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The allocation question

Parker-Hannifin closed fiscal 2024 with record sales, higher reported segment margins, and a
portfolio reshaped by the 2022 acquisition of Meggitt. Its two reporting segments were sending
different signals. Aerospace Systems had higher sales, margin, orders, and backlog. Diversified
Industrial remained nearly three-quarters of company sales, but its sales and backlog declined
while its margin improved.

The public record does not disclose project-level returns or a pool of resources that can simply
be shifted from one segment to another. For this discussion, assume you are advising Parker's
senior leadership on the next increment of uncommitted strategic and operating
capacity-for example, engineering attention, production resources, or commercial support. The
assumption is for classroom use; Parker has not disclosed that these resources are fully
fungible.

How should Parker direct that capacity across Aerospace Systems, Diversified Industrial, and
the remaining Meggitt integration work? What evidence would make you change your
recommendation?

Company and strategy context

Parker is a motion and control technologies company serving customers across industrial and
aerospace markets. Its businesses sell to both original equipment manufacturers (OEMs) and
aftermarket customers. The company describes its Win Strategy as a system for customer
experience, profitable growth, engaged people, and financial performance. Its operating
structure includes decentralized divisions and sales companies.

In September 2022, Parker acquired Megqitt for approximately $7.2 billion, including assumed
debt. Parker assigned about 82% of Meggitt's fiscal 2021 sales to Aerospace Systems and 18%
to Diversified Industrial. After the acquisition, Parker's reported segment results combine
Meggitt with the existing businesses. The company does not report a stand-alone Meggitt
income statement or a counterfactual showing how either segment would have performed
without the acquisition.

Parker had previously stated a target of $300 million of cumulative Meggitt cost synergies by
fiscal 2026. That was a target, not evidence of realized savings. In fiscal 2024, Parker recorded
$38.3 million of Meggitt costs to achieve, down from $95.4 million in fiscal 2023, and expected
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about $12 million of additional Aerospace integration charges in fiscal 2025.

Two segments, different signals

Aerospace Systems

Fiscal 2024 Aerospace Systems sales were $5.47 billion, up from $4.36 billion. Reported
segment operating margin rose to 20.3% from 12.9%. Parker's sales bridge attributed $386
million of the increase to Meggitt, $19 million to currency, and negative $40 million to
divestitures; the remaining increase was $748 million excluding those effects. That bridge does
not isolate the return on new investment or the contribution of any single operating action.

The segment's fiscal 2024 sales included $1.78 billion of commercial OEM revenue, $1.81 billion
of commercial aftermarket revenue, $1.13 billion of defense OEM revenue, and $754 million of
defense aftermarket revenue. Combined commercial and defense aftermarket sales were about
$2.57 billion, or roughly 47% of Aerospace Systems sales.

Year-end Aerospace backlog was $6.68 billion, compared with $6.20 billion a year earlier.
Parker said orders exceeded shipments, particularly in commercial and defense aftermarket.
Backlog consists of written firm orders, but it is not revenue or a guarantee of margin. Across
the company, Parker expected 73% of backlog to be recognized within the next 12 months.

For the fourth quarter, the Aerospace Systems order rate was up 7%, and organic sales growth
was 19.1%. Parker calculates Aerospace order rates using a rolling 12-month comparison; its
Diversified Industrial order rates use three-month averages. Treat the reported rates as
directional signals rather than directly comparable demand measures.

Parker attributed Aerospace margin improvement to higher volume, favorable aftermarket mix,
lower integration charges, cost-containment work, and prior-year integration and realignment
actions. Higher intangible amortization was a partial offset. These are management's
explanations; the disclosure does not quantify each factor's contribution.

Diversified Industrial

Diversified Industrial generated $14.46 billion of fiscal 2024 sales, down from $14.71 billion.
Sales declined 1.7% on a reported basis and 2.1% excluding acquisitions, divestitures, and
currency under Parker's calculation. Segment operating margin improved to 22.0% from 20.9%,
and operating income rose to $3.18 billion from $3.07 billion.

Backlog declined to $4.18 billion from $4.79 billion, primarily because shipments exceeded
orders. Parker attributed the margin improvement to price increases, favorable mix, moderating
material and freight costs, and operating efficiencies; higher realignment charges partly offset
those factors. The record shows stronger profitability during lower sales and backlog, but it does
not show whether weaker demand is temporary or whether incremental investment would
restore growth.

In the fourth quarter, Diversified Industrial order rates were 0% in North America and negative
1% internationally. Organic sales growth was negative 2.8% in North America and negative
2.5% internationally. These results describe different markets and use different measures; they
do not establish the prospects or returns of a particular product line.
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Resources and constraints

Parker reported $3.4 billion of cash from operations and $3.0 billion of free cash flow for fiscal
2024; free cash flow is a company-defined non-GAAP measure. Capital expenditures were $400
million. Parker said it targets capital expenditures at 2% of sales, prioritizing safety, strategic
investment, and sustainability. The target is company-wide and does not disclose a segment
allocation.

Parker drew $2.0 billion under a delayed-draw term loan in September 2022 to finance part of
the Meggitt acquisition. It repaid $1.1 billion in fiscal 2023 and $385 million in fiscal 2024. At
June 30, 2024, the loan's carrying amount was $490 million; the principal maturity schedule
showed $500 million in the fiscal year ending June 30, 2026, and the debt note identified
September 2025 as its maturity date. Parker also had $2.1 billion of commercial paper
outstanding and stated a goal of maintaining an investment-grade credit profile.

These facts make sequencing and cash use relevant. They do not establish financial distress or
prove that Parker should defer growth investment.

Choices for leadership
The following are analytical paths for this case, not a list of disclosed Parker programs.

1. Give Aerospace Systems the larger share of the next increment. Support aftermarket
capacity, customer service, and engineering where stronger orders and backlog indicate a
growth opportunity. The risk is committing against a favorable cycle or treating
acquisition-related and mixed-driver results as evidence of incremental returns.

2. Give Diversified Industrial the larger share. Build on its scale and margin improvement,
while addressing lower sales and backlog through product, process, or commercial
investment. The risk is investing without evidence about which markets or projects can
recover, or weakening a segment that is currently producing higher reported margin than
Aerospace.

3. Use a staged, capability-specific allocation. Continue integration and fund targeted
initiatives in both segments, with additional capacity released as evidence improves. This
reduces the need to choose one segment-wide winner, but staging could leave bottlenecks
unresolved or miss an opportunity in Aerospace. It also requires measures Parker does not
publicly report, such as customer retention, delivery performance, project returns, and
integration progress by capability.

The academic literature offers a way to frame the integration choice. Research distinguishes
cost-oriented acquisition logic from revenue-oriented logic and suggests that the appropriate
degree of resource integration may depend on which value mechanism is being pursued.
Integration can improve coordination, but loss of autonomy may also put innovation, employee
retention, or customer continuity at risk. These ideas help formulate questions; they do not
establish Megqitt's value logic or estimate Parker's returns.
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Discussion questions

1. Which path would you recommend for the next increment of strategic and operating
capacity? State the value mechanism behind your choice.

2. Which evidence is most useful for comparing the segments, and which measures should not
be treated as comparable? Explain the limits of sales growth, operating margin, backlog, and
order rates here.

3. Which Meggitt capabilities should Parker integrate more closely, and which might need local
decision authority or customer continuity? What information would help distinguish cost from
revenue synergies?

4. Propose three decision gates for releasing the next increment of capacity. Explain the metric,
review period, and evidence that would cause you to continue, redirect, or stop.

5. How should Parker balance investment, integration work, and debt repayment while
maintaining its stated investment-grade objective?

Sources and notes

This case uses only information available by August 22, 2024. Company facts and management
explanations are drawn from Parker-Hannifin's FY2024 Form 10-K, filed August 22, 2024 (ltem 1
and Item 7; Notes 2, 3, 4, 11, and 19), its August 8, 2024 fiscal-year results release, and the
accompanying results presentation. The historical $300 million Meggitt synergy target is from
Parker's February 2023 results presentation and is identified as a target, not an achieved result.
Exact source versions, locators, and academic reading limits are recorded in the accompanying
research dossier.

Academic framing draws on Tuhin Chaturvedi and Carmen Weigelt, “Operating Synergy and
Post-Acquisition Integration in Corporate Acquisitions: A Resource Reconfiguration Perspective,”
Long Range Planning 57 (2024), 102428, and Julia Bodner and Laurence Capron, “Post-merger
Integration,” Journal of Organization Design 7 (2018), article 3. Neither paper supplies a
Parker-specific estimate.
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