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 The US wholesale mattress industry average unit price increased at a 5.2% 

CAGR since 1992. The US average unit prices declined only once between 

1992 and 2014 – between 2008 and 2010. Since 1992, US wholesale mattress 

volumes (units) grew at a 1% CAGR. However, the average units sold 

between 2008 and 2014 is nearly 10% below the average unit sold between 

1998 and 2007 highlighting a significant potential pent up demand.  

 

 TPX is a global recognized market leader in the bedding products segment. 

It is the largest global operator and is the number 2 operator in the US. The 

entire US bedding ecosystem (manufacturers, retailers, etc…) has 

historically grown and been highly profitable. Mattress Firm (largest 

national bedding retailer) and Select Comfort (manufacturer and retailer) 

have both guided to over 15% EPS CAGRs through 2018 and 2019 

respectively. 

  

 Successful shareholder activism, a rarity, led to a total change in the TPX 

management team and board of directors. The former TPX CEO, CFO and 

COO have all departed and the new Board of 7 members (previously 11) is 

made up of 4 new members who are all aligned with H Partners 

(shareholders). 

 

 The new TPX CEO Mr. Scott Thompson has successful experience turning 

around operational failures in global public companies. In his previous role 

at Dollar Thrifty (DTAG) between 2008 and 2012, Mr. Thompson overturned 

the cost structure increasing the operating margins by more than 200%. In 

addition, under his tenure EPS more than doubled the 2002 – 2007 levels 

while the ROE and ROIC also more than doubled. All of the successes 

occurred while the top line (revenues) did not grow. 

 

 Significant and consistent failures to integrate the Sealy acquisition since 

2013 by the previous management team provides ample opportunity for the 

new management. Under the previous management team, the Pro Forma 

TPX has lower margins than each of Tempur and Sealy highlighting the 

transaction led to negative synergies. 

 

 TPX risks include: (1) numerous operational “adjustments” which hide true 

operational failures and which can be manipulated in 2017 / 2018 to allow 

management to reach aspirational targets; (2) poor corporate disclosure; 

(3) risks of international expansion; (4) risks associated with moving into 

the new direct selling mattress in a box sector; (5) increasing and low 

return on investment advertising spend; and, (6) lack of variability in costs 

of raw materials. 

 

 Current price of $57.36 (16x PE) fails to take into account growth and / or 

potential operational margin improvements implied by aspirational EBITDA. 

The current price assumes approximately 66% probability that aspirational 

target will be reached. 
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Market Information 

  
Share Price $ $57.36 
52 Week High $82.61 
52 Week Low $52.45 
3M Avg Vol. $mm $58.65 
  
Mkt Cap $bn $3.5 
Firm Value $bn $5.0 

 
 
 

Financials ($mm) 2013 2014 2015 

    
Revenue 2,464 2,990 3,151 
EBIT 239 260 290 
  % Margin 9.7% 8.7% 9.2% 
  % Growth (3.6%) 8.8% 11.3% 
Net Income 79 109 73 
  % Margin 3.2% 3.6% 2.3% 
  % Growth (26%) 39% (33%) 
EPS 1.28 1.75 1.17 
  % Growth (25%) 37% (33%) 
Div. Per Share 0.0 0.0 0.0 
Dividend Yield   0.0% 
    
Net Debt / (Cash) 1,757 1.502 1,267 
Net Debt / EBITDA 5.1x 3.7x 3.0x 
    
ROE 22.7% 27.9% 28.1% 
ROIC 5.2% 5.8% 4.2% 
5 Yr Avg ROIC   13.3% 
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TPX Overview:  

 

“In doing my due diligence on the bedding industry, I was impressed with the following: The industry’s consistent 

history of unit and pricing growth; the importance of bedding products in people’s lives; the worth of the 

industry’s brands, marketing and services to retailers; the healthy margins, both for the manufacturers and the 

retailers; and lastly, the great free cash flow attributes of the industry.” 

Scott Thompson TPX Chairman and CEO on the TPX Q3 2015 Earnings Call October 29, 2015 

 

Company Overview: Tempur Sealy (TPX) is the World’s largest bedding provider with over $3bn in sales (82% North 

America # market share / 18% International) developing, manufacturing and distributing bedding products 

(mattresses, pillows, other bed products) across 100 countries. TPX employs 7,200 people across the globe and has 

26 owned and operated manufacturing plants. TPX distributes its products via bedding retail chains, direct 

methods, and third party. Tempur has historically been focused on the higher priced bedding products while Sealy 

historically ran at lower price points, although took up specialty foam in the last years before being acquired by 

Tempur. TPX is headquartered in Lexington Kentucky.  

 

TPX has gone through significant changes in the last 4 years: 

 

1) In 2012, TPX announced the $1.3bn acquisition of Sealy, one of the market leading global mattress 

manufacturers and distributors primarily focused on North American innerspring mattresses, which were 

and are lower margin than Tempur’s specialty products.  

 

2) In April 2015, TPX 11% shareholder H Partners publicly agitated for the CEO (who was a director of the 

Board) and 2 Board members from the prior PE owners to resign / step down for numerous publicly stated 

failures. 

 

3) In 2015, at the annual shareholders meeting, the CEO and the 2 board members were not re-elected to 

the Board. Almost immediately subsequently, the TPX CEO and the CFO departed. The COO was promoted 

to interim CEO while TPX searched for a replacement CEO. Subsequently to hiring a full time CEO in 

September 2015, the former COO / interim CEO departed (March 2016).  

 

4) In September 2015, Mr. Scott Thompson, the former Chairman and CEO of Dollar Thrifty, was announced 

as the new Chairman and CEO of TPX. Mr. Thompson received and paid cash to acquire TPX shares at 

$71.75. Mr. Thompson purchased additional $2mm TPX shares in March 2016. 

 

5) In 2015 and 2016, the TPX Board of Directors underwent significant change as 8 of the 11 Board members 

left the Board. The Board went from 11 members to 7 members. New additions to the TPX Board included 

Mr. Nabi of H Partners and Mr. Luther who was nominated by H Partners and who serves on the Board of 

Six Flags (another significant H Partners investment). In addition, Mr. Neu was elected to the Board. He 

previously served on the Board of Directors of Dollar Thrifty alongside Mr. Thompson and through the sale 

of Dollar Thrifty to Hertz.  

 

6) In 2015, the TPX Board announced significant changes to the executive compensation program. An 

aspirational Adjusted EBITDA target 40% over current levels was set for 2017 (Adj EBITDA of $650mm). 

Should the target not be met in 2017 but be met in 2018, part of the payout would be payable. However, 

should the metric not be met by the end of 2018, the payout would be forfeited.   
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TPX Investment Thesis:  

 

1) The US wholesale mattress industry average unit price increased at a 5.2% CAGR since 1992. The US 

average unit prices declined only once between 1992 and 2014 – between 2008 and 2010. Since 1992, US 

wholesale mattress volumes (units) grew at a 1% CAGR. However, the average units sold between 2008 

and 2014 is nearly 10% below the average unit sold between 1998 and 2007 highlighting a significant 

potential pent up demand.  

 

2) TPX is a global recognized market leader in the bedding products segment. It is the largest global 

operator and is the number 2 operator in the US. The entire US bedding ecosystem (manufacturers, 

retailers, etc…) has historically grown and been highly profitable. Mattress Firm (largest national bedding 

retailer) and Select Comfort (manufacturer and retailer) have both guided to over 15% EPS CAGRs through 

2018 and 2019 respectively. Simmons / Serta the largest US mattress manufacturer is owned by Advent 

International (PE), not publicly listed, and is estimated to be highly levered reducing competitive threat 

and providing greater probability of continued price increases across the board. Each sector within the US 

bedding industry works together to grow the pie rather than to poach market share. 

 

3) Successful shareholder activism, a rarity, led to a total change in the TPX management team and board of 

directors. The former TPX CEO, CFO and COO have all departed and the new Board of 7 members 

(previously 11) is made up of 4 new members who are all aligned with H Partners (shareholders). 

 

4) The new TPX CEO Mr. Scott Thompson has successful experience turning around operational failures in 

global public companies. In his previous role at Dollar Thrifty (DTAG) between 2008 and 2012, Mr. 

Thompson dramatically overturned the cost structure increasing the operating margins by more than 200% 

compared to the 2002 – 2007 period. In addition, under his tenure EPS more than doubled the 2002 – 2007 

levels while the ROE and ROIC also more than doubled. All of the successes occurred while the top line 

(revenues) did not grow.  

 

5) The significant and consistent failures to integrate the Sealy acquisition since 2013 by the previous 

management team provides ample opportunity for the new management. Under the previous management 

team, the Pro Forma TPX has lower margins than each of the acquired companies highlighting the 

transaction led to negative synergies. At the very least, the new management team should be able to 

restore the Tempur and Sealy operations to their previous operations (especially given the management 

comments regarding the variability of the COGS). In order to reach the “aspirational” adjusted EBITDA, 

the management team does not need to achieve any growth and only needs to fix the operational 

mismanagement.  

 

6) TPX recently improved its capital structure (new term loans at lower cost) providing additional flexibility 

to repurchase shares and issue dividends. In addition, the net leverage target was raised from 2.0x to 3.5x 

which could signal a transfer of value to equity shareholders. TPX has limited Capex as it expenses 

advertising costs which are the largest costs other than raw materials. Net Income closely aligns with Free 

Cash Flow.  

 

7) TPX risks include: (1) numerous operational “adjustments” which hide true operational failures and which 

can be manipulated in 2017 / 2018 to allow management to reach aspirational targets; (2) poor corporate 

disclosure; (3) risks of international expansion; (4) risks associated with moving into the new direct selling 

mattress in a box sector; (5) increasing and low return on investment advertising spend; and, (6) lack of 

variability in costs of raw materials.  

 

8) Current price of $57.36 fails to take into account growth and / or potential operational margin 

improvements implied by aspirational EBITDA. The current price assumes approximately 66% probability 

that aspirational target will be reached.   
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TPX Business Description: 

 

Tempur was founded in 1992 as the first manufacturer and seller of “visco elastic” foam mattresses. Visco elastic 

foam was originally developed by NASA in 1972, however, at the time the foam was too unstable for commercial 

use. Tempur developed a proprietary formulation and process to manufacture a stable, durable and commercially 

viable product visco elastic foam mattress. The visco elastic foam mattresses were premium mattresses and grew 

very quickly (between 1992 and 2003, Tempur grew at multiples of the wholesale mattress industry). The historical 

alternative mattress were made of springs and were significantly less expensive. In 2003, Tempur’s sales were split 

between mattresses, pillows and other (other bedding products) which represented 56%, 28% and 16% of sales 

respectively. The products were sold via retail stores (65%), Direct Sales (18%), Healthcare (9%) and 3rd Parties 

(8%). Between 2003 and 2012, Tempur mattress sales grew at a 15% annual CAGR (compared to the 5% wholesale 

mattress growth during that timeframe) as premium Visco Elastic foam mattresses took market share from the 

traditional spring mattresses. The Pillow and Other Tempur products sales only grew at approximately a 9% CAGR 

during the similar timeframe. The consolidated Tempur sales increased at a 13% CAGR between 2003 and 2012 and 

the average EBIT margin was 20%. In 2012, immediately before the Sealy acquisition, Tempur’s 5 largest customers 

represented 24% of sales and the largest customer Mattress Firm “represented more than 10% of sales.” In 

addition, by 2012 the distribution method changed dramatically skewed heavily to retail stores (90%). 

 

In 2013, Tempur acquired Sealy, one of the longstanding market leading spring mattress and bedding company 

(which had recently started producing foam mattresses). Sealy’s 2003 to 2012 revenue CAGR was 1.3% and the 

average EBIT margin was 9%. Sealy’s 5 largest customers represented 36% of net sales and Costco was the largest 

customer with over 10% of sales (CostCo had over 10% of Sealy sales from at least 2006 onwards).  

 

TPX’s acquisition of Sealy transformed Tempur from a global pure play premium priced specialty bedding 

manufacturer with above average industry margins to a larger bedding company selling foam and traditional spring 

mattresses across the entire bedding and mattress industry.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 5 

 

 

   

Source: Tempur and Sealy Historical Annual Reports 

 

The above chart highlights each of Tempur and Sealy’s key operating financials pre and post-merger. Tempur 

historically had significantly higher Gross margins in its international division (60%) compared to its North American 

division (48%) and compared to Sealy’s International division (41%). Subsequent to the merger, the Tempur Sealy 

International division Gross Margin has held steady above 50% however is falling as Sealy International is growing 

faster. 

 

The below charts show the quarterly Gross Margins as per the Tempur, Sealy, and Tempur Sealy reportable 

segments.  

 

 

 

Tempur - High Margin Premium Products vs Sealy Lower Margin Less Premium 

Tempur Sealy

2007 2008 2009 2010 2011 2012 2007 2008 2009 2010 2011 2012

Sales 1,107 928 831 1,105 1,418 1,403 1,702 1,343 1,175 1,219 1,230 1,348

Gross Profit 535 401 394 555 743 715 707 548 487 510 479 540

  % Gross Marg 48% 43% 47% 50% 52% 51% 42% 41% 42% 42% 39% 40%

North Am Gross % 42% 46% 50% 47% 43% 41% 42% 42% 39% 40%

Int'l Gross % 56% 59% 59% 60% 33% 41% 40% 41% 41% 41%

EBIT 244 134 145 246 341 248 177 118 119 129 84 101

  % Margin 22% 14% 17% 22% 24% 18% 10% 9% 10% 11% 7% 8%

OCF 126 198 135 184 249 190 94 54 79 48 34 82

 - Revenue Growth  - Revenue Decline

 - Consistent historical Gross Margins  - Gross Margins historically stable in low 40%

 - International significantly more profitable  - Int'l and North America similar profitability

 - EBIT and OCF remain very close together  - EBIT and OCF diverge

PF Tempur Sealy

2013 2014 2015

Sales 2,464 2,990 3,151

Gross Profit 1,015 1,150 1,251

  % Gross Marg 41% 38% 40%

North Am Gross % 37% 35% 37%   - North America Drives Underperformance

Int'l Gross % 57% 54% 51%   - International Gross Margins holding

EBIT 239 260 290

  % Margin 10% 9% 9%

OCF 99 225 234   - OCF returning to EBIT levels

North American Execution Failure



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 6 

 

 

 

 

         Source: Tempur, Sealy, and Tempur Sealy Quarterly filings 

 

The Sealy quarterly average gross margins between Q1 2011 and Q4 2012 (pre Tempur merger) were 39%. 

Subsequent to the merger, the reportable Sealy gross margins between Q1 2013 and Q3 2014 declined to an 

average of 30% (significant decline). From Q3 2014 onwards, Tempur Sealy changed the reportable segments 

including Sealy into the Tempur North America and Tempur International.  

 

The original Tempur North American gross margins averaged 48% between Q1 2011 and Q4 2012. Subsequent to the 

merger, the Tempur North American gross margins averaged 42% between Q1 2013 and Q3 2014. Once Sealy was 

integrated into the Tempur NA division, from Q3 2014 onwards the gross margin average declined to 37%. 

 

At the international level, the Tempur gross margins averaged 60% between Q1 2011 and Q3 2014. When Sealy 

international was included into the Tempur International reportable division, the average international gross 

margin between Q3 2014 and Q1 2016 declined to 52%. 

 

The acquisition of Sealy created negative synergies. Since Mr. Thompson took over, he has highlighted fixing the 

North American gross margins and growing the international business which should deliver significant value. The 

significant underperformance of the North American division should allow for significant improvements, even 

assuming operating trends remain below historical levels, and drive incremental shareholder value. Should Mr. 

Thompson be able to increase the old Sealy (primarily North America) gross margin to the 1998 – 2009 average of  

The Gross Margins: Negative Synergies Highlight Opportunity To Unlock Value
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Orig Temp NA Orig Temp Int'l Sealy (Standalone)
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Gross Margin Overview: Averages Over Time And Division

Q1 11 - 

Q3 14

Q1 13 - 

Q3 14

Q1 14 - 

Q1 16

N. America - Tempur 45% 42% PF TPX 36%

International - Temp 60% 60% PF TPX 53%

Sealy 39% In TPX 30%
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43%, TPX would generate an incremental $110mm of gross profit (more than 50% of the incremental EBITDA 

required to reach the Aspirational plan). 

 

Both TPX and Sealy have limited capex requirements (less than 2% of sales); however, advertising spend is a 

significant investment cost which is expensed through the income statement every year. As a result, the Net 

Income and the OCF of TPX are very closely aligned.   

 

TPX Strengths: 

 

1) Market Leader In A Winning Ecosystem: Highly Consolidated 

 

TPX is the Number 2 operator in the growing and consolidated US Bedding Market and the #1 global operator in the 

sector. It’s estimated Tempur is the global leader in premium Visco Elastic foam mattresses. TPX is also the leader 

in the specialty (higher priced) bedding products. The Number 1 bedding operator in the US (AOT Bedding which 

holds Simmons and Serta brands) is owned by Advent International, is highly leveraged, and is not publicly traded. 

 

The US Mattress market (majority of total Bedding market) has consolidated significantly in the last decade: 

 

Source: Sealy 2007 Investor Presentation and TPX 2015 Investor Presentation which both cite International Sleep 

Products Association (“ISPA”) Data 

 

 

 

US Wholesale Mattress Market Shares

2005 2014
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The consolidation is not only occurring within the Bedding Market, but also within the distribution industry. The 

distribution industry has seen a shift from Furniture Retailers to Mattress Specialty Retailers.  

 

Source: Mattress Firm March 2016 Investor Presentation citing Furniture Today September 21, 2015 

 

And consolidation is occurring within the Mattress Specialty sector. On November 30, 2015, Mattress Firm Holding 

Corp (MFHC), the number 1 (by stores) US retailer of mattresses, announced the acquisition of Sleepy’s, the 

number 3 (by stores) US retailer of mattresses. 

 

Source: MHFC Lenders Presentation January 2016 

MHFC’s acquisition of Sleepy’s turns MHFC into the sole national distributor of specialty mattresses in the United 

States. Since 2010, the top 8 mattress retailers have increased their market share from below 25% to over 31%. 

(MFHC 2014 Investor Presentation citing Furniture Today Bedding Yearbook) 

US Mattress Specialty Retailers Taking Market Share

1993 2014

56%

19%

11%

14%

Furniture 

Retailers
Mattress 
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Retailers
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Stores

Other

34%

47%

5%

14%

Mattress 

Specialty 

Retailers
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Retailers

Other
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US Bedding Retailers as of 2014

# of 

Stores

Sales 

2014 

($mm)

Sales per 

store 

($000)

MHFC 2,208 1,933 875

Sleepy's 1,024 1,085 1,060

Sleep Number (Select Comfort) 463 1,120 2,419

America's Mattress 405 326 805

Sit'n Sleep 32 114 3,563

Innovative Mattress Sol. 155 102 658

Mattress Warehouse 179 100 559

American Mattress 95 68 716

  Note: MHFC + Sleepy's 3,232 3,018 934
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TPX’s top 5 customers represent 39% of total sales and MHFC Pro Forma for Sleepy’s represents 25% of TPX sales 

and it’s likely the consolidation will benefit TPX. On TPX’s Q4 2015 earnings call, TPX CEO Mr. Scott Thompson 

stated: 

 

“Since we talked last, there's been a significant transaction in our industry. I'd like to congratulate Mattress Firm, 

its Board of Directors, Steve Stagner and his team, on the pending acquisition of Sleepys. It's an exciting 

opportunity for Mattress Firm. I also see this is an exciting opportunity for the company to have our portfolio of 

brands sold in the first-ever national specialty mattress retailer, and one who shares the importance of 

advertising and driving higher ASP. We are pleased to announce that we've reached an agreement to extend our 

long-term supply agreement with Mattress Firm, and strengthen our relationship by offering a limited assortment 

of exclusive Tempur-Pedic and Stearns & Foster products. These products are designed to drive higher ASP and 

margins, while creating broader array of products for our customers to choose from.” 

Source: TPX Q4 2015 Earnings call on February 4, 2016 

 

2) A Winning Ecosystem: Consistent Historic Price Increases And Volume Growth With Pent Up Demand 

 

For the last 22 years, the US Wholesale Mattress Average Unit Price increased at a 5.2% CAGR from approximately 

$98 to $296. 

 

Source: TPX 2013 and 2015 Investor Presentations which both cite ISPA data 

 

2008 through 2010 were the only times in history when the Average Mattress Price declined in the last 22 years.  

 

The increasing average unit price per mattress appears to be (or is claimed by numerous operators within the 

ecosystem) a result of: 1) an industry shift towards specialty mattresses, such as foam and air mattresses, which 

are sold at higher prices than traditional innerspring mattress; 2) consumers desiring more expensive innerspring 

mattresses that have enhanced technology and comfort features; and 3) an increase in the sale of queen- and king-

size mattresses as a percentage of total mattress units sold. 

US Wholesale Mattress Average Price ($) Constantly Increasing

0

50

100

150

200

250

300

19921993199419951996199719981999200020012002200320042005200620072008200920102011201220132014



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 10 

 

 

In addition to the Mattress pricing increase, Mattress Unit Volumes have also consistently increased, although 

interestingly at a lower rate than the growth in US population. Since 2007, the average yearly unit mattresses sold 

0has been below the long term historical average highlighting potential pent up US demand. 

 

Source: TPX 2013 and 2016 Investor Day Presentations which both cite ISPA 

 

Between 1998 and 2007, the average Mattress Units Sold was 21,877 compared to 19,474 between 2008 and 2014. 

The difference highlights a potential undersupply of 16,821 units (the difference between 21,877 and 19,474 per 

year times the 7 years) potentially helping to drive continued unit growth in the next 3 years.  

 

Industry research highlights that on average people replace their mattresses every 8 years. Some of the reasons to 

buy new mattresses include: 

 

a) Normal wear and tear usage 

b) Improvements in mattress technology (temperature controlled mattresses, etc…) 

c) US population over 50 spending a disproportionate amount to goods that improve their comfort such as 

premium mattresses relative to the overall population.  

 

It’s likely that moving residences also drives mattress sales and with an increase in the proportion of the younger 

workforce who move more often than in the past, changes in mattresses may occur more frequently. We also 

estimate that increasing divorce and separation rates drives increases in purchases of mattresses.  

 

3) A Winning Ecosystem: Market Leaders Across The Industry All Target High Growth, Margins and Returns 

 

A significant number of the leading operators within the US Bedding sector have all published strong operating 

targets through 2017 / 2018 / 2019. The concerted level of earnings highlights it’s likely the operators are seeking 

to grow the entire pie rather than poach share from each other.  
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In September and October 2015, before the acquisition of Sleepy’s, MHFC announced the following FY 2018 targets 

“excluding opportunistic acquisitions”.  

 

Source: MHFC Analyst Day Presentation October 2015 

 

MHFC targets 20% annual adjusted diluted EPS growth through 2018 driven primarily through new stores growth 

and increasing same store sales (i.e. not by squeezing Mattress Suppliers margins). 

 

Select Comfort which is a fully integrated manufacturer, distributor and retailer of US Bedding products also 

highlights significant growth expectations with a 17% estimated EPS CAGR through 2019. 

 

  Source: Select Comfort April 2016 Investor Presentation 

 

TPX provides the following guidance: 

 

Source: TPX Investor Presentations and Earnings transcripts 

 

 

MFHC Public Guidance (Pre Sleepy's Acquisition)

Actual FY 

2015 Low High Target

Annual Net New Store Growth 12.7% 7.0% 9.0%

Annual Comparable-Store Sales Growth 2.1% 2.0% 3.0%

Adjusted EBITDA Margin 10.0% 11.0% 11.3%

  Adj EBITDA 255 365 370

Adjusted Operating Margin 6.9% 8.0% 8.5%

Annual Adjusted Diluted EPS Growth 16.3% 20.0%

Select Comfort Guidance (April 2016)

2016 Long Term 

Net Sales  - Low Teens Growth  - High Single Digit Growth

EPS  - 39% Growth  - 17% CAGR through 2019

Industry Growth  - 6% to 7% Growth  - Mid single digit growth on avg

ROIC  - > 13%  - Mid teends over 5 years

TPX Public Guidance (Originated Sept 2015)

Actual FY 

2014

Actual FY 

2015 2016 2017 Comments

Revenue Growth (assuming negative FX)  - Target mid single digit revenue growth

Adj EBITDA 405 456 525 650  - 19% Implied 2015 - 2017 CAGR

Capex 75 63

D&A 90 94 98

Tax rate 37.1% NM 30.5%

Debt Leverage 3.9x 3.0x 3.5x  - Increased from 2.0x under prior leadership
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4) A Winning Ecosystem: Leading Operators’ Capital Structure And Ownership Implies Positive Industry 

Dynamics 

 

MFHC’s Pro Forma net leverage multiple for the acquisition of Sleepys is approximately 4.0x, compared to TPX’s 

net leverage of 3.5x and an estimated Simmons Serta / AOT Bedding net leverage multiple of over 3.0x. With the 

l0eading US manufacturers and distributors all highly levered, it is highly unlikely that price wars / competition 

will be strong.  

 

5) Economies of Scale To Help Drive Entry Into High Growth Mattress In A Box Segment 

 

We spoke with a PFM and Mattress industry expert who highlighted the significant advantages to scale in the 

Mattress industry. The expert noted that lower cost mattresses are usually low to no margin products for a large 

part of the entire ecosystem (polyurethane producers, mattress manufacturer and mattress store / seller) which 

are funded by premium priced products and complimentary products which can be sold within the store along with 

the mattress. In addition, once attracted to the store by the lower priced mattresses, customers have a tendency 

to eventually purchase more premium mattresses at higher prices.  

 

The expert noted that polyurethane costs were highly dependent on the specificity of the mattress. Temperature 

and humidity all have an impact on the exact combination of polymers in the fabrication of the foam requiring 

manual labor. The higher the specifications for mattresses the higher the number of reject rates which also has an 

impact on costs.  

 

Premium mattresses are usually heavier and require more premium raw materials. The premium raw materials 

waste cannot be recycled as easily. A significant amount of the chemical waste can be re-used for furniture.  

 

Larger companies who sell a wide variety of products in the bedding industry benefit significantly from economies 

of scale relative to smaller local companies.  

 

The economies of scale should continue to help TPX launch new products and specifically explore the lower priced 

foam in a box mattresses (new launch of TPX “Cocoon” in 2016). A start-up high density foam in a box mattress 

start-up called “Casper” was named one of Time magazines “25 best new inventions of 2015” and also won 2015 

Fast Company’s Innovation by Design Award. There are no options to softness / hardness of the mattress and the 

mattress only comes in different sizes. The lowest priced mattress is the Twin for $500 and a King costs $950. 

Casper offers customers a 100 night trial / return policy.  

 

Casper’s model is simple: 1) There is only one mattress style / firmness; 2) make the mattress comfortable; 3) 

clear and simple prices; and 4) sell it online.  

 

According to Time magazine Casper’s sales were set to exceed $75mm in 2015. While the number appears small at 

first glance, the shift in population preferences (hotels to Airbnb, taxis to Uber) could drive significant growth (i.e. 

Tempur 15% 10 year CAGR between 2003 and 2012).  
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A proponent of foam mattress in the box and other bedding products are high end sports teams such as “Sky 

Cycling” (Sky Cycling has won 3 of the last 4 Tour De France). Sky brings mattresses, sheets, duvets, and pillows 

for all of its cyclists during grand tour races (Giro D’Italia, Tour De France, Vuelta A Espana) to ensure all of the 

cyclists have consistent high quality sleep. In the stage races, accommodation is booked by the race organizer and 

teams are often left in relatively poor hotels with poor mattresses. As a nod to innovation, in the 2015 Giro Team 

Sky brought a highly specified Recreational Vehicle for its team leader to sleep / live in during the race (to avoid 

the inconsistency of all the hotels and allow quicker recovery).  

 

TPX’s scale, resources and advertising budget should allow the company to fully exploit the new growing market.  

 

6) New Management: Capital Structure Improvements (More on Management in Management Section) 

 

The new management team has already improved the capital structure replacing the old bank credit facilities with 

cheaper and less restrictive financing. TPX increased the total credit facilities (Revolver, Term Loan A, Term Loan 

B) from $961mm to $1,100mm eliminating the most expensive PIK notes and reducing the commitment fees as well 

as pricing on the term loans (positive impact on yearly EPS). In addition, TPX significantly reduced the credit 

covenants providing greater flexibility allowing for share repurchases and dividends.  

 

In September 2015, TPX provided upgraded guidance targeting significantly higher net leverage of 3.5x compared 

to past targets of sub 2.0x. Subsequent to increasing the leverage targets, TPX announced on February 4, 2016 the 

Board had authorized a $200mm share repurchase through 2016. Less than 3 months since announcing the share 

repurchase, TPX has already spent $100mm on share repurchases repurchasing 1.768mm shares at an average price 

of $56.56 per share.  

 

In the Q3 2015 earnings call in October 2015, incoming CEO Mr. Thompson highlighted his focus on optimizing the 

capital structure to deliver incremental value to shareholders: 

 

“So as Barry called out in his prepared remarks, I've asked him to go work with the senior bank group and see 

what we can do in that area relating to covenants…  

But let me just talk in general about the way I think about capital structure. I think, what we need to do and 

what we are doing, is the first thing you want to look at is what the enterprise risk you have in your organization, 

and stress test that. And we're doing that. Because look, our long-term, our responsibility is to protect the 

company in different business cycles. So before we do anything in capital, we need to stress test the business 

model and make sure we fully understand how this company will perform like at all throughout the cycles.  

The next thing … is you look at the nature of the debt that you have. Clearly, if you have debt and it's a 1-year 

duration from senior lenders, that's 1 kind of leverage, and if you have long-term debt from the market, and 

multiple lenders, that's more stable debt and you like that better, and it's a little less risky. You can clearly see, 

in the last 50 days, we've put some long term debt on the books. 

If from looking at the enterprise risk and kind of the nature of your debt and duration, I think from that process, 

you develop, what I'll call a risk tolerance. And then, after you have you risk tolerance, I think you look at your 

cost to capital, and we've asked some people from the outside to do some work for us on cost to capital, and you 

combine that with your risk tolerance and you have a discussion at the board level, as to what do you think. And 

we're going to do that. And we're scheduled to do that. 

After you get that, it's really pretty easy, from that discussion the capital structure should pop out, a leverage 

target should pop out. And going forward, then it's just a resource allocation question.  
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Do you want to invest money in the business to get to that proper capital structure or do you want to give it 

back to the shareholders? And the way I look at that, that's just a return on invested capital kind of 

analysis. And how can a business deploy the capital and can it deploy it in a reasonable return? And if you 

can't deploy in a reasonable return for the risk associate, well you need to give it back to the 

shareholders.” 

 

7) New Management: Operational Efficiency Laser Focus (More on Management in Management Section) 

 

Tempur Sealy has a long history of producing bedding products, a strong reputable brand and significant 

experience selling mattresses and bedding products across the world. In the recent past, the integration of the 

Sealy acquisition has had a significant negative impact on the costs of the pro forma company. The new 

management team has consistently highlighted its intention to improve the cost base and actions steps to achieve 

improvements: 

 

“Sealy US gross margin went down slightly year-on-year. This is not consistent with our expectations. We remain 

committed to Sealy margin improvement. During 2016 and beyond we expect to improve margins through 

operational and procurement productivity and favorable product mix” 

TPX CFO Barry Hytinen Q3 2015 Earnings Call October 2015 

 

“Key items you should be looking for in the fourth quarter: … further margin expansion driven by expected 

improvement in North America…The Sealy margins are not meeting our internal targets. The team’s on it. It’s a 

significant opportunity. But it’s also a journey that will take more than a month. We’re just not where we need 

to be from that standpoint. We’ve done some great work on the supplier side. But we need to do some more work 

on the labor side primarily.” 

TPC CEO Scott Thompson Q3 2015 Earnings Call October 2015 

 

“Adjusted operating margins expanded 160 bps to 14.5%. This was driven by improved operating efficiencies from 

global sourcing, lower commodity costs, supply chain and plant improvements and higher priced products… While 

we are far from where we want to be, … we saw improving trends in our Sealy assembly margins … in the fourth 

quarter we saw stable margins year over year which has marked a significant change in trend from the year on 

year declines we have been facing in recent quarters”  

TPX CEO Scott Thompson Q4 2015 Earnings Call February 2016 

 

“We expect the Sealy gross margin to go up…what we’re saying is that the deterioration stopped, and it became 

stable… So our clear indication is we would expect to have more good news about the Sealy margin initiatives 

that we’ve put in place throughout the year and it will take several quarters to get where we probably want to 

get to. But we certainly expect Sealy margin to improve some during 2016” 

TPX CEO Scott Thompson Q4 2015 Earnings Call February 2016 

 

“Adjusted gross margin which expanded 190 bps in the quarter. I’m also very pleased that these gross margin 

gains in the US occurred in both Tempur and Sealy…Today I’m pleased to report the approximately 100bps margin 

improvement at Sealy. In fact 12 of our 15 Sealy plants improved in the first quarter and the other 3 performed 

consistently with last year… 

 



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 15 

 

 

Starting in the 3rd quarter, we defined Sealy manufacturing as critical to the company’s long term success, that 

we determined that we were a bedding manufacturing company and we got all of the departments within North 

America to wok on the issue… We really got focused on the people. We cleaned up some of the plants, redid some 

bathrooms and meeting areas, started giving people awards, started recognizing outstanding performance, 

started benchmarking the manufacturing facilities against each other…safety has improved, turnover has 

declined, on time deliveries have gotten better.” 

TPX CEO Scott Thompson Q1 2016 Earnings Call April 2016 

 

8) New Management: Focused On Creating Incremental Shareholder Value (More on Mgmt in Mgmt Section) 

 

The new CEO Mr. Thompson has significant large public global company experience in addition to working with 

capital structure value oriented PE firms. The immediate change in the capital structure are exactly the low 

hanging fruit items a saavy management team can capitalize on quickly to improve earnings and allow for greater 

flexibility. (additional comments in Management section)  

 

Mr. Thompson has also highlighted several key value oriented operating characteristics: 

 

“From our perspective, we can drive sales any quarter we want to. It’s very simple. All we have to do is lower 

price or increase incentives. That’s not the way to run this business model…and so we’re more focused on 

profitability than sales.” 

 TPX CEO Scott Thompson Q1 2016 April 2016 Earnings Call 

 

“Do you want to invest money in the business to get to that proper capital structure or do you want to give it 

back to the shareholders? And the way I look at that, that's just a return on invested capital kind of analysis. And 

how can a business deploy the capital and can it deploy it in a reasonable return? And if you can't deploy in a 

reasonable return for the risk associate, well you need to give it back to the shareholders.” 

TPX CEO Scott Thompson Q3 2015 October 2015 Earnings Call 
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TPX Weaknesses: 

 

1) The GAAP Adjustments – Eliminate All Adjustments (especially for 2017 / 2018 Aspirational EBITDA) 

 

TPX now markets itself on adjusted Gross profits, adjusted operating income, adjusted EBTIDA and adjusted EPS. 

The sheer quantity of adjustments for a company that has not executed an M&A since early 2013 (the usual source 

of adjustments) is concerning. 

 

Source: TPX Annual Reports 

 

a) TPX still has Sealy integration costs listed as an adjustment. 3 years post-merger the integration expenses 

are part of normal operations. The integrations expenses have occurred every year since the transaction. 

Alternatively, TPX should subtract the merger synergies if it excludes the integration expenses. In 

addition, TPX booked adjustments related to the loss on the sale of Sealy assets. Ultimately, the Sealy  

transaction has resulted in nearly $145mm of additional expenses and a loss of $497mm related to the 

decline in the gross margin subsequent to the deal. The all in price for Sealy jumps from $1.3bn to  

 

Historical TPX "Adjustments" (aka Shareholder value destruction)

($mm) 2012 2013 2014 2015 ($mm) 2012 2013 2014 2015

  GAAP Net Income 107 79 109 73 EBITDA 290 346 355 389

Sealy Integration expenses 3 37 31 20 Sealy Integration expenses 2 15 40.3 28.6

Sealy Transaction Expenses 7 13 Sealy Transaction Expenses 9 25

German Legal Settlement 0 18 German Legal Settlement 17.6

Executive Mgmt Transition 0 12 Executive Mgmt Transition 6 10.7

Restruct. (headcount / stores) 0 9 Restruct. (headcount / stores) 2 8 11.9

Inter. and fin (cost of prepayment) 0 7 3 8 Inter. and fin (cost of prepayment) 2 1.3

Other Income (Legal settlement gain) 0 (11) (7) Other Income (Legal settlement gain) (15.6) (9.5)

2015 annual meeting costs 0 4 2015 annual meeting costs 6.3

Pension Settlement (settlement) 0 1 Pension Settlement (settlement) 1.3

Loss on disposal(Sealy spring facilities) 17 Loss on disposal(Sealy spring facilities) 1 23.2

Tax Adjustment (Denmark and others) 48 11 16 61 Tax Adjustment (Denmark and others)

Other Other 8

  Adjustments 57 68 56 126   Adjustments 12.6 57.3 49.2 66.9

Adjusted Net Income 164 146 165 200 302.6 403.7 404.6 455.8

Cumul Total Sealy expenses 9 60 107 127 Cumul Total Sealy expenses 11 52 116 145

Cumul Adjustments 57 125 181 307 Cumul Adjustments 13 70 119 186

  Cumul Adjustment per share 5.00   Adjustment per share

Cumul Net Income 107 185 294 368 Cumul EBITDA 290 636 992 1,381

Cumul Adj. % of Cumul Net Inc 54% 67% 61% 84% Cumul Adj. % of Cum EBITDA 4% 11% 12% 13%

Real Sealy Cost ($mm)

Acquisition share price 2.20

Sealy Shares 105

Purchase price (Equity) 231

Sealy Debt paydown 1,100

Sealy expenses / adjustments post deal 145

Loss of Gross profit (margin deterioration) 497

  Total Cost of Sealy 1,972
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$2.0bn. While the new management team is not responsible for the historical failures, the team should 

herein include all Sealy expenses as normal operating expenses.  

 

b) In 2015 Annual Report TPX continues to list Sealy integration and transaction items as an expense despite 

the fact that H Partners highlighted in early 2015 that such expenses were failures on the part of prior 

management. To continue to include such expenses as adjustments with the new management team is a 

contradiction. 

 

c) In 2015, TPX paid to settle a claim regarding antitrust with the German FCO ($18mm). While such expense 

on its own may appears as a one off, combined with other jurisdictional issues the international legal 

issues appear ongoing. The Danish tax adjustment is another such concern where management’s recent 

comments appear to be misleading or questionable at best.  

 

“This is an international transfer price dispute. It is about who gets the taxes, Denmark or the United States, in 

double taxation under subpart F of the tax code. The company did everything it was supposed to do, including 

relying on numerous independent firms to determine what was the appropriate royalty rate. After a lot of 

review, we have determined we should increase our reserves. This is an issue that has been -- being worked on by 

the company for over 10 years. I want to put it behind us, eliminate the uncertainty and move forward” 

Scott Thompson Q4 15 earnings call 

 

“As Scott said, it's an international transfer pricing dispute on whether more profit should be in Denmark or the 

U.S. It is not the result of Tempur avoiding the payment of its fair share of taxes. Fundamentally, it is about who 

gets the taxes, Denmark or the U.S” 

Barry Hytinen Q4 15 earnings call 

 

“Third, as disclosed in our SEC filings, the numbers for the government's assessments are large and they continue 

to grow.” 

Barry Hytinen Q4 15 earnings call 

 

Initially both Mr. Thompson and Hytinen assert that the Danish tax problem is a question about who gets the taxes. 

However, later in the call, Mr. Hytinen highlights the governments assessments continue to grow. There is a 

significant difference between a disagreement between the US and Danish governments over who receives a 

payment and the amount under question increasing which ultimately led to the adjustment in the first place. At 

the moment, we have no visibility into how high a dollar cost the issue could become and management does not 

appear to be forthright about the issue.  

 

d) Adjustments Allowed To Aspirational EBITDA 

 

One of the key management targets to compensation is an Adjusted EBITDA metric. TPX has undergone significant 

executive and board changes and should take the opportunity to eliminate all historical fallacies. In 2017 and 2018 

there should be no or very limited, and certainly none related to Sealy, adjustments to the EBTDA. 
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2) Corporate Disclosure 

 

TPX no longer provides the total number of mattresses or pillows sold which it historically provided between 2003 

and 2006. Nor does TPX provide average selling prices for mattresses or pillows. While management highlights 

increases / declines in the average unit selling prices on earnings calls and annual reports as well as increases / 

declines in volumes it is nearly impossible to understand the price to volume dynamics and drivers of sales and 

operating profit (i.e. over a 5 year period the pricing and volume impact on Revenue and EBIT).  

 

3) International (Europe in particular) 

 

While TPX highlights the large and growing market in European bedding products, achieving international growth 

may not be easy and will require significant executional success. Several differences between European 

consumption and US consumption which are relative to the mattress sector include: 

 

a) Europeans do not consume as much media as Americans (film, television) and advertising across 

traditional media platforms does not generate the same response specifically with higher priced 

items.   

 

b) Europeans live at home with their parents longer increasing the lifecycle of mattresses as they don’t 

move out into their own housing unit. 

 

c) Europeans may not place as much emphasis on the quality of sleep (the British stiff upper lip). 

 

d) The lack of interest in mattress spending is evident based on the fragmentation of the markets 

(specifically based on personal experience in London and Paris). The mattress store industry is highly 

fragmented and does not drive as much traffic.  

 

e) The mattress in a box concept at the lower price points may be more popular in Europe. 

 

The potential listed disadvantages above could also lead to advantages. Given the very likely high fragmentation of 

the distribution network and the mattress industry (although we have documented evidence to prove), TPX could 

have significant opportunities to establish market leading positions. Management has highlighted its strong belief 

in the European opportunity but it may be harder to succeed than anticipated and success may come from 

unanticipated sources. 

 

4) Successful Expansion into Direct Selling (Bed in a box) 

 

As part of the Mattress in a box strategy, Tempur will need to be able to return to its earlier days (2005 and 

before) and successfully directly market / sell its mattresses. Launching a web commerce platform is not easy and 

TPX should place significant attention to execution. As TPX launches a direct sales platform, TPX will also need to 

successfully manage its relationships with the retail channel. TPX will effectively create a new competitive 

platform to its retailers.  

 

Tempur was initially and primarily successful as a result of its place as the sole producer of visco elastic 

mattresses within the US mattress industry (even as of 2004 Sealy, Simmons, Serta had not made any visco elastic  
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mattresses). The growth of Casper (over $75mm in revenue in 2015) and the changing demographic profile 

highlights TPX’s need to expand into the mattress in a box space.  

 

We expect significant growth in the sector tied to trends which drive the AirBNB crowd. Mattress is a key 

differentiator in AirBNB renter’s selection. People who rent out their property benefit from inexpensive foam 

mattresses as opposed to spring mattresses. We also believe that groups that require travel (athletic teams 

amongst others) will move to bringing their own bedding products to ensure top performers sleep well while 

travelling.  

 

In addition, on the Q4 2015 earnings call (Feb 2016), Mr. Thompson announced TPX would be opening 20 new 

company owned stores in Europe and a few stores in North America. Running stores and making mattresses are 

different operations and in recent times, a significant number of retailers have failed to adapt to the internet (i.e. 

Macy’s vs Amazon). 

 

Cheaper foam mattress in a box delivered to a customer’s home may commoditize the mattress industry. Getting 

ahead of the curve in terms of being able to best serve customers quickly and profitably should be a focus area for 

management.  

 

5) Advertising Expense 

 

Between 2006 and 2015 (10 years) Tempur, Sealy, and Tempur Sealy have jointly spent $2.8bn in advertising 

(equivalent to 10% of total sales over the period). While the mattress industry has limited to no capital 

expenditures, the advertising expenditures are significant. It is likely that TPX needs to continue to spend on 

advertising to differentiate its product and maintain its global brand. Additional advertising expenditures relating 

to a move to internet sales (mattress in a box) may also be significant and increase advertising expenditures in the 

near term. 

 

6) TPX COGS 

 

According to the TPX management team as of March 2016, the TPX COGS are “highly variable” and made up of: 1) 

Materials (65%); 2) Manufacturing / Overhead (15%); 3) Transportation (15%); and 4) Labor (5%).  

 

TPX highlights that it is not dependent on any one supplier / vendor as a source of raw materials for Tempur 

products. However, for Sealy products, the company notes it sources a majority of its US and Canada polyurethane 

and steel innersprings from one separate supplier for each. TPX notes it has a supply agreement with the vendor. 

No additional disclosure is made and there could be supply side risk. 

 

Ultimately, while the management states that its COGS are variable the fluctuation in the gross margin between 

2011 and 2015 (52% to 40%) indicate the costs may not be as variable as guided.  

 

The primary components of the raw materials are: 
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a) Polyol an industrial commodity based on petroleum and proprietary additives. Pricing and availability 

according to TPX are subject to market conditions and supply and demand dynamics (we spoke with 

an expert and included additional materials in TPX Strengths). The raw material is primarily used in 

Tempur products. The data was only disclosed in the 2003 S1 filing.  

 

a. Polyol is an alcolhol containing multiple hydroxyl groups. 

 

b. Dow Chemicals is a producer of Polyol. 

 

Source: Plastics Europe Eco-Profiles of the European Plastics Industry, March 2005 

 

b) Polyurethane foam. Primarily used in Sealy products. Polyurethanes represent a family of Polymers. 

Urethane polymers can be produced with a wide variety of properties so they can be used in a variety 

of ways but primarily for: 

 

 

a. Furniture and mattress sector which almost exclusively use flexible foam. 

Polyol Raw Materials

Name Input in MG

Air 310,000

Animal matter <1

Barytes 480

Bauxite 1,600

Bentonite 89

Biomass (including water) 190,000

Calcium sulphate (CaSO4) 9

Chalk (CaCO3) <1

Clay 5

Cr 9

Cu <1

Dolomite 430

Fe 1,400

Feldspar 770

Ferromanganese 1

Fluorspar 29

Granite <1

Gravel 5

Hg 2

Limestone (CaCO3) 550,000

Mg <1

N2 110,000

Ni <1

O2 120,000

Olivine 13

Pb 3

Phosphate as P205 2,500

Potassium chloride (KC1) 13,000

Quartz (SiO2) <1

Rutile <1

S (bonded) <1

S (elemental) 2,100

Sand (SiO2) 2,300

Shale 25

Sodium chloride (NaCl) 2,000,000

Sodium nitrate (NaNO3) <1

Talc <1

Unspecified <1

Zn 1
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b. Automotive industry which uses flexible foams, filling foams, rigid and integral skin foams as  

well as elastomers for engineering components. 

 

c. Consumer sector which is diversified in uses. 

 

d. Building industry which is by far the largest consumer of rigid foams as insulation materials. 

 

e. Refrigeration engineering which represents the second largest area for use of rigid 

polyurethane foams as insulation materials.  

 

c) Polyester. Primarily used in Sealy products.  

 

d) Polyethylene foam. Primarily used in Sealy products. 

 

e) Steel Innerspring Components. Only used in Sealy products (commodity product with very low cost 

base although subject to tariff import / protection laws in US – China dumping).  

 

On the other hand, during the 2007 – 2011 period the Tempur and Sealy Gross margins remained constant 

highlighting the COGS maybe variable in nature and the decline in recent years has been due to operational 

failures.  

 

The reduction in oil prices may also reduce the cost of production for the Polyols as well as the cost of transport 

TPX has in the COGS. 

  



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 22 

 

 

TPX Historical Financials And Returns Profile: 

 

Source: TPX Annual Reports 

  

TPX Historical Financial Overview

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

5 Yr 

Avg

13 Yr 

Avg

  Margins / Returns

Gross Margin 53% 53% 51% 49% 48% 43% 47% 50% 52% 51% 41% 38% 40% 45% 47%

SG&A % of rev 33% 30% 28% 27% 26% 29% 30% 28% 28% 33% 31% 30% 30% 30% 29%

EBIT Margin 20% 22% 23% 21% 22% 14% 17% 22% 24% 18% 10% 9% 9% 14% 18%

ROIC 9% 15% 18% 20% 23% 10% 17% 31% 38% 13% 5% 6% 4% 13% 16%

  Income Statement ($mm)

Revenue 479 685 837 945 1,107 928 831 1,105 1,418 1,403 2,464 2,990 3,151

  % Growth 61% 43% 22% 13% 17% (16%) (10%) 33% 28% (1%) 76% 21% 5%

EBITDA 104 173 214 236 278 166 178 279 376 295 344 404 422

EPS 0.37 0.73 0.97 1.28 1.74 0.79 1.12 2.16 3.18 1.70 1.28 1.75 1.17

D&A 20 23 25 25 33 33 31 32 34 36 75 76 71

  Balance Sheet

Net Debt 302 261 327 345 569 416 290 353 475 850 1,757 1,502 1,267

BV Per Share 1.26 2.17 2.56 2.51 0.65 0.97 2.34 1.83 0.48 0.37 1.96 3.33 4.65

Cash Cycle (days) nm 60 79 70 69 75 56 46 44 43 37 44 36

  Cash Flow Statement

OCF (Sources) 47 77 102 166 126 198 135 184 249 190 99 225 234

Capex (33) (38) (85) (37) (16) (10) (14) (18) (30) (51) (40) (48) (66)

  % of sales 7% 6% 10% 4% 1% 1% 2% 2% 2% 4% 2% 2% 2% 2% 3%

  % of D&A 165% 165% 340% 150% 48% 32% 46% 56% 86% 139% 54% 62% 92% 87% 110%

FCF 14 39 17 129 110 188 121 166 219 139 59 178 168

Common Dividend (160) 0 0 0 (24) (18) 0 0 0 0 0 0 0

Share Repur. 0 0 (76) (144) (320) 0 0 (250) (366) (153) (7) (2) (1)

Cash Acq. 0 (0) 0 0 (6) (2) 0 (19) (5) (5) (1,173) (9) 0
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TPX consistently EBIT and Operating Cash Flow grew at a 17% and 16% CAGR respectively between 2002 and 2015 

and are in line with one another year after year. 

 

Source: TPX Annual Reports 

 

The acquisition of Sealy was a transformative transaction for TPX not only from an operational perspective, but 

also from a capital allocation perspective. 

 

Source: TPX Annual Reports 

  

TPX Demonstrates Long Term EBIT and OCF Growth With Some Volatility
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Between 2002 and 2008 Tempur re-invested a majority of its cash / investment into share repurchases while Capex 

represented 23% of capital allocation and the dividend represented 21%. A majority of the dividends was a one off 

in 2003 and a small dividend in 2008 and 2009, however Tempur historically has highlighted it did not anticipate 

paying dividends. During the early years, Tempur spent almost no money on acquisitions growing organically. 

 

Between 2009 and 2015, Tempur’s allocation of capital changed dramatically with the acquisition of Sealy forming 

Tempur Sealy (TPX). The Sealy acquisition represented nearly 54% of all investment spend between 2009 and 2015. 

Capex dropped dramatically to 12% while the company continued to repurchase shares (primarily in 2010 and 2011 

and 2012) which accounted for 35% of capital spend. Meanwhile, TPX made no dividend payments.  

 

Since 2002, share repurchases have represented the majority of capital spend while the Sealy acquisition has 

driven the entire M&A portion of the spend. Capex at TPX is fairly low and consistent. 

 

Historically, Tempur grew EBITDA maintaining a steady net leverage multiple. However, the acquisition of Sealy 

increased the total debt and net leverage multiple which has slowly declined although the company recently noted 

it planned to target a higher than historical target net leverage multiple.  

 

Source: TPX annual reports 

  

Net Leverage Multiple Peaked With Sealy Acquisition Low & Declining as EBITDA Grows
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Over the last 13 years, Capex has been very stable staying between 1% and 3% of sales between 2007 and 2015. In 

2004 and 2005 the majority of capex related to the opening of new facilities. 

 

Source: TPX Annual Reports 

 

The growth Tempur achieved between 2002 and 2015 on the limited Capex and the Sealy acquisition (total 

investment spend) results in a 15% return on investment spend. Pre the Sealy acquisition, the return on 

investments was 58%. 

 

Source: TPX Annual Reports 
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Between 2006 and 2015, TPX spent approximately $1.2bn on share repurchases generating a 12% IRR on the total 

share repurchase. 

 

TPX: Annual Reports 

 

The yearly Share Repurchase IRRs are based on the value spent at the time and compared to the value of the 

shares repurchased at today’s price. The 2006 and 2007 share repurchases were the largest by quantity of shares 

repurchased and generated 18% and 9% respective returns.  

 

In turn, the GAAP ROE and ROIC have historically been very strong, although the Sealy acquisition has significantly 

reduced returns. 

 

Source: TPX Annual Reports 

TPX Generated a 12% IRR on $1.2bn of share repurchases between January 1 2006 and December 31, 2016
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The returns on investment have primarily been generated by the strong growth at all levels of the TPX operations. 

 

Source: TPX Annual Reports 

 

TPX has historically not focused its resources on a dividend. 

 

Source: TPX Annual Reports 

 

The 2003 dividend was a one off payment in regards to the capital re-organization. 
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TPX Ownership: 

 

The top 10 shareholders of TPX own nearly 60% of the company and the single largest shareholder H Partners holds 

nearly 11% of the company as well as one seat on the Board of Directors (in addition to helping find the new CEO, 

and nominating other Board members). In addition, H Partners had been a shareholder in Sealy before its 

acquisition of Tempur. We have not run a cost basis analysis on H Partners Sealy and TPX shareholding. 

 

          Source: SEC Public filings 

 

H Partners wrote a public letter to the TPX board of directors in April 2015 as well as issuing a nearly 100 page 

presentation highlighting the underperformance of the TPX as a direct result of poor management and leadership 

at the Board. Chieftain also publicly supported H Partners in the fight to change TPX. In the last 12 months, the 

TPX CEO, CFO and COO have all been replaced. In addition only 3 of the 11 pre H Partners letter Board members 

still sit on the TPX Board which has also been reduced from 11 to 7.   

 

TPX Management Team: 

 

In the last 12 months, the TPX management team has undergone radical change. The CEO, CFO and COO have all 

been replaced.  

 

Mr. Scott Thompson took over as Chairman and CEO in September 2015. Mr. Thompson has a broad and long history 

running and working in public companies as well as a founder’s mentality. His most recent employment was as CEO 

of Dollar Thrifty. He began as the CFO in May 2008 and was named CEO five months later. The car rental company 

was in operational difficulties as a result of the recession and suffering from high leverage and potential creditor 

issues.  

 

Mr. Thompson immediately set about cutting costs. He quickly reduced the total labor force by 6% and senior 

management by 30%. He worked with the lenders to enhance the capital structure in order to avoid being delisted 

from the NYSE. He changed the business model by taking on the risk fleet (instead of returning used cars to the  

 

TPX Concentrated Investor Base

(Dec 31) 2013 2014 2015

H Partners 9.7% 10.0% 11.2%

Manulife Asset Mgmt 4.6% 7.5% 8.1%

The Vanguard Group 5.9% 6.2% 6.9%

BlackRock 5.9% 5.9% 6.7%

London Co Virg. 6.8% 6.2% 6.0%

Chieftain Capital 8.3% 6.4% 4.1%

State Street Global 4.8% 4.1% 4.0%

Fidelity Investments 11.1% 0.6% 3.6%

AllianceBernstein L.P. 0.1% 3.3% 3.3%

Dynamo Int'l Gestão de Recursos Ltda. 0.6% 0.0% 2.5%

  Total 57.9% 50.2% 56.4%
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OEM, DTAG would keep the cars to resell themselves). When Mr. Thompson sold DTAG, DTAG had nearly double the 

operating margins of Hertz and Avis.  

 

Source: Dollar Thrifty Annual Reports 

Note: 2012 income statement metrics are estimated based on 9 months through September annualized while balance sheet 

metrics based as of last reported September 30, 2012 

 

Between 2008 and 2012, DTAG did not increase its revenues while it nearly doubled its operational margins 

relative to the 2003 – 2007 period. While revenues did not increase under Mr. Thompson’s leadership, the EPS 

more than doubled, the returns on Assets, Equity and Invested Capital increased significantly above historical 

averages and industry levels, net leverage declined, and the book value increased dramatically all. Dollar Thrifty 

did not benefit from market leadership positions (Hertz and Avis were significantly bigger) which TPX benefits 

from.  

 

In addition to operational excellence, Mr. Thompson has a rational / value investor’s mindset. Allocation of capital 

is meant to deliver incremental shareholder returns. Increasing sales at the expense of reducing the earnings 

power is not an enticing proposition (please see quotes above from Mr. Thompson on earnings’ calls). 

 

For all of the positive attention Mr. Thompson has received and is receiving in this note, there are several concerns 

to take into account specifically regarding the DTAG transaction with Hertz. While the press has consistently 

highlighted DTAG ultimately sold for more than 75x the initial DTAG price on Mr. Thompson’s arrival, the press 

fails to mention the ultimate price was more a failure of Hertz’s management team than a success of DTAG’s: 

 

1) In December 2008, Hertz offered to acquire DTAG at $2 per share. 

 

2) In January of 2009, Hertz offered to acquire DTAG at $3.50 per share. 

 

3) In early 2009, DTAG was willing to sell itself to Hertz for $7.50 per share. 

 

Dollar Thrifty Evolution (Mr. Thompson joined in early 2008): No Top Line Growth While Book Value and EPS Increase

CAGR

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 03 - 12 03 - 08 08-12

Revenue 1,208 1,404 1,508 1,661 1,761 1,698 1,546 1,537 1,549 1,616 3% 7% (1%)

  Direct Veh. & Op Cost (485) (693) (788) (827) (887) (888) (768) (746) (751) (795) 6% 13% (3%)

  Depreciation & Leases (408) (317) (295) (380) (476) (539) (426) (299) (271) (251)

  SG&A (190) (223) (236) (259) (231) (214) (200) (209) (191) (197) 0% 2% (2%)

  Goodwill & Impairment (4) (367) (3) (1)

Total Costs (1,082) (1,233) (1,319) (1,467) (1,598) (2,008) (1,397) (1,255) (1,213) (1,243)

  Op Profit 127 171 189 194 163 (310) 149 282 336 373 13% (15%) 60%

    % Margin 10% 12% 13% 12% 9% (18%) 10% 18% 22% 23%

  Interest Expense (89) (91) (88) (96) (110) (110) (97) (89) (77) (59)

EPS 1.01 2.53 2.89 2.04 0.05 (16.22) 1.88 4.34 5.11 6.87

ROA 1% 2% 2% 1% 0% (10%) 2% 5% 6% 7%

ROE 5% 12% 12% 8% 0% (88%) 15% 28% 28% 29%

ROIC 1% 3% 3% 2% 0% (14%) 3% 11% 14% 15%

Net Debt 1,714 1,841 1,665 2,163 2,423 1,662 705 657 538 774

Total Equity 538 609 690 648 579 208 394 539 608 744
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4) In early April 2010, DTAG was willing to sell itself to Hertz for $40 per share. 

 

5) On April 25, 2010, DTAG signed a merger agreement to sell itself to Hertz for $41 per share. 

 

6) Between the initial December 2008 discussions and signing the DMA in April 2010, DTAG did not reach out 

to Avis regarding an offer and Mr. Thompson refused to accept phone calls from the CEO of Avis. 

 

7) On announcement of the 2010 DTAG / Hertz transaction, Avis sent Mr. Thompson a letter highlighting it 

was surprised Mr. Thompson and the DTAG Board had refused to meet with or engage with Avis while 

selling itself to Hertz.  

 

8) In July 2010, Avis offered to acquire Hertz for $46.50 per share.  

 

9) In August 2010, Mr. Thompson responded to Avis noting the Avis offer was not Superior as it was not 

reasonably expected to be consummated on a timely basis.  

 

10) In August 2010, DTAG announced the unanimous DTAG Board approval to be acquired by Hertz requesting 

a shareholder meeting to vote on the transaction.  

 

11) The transaction bidding between Hertz and Avis continued and ultimately Hertz bid approximately $51 

per DTAG share. 

 

12) Ultimately DTAG shareholders rejected the Hertz proposal in September 2010 leading to the 

substantially higher and approved proposal in 2012.  

 

Ultimately, Mr. Thompson and the DTAG Board of Directors as late as September 2010 may not have expected the 

value creation which they executed at DTAG. Mr. Thompson could have sold DTAG to Hertz in early 2009 for less 

than $10 a share which would have been below the DTAG share price at the time of his arrival and initial DTAG 

options grants and share acquisitions.  

 

The new CFO Mr. Barry Hytinen is not new to TPX. He has worked at TPX since June 2005 in a variety of roles most 

recently as EVP of Corporate Development and Finance.   

 

Compensation structure includes: 

1) Base salaries  

2) Annual Incentive plan paid in cash based on Net Sales, Adjusted EBIT and divisional others.  

3) LTIP paid in options, PRSUs, and or restricted stocks.  

 

The LTIP is currently based on the “Aspirational” plan targeting an adjusted EBITDA of $650mm by 2017 for full 

payment of if achieved in 2018 a partial payment. All shares related to aspirational target are forfeited if TPX fails 

to achieve the $650mm Adj EBITDA.  

 

Overall the compensation is simple and highly rewards executives assuming they achieve significant performance 

which should benefit investors. Mr. Thompson has approximately 620,000 TPX shares tied to the aspirational plan. 

Should the results be achieved, the shares would likely be worth over $60mm. Mr. Hytinen, Montgomery and 

Spenchian also received aspirational shares.  
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Since Mr. Thompson took over, both TPX and Insiders have been buying significant number of shares. Mr. Thompson 

has spent $8mm in cash to buy shares in the open market at an average price of $66.07 (although we estimate TPX 

has matched his purchases for at least the first $5mm bringing down the real price per share to $33.03). All of the 

options Mr. Thompson was issued on joining TPX were priced at $71.75.  

 

Source: TPX Form 4s 

 

TPX Board Overview: 

 

Nearly the entire Board of Directors of TPX has changed in the last 12 months and the Board size was reduced. 

Actions undertaken at the Board: 

 

1) CEO Mark Sarvary is not re-elected in April 2015; 

 

2) Andrew McLane and Christopher Mastro are not re-elected in April 2015; 

 

3) Mr. Usman Nabi of H Partners and Mr. Jon Luther (recommended by H Partners) are nominated to the 

Board; 

 

4) In October 2015, Mr. Richard Neu, who served with Mr. Thompson on the DTAG board is nominated to the 

TPX board.  

 

5) In February 2016, Mr Doyle, Mr Hoffman, Mr. Judge, Ms. Koehn, and Mr. Rogers choose not to stand for re-

election. 

 

 

Recent Forms 4 Highlight Management and H Partners BUYING Shares As TPX Repurchases

Name Role / Title Date Buy / Sell # Shares

Share 

Price $ Spend

Scott Thompson CEO / Chairman 5/3/2016 Buy 16,679 59.96 1,000,073

Barry Hytinen CFO 5/3/2016 Buy 14,916 59.97 894,513

Barry Hytinen CFO 5/3/2016 Buy 1,749 60.40 105,640

Richard Anderson Pres NA 3/14/2016 Buy 9,000 57.77 519,930

Richard Anderson Pres NA 3/14/2016 Buy 8,430 56.84 479,161

Scott Thompson CEO / Chairman 3/14/2016 Buy 10,289 58.02 596,968

Scott Thompson CEO / Chairman 3/14/2016 Buy 1,800 58.48 105,264

Scott Thompson CEO / Chairman 3/11/2016 Buy 16,948 57.34 971,798

Scott Thompson CEO / Chairman 3/11/2016 Buy 5,963 57.75 344,363

Nabi Usman 2/8/2016 Buy 925,000 52.92 48,949,764

Scott Thompson CEO / Chairman 9/4/2015 Buy 69,686 71.75 4,999,971

  Total Thompson (blended price) 121,365 66.07 8,018,437

Total Insiders 1,080,460 54.58 58,967,444

TPX Share Repurchase 2/1/2016 1,768,000 56.56 100,000,000

Insiders and TPX 2,848,460 55.81 158,967,444

  % of Q4 shares outstanding 4.6%
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6) As of May 2016, only 3 board members (Ms. Dilsaver, Mr. Heil and Mr. Trussel – former CEO of Sealy) from 

January 2015 are still on the TPX board. 

 

Given H Partners influence in obtaining Mr. Thompson as CEO and Chairman and Mr Luther, as well as Mr. Neu’s 

history with Mr. Thompson, it is likely that a majority of the Board is aligned with H Partners and seeking to create 

shareholder value.   

 

Valuation - Buy Below $57 Per Share: 

 

1) Improving the Gross Margins Without Growth Delivers Value 

 

One of the keys to creating incremental shareholder value at TPX is increasing the gross margins for the North 

America operating divisions. The acquisition of Sealy in 2013 significantly reduced each of the standalone margins 

from the historical standalone margins and the pro forma margins (negative synergies are what were achieved).  

 

 

        Source: Tempur, Sealy, and Tempur Sealy Quarterly filings 

 

Pre-acquisition, Sealy had an average quarterly gross margin of 39% between Q1 2011 and Q4 2012. Subsequent to 

the acquisition, the Sealy (within Tempur Sealy) gross margin fell to 30% between Q1 2013 and Q3 2014 (last  

The Gross Margins: Negative Synergies Highlight Opportunity To Unlock Value

20%

25%

30%

35%

40%

45%

50%

55%

60%

65%

70%

Q1 11Q2 11Q3 11Q4 11Q1 12Q2 12Q3 12Q4 12Q1 13Q2 13Q3 13Q4 13Q1 14Q2 14Q3 14Q4 14Q1 15Q2 15Q3 15Q4 15Q1 16

Orig Temp NA Orig Temp Int'l Sealy (Standalone)

Sealy (In TPX) Updated TPX NA Updated TPX Int'l

Gross Margin Overview: Averages Over Time And Division

Q1 11 - 

Q3 14

Q1 13 - 

Q3 14

Q1 14 - 

Q1 16

N. America - Tempur 45% 42% PF TPX 36%

International - Temp 60% 60% PF TPX 53%
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reporting of division). Once Sealy was integrated into the Tempur North America division, the average Tempur 

North America gross margin average fell from 45% to 36%. 

 

The table below builds a framework to achieve the 2017 Adj EBITDA aspirational target based on improving the 

Sealy gross margin. The exercise oversimplifies the process in a variety of ways (only adjusts Sealy including 

International and no adjustment to original Tempur North America for example), however, still provides insight 

into the creation of incremental profits.  

 

  Source: Estimates  

 

Assuming the 2004 mid cycle Sealy revenue of $1,314mm (below the last Sealy LTM Revenue of $1,497 between Q4 

13 through Q3 14) and the average Sealy gross margin between 1998 and 2009 of 43% implies a potential Sealy 

Gross Profit of $566mm compared to the last reported LTM Sealy Gross Profit of $455mm or a $110mm incremental 

Gross profit.  

 

Assuming the 1992 – 2014 US Wholesale Bedding CAGR of 4.9% and applying it to the mid cycle Sealy revenues of 

$1,314 would lead to $1,379mm in 2017 (T+1) and $1,447mm in 2018 (T+2). In both instances, the Sealy estimated 

revenue is below the last reported LTM Sealy revenue ($1,497mm). Assuming the historical average Sealy gross 

margin of 43% would in turn imply incremental Gross Profit of $168mm by 2018 (T+2) leading to an adjusted 

EBITDA of $624 (assuming no growth in any of the Tempur segments).  

 

Mr. Thompson does not need to achieve growth to reach the aspirational target. Simply improving the gross 

margins to the long term historical levels would allow TPX to reach the “aspirational” target. The sensitivity 

analysis below highlights that assuming Sealy revenue of $1,504mm (last reported LTM level) and a 44% gross 

 

The Aspirational Plan: Gross Margin and Growth Framework

Step 1: Improving the Gross Margin Step 2: Growth - Return to Avg Units

2016 2017 2018

Hist US Bedding Sales Growth 5% 5%

Sealy Revenue (2004 - Mid Cycle) 1,314 Implied Sales 1,379 1,447

  Avg Gross Margin (98 - 09) 43%   Avg Gross Margin (98 - 09) 43% 43%

Implied GP 566 Implied GP 594 623

  Actual Sealy GP Q4 13 through Q3 14 455   Act. Sealy Historical GP 455 455

  Incremental GP (to Q4 13 - Q3 14 Sealy) 110   Incremental GP 138 168

Step 3: Aspirational Plan

2015 2016 2017 2018

Aspirational Adj EBITDA 650 650

Adj EBITDA 456

Guidance Adj EBITDA 525

Starting Adj EBITDA 456 456 456

  Incremental Gross Profit 110 138 168

EoY Adj EBITDA 566 594 624
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margin would create incremental Gross Profit of $194mm leading to an adjusted EBITDA of $650mm. No growth 

required. 

 

 

2) Valuation Overview 

 

 

Source: Estimates 

 

Incremental GP sensitising growth and GM 2018 Implied Adj. EBITDA sentising Growth and GM 2018

Implied Revenue by T+2 2018 Implied Revenue by T+2 2018

1,449 1,476 1,504 1,533 1,561 1,449 1,476 1,504 1,533 1,561

Revenue Growth (2017 and 2018) Revenue Growth (2017 and 2018)

168 5.0% 6.0% 7.0% 8.0% 9.0% 5.0% 6.0% 7.0% 8.0% 9.0%

42.0% 153 159 165 170 176 42.0% 609 615 620 626 632

Gross 42.5% 160 166 172 178 184 Gross 42.5% 616 622 628 634 639

Margin 43.0% 167 173 179 185 191 Margin 43.0% 623 629 635 641 647

43.5% 175 181 187 193 199 43.5% 630 636 642 648 654

44.0% 182 188 194 200 206 44.0% 638 644 650 656 662

TPX Valuation Overview: BUY BELOW $57 PER SHARE

Basic Value Per Share Blended Value Per Share

Low Mid High Weight Low Mid High

TPX Q1 2016 Share Repurchase Price + IRR 56.56 62.22 68.44 15.0% 8.48 9.33 10.27

CEO Blended Purchase Price + IRR 66.07 71.75 78.93 15.0% 9.91 10.76 11.84

Trading Multiples

  PE Multiple 15.0x 15.0x 15.0x

  EPS - Downside 3.50 4.43 5.27

    Value per share 52.70 66.64 79.25 15.0% 7.90 10.00 11.89

  PE Multiple 15.0x 15.0x 15.0x

  EPS - Base 4.27 5.55 6.52

    Value per share 64.18 83.38 98.00 10.0% 6.42 8.34 9.80

  EBITDA Multiple 9.5x 9.5x 9.5x

  EBIT ('16 / '17 / '18) - Downside 470 526 572

    Value per share 53.88 67.20 79.91 10.0% 5.39 6.72 7.99

  EBITDA Multiple 9.5x 9.5x 9.5x

  EBIT ('16 / '17 / '18) - Base 532 614 667

    Value per share 64.03 82.41 97.19 10.0% 6.40 8.24 9.72

DCF including NOLs

  Base Case 57.17 61.87 67.29 15.0% 8.58 9.28 10.09

  Up Case 77.41 83.23 90.09 10.0% 7.74 8.32 9.01

Total Valuation Considerations 60.82 70.99 80.60

    (Discount) / Premium to current price 3.7% 21.1% 37.5%
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We value TPX across a wide array of metrics, give a weighting to each metric and subsequently adding each 

blended value per share to arrive at a Total “blended value per share”. The sum of the weights (%) equals 100% so 

the sum of the “Blended Value Per Share” per methodology yields the 100% value per share of TPX. The weighting 

process is an alternative to a simple average or median and allows us to put more or less weighting to various 

valuation methodologies.  

 

The first methodology is a simple repurchase valuation. In Q1 2016, TPX spent $100mm to repurchase TPX shares 

at an average price of $56.56. Assuming a minimum return on investment of 10% implies a $62.22 value. Assuming 

the repurchase price is at a discount to the fair value and TPX requires a 10% IRR on the fair value implies a TPX 

share price of $68.44. We apply a 15% weighting to the methodology to obtain values of $8.48 to $10.27 (15% * 

56.56 and 15% * 68.44).  

 

The second methodology is the share prices at which the CEO Mr. Thompson acquired shares in TPX. Upon starting 

at TPX, Mr. Thompson spent $5mm of his own money to acquire shares in TPX at $71.75 a share (TPX did match 

Thompson spend providing him additional incentive which could imply a real price per share to Mr. Thompson of 

$35.87). Subsequently in March 2016, Mr. Thompson spent nearly $2mm to acquire shares in TPX bringing his 

cumulative blended buy in price (including the September shares) to $66.07 per share. Given Mr. Thompson’s 

initial options were all issued at a $71.75 TPX share price, we assume a minimum return of 10% implying a share 

price of $78.93. We apply a 15% weighting to the methodology to obtain values of $9.91 to $11.84. 

 

The third methodology is a PE multiple analysis. We ran a historical rolling monthly consensus NTM PE analysis 

yielding a historical TPX average since May 2006 of 15.5x with a peak to trough of 6.4x to 21.8x.  

 

Source: CapIQ 

 

As of the end of April 2016, the consensus TPX PE multiple was 15.1x. Based on the data and the historical average 

S&P historical yield of 6.6% (Normalized S&P average of 15x as opposed to current 18.2x), we apply a 15x earnings 

multiple on our downside (model) EPS estimates for 2016, 2017 and 2018 to imply a value per share of $52.70 to 

$79.25. We apply a 15% weighting to the methodology to obtain values of $7.90 to $11.89. We re-run the analysis  

Historical rolling next 12 months PE multiple 

5.0x

10.0x

15.0x

20.0x

25.0x

30.0x

1-May-06 1-May-07 1-May-08 1-May-09 1-May-10 1-May-11 1-May-12 1-May-13 1-May-14 1-May-15

TPX SCSS Sealy MFRM SPX

Metric TPX SCSS Sealy MFRM SPX

Min            6.4x        11.8x      8.9x    11.5x     12.1x

Avg          15.5x       18.1x     13.7x    14.6x     18.2x

Max          21.8x       39.2x     21.4x    17.6x     36.5x

Current    15.1x       17.3x      NA      15.4x     17.2x
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in our base case (model) and obtain values of $64.18 to $98.00 which we weight at 10% (less weight attributed to 

our base case more weight to the downside case) obtaining a blended value range of $6.42 to $9.80. 

 

The fourth methodology is an EBITDA multiple analysis. We ran a historical rolling monthly consensus NTM EBITDA 

analysis yielding a historical TPX average since May 2006 of 9.7x with a peak to trough of 5.7x to 13.5x. 

 

Source: CapIQ 

 

As of the end of April 2016, the consensus TPX NTM EBITDA multiple was 9.5x based on a consensus NTM EBITDA of 

$542mm. We apply the current 9.5x current multiple, slightly below the historical average across our downside 

case and upside case EBITDA. We use 2016, 2017 and 2018 EBITDAs from our model. Our base case assumes the 

target $650mm Adjusted EBITDA is reached in 2018 (not 2017). Our downside case reaches $650mm of EBITDA in 

2021. The downside case yields a value per share of $53.88 to $79.91. We apply a 10% weighting to obtain a 

blended value per share range of $6.42 to $9.80. We run the analysis in our base case and obtain a range of values 

per share of $64.03 to $97.19 which we weight 10% to obtain a blended value per share of $6.40 to $9.72. 

 

Our final valuation methodology is a sum of the parts (North America and International) divisional DCF valuation 

which includes the value of the TPX NOLs (very small and valued at approximately $0.15 per share). Our downside 

case assumes a value per share of $57.17 to $67.29. The downside case does not reach the target adjusted EBITDA 

until 2021 (i.e. 4 years behind schedule). We weight the downside case 15% to obtain a blended value per share of 

$8.58 to $10.09. The base case DCF assumes a value per share of $77.41 to $90.09. We weight the base case 10% to 

obtain a blended value per share of $7.74 to $9.01.  

 

Summing up all of the “blended values per share” (the sum of the weightings for all methodologies yields 100%) 

implies a total blended value per share of $60.82 to $80.60 or a 3% to 37.5% premium to the current price.  

 

Should TPX reach the $650mm aspirational adjusted EBITDA target (which we don’t think is aspirational), TPX 

shares would be worth approximately $97.19 per share. Should TPX continue to fail in its execution and achieve  

10 year Historical Rolling NTM EBITDA Multiplie
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16.0x

1-May-06 1-May-07 1-May-08 1-May-09 1-May-10 1-May-11 1-May-12 1-May-13 1-May-14 1-May-15

TPX SCSS Sealy MFRM

Metric TPX SCSS Sealy MFRM

Min            5.7x       2.0x         5.0x           5.9x     

Avg            9.7x       7.0x         6.9x          10.2x    

Max          13.5x      12.1x        9.1x          16.0x   

Current      9.5x       6.8x         NA           5.9x   
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below industry growth we estimate the shares would be worth $53.88 per share. At the current price of $58.63, 

the min max values imply 8% downside to 54% upside. Buy shares in TPX below our downside case DCF price of 

$57.17. 

 

Transaction multiples analysis is not included as a methodology, although ultimately it is possible that a Private 

Equity shop could seek to acquire Tempur Sealy and exit via an IPO further down the line. There has been 

significant PE involvement in the sector including: KKR, TH Lee, Ares, Advent amongst others.  

 

3) Downside Case Overview 

 

 

Source: Estimates 

  

TPX Downside Case - Below Historical Industry and Company Growth and Lower Margins

(FY) $mm 2014 2015 2016 2017 2018 2019 2020 2021 2022

Revenue 2,990 3,151 3,309 3,474 3,648 3,830 4,022 4,223 4,434

  % Growth 21.3% 5.4% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

EBITDA 343 368 470 526 572 625 642 676 712

  % of sales 11.5% 11.7% 14.2% 15.1% 15.7% 16.3% 16.0% 16.0% 16.1%

D&A (83) (78) (80) (84) (88) (93) (89) (93) (97)

  % of sales (2.5%) (2.4%) (2.4%) (2.4%) (2.4%) (2.2%) (2.2%) (2.2%)

  % capex 118% 159% 164% 167% 169.4% 178.5% 177.5% 176.5%

EBIT 260 290 390 442 484 532 553 583 615

  % of sales 8.7% 9.2% 11.8% 12.7% 13.3% 13.9% 13.7% 13.8% 13.9%

  % Growth 11.3% 34.6% 13.3% 9.5% 9.9% 3.9% 5.5% 5.4%

Net Int (Exp) / Inc (92) (96) (89) (83) (83) (83) (83) (83) (83)

EBT 169 194 301 358 401 449 470 500 532

  Tax rate 37.1% 30.5% 30.5% 30.5% 30.5% 30.5% 30.5% 30.5% 30.5%

Taxes paid (63) (59) (92) (109) (122) (137) (143) (152) (162)

Net Income 106 135 209 249 278 312 326 347 369

  Non Controlling 0 0 0 0 0 0 0 0 0

Net Income 106 135 209 249 278 312 326 347 369

  % of sales 3.5% 4.3% 6.3% 7.2% 7.6% 8.1% 8.1% 8.2% 8.3%

  NOSH 62 62 60 56 53 49 46 43 40

EPS 1.71 2.16 3.50 4.43 5.27 6.35 7.14 8.17 9.33

Capex (48) (66) (50) (51) (53) (55) (50) (52) (55)

  % of sales (1.6%) (2.1%) (1.5%) (1.5%) (1.5%) (1.4%) (1.2%) (1.2%) (1.2%)

ND / EBITDA 3.5x 2.7x 2.4x 2.2x 2.0x 1.9x 1.8x 1.8x
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Assumptions: 

A) Simple top line growth of 5% equivalent to the US Mattress historical standards but significantly below 

the historical Tempur and Sealy growth rates (premium mattresses outpaced wholesale mattress 

growth). Terminal growth rate of 3%, or nearly half the historical growth.  

 

B) EBIT margins slowly increase to 13.9% which is significantly below the historical Tempur EBIT margins 

of nearly 20% and above the historical Sealy margins of 9%. 

 

 

C) Tax rate of 30.5% as per company guidance. 

 

D) Capex as % of sales average of 1.5% over the period and ultimately D&A and Capex set to equal 100%. 

 

E) No modeling of change in NWC, although TPX has historically driven significant value from improving 

the cash cycle. 

 

F) Net Income and FCF (EBITDA less Interest less taxes less capex) are approximately equal.  

 

G) As of 2017, as TPX net leverage falls below 3.0x, TPX allocates significant capital to share 

repurchase: 50% in 2017 and 100% of cash flow thereafter used to repurchase shares (net leverage 

continues to fall).  
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4) Base Case Overview 

 

 

Source: Estimates 

 

Assumptions: 

A) Top line growth expands initially and subsequently returns to approximately 6.5% through 2022 which 

is significantly below the historical growth rates of Tempur and in line with the historical growth rate 

of Sealy.  

 

B) EBIT margins rise quickly to approximately 15% which is significantly below the historical Tempur EBIT 

margins of nearly 20% and above the historical Sealy margins of 9%. The EBIT Margin expansion is 

primarily driven by a reduction in the COGS and better plant alignment, utilization and raw material 

cost management. The 2017 target EBITDA is not reached until 2018 (portion payment to 

management). 

 

C) Tax rate of 30.5% as per company guidance. 

 

D) Capex as % of sales average of 1.2% over the period and ultimately D&A and Capex set to equal 100%. 

TPX Base Case - Below Historical Company Growth and Lower Margins

(FY) $mm 2014 2015 2016 2017 2018 2019 2020 2021 2022

Revenue 2,990 3,151 3,372 3,642 3,878 4,130 4,399 4,685 4,989

  % Growth 21.3% 5.4% 7.0% 8.0% 6.5% 6.5% 6.5% 6.5% 6.5%

EBITDA 343 368 532 614 667 723 768 812 868

  % of sales 11.5% 11.7% 15.8% 16.9% 17.2% 17.5% 17.5% 17.3% 17.4%

D&A (83) (78) (76) (82) (87) (93) (99) (96) (101)

  % of sales (2.5%) (2.3%) (2.2%) (2.3%) (2.3%) (2.2%) (2.0%) (2.0%)

  % capex 118% 174% 178% 181% 183.4% 182.8% 196.5% 195.8%

EBIT 260 290 456 532 580 630 670 716 766

  % of sales 8.7% 9.2% 13.5% 14.6% 14.9% 15.2% 15.2% 15.3% 15.4%

  % Growth 11.3% 57.5% 16.7% 8.9% 8.6% 6.4% 7.0% 6.9%

Net Int (Exp) / Inc (92) (96) (89) (82) (82) (82) (82) (82) (82)

EBT 169 194 368 451 498 548 588 635 684

  Tax rate 37.1% 30.5% 30.5% 30.5% 30.5% 30.5% 30.5% 30.5% 30.5%

Taxes paid (63) (59) (112) (137) (152) (167) (179) (194) (209)

Net Income 106 135 255 313 346 381 409 441 476

  Non Controlling 0 0 0 0 0 0 0 0 0

Net Income 106 135 255 313 346 381 409 441 476

  % of sales 3.5% 4.3% 7.6% 8.6% 8.9% 9.2% 9.3% 9.4% 9.5%

  NOSH 62 62 60 56 53 49 46 43 40

EPS 1.71 2.16 4.27 5.55 6.52 7.71 8.88 10.30 11.92

Capex (48) (66) (44) (46) (48) (51) (54) (49) (52)

  % of sales (1.6%) (2.1%) (1.3%) (1.3%) (1.2%) (1.2%) (1.2%) (1.0%) (1.0%)

ND / EBITDA 3.5x 2.3x 2.0x 1.8x 1.7x 1.6x 1.5x 1.4x
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E) No modeling of change in NWC, although TPX has historically driven significant value from improving 

the cash cycle. 

 

F) Net Income and FCF (EBITDA less Interest less taxes less capex) are approximately equal.  

 

G) As of 2017, as TPX net leverage falls below 3.0x, TPX allocates significant capital to share 

repurchase: 50% in 2017 and 100% of cash flow thereafter used to repurchase shares (net leverage 

continues to fall). 

 

5) TPX Trades As If Sealy Has No / Negative Value 

 

 

 

1) Current TPX Adjusted EPS $3.19 per share is equal to standalone unadjusted 2011 Tempur EPS of $3.18. 

Sealy has negative value as TPX multiple falls from 25.1x to 18.0x on the same earnings. 

 

2) Sealy has generated free cash flow and net income. Assuming a combination of Tempur and Sealy Net 

Incomes (very simplistic) provides a framework to PF Net Income (and PF Aspirational EBITDA). 

Valuation Considerations: TPX Trades As If Sealy Has No Value

Price 57.36

NOSH 61

Mkt Cap 3,525

  Net Debt 1,436

Firm Value 4,961

Tempur Sealy TPX

2007 2010 2011 2007 2010 2011 2015

Share Price 30.06 49.04 79.73

EPS 1.74 2.16 3.18 1.17

Adj EPS 1.74 2.16 3.18 3.19

Net Income 141 157 220 77 25 (6) 73

Adj Net Income 141 157 220 77 48 10 200

PE Mult 17.3x 22.7x 25.1x 48.9x

Adj PE Mult 32.9x 26.6x 25.1x 18.0x

EBITDA 278 279 376 208 162 115 389

Adj EBITDA 278 279 376 213 177 126 456

PF TPX

PF Net Income (Combo of historical Tempur and Sealy) 182 200 250 297 350

  Implied EPS 2.96 3.19 4.07 4.83 5.70

Implied Multilpe 19.4x 18.0x 14.1x 11.9x 10.1x

Incremental Leverage Mult 0.5x 1.0x 1.3x 1.5x

EBITDA 450 530 600 650

  Incremental Leverage $ 225 530 750 975

NOSH Repurchased (assuming current price) 4 9 13 17

  Implied EPS 3.48 4.79 6.14 7.87

  Implied PE Multiple 16.5x 12.0x 9.3x 7.3x
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3) Assuming between $200mm and $350mm of net income (implying $450mm to $650mm of EBITDA based on 

our downside case) implies TPX currently trading between 18.0x and 10.1x EPS. 

 

4) Assuming TPX repurchases shares, at the current TPX share price with incremental FCF to maintain net 

leverage between 3.0x and 3.5x implies TPX currently trading between 16.5x and 7.3x EPS. 

 

Appendix 1: Outstanding Questions Posed to TPX (no response to date) 

  

Revenue Considerations: 

 

1) Between the IPO in 2003 and through the 2006 annual report, TPX disclosed the number of mattresses 

sold. In every subsequent Annual report, the number of mattresses sold by Tempur / Tempur Sealy is not 

disclosed. Can TPX provide the number of mattresses it’s sold yearly since 2006 annually?  

 

a. Sealy provided the change in the volume of mattresses sold in its annual reports MD&A section. 

Can TPX provide the change in the volume of mattresses sold since 2006? 

 

b. Select Comfort (SCSS) provides the unit growth per year (please see SCSS April 2016 Investor 

presentation page 10 as well as SCSS annual reports). 

 

2) Has TPX ever disclosed the Average TPX Mattress Price (Average Selling Price)? 

 

a. Sealy provided the change in the annual unit pricing for the domestic business which helped to 

provide some indication of drivers of growth and comparability to ISPA wholesale Mattress Unit 

price (included in TPX Investor presentations also please see page 9 of the draft research). 

 

b. Select Comfort provides the Average Revenue Per Mattress and highlights the SCSS average 

revenue per mattress increased from $2,424 to $4,028 between 2010 and 2015 representing an 

11% CAGR which is significantly above the ISPA US Wholesale Mattress Price data which shows 

approximately 5% growth during the similar timeframe. Please see pages 43 and 44 of the draft 

research. 

 

3) TPX highlights ISPA data regarding the mattress industry including the average wholesale price of US 

mattresses increasing from $133 to $296 between 1999 and 2014E. Sealy’s lowest priced mattress is $399 

and all of Tempur’s mattresses are above that price point. How are Wholesale US Mattresses prices 

relevant to TPX? 

 

4) Framing the Mattress Market: ISPA data provided by TPX in investor presentations (TPX Feb 2015 Investor 

Presentation page 56) highlights US Mattress Units sold per year at approximately 20mm mattresses in 

2013 and 2014 is estimated.  

 

a. US census bureau highlights there were 318.875mm people in the US in 2014 and 133.9mm 

housing units which implies there are 2.38 people per household. How many mattresses per 

household or mattresses per person should be estimated to think of the total US Mattress Units. 

Alternatively, how many mattresses which need to be replaced every 8 or 10.5 years are there in 

the US? 

 

i. If one assumes there are 1.5 people per mattress (assume - people per house is actually 

3, say two are sleeping in the same bed and one sleeps in a separate bed) it would imply 

total US mattress units of 213mm. If the replacement cycle is 8 years, the total number 

of replacement mattresses would be 26.6mm units which is significantly higher than the 

ISPA annual mattress units sold of 20mm. Based on the above, simplistic calculations, 

the average replacement cycle would need to be 10.5 years to reach the ISPA Mattress  
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ii. Units. The analysis ignores population growth and mattresses for new people, which 

would mean the replacement cycle would be even longer.  

 

iii. How do 20mm mattress units per year and an 8 year replacement cycle tie together? 

 

5) In the last 5 years, how has the US slowdown impacted the units sold of mattresses at different price 

points? 

 

a. Select Comfort has increased its pricing in almost every year since 2003 at an average annual 

rate of 7% while its volume grew at an average annual rate of 2%. Select comfort average 

revenue per mattress is above $2,000. (pages 43 and 44 of draft research) 

 

b. Sealy, average price per mattress appears to be below SCSS and Sealy seems to have been unable 

to increase its pricing between 2006 and 2012. The Sealy average annual price increase between 

2000 and 2012 was 3% but almost entirely between 2003 and 2006. (page 43 of draft research) 

 

c. Does the difference in the ability to increase price between Sealy and SCSS have anything to do 

with the pricing point. Higher end consumers recovered more quickly or were unaffected by the 

recession from a mattress purchase perspective, while lower end consumers have yet to recover 

from recession and are unable to pay more for replacement mattresses? 

 

d. Has TPX been able to increase Tempur mattresses average unit pricing more than Sealy mattress 

average unit pricing in the last 5 years? 

 

6) ISPA Mattress Units sold data highlights that between 1998 and 2007, the average Mattress Units Sold was 

21,877 compared to 19,474 between 2008 and 2014. The difference highlights a potential undersupply of 

16,821 units (the difference between 21,877 and 19,474 per year times the 7 years). If there is “pent up” 

demand resulting from the recession, is there any indication to what price point that pent up demand 

comes from (i.e. the lower end market – $300 mattress vs $3,000 mattress).  

 

a. If there is pent up demand at the lower end of the market, is Sealy more impacted than Tempur.  

 

i. Is Sealy average mattress price below the average price of Tempur mattress? 

 

ii. If lower class have been unable to replace mattresses, Sealy volumes have been more 

impacted than Tempur or SCSS. 

 

b. Alternatively, does the industry believe the replacement cycle has been extended? 

 

7) Pent Up Demand: Is there a difference in capacity utilization of Tempur plants vs Sealy Plants at the 

moment? 

 

a. Are Sealy plants currently running below capacity and is the capacity utilization significantly 

below historical levels? 

 

i. If Pent Up Demand is at the lower price points, does the pent up demand impact Sealy 

more than Tempur and more than SCSS? 

 

b. Are Tempur plants currently running below capacity and is the capacity utilization significantly 

below historical levels? 

 

c. How does capacity utilization impact gross margins? Is part of the reason that Tempur Sealy gross 

margin is currently below the historical standalone Tempur and Sealy gross margins because 

capacity utilization is significantly below historical levels? 
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Gross Profit Considerations: 

 

8) Do lower priced mattresses have lower gross profits? Historical standalone Tempur gross margins were 

significantly above Sealy standalone gross margins. Is part of the reason because of higher gross margins 

on higher priced products? 

 

a. Has the Sealy Gross Margin been more negatively impacted than Tempur because the Sealy 

mattresses are lower priced and that’s where there has been a lower pick up from the recession 

(or there is pent up demand at the lower price point which has driven down gross profits, 

potentially also related to low capacity utilization)? 

 

b. Alternatively, has Sealy consumer and units sold picked up faster than Tempur and the shift to 

lower gross margin Sealy products driven down the total pro forma TPX gross margin? 

 

9) How does capacity utilization impact gross margins? (same as question 7c) 

 

10) How variable are the costs of raw materials? 

 

a. Sealy purchases several of its components from one supplier on long term supply agreements 

highlighting there may not be much flexibility on costs? 

 

b. How is pricing for raw materials determined? 

 

11) What are the key action steps required to increase the pro forma Tempur Sealy gross margins back to the 

standalone Tempur and Sealy gross margins? 

 

 

Capital Structure Considerations: 

 

12) Why repurchase shares with debt if TPX is trading at approximately 20x earnings (PE) or a 5% earnings 

yield and the cost of debt is over 5%? 

 

13) What are TPX’s minimum return requirements on investments: capex, M&A, dividend, and share 

repurchases? 

 

14) How does TPX compare the opportunity to allocate capital to capex, M&A, dividend, and share 

repurchases? 
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Appendix 2: Tempur Sealy Overview 

 

1) TPX publicly stated initiatives 

 

Tempur Key Initiatives: 

A) Develop innovative bedding products and investing marketing dollars to communicate the health 

benefits of the products so consumers trade up to the best sleep products they can afford; 

 

B) Grow North America margin by improving Sealy assembly operations, supply chain and sourcing, and 

taking opportunistic pricing actions; 

 

C) Consistently analyze distribution strategy to make sure products are properly represented in all 

channels 

 

Tempur Sealy Definition of Success: 

A) Strengthen iconic brands while driving higher ROIC 

 

B) Achieving consistent profitable growth 

 

C) Accelerate profitable growth through appropriate expansion of distribution, levering of global 

product innovation platform 

 

D) Enhance cost competitive position 

 

E) Support portfolio with marketing 

 

F) Consistently deliver annual cost improvements with excellent customer service 
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2) Tempur Sealy Product Offering 

 

 

Source: March 2016 Investor Presentation recreated 

 

Tempur Sealy offers mattresses across the entire price spectrum and via various retail outlets such as specialty 

retailers (Mattress Firm) and home furniture stores (we estimate Costco is a significant purchaser although 

currently undisclosed in Sealy’s standalone annual reports Costco represented over 10% of sales).  

 

Current new launches include: 

a) New Stearns & Foster offering 3 new collections: Estate, Lux Estate, and Reserve Collection 

a. Line expected to be marketed for the next 3 years instead of usual 2 years 

b. Price increase information provided: Plan to increase the Queen Estate from $3,300 to 

$5,000 

 

b) Tempur Breeze Line 

a. Breeze initially launched in 2012 increasing Average Selling Price and Volumes at retailers 

 

c) Tempur Hybrid (Europe – Similar to Flex in US) 

 

d) Tempur and Sealy Boxspring Offering (Europe) 

 

e) Cocoon: Bed in a box 100 day return / trial period (similar to Casper) 

 

f) 20 new international stores 

 

Tempur Sealy Established Global Brands By Sector And As A % of TPX Sales

% of Sales

Tempur  - Nothing precisely adapts, supports and aligns

Pedic like Tempur Pedic for life changing sleep

Stearns & Foster  - Finest beds made with exceptional

materials and unparalleled craftsmanship

Sealy Posturepedic  - Posturepedic technology providing 

support

Cocoon - Sealy  - Your Bed, Your Way

Sealy  - Value, Comfort, Durability

Luxury: 
50%

Premium: 
10%

Mdi Price: 
25%

Mdi Price: 
TBD 

Value: 
15% 
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3) Tempur Sealy Debt Maturity Profile 

 

 

Source: TPX Quarterly Report 

 

TPX is set to pay off the Sealy PIK notes in 2016 and has a significant Term Loan payment in 2018. The TPX 2020 

notes currently trade at 105.8 (i.e. above par) highlighting credit investors confidence in TPX. 

Tempur Sealy has the option to redeem all or a portion of the 2020 Senior Notes at any time on or after December 

15, 2016. Starting on this date the initial redemption price is 103.438% of the principal amount.  

 

4) Jana Partners Comments Regarding Mr. Thompson (for CEO role at Hertz in 2014) 

 

On November 6, 2014, Jana Partners (a 7% shareholder in Hertz Global at the time) wrote a public letter to the 

Hertz Board of Directors highlighting Mr. Thompson as the clear choice to be the next CEO for the following 

reasons. 

 

“The Board now has the opportunity to finally unlock Hertz’s enormous value creation potential and to regain the 

Company’s lost credibility with investors, but doing so will require choosing a CEO who is a proven value creator 

in the car rental industry and has the necessary skills and experience. That is why we, and most other 

shareholders and analysts with whom we have spoken, firmly believe that former Dollar Thrifty CEO Scott 

Thompson is the clear choice. Hertz’s next CEO must be able to fully address the following issues, and we believe 

Mr. Thompson has more than demonstrated he is capable of doing so. 

  

Fleet Management: Mr. Thompson has repeatedly demonstrated his ability in managing fleet costs. As CEO of 

Dollar Thrifty and a founder and CFO of Group 1 Automotive, he had extensive experience negotiating both retail 

and wholesale automotive purchases from all the major world-wide OEMs. In fact, by negotiating better pricing, 

maximizing the useful life of each vehicle and employing disciplined selling, Mr. Thompson took Dollar Thrifty’s  
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annual fleet costs from the highest among its publicly-traded peers to the lowest, despite Dollar Thrifty being 

the smallest company in this group. 

  

 Pricing: Mr. Thompson has shown a deep understanding of rental car industry dynamics and the strategies of his 

competitors in his approach to pricing. He has long demonstrated a commitment to price over volume, noting for 

years at Dollar Thrifty that he was focused on profitable revenue growth, taking the bold step of raising prices 

more than any of his competitors in 2009 despite declines in volume, and walking away from tour accounts rather 

than sacrifice price, all of which translated to significant value creation over the long-term. 

 

Accounting: While no CEO can undo the errors of Hertz’s past, Mr. Thompson is well-suited to help clean up the 

fallout. As a CPA and former public company CFO, as well as the former CEO of Dollar Thrifty, he has a detailed 

understanding of rental car industry accounting. He can also manage rebuilding tasks such as managing lender 

groups, having taken the reins of Dollar Thrifty when it was teetering on the edge of bankruptcy. 

 

Recruiting and Retaining Talent: Mr. Thompson has shown a clear capacity for team-building both as a founder of 

Group 1 Automotive and as CEO of Dollar Thrifty, where he recruited and retained key talent and where our 

diligence shows he was well-liked by employees. Many of Hertz’s employees are also former employees of Dollar 

Thrifty, which was acquired by Hertz in 2012, meaning Mr. Thompson is already well-known to a significant 

percentage of the Company’s work force. 

 

Customer & Brand Perception: Hertz is facing service issues which we believe have resulted from poor systems 

integration and suboptimal fleet deployment. Mr. Thompson has a demonstrated track record of improving 

service levels and can begin to immediately address these issues which, if left to fester, may begin to impair the 

Company’s brand. 

 

Systems: While not as complex as the systems integration currently being pursued by Hertz, Mr. Thompson has 

experience overseeing systems integration at Group 1 Automotive, which was built through acquisitions and 

where the systems group was under his oversight, and at Dollar Thrifty, which began to upgrade its systems and 

introduced a new counter system prior to being acquired by Hertz. 

 

Restoring Credibility with Investors: Few executives in any industry have generated as much shareholder value 

creation as CEO as Mr. Thompson did at Dollar Thrifty, where he generated an annualized return of 

approximately 200%, and we believe Dollar Thrifty shareholders largely credit him for turning the business around 

and realizing an attractive outcome for shareholders. 

 

We believe that the Board may have reservations about Mr. Thompson given that the Dollar Thrifty transaction 

was largely perceived as a significant victory for Dollar Thrifty shareholders which came at the expense of Hertz. 

We fail to see, however, how Mr. Thompson’s determined and successful efforts to deliver maximum value for his 

shareholders at Dollar Thrifty can be seen as anything other than an overwhelming positive; this quality is in fact 

exactly what Hertz shareholders want in a new CEO. We also understand that the Board may believe that Mr. 

Thompson has “campaigned” for the job. While we have seen no evidence of this, and in fact we initiated contact 

with him about the position rather than vice versa, it also strikes us as entirely misguided to consider enthusiasm 

for the job as anything other than a positive factor. 

  

We appreciate that the Board has included Mr. Thompson in the search process. However, this does not change 

the fact that this process has dragged on for nearly two months as the Company’s share price has continued to  
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deteriorate, while all this time the Board has had a clear and obvious choice in Mr. Thompson, who is already 

widely favored by shareholders.” 

Source: Hertz SEC filings - https://www.sec.gov/Archives/edgar/data/1159159/000090266414004233/p14-2158exhb.htm 

 

Ultimately, at the end of November 2014, Hertz appointed Mr. John Tangue as President and CEO. Since the 

appointment, the Hertz share price has declined nearly 64%. 
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Appendix 3: H Partners US Bedding Investments 

 

 

Source: SEC Filings 

 

1) In 2008, H Partners was invested in Select Comfort and Tempur (not Sealy) 

 

2) H Partners Investment in Sealy in 2011 instead of staying invested in Tempur (March 2008 through 

September 2008) cost H Partners over 400% total returns. 

 

3) H Partners achieves approximately 5% annual returns in TPX over the last 3 years. 

 

4) In 2012, H Partners wrote a public letter to the Sealy CEO and Chairman criticizing Sealy for several 

failures including independent of Board of Directors and failure to invest in advertising.  

 

a. In the letter, H Partners praises TPX and the hiring of Mark Sarvary as CEO. 

 

5) In 2015, H Partners wrote a public letter and issued a 95 page presentation to TPX board of directors 

highlighting TPX failures.  

 

 

  

H Partners US Mattress Investments

05/11 08/11 11/11 02/12 05/12 08/12 11/12 02/13 05/13 08/13 11/13 02/14 05/14 08/14 11/14 02/15 05/15 08/15 11/15 02/16 05/16 Current

  Shares (000s)

Select Comf 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Tempur 0 0 0 0 0 0 0 0 3,660 5,227 5,725 5,894 6,025 6,025 6,025 6,075 6,075 6,075 6,075 6,075 7,000 7,000

Sealy 4,720 14,616 14,616 14,616 15,481 15,481 17,281 17,281 0 0 0 0 0 0 0 0 0 0 0 0 0

Sealy Snr Sec 8% 100 100 100 100 0 0 0 0 0 0 0 0 0 0 0 0 0

  Value

Select Comf

Tempur 181,646 239,452 251,671 318,040 305,287 359,693 338,424 333,578 350,771 400,343 433,937 428,045 425,530 406,000

Sealy 11,988 36,980 21,632 25,140 31,271 28,640 37,672 37,500

Sealy Snr Sec 8% 6,500 5,825 7,425 7,375

  Value per share

Select Comf

Tempur 49.63 45.81 43.96 53.96 50.67 59.70 56.17 54.91 57.74 65.90 71.43 70.46 60.79 58.00

Sealy 2.54 2.53 1.48 1.72 2.02 1.85 2.18 2.17

Sealy Snr Sec 8% 65.00 58.25 74.25 73.75

  Implied % Return

Select Comf

Tempur 0% (6%) (9%) 12% 5% 24% 16% 14% 19% 36% 48% 46% 22% 16%

Sealy 0% (0%) (42%) (32%) (19%) (26%) (12%) (12%)

Sealy Snr Sec 8%



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 50 

 

 

Appendix 4: Industry Benchmarking 

 

1) Growth Dynamics: 

 

 

Notes: Simmons 2012 financials based on “estimates” from the 2009 merger filings; Select Comfort EBIT Growth 

2000 – 2012 based on 2002 start year. 

 

Through 2012, excluding the acquisition of Sealy, Tempur significantly outgrew the entire US bedding industry 

primarily driven by its first mover advantage into the specialty mattress (foam / visco) sector. Sealy was very slow 

to move into the sector with PE ownership reducing spend on R&D to develop the specialty higher priced 

mattresses. Simmons, which merged with Serta, is the other traditional innerspring low price mattress company 

which experienced greater growth than Sealy but still below TPX and Select Comfort. Select Comfort, another 

premium mattress company which also owns and operates its own stores and distribution channel had significant 

growth (greater than Sealy and Simmons) but still below Tempur. 

 

Top line growth drove similar EBIT and OCF growth rates at TPX. Select Comfort can’t measure OCF as was 

negative in early years.  
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2) Price vs. Volume: 

 

 

Source: Sealy and Select Comfort Annual Reports and Sealy 2004 Prospectus 
Note: Sealy information based on Domestic / US division 
 

Between 2003 and 2012, Sealy average mattress unit price increased a total of 29% for a yearly growth of 3% 

highlighting pricing power at the lower end mattress market. However, Sealy annual mattress units sold declined 

16% for a negative yearly growth of (2%) between 2003 and 2012. Pricing increases offset the volume decline to 

ultimately increase Sealy Sales. Moreover, Sealy was unable to implement price increases between 2007 and 2011. 

Sealy sold mattresses across the price range from the wholesale mattresses sold at Costco to the Stearns and 

Foster brand sold at Mattress Firm.  

 

Select Comfort on the other hand, sells more premium mattresses with the current average mattress price sold at 

SCSS of $4,028. While SCSS volumes declined significantly in 2007, the volumes rebounded significantly by 2010 

and continued to improve through 2012. Simultaneously, in 2010 SCSS was able to return pushing through 

significant price increases.  
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The SCSS dynamics have continued through 2015. 

 

 

Source: SCSS Annual Reports 

 

TPX does not and has not provided information regarding units sold and pricing since 2006. Given the similarity in 

mattress profile between SCSS and Tempur, we assume Tempur’s growth dynamics were similar to SCSS through 

2012. However, since 2013, Tempur also includes Sealy operations and Tempur’s future growth rate may be lower 

than historical due to Sealy. That said, it also seems likely that poorer consumers replaced their mattresses less 

frequently through the 2008 and onwards recession which could highlight the continued pent up demand at the 

lower pricing point.  

 

  

SCSS Through 2015: Pricing Continues To Rise
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3) Gross Margins Benchmarking: 

 

 

Source: Annual Reports and other Public Documents (Prospectuses) 

 

1) Industry gross margins are all historically above 35%. 

 

2) Specialty mattress (higher priced) deliver higher gross margins (Tempur pre Sealy and Select Comfort) 

 

3) Sealy and Simmons historically had lowest price points (mattresses) and lowest industry margins 

 

4) Tempur’s gross margins declined significantly subsequent to acquisition of Sealy. Current TPX gross margin 

below historical Sealy gross margin highlighting merger execution errors and significant opportunity to 

create value. 
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4) EBIT Margins Benchmarking: 

 

 

Source: Annual Reports and other Public Documents (Prospectuses) 

 

1) Industry EBIT margins are highly volatile with Sealy EBIT margin fluctuating between 5% and 15%. 

 

2) Historical Tempur EBIT margins were significantly above entire industry as a result of specialty mattress 

(higher price) focus.  

 

3) TPX PF Sealy EBIT margins are below standalone historical Sealy average EBIT margins. 

 

4) Select Comfort and Mattress Firm EBIT margins are in line with industry (as opposed to above in the gross 

margins) as selling expenses become higher due to store costs. 
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5) Advertising Spend / Capex Benchmarking: 

 

 

 

Source: Annual Reports and other Public Documents (Prospectuses) 

 

1) Advertising spend is significant 

2) Advertising spend on average approximately 10% of sales 

3) Capex spend is historically below 4% but can ratchet up 

4) Expensing of advertising drives similarities between Net Income and Free Cash Flow 
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6) Returns Benchmarking: 

 

 

 

Source: Annual Reports and Prospectuses 

 

1) Tempur (pre Sealy) and SCSS best in class on generating returns on capital 

2) ROA excluding leverage highlights entire industry generates substantial returns 

3) Positive industry dynamics  
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7) Net Leverage Benchmarking: 

 

 

Source: Annual Reports and Prospectuses 

 

1) Highly levered industry given significant PE Ownership 

 

a. Sealy: First Boston, Zell, Bain, KKR, KKR and public investors, and currently Tempur 

 

b. MFRM: Initially part of Bain, then Sealy, then Sun Capital Partners, then JW Childs, and currently 

JW Childs and public investors 

 

c. Simmons Serta: Combination of Advent and Ares amongst others. 

 

d. SCSS: Taken public by VCs back in 2000. No private equity ownership. 

 

e. Tempur: TA Associates and Friedman Fleischer. 

 

2) Highly levered given the industry ability to generate free cash flow. 
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Appendix 5: Sealy History & Key Descriptive Notes 

 

Sealy was founded in 1907 under the name Ohio Mattress Company.  In 1924, the Company was granted its first 

license to produce Sealy-brand products. Starting in 1956, the Company began acquiring Sealy-brand licenses in 

other geographic areas, and by 1987, had acquired all of the capital stock of its licensor, then named Sealy, 

Incorporated (which prior to that time was independent of the Company), along with all but one of the remaining 

Sealy conventional bedding domestic licensees.  The Company expanded its bedding manufacturing operations in 

1983 by acquiring Stearns & Foster, a producer of premium mattresses, boxsprings and convertible sleep sofas.  In 

1985, the Company acquired Woodstuff Manufacturing, Inc., a manufacturer of waterbed furniture, which with a 

later decline of waterbed sales was converted to manufacturing solely conventional wood bedroom furniture and 

doing business as Samuel Lawrence Furniture Company.  In January, 1997, the Company completed the sale of its 

Samuel Lawrence subsidiary and no longer manufactures or markets wood furniture. 

 

In 1989, the Company's common stock was acquired through a leveraged buyout (the "LBO") which was 

financed in part by First Boston Securities Corporation ("FBSC").  In April 1990, the Company exchanged certain 

outstanding debt issued to FBSC for new debt at lower interest rates plus additional common stock (the 

"Exchange"). In December 1990, FBSC transferred its equity and debt interest in the Company to its affiliate MB 

L.P. I ("MBLP"). In November 1991, the Company successfully completed a recapitalization in which the Company's 

capital structure was significantly improved, the face amount of its indebtedness and interest thereon was 

reduced by approximately $417 million, the Company's interest expense obligations were substantially reduced and 

the principal repayment schedule on a portion of its existing bank term loan facility was extended. As a result of 

this recapitalization, MBLP's equity interest in the Company increased to approximately 94%, consisting of shares of 

Class A Common Stock, $.01 par value (the "Shares"). 

 

On February 12, 1993, Zell/Chilmark Fund, L.P., a Delaware limited partnership ("Zell/Chilmark"), led an 

investor group which purchased MBLP's 94% equity interest in the Company (the "Acquired Shares") for a cash 

purchase price of $250 million (the "Acquisition"). 

 

On May 7, 1993, the Company completed a refinancing plan which consisted of (i) the sale of $200.0 million of 9 

1/2% Senior Subordinated Notes Due 2003 (the "Parent Notes") pursuant to a public offering, (ii) the application of 

$194.5 million of net proceeds therefrom to redeem all of the then outstanding 12.4% Senior Subordinated Notes of 

the Company Due 2001 (approximately $139.6 million), and to reduce amounts outstanding under the Company's 

then existing credit agreement and (iii) the execution of a new secured credit agreement. 

 

Following receipt of the requisite consents of the Registered Holders, on February 21, 1997, the Company and the 

Trustee executed a Supplemental Indenture incorporating the amendments to the Indenture.  The Supplemental 

Indenture provided for (i) an increase in the interest rate on the Parent Notes to 10 1/4%, (ii) provision to allow for 

the payment of a special dividend of up to One Hundred Million Dollars ($100,000,000) (the "Dividend") to 

qualifying equity security holders of the Company, (iii) an increase in the redemption premiums paid to Registered 

Holders in the event the Parent Notes are repurchased by the Company, and (iv) the corresponding waiver of 

Section 4.05 of the Indenture, such that the Dividend will not constitute a "Restricted Payment" (as defined in the 

Indenture).  The Company paid an aggregate of Four Million Dollars ($4,000,000) on a pro rata basis to those 

Registered Holders that had timely consented. 

 

On February 25, 1997, the Company entered into the $275,000,000 Second Restated Secured Credit Agreement 

(the "1997 Credit Agreement") with a majority of its then current group of senior lenders.  The proceeds of the 

1997 Credit Agreement were used (a) to refinance approximately $48.7 million of indebtedness under the  



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 59 

 

 

Company's  1994 Credit Agreement, (b) to pay a $99.8 million Dividend, and (c) for general corporate purposes, 

including, without limitation, for working capital. 

 

On December 18, 1997, concurrent with the consummation of the Offerings, the Company consummated (i) a 

merger whereby, among other things, funds managed by Bain Capital, Inc., together with other equity investors, 

including members of management (the "Management Investors" and collectively with the other investors, the 

"Investors" – Harvard Private Capital), acquired an approximate 90% economic equity stake and an approximate 

84.8% voting stake in Parent. 

 

The Company previously contributed cash and other assets to Mattress Holdings International LLC (“MHI”), a 

company which was controlled by the Company’s largest stockholder, Bain Capital LLC, in exchange for a non-

voting interest. MHI was formed to invest in domestic and international loans, advances and investments in joint 

ventures, licensees and retailers. The equity ownership of MHI was transferred to the Company in November 2002. 

MHI acquired minority interests in Malachi Mattress America, Inc. (“Malachi”), a domestic mattress retailer, and 

Mattress Holdings Corporation (MHC) in 1999. MHC, controlled by Bain Capital LLC, is a holding company which 

owns substantially all of the common stock of Mattress Discounters Corporation, a domestic mattress retailer, and 

the common stock of an international mattress retailer. The Malachi investment was accounted for by MHI under 

the equity method and the MHC investment was accounted for by MHI under the cost method. 

 

Various operating factors combined with weak economic conditions during 2001, resulted in a review by Company 

management of the equity values related to these affiliates. The Company determined that the decline in the 

value of such investments was other than temporary and, as a consequence, recognized a non-cash impairment 

charge of $26.3 million to write-down the investments to their estimated fair values as of the end of the third 

quarter of 2001. 

 

In October 2002, MHI acquired substantially all of the remaining interest in Malachi for cash payments of $1.5 

million and a transfer of 2% of the Company’s outstanding common equity. MHI also paid $2.0 million in expenses 

associated with the acquisition. The Company funded the cash payments through existing cash. The equity transfer 

was effected through shares of Sealy stock currently owned by the Company’s investors. Concurrent with the 

acquisition, MHI sold 100% of its interest in Malachi to an independent third party, canceled $21.7 million in 

trade receivables all of which were fully reserved, received a $17.5 million long-term note due and payable 

in June 2009 and Malachi’s name was changed to Mattress Firm, Inc. (Sun Capital Acquires Mattress Firm). 

 

In October 2002, Mattress Discounters Corporation filed a voluntary joint petition with the U.S. Bankruptcy Court. 

The current plan submitted by the debtor to the bankruptcy court contemplates that the majority of Mattress 

Discounters’ common stock would be held by its bondholders. In addition, the Company would receive a secured 

note, guaranteed by MHC, for the $12.6 million secured claim and a non-controlling minority interest for the 

unsecured claim. While there can be no assurance, the Company expects Mattress Discounters to emerge from 

Chapter 11 during 2003. During the bankruptcy period, Mattress Discounters has exited four markets. The majority 

of the stores in the exited markets have been acquired by current Sealy customers. The Company does not believe 

that any sales reductions, as a result of the amended supply agreement or the markets exited, will have a material 

adverse effect on the Company. As part of Mattress Discounters filing Chapter 11, the Company has agreed to 

provide Mattress Discounters with debtor in possession financing up to $3.0 million in trade credit as Mattress 

Discounters reorganizes. At the time Mattress Discounters filed Chapter 11, the Company had fully reserved all of 

its trade receivables from Mattress Discounters. 
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On April 6, 2004, we completed a merger with an affiliate of Kohlberg Kravis Roberts & Co. L.P., which we 

refer to collectively as KKR, whereby KKR acquired approximately 92% of our capital stock. Certain of our 

stockholders prior to the merger, including affiliates of Bain Capital, LLC and others, which we refer to collectively 

as Rollover Stockholders, retained approximately an 8% interest in our stock. In connection with the merger, we 

recapitalized substantially all of our outstanding debt. See Note 3 to our Consolidated Financial Statements for a 

full description of the effects of the merger and recapitalization. At November 26, 2006, KKR controlled 

approximately 51% of our issued and outstanding common stock. 

 

On April 12, 2006, we completed our initial public offering (the “IPO”) of 32,200,000 shares of common stock (the 

“IPO Shares”). We sold 20,000,000 shares (the “Company Shares”) at a price to the public of $16.00 per share and 

selling stockholders sold 12,200,000 shares (the “Selling Stockholder Shares”) at a price to the public of $16.00 per 

share… The net proceeds to us from the sale of the Company Shares, after deducting the underwriting discount, 

were approximately $299.2 million. During the second and third quarters, we used the net proceeds from the IPO 

as follows: (i) on April 12, 2006, $125 million was distributed as a cash dividend to stockholders of record as 

of April 6, 2006, immediately prior to the IPO; (ii) on April 21, 2006, approximately $90.0 million was paid to 

redeem our Senior Subordinated Pay-In-Kind Notes (our “PIK Notes”), including accrued interest and prepayment 

penalties thereon; (iii) on April 26, 2006, we completed a series of open market transactions whereby 

approximately $51.6 million was paid to repurchase and retire approximately $47.5 million aggregate principal 

amount of the our 2014 Notes, at market prices ranging from 105.25% to 105.94% of par, along with accrued 

interest thereon; (iv) on April 12, 2006 we paid $11.0 million to KKR to terminate the management services 

agreement with them; (v) we paid approximately $17.5 million to members of management for transaction related 

bonuses; and (vi) approximately $3.9 million has been used for other costs associated with the IPO. We did not 

receive any proceeds from the sale by the selling stockholders of the Selling Stockholder Shares. 

 

 

 

 

 

 

 

 

Sealy KKR Sources And Uses April 2004 Acquisition

  Sources   Uses

Available Cash 129 Purchase Outstanding Equity 741

Settlement of MFI Note 14 Repay Existing Debt 751

Snr Sec Term Loan Facility 560 Redemption Stock Options 21

Snr Uns. Term Loan 100 Fees, Exp. Trans Costs 116

Snr Sub notes 390

Equity Contribution 436

  Total Sources 1,629 Total Uses 1,629

Total Debt 1,064

2003 EBITDA 128

  Debt / EBITDA 8.3x

Trans. EBITDA Multiple 12.7x
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Sealy Historical MD&A 

 

2009 

In the U.S., we are dependent upon a single supplier for certain polyethylene structural components in our 

mattress units. Such components are purchased under a measured supply agreement and are manufactured in 

accordance with proprietary process designs co-developed and exclusive to the supplier. 

Our industry continues to recover from volatility in the price of petroleum-based and steel products, which 

affects the cost of our polyurethane foam, polyester, polyethylene foam and steel innerspring component 

parts. Domestic supplies of these raw materials are being limited by supplier consolidation, the exporting of 

these raw materials outside of the U.S. and other forces beyond our control. During fiscal 2008, the cost of 

these components saw significant increases above their recent historical averages. These costs, particularly 

those related to steel and polyurethane and latex foams, decreased during the third quarter of fiscal 2009 and we 

have seen some stabilization of these prices during the fourth quarter of fiscal 2009, due to reduced volatility in 

related commodity prices. The manufacturers of products such as petro-chemicals and wire rod, which are the 

feed stocks purchased by our suppliers of foam and drawn wire, may reduce supplies in an effort to maintain 

higher prices. These actions would delay or eliminate price reductions from our suppliers. 

 

Sealy IPO Sources and Uses

  Sources   Uses

Company Sold Shares - Net Proc. 299 KKR Dividend 125

  # 20 Repay PIK Notes 90

  Price 16 Retire 2014 Notes 52

Value 320 KKR Termination Pay 11

Mgmt Bonus 18

Add'l IPO Costs 4

  Total Sources 299   Total Uses 299

KKR Sold Shares in IPO ($mm) 195 KKR Proceeds ($mm) 195

  # 12

  Price 16

Value 195

  Value of KKR Shares at IPO 746

Total KKR Sealy IPO Proceeds 331

Total KKR Investment Value in Sealy Post IPO 746

Total KKR Value From Sealy As of 2006 IPO 1,078

Total KKR Sealy IPO Proceeds 331

Total KKR Investment Value in Sealy At Sale to TPX 103

Total KKR Value From Sealy As of Sale to TPX 434

Sealy 2006 EoY Net Debt 785

Sealy 2006 EBITDA (Unadj) 215

  Net Debt / EBITDA 3.7x

IPO EBITDA Multiple 10.8x
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2010 

During fiscal 2009, the cost of our steel innerspring, polyurethane foam, polyester, and polyethlylene component 

parts decreased and ultimately became more stable in the latter part of fiscal 2009. While these costs remained 

relatively stable in the first half of fiscal 2010, the costs have shifted upwards during the latter half of fiscal 2010 

as feed stocks adjust to market conditions. We periodically enter into commodity-based physical contracts to buy 

natural gas at agreed-upon fixed prices. These contracts are entered into in the normal course of business. During 

the first quarter of fiscal 2010, we entered into a program through which we hedge a portion of our expected 

diesel fuel consumption through the use of fixed price swap contracts. These contracts reduce the Company's 

exposure to the volatility in diesel fuel prices. 

 

2012 

During fiscal 2012, we experienced decreases in the prices of steel as manufacturers are reducing inventories. This 

trend is expected to reverse in the beginning of fiscal 2013 as demand for steel products increases. The primary 

components of polyurethane foam, TDI and Polyol, continue to experience price increases due to the strength of 

demand for these products in the market as well as supply constraints due to the shift from oil to natural gas 

production as the price of oil rises  

 

  



   
 

   
TEMPUR SEALY (TPX:NYSE): MONEY UNDER THE MATTRESS 63 

 

 

Appendix 6: Brief History Of Mattress Firm 

 

October 2002 - Boca Raton, FL’s Sun Capital acquires Mattress Firm from Bain Capital (Sealy). At the time, the 

retailer had 175 company-owned and 125 franchised stores in 39 markets across the U.S.  

 

June 2006 - Mattress Firm acquires Metropolitan Mattress. The transaction involved 26 locations in the Phoenix 

area. Combined with Mattress Firm's 14 existing Phoenix locations, it brings the retailer’s U.S. store count to 340 

locations in 32 markets across 19 states. All Metropolitan Mattress stores are remodeled with Mattress Firm 

signage, store format, and products.  

 

January 2007 - Mattress Firm is acquired by J.W. Childs Associates and becomes Mattress Holding Corp. The 

company has grown to 350 stores in 32 markets in 19 states. Mattress Firm’s CEO, Gary Fazio said of J.W.’s 

acquisition in a press release, "Their track record with other leading retail and consumer brands, coupled with our 

deep bench of talent throughout our organization, are the ingredients we need to accelerate our efforts to open 

new stores and new markets. This ownership structure gives us capital for growth and the ability to continue the 

momentum we've established over the past several years."  

 

February 2007 - Mattress Firm announces agreement to acquire Bedtime Mattress, Inc., which owns and operates 

15 stores in the Las Vegas area under Bedtime Mattress and Mattress Direct brand names. The deal will bring 

Mattress Firm’s store count to nearly 370 stores in 33 markets across 20 states.  

 

March 2007 - Mattress Firm announces an agreement to acquire Mattress Discounters, which has more than 140 

stores across the Northeast.  

 

May 2007 - Mattress Firm announces agreement to acquire leases of 13 American Mattress stores in the Houston 

area. 

 

Select Comfort and Sleepy’s had more stores than MF in 2007. 
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Appendix 7: AOT (Simmons Serta) Acquisition By Advent (2012) 

 

Advent International said Sunday that it had agreed to buy a majority stake in the parent company of Serta and 

Simmons bedding, taking control of one of the country’s biggest makers of mattresses. 

 

The deal for AOT Bedding Super Holdings is valued at about $3 billion, according to a person briefed on the 

matter. Ares Management and the Ontario Teachers’ Pension Plan, which previously controlled AOT Bedding, will 

maintain sizable minority stakes in the company. 

 

Advent outbid at least two other private equity firms, Bain Capital and Berkshire Partners, for AOT Bedding, 

another person briefed on the sale process said. 

 

“We are excited to be investing in Serta and Simmons, two companies with strong momentum in an industry we 

believe is poised for growth,” Jefferson Case, a principal at Advent International, said in a statement. “We look 

forward to working with our investment partners and the management teams of both companies.” 

 

Note: Assuming a $3bn transaction value and the Simmons Serta projected 2012 EBITDA of $269mm implies a 

transaction multiple of 11.2x EBITDA. 
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Appendix 8: Simmons THLEE Bankruptcy Merger With Serta Documents 

 

We (Simmons) are one of the world’s largest mattress manufacturers, manufacturing and marketing a broad range 

of products under our well-recognized brand names. The majority of our products are conventional innerspring 

mattresses and foundations that utilize our Pocketed Coil® and Advanced Pocketed Coil™ technologies and are 

marketed under our Beautyrest®, Beautyrest Studio™, Beautyrest Black®, and Beautyrest NxG™ brand names. In 

addition, we manufacture and market open coil innerspring products under our DeepSleep® and BeautySleep® 

brand names, specialty (non-innerspring) visco-elastic products that utilize a patented NxG™ Advanced Memory 

Foam under our ComforPedic by Simmons™ brand name and specialty products made from natural latex foam 

under our Natural Care® brand name.  

 

We manufacture, sell and distribute our premium branded bedding products principally to retail and hospitality 

customers throughout the U.S. and Canada. Additionally, we license our intellectual property to international 

companies that manufacture and sell our premium branded bedding products throughout the world and to U.S. and 

Canadian manufacturers and distributors of bedding accessories, furniture, water beds, airbeds and other 

products. We sell products through a diverse North American base of approximately 3,300 retailers, representing 

over 15,500 outlets, including furniture stores, specialty sleep shops, department stores, furniture rental stores, 

mass merchandisers and juvenile specialty stores. 

 

Our material costs continued to be impacted by the higher prices for steel and petroleum based products, which 

principally affects the cost of our foam, innerspring and foundation components. During 2007 and 2008, the cost of 

these components remained elevated above historical averages. Additionally, our distribution costs were 

negatively impacted by the rapid rise in diesel prices during these periods. Due to the significant increase in 

inflation we experienced during the last half of 2007 and throughout 2008, we have taken steps to eliminate costs 

from our overall cost structure and have plans to further eliminate additional costs from our future cost structure 

to help offset the inflation. 

 

Simmons Serta Cost Savings Considerations (framework of Sealy): 

 

Cost Savings. Run-rate cost savings totaling approximately $50 million annually are expected to be achieved within 

18 to 36 months after the closing. Cost savings are primarily expected to be derived from improvements in raw 

material sourcing through volume purchasing and vendor best-pricing, optimization of logistics including expansion 

of in-house logistics capabilities and implementation of manufacturing best practices. Based on a detailed 

investigation of cost-savings opportunities, it is expected that approximately 51% of the total cost savings will be 

realized by Simmons Company and 49% will be realized by Serta Holdings and its subsidiary 
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Serta Projections (as of 2009) 

 

Revenues.  Net revenues are projected to increase 7.4% in 2010, 7.6% in 2011 and 5.9% in 2012 and 2013.  

Management expects Serta Holdings’ unit sales to grow in line with the rest of the bedding industry and AUSP to 

increase as a result of inflation and changes in product mix toward higher-end products.   

 

Cost of Goods Sold.  Cost of goods sold primarily includes raw material costs (steel, foams, fabric and others) with 

labor and overhead being a smaller portion of the total cost.  Annual inflation factors were applied to various 

material categories as well as variable overhead based on expected commodity price increases and product mix 

shifts and adjusted for anticipated productivity and efficiency gains such as reduced pounds of scrap per piece and 

reduced direct labor hours per piece. Fixed manufacturing overhead is projected to increase in line with inflation.   

 

Gross Margins.  Gross margins are expected to remain flat at 40.5% driven primarily by commodity price inflation 

adjusted for improvements in manufacturing efficiency and labor productivity.   

 

Selling, General and Administrative Expenses. SG&A expenses primarily consist of variable expenses, such as 

distribution costs which are expected to remain flat as a percentage of revenue going forward and selling and 

advertising costs which are expected to increase moderately as a percentage of revenue over the projection 

period.  SG&A expenses also include fixed expenses, such as salaries and fringe benefits which are expected to 

grow in line with inflation.  

 

Other Operating Expenses.Other operating expenses include the amortization of intangible assets, noncash stock-

based compensation, plant closure costs and a goodwill impairment charge in 2008.  The projections reflect 

management’s expectation that there will be no goodwill impairment charges and plant closure costs.  Non-cash 

stock-based compensation expense and amortization reflect scheduled amounts through 2013.      

 

Tax Shield. Prior to the acquisition of NBC and certain of its affiliates by AOT in 2005, NBC was a limited liability 

company that was treated as partnership for tax purposes.  As a result of the acquisition by AOT of 100% of the 

NBC interests and subsequent acquisitions, the tax basis of the company’s assets were increased to their fair 

market values, resulting in additional tax deductible amortization over a 15year period.  The amortization 

associated with the increase in tax basis reduces Serta Holdings’ taxable income by approximately $48 million 

annually.  On a present value basis assuming blended U.S. federal and state income tax rate of 40% and a discount 

rate equal to 11%, the value of this tax shield is expected to be approximately $123 million as of December 31, 

2009.  As of December 31, 2008, Serta Holdings had approximately $40 million of net operating losses that may be 

available to reduce taxable income throughout the projection period and beyond.   

 

Capital Expenditures.  Serta Holdings expects to spend approximately $7 million per annum on maintenance and 

expansion capital expenditures, based on historical maintenance capital spending requirements and project-level 

budgets for expansion capex.   

 

Working Capital.  Accounts Receivable and Accounts Payable levels are projected to fluctuate with Revenues and 

throughout the year based on historical seasonality and levels. Inventory turns are projected to remain constant 

going forward.   
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Simmons Projections (as of 2009): 

 

Methodology. The Projections were prepared on a bottom-up basis by brand/sub-brand taking into consideration 

macroeconomic and industry forecasts, brand launch assumptions, Simmons’ historical performance and 

management’s business judgment.  The Projections were prepared in good faith by Simmons Company’s 

management using the same accounting policies, to the extent applicable, as those used to prepare its historical 

financial statements. The Projections assume the Company's current restructuring plan is implemented through a 

consensual and short chapter 11 process.  

 

Macroeconomic and Industry Environment. The Projections reflect management’s judgment for the bedding 

industry based on the International Sleep Products Association “ISPA” forecasts and general inflation estimates. 

Economic recovery expected to begin midyear 2010 and the Company begins to benefit from a similar sales spike 

as the industry experienced in 1983 (post recession). Economic recovery continues in 2011 and the Company 

continues to benefit from a similar sales spike as the industry experienced in 1983 (post 1980 – 1982 recession). In 

1983, after the last consumer-led recession, the bedding industry experienced dollar sales growth of ~16% (unit 

growth of ~14%).  The Company projects similar dollar sales growth to occur in Q4 2010 and into 2011. Company 

projects in 2012 and 2013 industry growth rates revert to historical average of 6%, which is based on ISPA’s long-

term compound annual growth rate since 1974.  

 

Revenues.  Total revenues are projected to increase 17.9% in 2010, 8.9% in 2011, 3.1% in 2012, and 7.5% in 20131.  

The Financial Projections are based on maintaining key relationships with all major customers and continuing 

operations with current business segments.  Significant line launches are planned in 2010 and limited line launches 

in 2012.  Typical unit lift and changes in AUSP assumptions, associated with a new line roll-out, were applied to 

each sub-brand in its scheduled time period.  The out year assumptions for overall company unit and AUSP growth 

were modeled after long term industry averages and Simmons results versus the industry. It is forecasted that the 

anticipated economic recovery will drive an increase in unit sales as consumers re-enter the market for consumer 

durables and it will also lead to an increase in AUSP due to mix as consumers traded up to higher price point 

mattresses both within a subbrand and between sub-brands.  

 

Cost of Goods Sold.  Cost of goods consists primarily of raw material costs, principally steel, polyurethane and 

latex foams, wood and fabric.  Labor and overhead represent a smaller percentage of cost of goods.  Material 

prices are influenced by various supply and demand factors as well as the underlying prices of certain 

commodities, such as steel and petro-chemical prices. Annual material, labor and variable overhead inflation 

factors were applied to each of the sub-brand cost per unit amounts to determine the cost per unit for the 

following year.  The overall material inflation factor was calculated by using a weighted average percent of total 

material cost by raw material category times the estimated annual inflation percent of each raw material 

category.  These raw material inflation factors by category looked at average historical inflation rates for each 

category and were normalized for major supply disruptions.  It was assumed that any major unplanned raw 

material inflation would be offset by unplanned price increases.  Annual labor and variable overhead inflation 

were estimated based on historical average inflation. Fixed overhead costs were built each year based on known 

rent increases and a fixed cost inflation factor applied to the fixed cost base. 

 

Gross Margins.  Gross margins are expected to remain relatively constant at 37.5% in 2010, 37.7% in 2011, 37.0% in 

2012 and 37.4% in 20131.  Execution of line launches is an important part to maintaining gross margins.  Gross 

margins for 2010 are negatively impacted by an estimated $3.3 million write-up of inventory to fair market value 

less the cost to dispose as a result of the assumed acquisition of Bedding Holdco and its subsidiaries on March 15, 

2010.  
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Selling, General and Administrative Expenses.  SG&A expenses primarily consist of volume variable expenses, such 

as selling and distribution costs.  SG&A expenses also include fixed expenses, such as salaries and fringe benefits.  

SG&A expense as a percentage of total revenue is expected to decline from 30.6% in 2010 to 27.7% in 2011, 27.5% 

in 2012 and 27.8% in 2013.  The SG&A spending assumptions include an increase in volume variable expenses as a 

percentage of total revenue in 2011, 2012 and 2013 compared to 2010 due to inflation in diesel costs and a shift in 

sales mix.     

 

Capital Expenditures.  Simmons Company has assumed annual capital expenditures requirements of approximately 

$12 million for maintenance and expansion for 2010, 2012 and 2013 and assumed approximately $16 million for 

maintenance and expansion for 2011.  The capital expenditure assumptions were built bottom-up by project or 

segment including replacement, capacity, automation, innovation, information technology, Canada, Juvenile and 

other as yet unidentified projects.   

 

Working Capital.   Accounts Receivable levels fluctuate with overall revenues, with the assumption that Simmons 

Company will approximately maintain its current average day’s sales outstanding.  Inventory values are generally 

flat based on the assumption of maintaining optimal operation levels for production.  Accounts Payable assumes 

historical credit terms with major suppliers consistent with normal terms prior to the filing date. 

 

Additional Note: Oaktree participated in the Refinancing and the acquisition of Serta Simms in 2009 along with 

Ares. 
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Source Documentation: All Publicly Available  

 

1) TPX Annual Reports, Quarterly Reports, Investor Presentations, Proxy Statements, 8K filings, Form 4s, 

earnings transcripts, and other TPX public filings 

2) Mattress Firm Annual Reports, Quarterly Reports, Investor Presentations, and other public filings 

3) Select Comfort Annual Reports, Quarterly Reports, Investor Presentations, and other public filings 

4) H Partners 2015 letter and investor presentation regarding TPX 

5) Blue Clay 2015 investor presentation regarding Select Comfort 

6) Simmons / Serta / AOT Bedding public filings including the Bankruptcy and merger filings with projections 

for combined entities 

7) CapIQ 

8) TPX, MFRM, SCSS all present and reference data collected by International Sleep Products Association 

(ISPA) which are referred to herein 

9) Plastics Europe Eco-Profiles of the European Plastics Industry, March 2005 

10) Dollar Thrift public filings 

11) Polyurethane Foam Association (PFA) 
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Disclosures and Notices 

 

Soulor Research research and reports express our opinions, which we have based upon generally available 

information, field research, inferences and deductions through our due diligence and analytical process. To the 

best of our ability and belief, all information contained herein is accurate and reliable, and 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. 

However, such information is presented “as is,” without warranty of any kind, whether express or implied. Soulor 

Research makes no representation, 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. Further, any report on this site contains a 

very large measure of analysis and opinion. All expressions of opinion are subject to change without notice, and 

Soulor Research does not undertake to update or supplement any reports or any of the information, analysis and 

opinion contained in them. 

 

Investing is a risky activity and can lead to substantial losses. This research report does not provide individually 

tailored investment advice. It has been prepared without regard to the individual financial circumstances and 

objectives of persons who receive it. The securities discussed in this report may not be suitable for all investors 

 

This research report is not an offer to sell or a solicitation of an offer to buy any security. Soulor Research is not 

registered as an investment advisor in any jurisdiction. 

 

You agree that the information in this research is copyrighted, and you therefore agree not to distribute this 

information (whether the downloaded file, copies / images / reproductions, or the link to these files) in any 

manner. 

 


