operate following the separation, as well as
certain ground transportation and fleet maintenance services. In addition, due to the interrelated nature
of certain facilities that are owned by Hill-Rom and us, we entered into agreements requiring Hill-Rom
and us to maintain our respective parts of such facilities, including, for example, maintaining fire
protection systems for the facilities. In general, the recipient of services is billed for the services at the
fair value of the services, except that we will be billed at cost for aviation services provided to us by
Hill-Rom, and we and Hill-Rom are independently responsible for our respective obligations to
maintain our portions of the interrelated facilities. Hill-Rom continues to provide us aviation services
related to the airfield for as long as we continue to own an interest in certain jointly owned or other
private aircraft. Ground transportation services can continue as long as Hill-Rom and we continue
jointly to own corporate conference facilities used by both companies. Obligations under the agreements
relating to the maintenance of interrelated facilities can continue for so long as required for the proper
maintenance, operation, and use of such facilities or until such interrelated facilities are segregated.
Under the transitional services agreements, Hill-Rom provides certain services to us for a specified
period following the separation. The services to be provided may include services regarding certain
public company staffing needs, legal services, human resources services, medical services, and certain
information technology services. We are generally billed at cost for these services, including
information technology services provided through a third party under a contract to which Hill-Rom is a
party. The transitional services agreements generally provide that the services will continue for a period
of up to two years following the separation, subject to earlier termination by the recipient of the services
and to extension if the parties agree.

6. Retirement Benefit and Postretirement Healthcare Plans

Plan Revaluations
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In connection with the Distribution, we completed revaluations as of March 31, 2008, of certain retirement
benefit plans and postretirement healthcare plan funding obligations where we previously participated with
Hill-Rom. As a result of these revaluations the aggregate liabilities associated with these plans increased
approximately $9.2 million (primarily resulting from unfavorable plan asset performance since September 30,
2007). This amount was reflected as an increase in accumulated other comprehensive loss, net of tax benefits, as
of March 31, 2008. The final legal transfer of the applicable plan assets is not yet completed and there could be
some differences between the value of these assets at March 31, 2008, and the value transferred at the transfer
date.
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Actuarial Assumptions
The weighted average assumptions used in remeasuring our obligations under our defined benefit retirement
plans, including those revalued at March 31, 2008, were as follows:

Discount rate for obligation 6.75%
Discount rate for expense 6.5%
Expected rate of return on plan assets 8.0%
Rate of compensation increase 4.0%

The weighted average assumptions used in revaluing our obligation under our postretirement healthcare plan at
March 31, 2008, were as follows:

Discount rate for obligation 6.75%
Discount rate for expense 6.25%
Rate of healthcare cost increase, through 2014, 5% thereafter 6.75%

The rates presented above and used in the valuation of our defined benefit retirement plans and postretirement
healthcare plans are evaluated annually based on current market conditions, except where required in connection
with a plan remeasurement.

Effect on Operations

Our share of the components of net pension costs under defined benefit retirement plans were as follows (dollars
in millions):

Three Months Ended Nine Months Ended
June 30 June 30

2008 2007 2008 2007
Service cost $ 0.9 $ 1.1 $ 3.1 $ 3.2
Interest cost 3.1 24 8.2 7.2
Expected return on plan assets 3.3) 3.1 9.1 9.1)
Amortization of unrecognized prior service cost,
net 0.2 0.3 0.5 0.9
Amortization of net loss 0.1 0.1
Net pension costs $ 09 $ 08  $ 27 % 2.3

The net postretirement healthcare cost recorded during the three months ended June 30, 2008, and 2007 was
$0.3 million and $0.3 million, respectively. The net postretirement healthcare cost recorded during the nine
months ended June 30, 2008, and 2007 was $1.0 million and $0.9 million, respectively.

7. Income Taxes
The effective tax rates for the three month and nine month periods ended June 30, 2008, were 34.9% and 38.2%,
respectively. The tax rates for the same periods ended June 30, 2007, were 36.4% and 36.6%, respectively. The
higher effective tax rate for the nine months ended June 30, 2008, is due primarily to non-deductible separation
costs we incurred during the three month period ended March 31, 2008.

8. Income Per Common Share
The calculation of basic and diluted net income per share and shares outstanding for the periods presented prior to
April 1, 2008, is based on the number of our shares outstanding at March 31, 2008 (plus unissued fully vested
common shares). There is no dilutive impact from common stock equivalents for periods prior to April 1, 2008,
as we had no dilutive equity awards outstanding. The dilutive effect of our share-based awards issued in
connection with the conversion of Hill-Rom awards upon separation and for future Company grants are included
in the computation of diluted net income per share in periods subsequent to March 31, 2008. There is no
significant difference in basic and diluted net income per share and average common shares outstanding as a
result of dilutive equity awards as of June 30, 2008.
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9. Stockholders Equity
The following table provides a summary of the activity within stockholders equity from September 30, 2007, to
June 30, 2008 (amounts in millions):

Accumulated
Additional Other Parent
Common Stock Paid-in Retained Comprehensive Company
Shares Amount Capital Earnings Loss Investment  Total
September 30, 2007 $ $ $ $ (126) $ 1935 $ 180.9
Adoption of FIN 48 (Note 2) (1.8) (1.8)
Change in parent company
investment (290.3) (290.3)
Change in items not
recognized as a component of
net pension and
postretirement healthcare
costs (5.4) 5.4)
Change in foreign currency
translation adjustment 1.1 1.1
Change in unrealized gain on
derivative instruments 0.1 0.1
Net income generated prior to
separation 473 47.3
Contributions of net assets
from parent company 33 334.6 337.9
Issuance of common stock to
shareholders of Hill-Rom 62.4 283.3 (283.3)
Change in net unrealized gain
on available for sale securities (1.0) (1.0)
Issuance of common stock
related to stock awards or
options 0.4 0.4
Stock based compensation
expense 0.5 0.5
Net income generated after
separation 26.7 26.7
Dividends on common stock 0.1 (11.5) (11.4)
June 30, 2008 624 § $ 2843 § 152 % (145) $ $ 285.0

On July 22, 2008, our Board of Directors authorized the Company to repurchase up to $100 million of our
outstanding common stock.

10. Stock Based Compensation
In connection with the Distribution, we implemented new stock based compensation plans (including the Stock
Incentive Plan, the Board of Directors Deferred Compensation Plan, and the Executive Deferred Compensation
Program) and registered 4,785,436 common shares available for issuance under these plans. Hill-Rom share
based awards, which included stock options and restricted stock units, held by our employees and certain former
employees of Hill-Rom were converted to equivalent share based awards of Hillenbrand, Inc. based on the ratio
of the market price of each company s publicly traded common stock at the time of separation. These programs
are administered by our Board of Directors and its Compensation and Management Development Committee. As
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of June 30, 2008, options with respect to 1,943,762 shares are outstanding under these plans. In addition, a total
of 260,023 restricted stock units are outstanding and a total of 170,108 common shares have been issued under
these plans as of June 30, 2008.

Our primary program is the Stock Incentive Plan, which provides for long-term performance compensation for
key employees and members of the Board of Directors. A variety of discretionary awards for employees and
non-employee directors are authorized under the plan, including incentive or non-qualified stock options, stock
appreciation rights, restricted stock, deferred stock, and bonus stock. The vesting of such awards may be
conditioned upon either a specified period of time or the attainment of specific performance goals as determined
by the administrator of the plan. The option price and term are also subject to determination by administrator with
respect to each grant. Option prices are generally expected to be set at the fair market price of our common stock
at date of grant, and option terms are not expected to exceed ten years.
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The stock based compensation that was charged against income, net of tax, for all plans was $0.3 million and
$0.7 million for the three month periods ended June 30, 2008, and 2007, respectively, and was $3.6 million and
$1.4 million for the nine month periods ended June 30, 2008, and 2007, respectively, including the charge
previously discussed in Note 5.
Stock Options
On March 14, 2008, the Board of Directors of Hill-Rom approved a modification to the stock option plan that
would automatically make participants whole in connection with the separation. In accordance with SFAS
No. 123(R) Share-Based Payment, a charge of $1.1 million was recorded at the time of modification related to
our employees. As of June 30, 2008, there was approximately $2.3 million of unrecognized stock based
compensation associated with our unvested stock options expected to be recognized over a weighted average
period of 1.2 years.
The following tables provide a summary of outstanding stock option awards from September 30, 2007, to
June 30, 2008, previously exercisable into Hill-Rom s common stock, now exercisable into our common stock:

Weighted
Average
Number Exercise
Options in Hill-Rom Holdings, Inc. common stock of Shares Price
Outstanding at September 30, 2007 692,422 $ 51.81
Granted 165,360 53.86
Exercised (17,767) 52.11
Canceled or no longer associated with our operations (90,300) 46.46
Converted into Hillenbrand awards at March 31, 2008 (749,715) 52.81
Outstanding at June 30, 2008 $
Weighted
Average
Number Exercise
Options in Hillenbrand, Inc. common stock of Shares Price
Outstanding at September 30, 2007 $
Converted from Hill-Rom awards related to our employees at March 31, 2008 1,631,389 24.27
Converted from Hill-Rom awards related to former Hill-Rom employees at
March 31, 2008 485,349 22.93
Granted 515,139 21.12
Exercised (30,000) 16.69
Expired or canceled (658,115) 22.67
Outstanding at June 30, 2008 1,943,762 $ 23.76
Exercisable at June 30, 2008 1,192,043 $ 23.46

As of June 30, 2008, the average remaining life of the outstanding stock options was 6.1 years with an aggregate
intrinsic value of $0.8 million.

Restricted Stock Units (RSUs)

In connection with our separation from Hill-Rom, 100,274 previously granted RSUs in Hill-Rom stock became
fully vested upon separation in accordance with their terms. The remaining unrecorded compensation expense
associated with these previously unvested RSUs of $3.2 million was accelerated and charged to expense at
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March 31, 2008. As of June 30, 2008, there was approximately $2.9 million of unrecognized stock based
compensation associated with our unvested RSUs expected to be recognized over a weighted average period of
4.6 years.
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The following tables provide a summary of RSU transactions from September 30, 2007, to June 30, 2008,

previously in Hill-Rom common stock, now in our common stock:

Weighted
Average
Number of Grant Date
Restricted Stock Units in Hill-Rom Holdings, Inc. common stock Share Units Fair Value
Nonvested RSUs at September 30, 2007 134,756 55.01
Granted 40,400 5391
Vested (120,225) 54.69
Canceled or no longer associated with our operations (14,531) 50.25
Converted into Hillenbrand awards at March 31, 2008 (40,400) 5391
Nonvested RSUs at June 30, 2008 $
Weighted
Average
Number of Grant Date
Restricted Stock Units in Hillenbrand, Inc. common stock Share Units Fair Value
Nonvested RSUs at September 30, 2007 $
Converted from Hill-Rom awards at March 31, 2008 87,911 24.74
Granted 54,213 19.77
Vested (3,600) 18.62
Canceled (544) 24.84
Nonvested RSUs at June 30, 2008 137,980 $ 22.95

As of June 30, 2008, the outstanding RSUs had an aggregate intrinsic value of $3.0 million. Dividends
payable in stock accrue on the grants and are subject to the same specified terms as the original grants.
As of June 30, 2008, a total of 2,036 stock units had accumulated on nonvested RSUs due to dividend

reinvestments and are excluded from the tables above.
Performance Based Stock Award

During 2007, Hill-Rom granted a performance based stock award to our CEO, which included performance based
RSUs. The aggregate fair value of these RSUs was approximately $470,000 on the original date of grant. This
award was converted into 16,755 RSUs in our stock on March 31, 2008 (not included in the table above). Vesting
of the award is contingent upon achievement of certain one, two, and three-year performance targets and
corresponding service requirements. As such, compensation expense, based on the estimated achievement of
performance and service requirements, is recognized over the performance period through September 30, 2009.
To date, no compensation cost has been recognized in connection with this award.

Vested Deferred Stock

Hill-Rom has historically had various other stock-based compensation programs, which like the current RSU
program, allowed deferrals after vesting to be set-up as deferred stock. Upon separation, vested deferred shares in
our common stock were issued to the holders of vested deferred shares in Hill-Rom common stock in connection
with the Distribution. As of June 30, 2008, there were 103,252 of our shares that had been deferred, fully vested
and payable in our common stock under the RSU and other stock-based compensation programs (not included in
the table above).
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11. Commitments and Contingencies

Antitrust Litigation
On May 2, 2005, a non-profit entity called Funeral Consumers Alliance, Inc. ( FCA ) and several individual

consumers filed a purported class action antitrust lawsuit ( FCA Action ) against three national funeral home
businesses, Service Corporation International ( SCI ), Alderwoods Group, Inc. ( Alderwoods ), and Stewart
Enterprises, Inc. ( Stewart ), together with Hill-Rom and our subsidiary Batesville Casket Company, Inc.
( Batesville ), in the United States District Court for the Northern District of California. This lawsuit alleged a
conspiracy to suppress competition in an alleged market for the sale of caskets through a group boycott of
so-called independent casket discounters, that is, third-party casket sellers unaffiliated with licensed funeral
homes; a campaign of disparagement against these independent casket discounters; and concerted efforts to
restrict casket price competition and to coordinate and fix casket pricing, all in violation of federal antitrust law
and California s Unfair Competition Law. The lawsuit claimed, among other things, that Batesville s maintenance
and enforcement of, and alleged modifications to, its longstanding policy of selling caskets only to licensed
funeral homes were the product of a conspiracy among Batesville, the other defendants and others to exclude
independent casket discounters and that this alleged conspiracy, combined with other alleged matters, suppressed
competition in the alleged market for caskets and led consumers to pay higher than competitive prices for caskets.
The FCA Action alleged that two of Batesville s competitors, York Group, Inc. and Aurora Casket Company, are
co-conspirators, but did not name them as defendants. The FCA Action also alleged that SCI, Alderwoods,
Stewart and other unnamed co-conspirators conspired to monopolize the alleged market for the sale of caskets in
the United States.
After the FCA Action was filed, several more purported class action lawsuits on behalf of consumers were filed
based on essentially the same factual allegations and alleging violations of federal antitrust law and/or related
state law claims. It is not unusual to have multiple copycat class action suits filed after an initial filing, and it is
possible that additional suits based on the same or similar allegations will be brought against Hill-Rom and
Batesville.
Batesville, Hill-Rom and the other defendants filed motions to dismiss the FCA Action and a motion to transfer
to a more convenient forum. In response, the court in California permitted the plaintiffs to replead the complaint
and later granted defendants motion to transfer the action to the United States District Court for the Southern
District of Texas (Houston, Texas) ( Court ).
On October 12, 2005, the FCA plaintiffs filed an amended complaint consolidating all but one of the other
purported consumer class actions in the Court. The amended FCA complaint contains substantially the same
basic allegations as the original FCA complaint. The only other then-remaining purported consumer class action,
Fancher v. SCI et al., was subsequently dismissed voluntarily by the plaintiff after the defendants filed a motion
to dismiss. On October 26, 2006, however, a new purported class action was filed by the