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Dear Fellow Shareholders >

Fiscal 2007 has been a year of intense focus as we executed on the strategies we introduced

in October 2006. It was also a year where we laid the groundwork for momentous change, as

we announced and prepared the plans for the separation of Hillenbrand Industries into two

independent, publicly traded companies.

After a detailed review by the board of directors and senior
leadership team, we concluded that there is a strong
business case to support the separation. Separation should
allow each company to have the focus and flexibility
to grow more quickly, and to adopt an appropriate
capital structure that supports its business plans while
maximizing shareholder returns. As separate companies,
each should be able to attract talent more easily, and
associates should have a clearer line of sight to how they
impact the performance of their company. As two focused,
mission-driven organizations, we would expect each to
continue to lead and innovate within their industries,
benefiting all their stakeholders. Continuity should be
assured, as the current management team of each company
would remain in place and be supplemented as needed.
Under the proposed plan, the newly named Hill-Rom
Holdings would continue to be led by Peter Soderberg,
and Batesville Casket, with a Hillenbrand-named parent,
would continue to be led by Kenneth Camp. As of this

writing, we continue to work to complete the separation,

which remains subject to the effectiveness of a registration
statement for Batesville Casket's parent with the U.S.
Securities and Exchange Commission and other conditions

specified in the enclosed Annual Report on Form 10-K.

Reflecting on the year’s achievements and challenges,
we continued to execute on Hill-Rom’s plan for accelerated
growth, and Batesville Casket's plan to lay an even more
solid foundation to withstand a period of low deaths and
increasing death care industry consolidation. Highlights

for both our operating companies follow.

Hill-Rom...A Year of Preparing for
Significant Growth

For Hill-Rom, our goal is to build a high-performing
medical technology company that gives health care
providers and their patients the tools they need to
achieve better outcomes. Our six-point strategy is a “fix

and grow” plan to achieve this vision. One year into the




plan, we are as enthusiastic as ever about the strategy

and generally pleased with how we have executed it.

The plan starts with people—putting the right people in
the right jobs with the right tools. Of the top 80 positions
in the company, we have now changed over half of the
people in those roles. Many are coming from outside,
bringing with them deep experience in medical technology
and other skills we need to become a higher-growth
company. Others are the result of promotions from
within the company. We heightened our focus on growing
our internal talent and deploying them in the right roles.
We have clarified responsibilities in many areas and given
line managers more autonomy, making sure that associates
are aligned and compensated based on activities that

create shareholder value.

Next, we have focused on innovation. We increased our
research and development (R&D) spend by 30 percent in
2007, including investments in software development.
We created a Global Innovation Center in Batesville to
house our growing R&D and new product ideation
staff, and recently announced creation of an Asia Pacific
Innovation Center, with support from the government of
Singapore. Although the 2007 results do not fully reflect
the fruits of our efforts yet, new product introductions
are already accelerating. In fact, we launched 17 new
or improved products this year, primarily in the latter
part of the year, representing the most new launches in
a single year in company history. Our work today will

drive growth in the years to come.

The Hill-Rom therapy rental business appears to be turning
the corner, boosted by the launch of several new therapy

surfaces and a new ICU patient support system for large

patients, the TotalCare® Bariatric Plus system. Profitability
also improved due to adjustments in the business cost

structure and a refinement of our customer mix.

Growth in International Markets

Especially impressive this year was our international
business, which grew by a robust 25 percent, including the
effects of foreign exchange. This increase demonstrates, in
part, the successful introduction of our AvantGuard™ 800
medical-surgical bed, which fueled particularly strong
growth in Europe. Late in the year, we also won a
sole-source, three-year contract to supply our products
to medicalized long-term care facilities in France. Our
Medicraft acquisition in Australia was closed in October
2006, and continues to meet expectations. Another
highlight of the year internationally was the signing of a
new distribution agreement with Paramount Bed Co,,
Ltd. of Japan. This collaboration gives Hill-Rom a strong
new channel for our products in Japan through an
alliance with the world’s second largest hospital and

home care bed producer.

Improving Profitability

After assessing our supply chain footprint in early 2007,
we made the strategic decision to open a fourth major
manufacturing plant, and base it in a low-cost region.
We acquired a 300,000 square-foot plant in Monterrey,
Mexico, ideally suited to our strategy of further penetrating
home care, extended care, and emerging markets with
advanced products at affordable price points. In July,
we made our first shipments from this facility and we will
continue to ramp up production throughout 2008. Nowy,

with our international three-plant footprint (Monterrey,




and, in France, Pluvigner and Montpellier), combined
with our largest plant based in Batesville, we believe our
manufacturing needs are aligned and our manufacturing

capabilities are competitive for the next several years.

Expanding in New Directions

We took many steps this year to increase our presence
in home care and extended care in the U.S. We put a
new leadership team in place, and refined and improved
sales and customer systems. We expect the fruits of
these investments, our product development efforts
in post-acute care and our partnering programs, will

become more apparent in 2008.

Finally, we've made progress in helping Hill-Rom reach
outward as we forge new alliances and partnerships. In
addition to the Paramount relationship, we announced
alliances with Tempur-Pedic, one of the best-known brands
in sleep surfaces, and with SAS, the leading provider of
business intelligence software. We are increasingly aware
that our customers are looking to us not just for
products, but for product integrations with other

technology suppliers.

Looking ahead to 2008, we expect to see sales growth
accelerate and margins expand as the initiatives launched
in 2007 begin to take hold. We reaffirm the goals we set
in October 2006—that over time Hill-Rom will produce
6 to 8 percent in organic annual sales growth, and 10
to 13 percent growth in earnings. However, next year also
will be a year of continued investment in strategic initiatives
so we can achieve those goals. We plan to increase our
research and development spend by 26 percent in 2008.

We also will expand our North America acute care sales

force to better service our large installed base and
prepare the way for the new products and services we
have recently launched and will continue to launch
throughout the year. We anticipate this investment
program to result in slower earnings growth in the first
half of the year leading to growth acceleration in the

latter half of the year.

Batesville Casket...
Helping Our Customers Succeed in
Challenging Times

This past year was challenging for the casket industry
and for Batesville, with lower revenues resulting from
erosion in funerals, caused by a flat death rate and the
continued gradual increase in the number of cremations.
However, it was also a year where we saw success from
our new products and programs put in place to respond

to these market forces.

In a period when our funeral home customers are
challenged with fewer burials, we have expanded our
offering of merchandising services and support to
help them optimize the return on each existing funeral.
We expanded the ASYST™ computer-based visual
merchandising program to help funeral directors easily
and effectively present the value of the funeral products
and services they provide. This gives consumers more
information about casket styles and features so they
can select the right product to meet their individual
requirements. The ASYST™ system has shown that an
informed consumer usually buys a better product
and reports a higher level of satisfaction with the
purchase and the process. In those funeral homes

that adopted the Batesville merchandising system, we




saw encouraging results in the mix of products sold.
This increase has a positive effect on both our customers’

gross margins and on our own.

In 2007, we expanded the sales of our Gemini™ line of
non-gasketed steel caskets. This model line provides
Batesville quality and greater variety to those consumers
who seek higher eye-appeal products at lower cost.
The Gemini™ line continued its growth trend this year, and
we extended our presence at the lower price points
with the Hailey™ series, which provides gasketed steel
caskets at just above the Gemini™ price points. We also
introduced new bronze models in our premium casket
line and new models into our growing veneer product

line, which is manufactured in Chihuahua, Mexico.

With our unique personalization capabilities and our
ASYST™ merchandising program, the Batesville product
line is well-positioned to offer all families the opportunity
to honor the lives of those they loved in a way that

meets their individual needs.

Last year, we completed the acquisition of two small
regional distributors with solid, proven customer
relationships. Both of these companies are completely
integrated into the Batesville family and are yielding
financial results several times our cost of capital. Also

in 2007, we elected not to move forward on a third
distributor acquisition—Yorktowne Caskets—which we
had previously announced. After a series of legal actions
filed against Yorktowne by its previous supplier, we
concluded that moving forward would not be in the

best interest of our shareholders.

As the number of cremations continues to increase, we

are increasing our investment in the cremation business

by continuing to create new products and services for
the cremation consumer, including new caskets, urns,

and cremation specialized jewelry.

In 2007, we continued our e-business presence, doubling
the number of funeral homes which use our website
services. Batesville is now the largest creator and host
of funeral home websites in the industry, and we look

forward to growing this area.

This was also the first full year of sales for our NorthStar™
business which provides “private label” caskets directly
to independent manufacturers and distributors. These
products, which enable us to further leverage our
manufacturing capabilities, contain none of the
proprietary personalization or other features of our
Batesville-branded caskets. We have been pleased

with the NorthStar results this year.

Manufacturing Excellence Awards

Also of note, our local manufacturing teams were selected
for a series of awards. The Association of Manufacturing
Excellence (AME) selected the Batesville, Indiana, plant as
the winner of the 2007 Manufacturing Excellence Award
for the Great Lakes Region. AME also selected Batesville’s
Manchester, Tennessee, plant as the winner of the 2007
Manufacturing Excellence Award for the Southeast Region.
IndustryWeek magazine chose our Vicksburg, Mississippi,
plant as one of its Top 10 manufacturing plants in North
America for 2007. We are pleased to have received these
awards and are extremely proud of the manufacturing
teams who achieved this level of manufacturing excellence.
In the pursuit of these competitive awards, our teams

reach improved levels of safety, quality, delivery and cost,




which benefit our customers, their client families and

our shareholders.

Progress Through Change

We believe we have made enormous progress in the last
18 months in positioning our two businesses for sustained
growth and leadership in their respective industries. We
are also extremely encouraged by the enthusiasm we
hear among our associates, customers, and our shareholders
(current and potential) about our plans to separate the
two companies. As the pace of change quickens, so too,

we believe, will the returns on our efforts of 2007.

We have carried last year's theme, “we are more,” into this
year's annual report. Last year we shared with you the
many ways in which we are more than a hospital bed

company and a casket company. Now we are seeing
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positive proof of how much more we can be. We would
like to thank our Board for their guidance as we embark
upon this new path. Equally, we thank our talented and
devoted associates for trusting us to take this organization
in new directions and for keeping their eyes on the prize
and their spirits in the game as we move forward to

becoming so much more.

Rul) (W

ROLF A. CLASSON
Chairman of the Board

PETER H. SODERBERG

President and Chief Executive Officer
Hillenbrand Industries
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Financial Highlights

Hillenbrand Industries, Inc. and Subsidiaries

Fiscal Year Fiscal Year Fiscal Year
Ended Ended Percentage Ended Percentage
September 30, September 30, Change September 30, Change
(Dollars in millions except per share data) 2007 2006 2007 vs. 2006 2005 2006 vs. 2005
Net Revenues
Health Care capital sales $ 940.7 862.6 9% 810.9 6%
Health Care rentals 415.8 425.7 (2)% 467.8 (9)%
Funeral Services sales 667.2 674.6 (1)% 659.4 2%
Total Revenues 2,023.7 1,962.9 3% 1,938.1 1%
Gross Profit
Health Care capital sales 393.8 361.5 9% 3294 10%
Health Care rentals 208.7 208.5 0% 2451 (15)%
Funeral Services sales 278.6 279.8 (0)% 266.0 5%
Total Gross Profit 881.1 849.8 4% 840.5 1%
Other operating expenses 604.4 529.1 14% 555.7 (5)%
Litigation (credits) charges (1.2) (2.3) (48)% 3586 (101)%
Special (credits) charges (0.2) 54 104% 36.3 (85)%
Operating Profit (Loss) 278.1 3176 (12)% (110.1) N/A
Other income (expense), net 134 214 (37)% (5.8 N/A
Income (Loss) from Continuing Operations
Before Income Taxes 291.5 339.0 (14)% (115.9) N/A
Income tax expense (benefit) 100.9 117.5 (14)% (19.6) N/A
Income (Loss) from Continuing Operations 190.6 2215 (14)% (96.3) N/A
(Loss) income from discontinued
operations — (0.3) 100% 2.2 (114)%
Net Income (Loss) $ 190.6 2212 (14)% (94.1) N/A
Income (Loss) per Common Share from
Continuing Operations—Diluted $ 3.07 3.60 (15)% (1.56) N/A
(Loss) Income per Common Share from
Discontinued Operations—Diluted — (0.01) 100% 0.04 (125)%
Net Income (Loss) per Common
Share—Diluted $ 3.07 359 (14)% (1.52) N/A
Dividends per Common Share 1.14 1.13 1% 1.12 1%
Return on Average Equity 15.7% 21.2% (26)% (8.1)% N/A
Average Common Shares
Outstanding—Diluted (000's) 62,115 61,577 1% 61,774 (0)%
Shareholders 19,000 24,200 (21)% 21,600 12%
Employees 9,900 9,300 6% 9,800 (5)%

See Management'’s Discussion and Analysis of Financial Condition and Results of Operations and Consolidated Financial Statements for more information.




Nine Year Summary
Hillenbrand Industries, Inc. and Subsidiaries

Fiscal Year Fiscal Year Fiscal Year
Ended Ended Ended
September 30, September 30, September 30,
(Dollars in millions except per share data) 2007 2006 2005
Results of Operations:
Net revenues S 2,023.7 1,962.9 1,938.1
Cost of revenues and operating expenses $ 1,747.0 1,642.2 1,653.3
Litigation (credits) charges (c) S (1.2) (2.3) 358.6
Special (credits) charges (d) $ (0.2) 54 363
Operating profit (loss) $ 278.1 3176 (110.1)
Other income (expense), net (e) $ 13.4 214 (5.8)
Income (loss) from continuing operations before income taxes $ 291.5 339.0 (115.9)
% of net revenues 14.4 17.2 (6.0)
Income tax expense (benefit) $ 100.9 1175 (19.6)
% effective rate (f) 34.6 34.7 16.9
Income (loss) from continuing operations $ 190.6 2215 (96.3)
% of net revenues 9.4 11.3 (5.0)
(Loss) income from discontinued operations (g) $ — (0.3) 2.2
Net income (loss) S 190.6 2212 (94.1)
% average shareholders’ equity 15.7 21.2 (8.1)
Per Share Data:
Income (loss) from continuing operations—Diluted (g) $ 3.07 3.60 (1.56)
Net income (loss)—Diluted $ 3.07 359 (1.52)
Cash dividends S 1.14 113 112
Book value $ 20.57 18.38 15.69
Average common shares outstanding—Diluted (000's) 62,115 61,577 61,774
Financial Position:
Current assets $ 894.4 7639 890.5
Current liabilities $ 339.6 3252 669.0
Working capital $ 554.8 438.7 2215
Current ratio 2.6 23 1.3
Equipment leased to others and property, net $ 410.3 369.1 376.6
Assets of discontinued operations (g) $ — — 110.0
Insurance assets (g) $ — — —
Total assets $ 2,117.0 1,952.2 2,229.2
Long-term obligations/debt (h) $ 349.0 3474 3515
Shareholders’ equity $ 1,277.8 1,131.7 969.5
Other Data:
Capital expenditures $ 135.2 926 1212
Depreciation and amortization $ 107.3 108.8 114.0
Net cash provided by operating activities $ 285.9 29.1 239.7
Employees (i) 9,900 9,300 9,800
Shareholders 19,000 24,200 21,600
Stock price range—high and low $67.49-54.57 58.14-44.81 58.01-46.56

See Consolidated Financial Statements
(@ Amounts rounded in whole millions for periods prior to September 30, 2003.

b) Represents fiscal year end of Saturday nearest November 30 of each year. Fiscal year end was changed to September 30 effective in 2002.

(
(c) Reflects antitrust litigation credits in 2007 and 2006 and charges in 2005 and 2002.
(

d) Special (credits) charges reflect actions taken including realignment of certain operations, the write-down of underperforming and rationalized assets, the reversal
of prior special charge provisions in excess of requirements, gain on disposition of facilities idled under prior special charges and retirement of former Company

CEOs (see Note 8 to Consolidated Financial Statements).




Twelve Months Ended

Fiscal Year Fiscal Year September 30, (a)
Ended Ended
September 30, September 30, 2002 2001 Fiscal Year Ended (a)(b)

2004 2003 (Unaudited) 2001 2000 1999
1,829.3 1,693.9 1,736 1,674 1,673 1,637 1,600
1,503.3 1,353.2 1,435 1,434 1,409 1,431 1,398

— — 250 — — — —
55 94 5 26 22 2 35
3205 3313 46 214 242 204 167
(12.7) (51.0) (27) (15) (21) — (16)
307.8 2803 19 199 221 204 151
16.8 16.5 1.1 11.9 13.2 12.5 94
1196 99.7 (37) 69 52 74 56
389 356 (194.7) 34.7 234 36.1 37.1
188.2 180.6 56 130 169 130 95
10.3 10.7 32 7.8 10.1 79 59
(45.0) 84 (12) 23 1 24 29
143.2 189.0 44 153 170 154 124
12.2 17.0 43 16.9 18.8 19.2 134
3.00 290 0.90 2.05 2.70 2.06 1.44
2.28 3.04 0.70 243 2.70 244 1.87
1.08 1.00 0.98 0.83 0.84 0.80 0.78
18.86 1945 15.88 15.34 16.28 13.20 12.63
62,725 62,185 62,931 62,989 63,021 62,958 66,337
746.1 720.5 971 N/A 891 724 782
3089 3789 564 N/A 343 282 371
437.2 3416 407 N/A 548 442 411
24 1.9 1.7 N/A 2.7 26 2.1
3722 264.0 270 N/A 266 272 267
98.3 29.7 — N/A — — —
— 4,100.3 3,889 N/A 3,618 3,314 3,091
2,069.7 54749 5455 N/A 5,072 4,597 4433
361.6 157.1 324 N/A 307 302 302
1,1829 1,209.8 999 N/A 1,026 831 838
124.5 114.7 121 103 101 106 79
108.1 751 91 95 100 89 98
3486 366.1 397 404 445 295 184
10,100 9,800 10,300 N/A 10,200 10,800 10,800
17,000 16,900 17,600 N/A 19,100 18,100 22,900
72.92-49.40 58.29-46.50 66.48-48.30 58.51-41.56 58.51-41.56 51.50-28.75 58.12-26.12

(e) Gains from investments drove improvement in 2007 and 2006. Includes losses of $16 million and $6 million on the repurchase of debt in 2003 and 2004, respectively.
(f) Reflects the 2005 write-off of a deferred tax asset related to our French entities of $16 million that was originally recognized in 2004.
(9) Results have been adjusted to reflect discontinued operations for divestitures of Forethought Financial Services and Hill-Rom’s piped-medical gas and infant care

businesses in the applicable prior year periods. The balance sheet was adjusted in 2003 and 2004 to reflect discontinued operations of the Hill-Rom business and

solely in 2004 to reflect the divestiture of Forethought Financial Services.
(h) Reflects long-term obligations, including capital leases, for 2001 and later periods. For fiscal years prior to 2001, reflects only long-term debt.
(i) Employees for 2003 and later periods exclude temporary employees. For fiscal years and periods prior to 2003, temporary employees are included.




Shareholder Information

Stock Exchange

Hillenbrand Industries common stock is
traded on the New York Stock Exchange
(NYSE) under the ticker symbol HB. The
newspaper stock table listings are
Hillenbrnd, Hillenbd or Hilenbd.

HB
LESTED)]
NYSE

Dividends

Hillenbrand Industries has paid cash
dividends on its common stock every
quarter since the first public offering in
1971, and those dividends have increased
each year since 1972. Dividends are paid
near the end of December, March, June
and September to shareholders of record
in mid-December, mid-March, mid-June
and mid-September.

Transfer Agent

If you have questions about your stock
certificates—such as lost certificates,
registration of certificates, dividend
payments, or any other stock-related
question—please contact our transfer
agent. Their information is:

Computershare Investor Services
250 Royall Street

Canton, MA 02021

312.360.5328 or 800.716.3607

Reinvestment of Dividends and
Direct Stock Service

Hillenbrand offers its shareholders
opportunities to reinvest dividends and
to transfer their certificates into electronic
accounts. In order to obtain information
for these features, administered by our
transfer agent, call 800.716.3607, and
select the menu item for BYDSSM.

Annual Meeting

Hillenbrand’s annual meeting of
shareholders will be held on February 8,
2008, at 10 a.m. EST at:

Batesville Casket Company
One Batesville Boulevard
Batesville, IN 47006-7798

Auditors
PricewaterhouseCoopers LLP

720 East Pete Rose Way, Suite 400
Cincinnati, OH 45202
513.723.4700

Legal Counsel

Bracewell & Giuliani LLP

711 Louisiana Street, Suite 2300
Houston, TX 77022
713.223.2300

New York Stock Exchange
Compliance

In 2007, we submitted our Section
303A.12(a) chief executive officer
certification to the New York Stock
Exchange. We have also filed with the

Securities and Exchange Commission,
as an exhibit to our most recently filed
Annual Report on Form 10-K, the
Sarbanes-Oxley Act Section 302
certifications.

Corporate Site on the
World Wide Web
www.hillenbrand.com

Investor Relations

Requests for the Hillenbrand Industries
Annual Report on Form 10-K or other
information on the company, should be
directed in writing to:

Investor Relations and
Corporate Communications
Hillenbrand Industries, Inc.
1069 State Route 46 East
Batesville, IN 47006-8835
812.931.2199
Andy.Rieth@hillenbrand.com

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS
Certain statements in this annual report contain forward-looking statements, within the meaning of the Private Securities Litigation
Reform Act of 1995, regarding the Company’s future plans, objectives, beliefs, expectations, representations and projections. The
Company has tried, wherever possible, to identify these forward-looking statements using words such as “intend,” “anticipate,” “believe,

" "encourage," “expect,” “may,” "

o

higher,

“plan,
“oromise,

goal,

lower,

"o "o

Increase,

" "“become,” “pursue,” “estimate,” “strategy,

oy "o

reduce

will,

improve,” “expand,” “progress,

"o

projection,
potential,” or the negative of those terms or other

"o "o

‘continue,

"o

forecast, accelerate)

variations of them or by comparable terminology. The absence of such terms, however, does not mean that the statement is not
forward-looking. It is important to note that forward-looking statements are not guarantees of future performance, and the Company’s
actual results could differ materially from those set forth in any forward-looking statements. Factors that could cause actual results to
differ from forward-looking statements include but are not limited to: the Company’s dependence on its relationships with several
large national providers and group purchasing organizations, changes in death rates, whether the Company’s new products are
successful in the marketplace, changes in customer’s Medicare reimbursements, collection of accounts receivable, compliance with
FDA regulations, anti-trust litigation, potential exposure to product liability or other claims, failure of the Company’s announced
strategic initiatives and restructuring and realignment of activities to achieve expected growth, efficiencies or cost reductions,
disruptions in the Company’s business or other adverse consequences resulting from the planned separation of the Company’s two
operating companies, failure of the Company to execute its acquisition and business alliance strategy through the consummation
and successful integration of acquisitions or entry into joint ventures or other business alliances, competition from nontraditional
sources in the funeral services business, volatility of the Company’s investment portfolio, increased costs or unavailability of raw
materials, labor disruptions, the ability to retain executive officers and other key personnel, and certain tax-related matters. For a
more in depth discussion of these and other factors that could cause actual results to differ from those contained in forward-looking
statements, see the discussions under the heading “Risk Factors” in the Company’s Annual Report on Form 10-K for the year ended
September 30, 2007 filed with the Securities and Exchange Commission and accompanying this report. The Company assumes no
obligation to update or revise any forward-looking statements.

Copyright © 2007 Hillenbrand Industries, Inc.

designed by curran & connors, inc. / www.curran-connors.com
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Enhancing Outcomes for Patients and Their Caregivers.m

WHO WE ARE

Hill-Rom is a leading worldwide manufacturer and provider of medical technologies and related services for the health care
industry, including patient support systems, non-invasive therapeutic products for a variety of acute and chronic medical
conditions, medical equipment rentals and services, and health care information technology solutions. Hill-Rom’s comprehensive
product and service offerings are used by health care providers around the world and across the health care continuum in

hospitals, extended care facilities, and home care settings to enhance the safety and quality of patient care.

OUR MISSION

Every day, we make a positive difference in the lives of patients and those who care for them.

HILL-ROM THREE-YEAR STRATEGY

Organic Targets

Revenue 6-8% CAGR

GM 10-13% CAGR




We may be best known for our beds because we have over a million now in use around

the world.

But our strategy is much broader and more ambitious. Our goal is to build a high-performing
medical technology company that gives health care providers and their patients the tools

they need to achieve better outcomes and, in turn, provide value to our shareholders.

We are committed to a six-point “fix and grow” strategy to achieve this vision. It is my
strong belief that successful execution of this strategy must begin with people and a culture of accountability
and performance. To this end, more than half of the 80 top positions in this company have seen changes in
leadership over the past year. Many are coming from outside, bringing with them deep experience in medical
technology and other skills we need to become a higher-growth company. Other changes are the result of

promotions from within as we grow and align talent with new roles.

We have invested in our organization in other ways, too, especially in expanding the sales force to increase the
number of team members available to service our installed base. With the right people in place, we believe that
we'll be better able to fully use our knowledge of care processes, global sales and distribution channels, rental
service center network management, and our strong position and brand in hospital patient support systems to

help us reach our goals.

We also are focused on new product development, innovation and expansion. In 2007, we increased our investment
in research and development (R&D) and will continue to do so in the coming year. We created a Global Innovation
Center in Batesville for our growing R&D and new product ideation staff, and we recently announced creation
of an Asia Pacific Innovation Center, with support from the government of Singapore. We will continue to
accelerate new product introductions, developing the right products to meet the changing needs of the health

care environment.

Another major tenet of our strategy is to improve our cost structure, through low cost sourcing, establishment of

a new low cost manufacturing facility and new product designs.

In the pages of this book, you'll see more details on how each of our six strategic imperatives is helping us
improve results...and make a difference in the lives of patients and their caregivers. We are a company focused

on becoming so much more.

Sincerely,

PETER H. SODERBERG
President and Chief Executive Officer

Hill-Rom
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As we mark year one in our three-year strategic
momentum and seeing progress.

e are gaining

The foundation for change begins internally. That foundation is
being put in place as we evolve toward a culture of ownership and
entrepreneurship. We are delivering:

« more innovative new products and solutions
« more cost-effective and competitive manufacturing capacity
« more regions and market segments served around the globe.



In 2007, we made good progress in creating enduring success through the

execution of our long-term strategy.

Defend and Differentiate Our Core Business

We are becoming more competitive in our core business—North America hospital
capital sales—through launching new products and extending existing ones. This year, we
introduced the Affinity® 4 Birthing Bed, a refreshed version of this well-established product.
Six new stretchers joined the fleet, all with a 700-pound weight capacity. Enhancements to
the NaviCare® system, our solution for managing patient flow metrics and staff efficiency,
offered new solutions for process improvement and patient safety. We partnered with SAS,
the leader in business intelligence software, to help turn this data into useful information.
And, we began an alliance with Tempur-Pedic, one of the best-known brands in sleep
surfaces. Together, we're offering a new range of surfaces to enhance patient comfort and
reduce the incidence of pressure ulcers. Finally, we added 30 new market specialists to
maintain our installed base, sell new products and focus on after-market opportunities.

"The NaviCare® system is our information technology solution that connects patients,
caregivers and our most advanced frames and surfaces to help improve outcomes.”

[

Mike Gallup, Vice President and General Manager, Hill-Rom IT Solutions
Revitalize the North American Rental Business

To rebuild our rental fleet, we deployed nearly 3,000 new and reconditioned products,
investing more than $65 million. Two advanced new products have refreshed our fleet.
TotalCare® Bariatric Plus system is an extension of our flagship ICU bed, specially designed
to improve outcomes for bariatric patients and their caregivers. And, our new low air loss
wound surface, the Hill-Rom® Envision™ E700, automatically adjusts surface pressure based
on the patient’s weight and helps maintain a cool and dry environment next to the skin.
We're adding 34 specialists to the rental sales force to focus exclusively on growing our
moveable medical equipment product and service line.

“"Customers recognize the investments we've made in our business and the value
proposition we offer. The combination of innovative products, clinical expertise and
support, and outstanding service has opened doors for us with new customers.”

Susan Schuette, Vice President, National Accounts

Improve Our Gross Margins

We took steps toward this goal by opening a new plant in Monterrey, Mexico. The plant
began shipping products in July on a modest scale and is a centerpiece for cost savings
and for supporting growth in Latin America and in the post-acute market. We will continue
to ramp up production throughout 2008. We continue to move direct material spend to
low cost countries, primarily from the U.S. to Asia, by leveraging our Suzhou, China, sourcing
center. In addition, over the next three years we intend to transform new product development
to a platform-based approach, standardizing our product architecture by using common
sub-assemblies and modules. We believe this capability will enable us to meet customer
needs faster, at lower cost and deliver better value.

"Our strategy is to leverage the global capabilities of our supply chain and, by designing
and building the right products at the right facilities worldwide, to maximize use of all our
available expertise.”

Mark Baron, Group Vice President, Operations and Product Development

The new Affinity® 4 Birthing Bed
offers innovative features such
as the Stow and Go™ foot
section that quickly slides away
during delivery.

Our new plant in Monterrey, Mexico,
will help reduce manufacturing
costs and open the door to the
Latin American market.
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The TotalCare® Bariatric Plus system
helps caregivers address the
special needs of heavier patients.
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Develop Our Post-Acute Business

This area of business began to take shape this year as we built capabilities, improved business
processes, augmented our leadership, and expanded our portfolio of products available to
extended care and home care customers. We launched a basic wound prevention surface,
a bariatric wound prevention surface, and a bariatric frame for use in both home care and
extended care. In 2008, we are launching a new global patient support system for extended
care and home care customers—our first platform-designed product. We also are
introducing a full new line of furniture and a new powered therapy surface.

“As our population ages, we must provide better, more innovative solutions that help
people transition throughout the continuum of care. We have an opportunity to provide
families and caregivers with the unique technology and tools needed but to which they
have not traditionally had access.”

Kim Dennis, Group Vice President, Post-Acute Care North America

Expand International Business

Hill-Rom's international product sales currently represent about 22 percent of Hill-Rom's total
revenue. We were successful in growing the international business 25 percent in 2007,
including the effects of foreign exchange, and plan to continue our future growth at double
digit rates. Strong organic sales helped drive our expansion internationally, especially in
Europe, where we believe we now have established industry leadership. We signed a
landmark agreement with Paramount Bed Co,, Ltd., the leading health care bed company in
Japan, that will allow Paramount to distribute Hill-Rom® beds in Japan and opens the door
for further opportunities between the two companies. And, we continue to expand our
geographic reach, such as our Medicraft business in Australia, to provide new channels to
sell and rent Hill-Rom® products in areas where our penetration has previously been low.

“We're thinking outside the box and finding solutions in strategic relationships, such as
with Paramount. We're developing products that match the needs of the region and these
are proving to be successful in Europe and elsewhere internationally.”

Greg Tucholski, Group Vice President, International & Surgical
Grow Entrepreneurial Units

Our three entrepreneurial units—Hill-Rom Health Information Technology Solutions, Hill-Rom
Respiratory Care, and Allen Medical—were strong performers this year. They achieved
combined revenues of approximately $170 million representing nearly 10 percent growth over
the prior year, and growth in gross margin of more than 25 percent. Each of these units focused
on innovation and excellence in delivery. The Vest® Airway Clearance System, Model 205,
was recognized with a gold medal in the 2007 Medical Device Excellence Awards.

“We have aggressive goals for growth but we also have the spirit and the support to go
after those goals. Ultimately, we make a difference in the lives of the patients served by
our products and our customers, and that's what really motivates us all”

Joe Raver, Vice President and General Manager, Hill-Rom Respiratory Care

This attractive new bed is our first
platform-designed product,
designed for extended care and
home care.

An agreement between Hill-Rom
and Japan'’s Paramount Bed Co, Ltd.
allows Paramount to distribute
Hill-Rom® beds in the Japanese
market.

The Vest® Airway Clearance
System continues to be a leader in
providing effective therapy to
patients in the acute care and the
post-acute care settings.
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Robust Resources for New Products

Innovation was in the spotlight this year for Hill-Rom. Perhaps the most visible action is
the increase in spending on research and development: 30 percent in 2007 with another
26 percent increase planned for 2008.

The energy going into innovation is already paying off in the new product pipeline. Hill-Rom
introduced 17 new or improved products this year—more than in any prior year. Some
products address a new segment, such as the TotalCare® Bariatric Plus system. Some use
technology to improve patient safety, such as the NaviCare® Patient Safety Software Suite,
discussed below. And some are simply smart products that meet a defined need, such as
the Hill-Rom® Day Bed Sleeper. This attractive, practical sofa converts into a comfortable
bed, yet because of its ingenious design, it takes up no more space in the room than a
sofa, even when fully converted to a bed. We continue to look for opportunities to
innovate throughout the care continuum.

Innovation Centers Increase Collaboration

To further drive our stake in the ground for innovation, Hill-Rom developed an Innovation
Center in Batesville. The center is serving as a hub for research and development in all
aspects of medical equipment and medical technology. Interdisciplinary collaboration is
encouraged, as Hill-Rom works to create even more integrated, patient-focused solutions.
In the fall, we announced creation of our Asia-Pacific Innovation Center to be based in
Singapore. It will become a center of excellence for microelectronics and embedded
software products.

Innovation Awards

The President’s Award for Innovation was introduced in 2007 to encourage innovation
everywhere at Hill-Rom. The winning team created the Allen® Medical Spine System, a
positioning device that attaches to an existing operating room table, turning it into a
spinal surgery table for a fraction of the cost of a new table. The honorable mention team
in the award program created the CareAssist® ES Hospital Bed, a product featuring a
number of design improvements, including better braking, enhanced patient positioning,
and easier-to-use controls.

“At the heart of growth is innovation and that includes an intense understanding of what
the customer needs combined with the creativity to deliver it in a way that may not have
been previously imagined.’

Jason Krieser, Vice President and General Manager, Allen Medical

HILL-ROM RESEARCH AND
DEVELOPMENT SPEND
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Research and development spending is increasing in line with
our strategic imperatives.

Our Innovation Center provides the
setting and tools to empower the
development of new products and
services to meet needs across the
care continuum.

Hill-Rom associates from around
the globe come together at the
Innovation Center to collaborate
on the development of new
products.

The Allen® Medical Spine System is
an example of innovation at work
at Hill-Rom.



The No Falls™ program is designed
to help prevent patient falls.

The Clear Lungs™ program helps
reduce the risk of pulmonary
complications.

The Safe Skin™ program supports
a comprehensive approach to the
prevention of pressure ulcers.

MORE RELEVANCE

People, Processes and Technology Combine for

New Solutions

Last year, we announced a five-year strategic alliance with Ascension Health to help their
ministries achieve the vision of dramatic reductions in certain adverse patient safety events
through improved processes and Hill-Rom technologies. This effort was indicative of our
commitment to engage in a much more collaborative way with our customers, bringing
more value to them by integrating our capabilities tightly into their processes and cultures.

No Falls, Clear Lungs, Safe Skin™ Programs

This year, Hill-Rom took another bold step to help hospital leaders address several key
national patient safety goals through the introduction of its No Falls, Clear Lungs, Safe
Skin™ programs.

These safety programs, facilitated by our NaviCare® software, provide comprehensive solutions
that are highly differentiated. They address three of the Joint Commission’s National Patient
Safety Goals for 2007 and are responsive to new reimbursement rules set by the Centers for
Medicare & Medicaid Services (CMS). They take a comprehensive approach that includes:

« Improved safety protocols and change management

+ Innovative software, beds, surfaces, and advanced communications that work together

to improve patient safety outcomes
+ Actionable reporting and analysis to drive evidence-based, continuous improvements.

The No Falls™ program addresses a leading cause of death in hospitalized people over age 65.
The program brings together Hill-Rom's “smart” beds, patient safety software built on
the NaviCare® platform, and our communication technologies. Results are being seen in
facilities such as Candler Hospital in Savannah, Georgia. In the first four months of the
comprehensive program, the average falls rate decreased from 5 falls per thousand

patient days to 14.

The Clear Lungs™ program is designed to reduce the risk of pulmonary complications,
particularly in the intensive care unit. Hill-Rom's NaviCare® patient monitoring software,
coupled with our flagship TotalCare® bed system, helps accelerate patient mobilization
and reduce the potential for ventilator-associated pneumonia. The Vest® Airway Clearance
System helps patients with significant respiratory complications lead a more normal and
satisfying life.

The Safe Skin™ program is a comprehensive approach to the prevention of pressure ulcers.
This program is highlighted by our new Hill-Rom®Envision™ E700 Wound Surface and the
therapy provided by specially equipped TotalCare® Beds (with low air loss therapy module),
as well as the capabilities of other TotalCare® and VersaCare® models.

“It's proven that a system of care that addresses these issues can reduce patient length of
stay, help prevent injuries to patients and caregivers, lower costs and improve patient and
nurse satisfaction. In a very real sense, we are at the bedside with clinicians, helping to
assure that they have the analytical tools, care technologies and performance data
needed to enhance outcomes and to assure every patient’s safety.”

Melissa Fitzpatrick, RN, MSN, FAAN, Vice President & Chief Clinical Officer for Hill-Rom



MORE TO COME

Our progress this year suggests that our path is sound. In 2008, we will
continue to invest and are committed to delivering improved results
as we forge new ways to create shareholder value...and enhance

outcomes for patients and their caregivers.

Copyright © 2007 Hillenbrand Industries, Inc.
designed by curran & connors, inc. / www.curran-connors.com
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Strategic Investment Priorities
Numbers represent order of strategic investment priorities

Batesville Casket Company.
Helping families honor the lives
of those they love®.

Batesville Casket Company is a leader in the North
American death care industry through the sale of
funeral services products, including burial caskets,
cremation caskets, containers and urns, selection

room display fixturing, and other personalization
and memorialization products.



WE ARE MUCH MORE

To Our Customers and Shareholders

We have a lot going for us here at the Batesville Casket Company. Our
award-winning manufacturing plants produce high-quality caskets, then

provide them to our funeral home customers via a high-velocity distribution

system of six regional hubs and 88 local service centers across North America.
This allows us to provide our funeral directors and their client families with a broad line of burial
and cremation products that meet their individual needs. We also offer our funeral home
customers a wide range of support, including merchandising systems, website development and
hosting and turn-key display fixturing to help them in their efforts to serve the families who come to

them at a very trying time in their lives.

While | am proud of these physical capabilities, | am most proud of the Batesville family of approximately
3,300 associates. You see, we take our mission to heart—To help families honor the lives of those they
love. Our designers and marketing teams create caskets and cremation urns that can be personalized
to reflect the lifestyle of the person being honored. Our manufacturing associates strive to make
every product as if it were for a member of their own family. Our customer service representatives
know that a grieving family is counting on them to personalize and deliver the right casket to the

funeral home at the right time—because a funeral cannot be delayed.

Simply put, to the Batesville team it isn't just business—it's personal. In fact, nothing is more
personal than a funeral and we know that more than three-quarters of a million families count on
us every year to help them honor the life of someone they loved. We consider that to be a privilege

and a great responsibility.

Sincerely,

Lo - P

KENNETH A. CAMP
President and Chief Executive Officer

Batesville Casket Company
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Nothing is more personal than a funeral. Batesville Casket
specializes in assuring that each aspect of the ceremony
says something special, giving families more choices for
celebrating the unique personality of those they love.

LifeSymbols® designs help personalize
the casket to reflect a loved one’s interests
or personality.

Personalization is a hallmark of our product line. Added to the
corner of a casket or displayed on a table, LifeSymbols® designs
capture the spirit of a loved one. MemoryShelf® features, built
into the casket, can be used to display and secure keepsakes
and farewell messages. Commemorative panel designs in the
cap of the casket can be customized to express an individual’s
interests or personality.

Helping Families Make Decisions

As with any purchase decision, consumers make better choices
when they have more information. Our ASYST™ merchandising
program, launched in 2006, uses touch-screen computer
technology to provide an organized, visual way for funeral
directors to explain the differences among casket models and
help families understand where we add value. Perhaps most
important, families report higher levels of purchase satisfaction
when they receive more information about the features and
benefits of our products.

The ASYST™ program information kiosk is now able to provide
consumer information in three languages. The program gained

Families can reflect important aspects
of a loved one’s life through embroidered
tribute panels.

oo HES AR
Funeral directors help families plan
funerals from remote locations using our
Meaningful Memories websites.

more traction this year as it became a focus of a strong sales
effort and we see its use continuing to grow in the future.

Also highlighting our technology leadership, Batesville Casket
is now the largest website hosting service in the funeral
business. In addition to offering a showcase for the funeral
director’s products and services, these websites also provide a
convenient way for far-flung families to share funeral planning
tasks and make decisions together. This service is just one
more way we help funeral directors be prepared to respond
to the individual needs of the families they serve.

Honoring the Circle of Life

Through our Living Memorial® tree-planting program, we provide
a way to further honor a loved one—and help the environment
at the same time. When a family purchases a Batesville® casket,
the funeral home will arrange for a tree to be planted at no
charge in selected woodlands throughout the world. To date,
we have planted more than 11 million trees in national forests
in the United States, Canada and Australia.






Funeral directors know they can count on Batesville. From our
award-winning manufacturing to our high-velocity distribution,
we make sure we add value and assurance every step of the way.

= =
Again this year three of our plants were
recognized for manufacturing excellence
with national awards.

Every aspect of our business is designed to help funeral directors
feel confident about choosing Batesville. Our Diamond Standard
of Quality means every casket is manufactured to the highest
quality standards, as if it were intended for a member of our own
family. Through our continuous improvement culture, we are
constantly looking for ways to improve quality, cost, delivery and
safety. Our high-velocity, hub and spoke distribution system
serves our customers’ increasing rapid delivery expectations
as they meet the needs of their client families. Anchored by
88 distribution centers, our system ensures that the right
casket will be at the funeral home at the right time.

Funeral directors are not the only ones who perceive our
quality. This year, Batesville was recognized with two awards.
The Association of Manufacturing Excellence (AME) chose the
Batesville, Indiana, and Manchester, Tennessee, plants for regional
awards. Our Vicksburg, Mississippi, plant won an IndustryWeek
magazine award as one of the top 10 manufacturing plants
in North America for 2007.

Reliable “white glove” delivery is a core
competency of Batesville Casket Company.

Among the personalization options we
offer are custom interiors that reflect a
loved one’s hobby or sporting interests.

Serving the Whole Spectrum

Funeral directors know they can count on Batesville to
help them meet the growing challenges of their business as
consumers search increasingly for value.

Gemini™, the non-gasketed steel casket we introduced into
the value segment last year, has been extremely successful at
meeting the needs of customers who seek high eye appeal
at lower cost. For the consumer seeking a mid-range product,
this year we added the Hailey™, a gasketed steel casket line. We
also introduced several new models in the bronze and premium
hardwood segments for families who seek the very best.

To accommodate the gradual consumer shift from metal to
wood caskets, we also continue to expand our New Classics®
veneer line, bringing out two new models toward the end of
the year. This fully merchandised line continues to differentiate
us, with several dozen models in choice hardwood veneers in
addition to our premium solid hardwood products.
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How do we help our business grow in a mature industry?
We reinvigorate our offerings and make acquisitions.
We seek opportunity. We deliver service and excellence.

NorthStar™ offers a growth opportunity
by selling private label caskets and
parts to independent manufacturers
and distributors.

Alternative Product Lines

In addition to our core business of selling Batesville® brand
caskets directly to funeral directors, we recently have begun
to manufacture private label caskets and casket parts. The
NorthStar™ products are marketed to independent manufacturers
and distributors outside our existing funeral home customer base.

To protect the Batesville brand, these products are visually
distinct from Batesville® caskets and exclude many of the
patented features that are part of the Batesville line. In
addition, the NorthStar™ and Batesville® brand sales teams
function independently from each other. We continue to add
sales and engineering capacity to expand our NorthStar™
customer base in 2008.

Our Dimensions® line of larger-sized caskets
continues to be a source of ongoing
opportunity for Batesville Casket.

We offer a line of Options® urns that
include traditional designs to more
contemporary models like this urn from
Nambé Mills.

Expanding Our Cremation Offerings

The families of about one-third of those who die in North America
choose cremation, although the selection of cremation varies
by locale. In response to this trend, Batesville's cremation
offerings received particular focus this year.

Options® is now a fully-supported program that includes
dedicated leadership, new products, expanded distribution,
sales and product training and merchandising.

Just as customization is a hallmark of our casket line, our
cremation products offer ways to honor loved ones in
personal, meaningful ways. Families can engrave urns with
names, dates or symbols. Appliqués can be added to create
a personal memorial.



LOOKING AHEAD TO EVEN
MORE OPPORTUNITY

Strong customer relationships are the
heart of our business.

As the highly fragmented and competitive casket industry has
faced increasing economic challenges, acquisition opportunities
have become a source of growth for Batesville. In the last
year-and-a-half, we completed the acquisition of two small regional
casket distributors, Trinity Casket Company in Centre, Alabama,
and Lakeshore Casket Company in Caledonia, Michigan.

The retention of the customer base at each company exceeded
our expectations and the financial result in both instances
surpassed projections. We will continue to look for well-established
distributors with strong customer relationships who wish to
join the Batesville team.

Since 1975, our Living Memorial® program
has planted more than 11 million trees in
forests and woodlands worldwide.

As we meet the challenges of a changing
market, we will not forget the role our
products play in helping families honor
the lives of those they love.

The ASYST™ merchandising program will continue to play an
important role in our 2008 plans. This program offers tremendous
value for funeral directors by helping them optimize each
funeral. In so doing, families benefit by having the information
necessary to make choices that are right for them, and
Batesville benefits by improved mix and volume.

As you can see, our strategic direction is aligned with our
core competencies and industry dynamics. We are poised to
move forward following the strategic path mapped out and
communicated in 2006.



EXPECT MORE

You can expect even more from us as we continue to develop
strategies that meet the challenges of a changing marketplace.
A core principle in Batesville is building upon our existing
competencies, strengthening our ability to meet emerging
trends and making investment decisions to provide increased
shareholder value over the long term.

Copyright © 2007 Hillenbrand Industries, Inc.

designed by curran & connors, inc. / www.curran-connors.com
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PART |
DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

Certain statements in this Annual Report on ForaKX®ntain forward-looking statements within theanigs of the Private
Securities Litigation Reform Act of 1995 regardimgr future plans, objectives, beliefs, expectatioapresentations and projections.
We have tried, whenever possible, to identify tHeseard-looking statements by using words suctirgend,” “anticipate,”
“believe,” “plan,” “encourage,” “expect,” “may, pursue,” “estimate,” “strategy,Will,” “projection,” “forecast,”
“continue,” “accelerate,” “promise,” “increase,” igher,” “lower,” “reduce,” “improve,” “expand,” “pogress,” “potential” or the
negative of those terms or other variations of tloerny comparable terminology. The absence of seichs, however, does not me
that the statement is not forward-looking. We aautieaders that any such forward-looking statemangdased on assumptions that

we believe are reasonable, but are subject to a raidge of risks.

” o ”ou ” ”

‘gal,” “become,

” o ” o« ” o« ” o ”

It is important to note that forward-looking statems are not guarantees of future performancepandctual results could differ
materially from those set forth in any forward-lawk statements. Factors that could cause actualtses differ from forward-
looking statements include but are not limitedhe tactors discussed under the heading “Risk Fsictothis Annual Report on
Form 10-K. We assume no obligation to update oiseeany forward-looking statements.

tem 1. BUSINESS
HILLENBRAND INDUSTRIES, INC.

General

Hillenbrand Industries, Inc. was incorporated orgst 7, 1969 in the State of Indiana and is heatiengal in Batesville, Indiana.
Hillenbrand is a public holding company for its twmjor operating businesses serving the healthatadaleath care industries in the
United States and abroad.

Hill-Rom is a leading worldwide manufacturer andyader of medical technologies and related servioeshe health care industry,
including patient support systems, non-invasiveapeutic products for a variety of acute and ctoonédical conditions, medical
equipment rentals and health information technokgytions. Hill-Rom’s comprehensive product and/iee offerings are used by
health care providers across the health care aantirin hospitals, extended care facilities and hoare settings worldwide, to
enhance the safety and quality of patient carepatiént customers.

Batesville Casket Company is a leader in the NArtterican death care industry through the manufagtlistribution and sale of
funeral service products to licensed funeral eihbients. Batesvills’ products consist primarily of burial and crematiaskets, bt
also include containers and urns, selection ro@plaly fixturing for funeral establishments, othergonalization and
memorialization products and services, includirgating and hosting websites for funeral establigtime

Unless the context otherwise requires, the termietibrand,” the “Company,” “we,” “our” or “us” redr to Hillenbrand Industries,
Inc. and one or all of its consolidated subsidgras the context requires, and the terms “Hill-Réompany” or “Hill-Rom,”
“Batesville Casket Company” or “Batesville” and ifations thereof refer to one or more of the sulsyjdcompanies of Hillenbrand
that comprise those businesses.
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Business Segment Information

Net revenues, segment profitability, identifiabésets and other measures of segment reportingébrreporting segment are
forth in Note 13 to the Consolidated Financial &ta¢nts, which statements are included herein uieter8.

Our operating structure contains the following mipg segments:

. Hill-Rom North America Acute Ca
. Hill-Rom North America Po-Acute Care
. Hill -Rom International and Surgic

+  Batesville Caske
Separation into Two Independent Companies

As previously announced, Hillenbrand is pursuirgiea to separate into two independent publiclygthdompanies, each
strategically positioned to capitalize on growtlpogunities in their respective markets. On Novenh&007, a Form 10 registrati
statement was filed with the U. S. Securities archBnge Commission (“SEC”) related to the sepamatioHill-Rom, the
Company’s medical technology business, and Batesvdsket, the Company’s funeral service busirigsder the previously
disclosed plan approved by the Board, Batesvillsk€tis expected to be spun out of Hillenbrandughoa tax free dividend of its
shares to Hillenbrand shareholders, and Hill-Rothlvéicome the sole operating unit of Hillenbrande $he section “Management’s
Discussion and Analysis of Financial Condition &ebults of Operations” for further discussion relgay the separation.

HILL -ROM — MEDICAL TECHNOLOGIES AND RELATED SERVICES BUSINESS

Hill-Rom is a leading worldwide manufacturer andyader of medical technologies and related servioeshe health care industry,
including patient support systems, non-invasiveapeutic products for a variety of acute and ctoonédical conditions, medical
equipment rentals and health information technokgytions. Hill-Rom’s comprehensive product and/iee offerings are used by
health care providers across the health care eamtirin hospitals, extended care facilities and hoare settings worldwide, to
enhance the safety and quality of patient carepatiént customers.

Products and Services

Hill-Rom has contracts in the United States witmeuous group purchasing organizations, or GPOs;wigipresent large groups of
acute care and extended care facilities in ordeetmtiate rental and purchase terms on behalf of their members, as well as w
government purchasers in the United States and/ledge. A significant portion of Hill-Rom’s salessamade pursuant to these
contracts.

Patient Support Systemidill-Rom’s innovative patient support systems irtgua variety of electrically adjustable and mareal
systems and integrated and rintegrated therapeutic surfaces for use in higl, anid low acuity settings. Bed systems are onba
most visible and important medical devices in lreadire and play a significant role in improvingipat outcomes and caregiver
safety. Improved outcomes are frequently enableth&ynteroperability among bed frames, surfacesdinical information
technologies. Specifically, our advanced patieppsut systems can provide patient data reportirg,(@eight and therapy
statistics), real time caregiver decision supgmatient safety alarms and caregiver alerts conegrsuch things as bed exit, bed
height, patient positioning, wound healing and praion, pulmonary treatment, point of care confraisd patient turn assist and
upright positioning. These features and functievisggn combined with caregiver training and treatnpeatocols, have been
demonstrated to reduce a number of the top adesesas associated with patient stays, includingbess (or pressure ulcers),
ventilator-associated pneumonia, patient fallspdesn thrombosis and patient entrapments.
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Hill-Rom'’s patient support systems include thedwling:

Acuity Settings North America International Selected Features/Option

Critical/Intensive Care Settings TotalCare® TotalCare®, Key features include enhanced patient
TotalCare® with positioning, point-of-care siderail
Duo®Il controls, in-bed scale, powered

Medical/Surgical Settings

Emergency
Department/Transport/Procedural
Care Areas

Labor and Delivery

Bariatric

Extended Care Settings

TotalCare SpO2R?

VersaCaré®
CareAssisP ES,
Century Plus™

Procedural,
Trauma,
Surgical,
OB/GYN,
Electric,
Transport

Affinity ® IV

TotalCare®
Bariatric,
TotalCare®
Bariatric Plus,
Excel Care?ES

Residen® LTC bed

TotalCare SpO2R?

AvantGuard® 800/1200,

Evolution® 156,
BasicCare™,
Dynamis™,
VersaCare®,
CareAssisP ES,
Century Plus™

Procedural,
Trauma,
Surgical,
OB/GYN,
Electric,
Transport

Affinity ® IV

TotalCare®
Bariatric,

Excel Care®ES,
ProAxis® Plus

Gerialit™, AvantGuard

®800 LTC

transport, real time alerts and full chair
positioning with egres:

Same as TotalCafe, plus patient turn
assist functionality and pulmonary
therapies including continuous lateral
rotation, percussion and vibratic

Key features include low bed height,
patient position monitor for patient bed
exit, enhanced patient positioning,
point-of-care controls, in-bed scale,
powered transport, low chair position
and real time alerts.

Key features include low height,
mobility, comfort surface, one step
tuck-away siderails, ergonomic push
handles, 700 Ib. weight capacity,
BackSaver Fowler™, foot controls and
dual action brake:

Key features include Stow and Go™ or
removable foot section, easy to use foot
and calf supports, seat inflate and
deflate, automatic pelvic tilt, CPR
release, point-of-care siderail controls,
and battery bac-up.

Key features include 500 Ib. or 1000 Ib.
capacity, wider width, low airloss
surface, adjustable length, in-bed scale,
full chair position, 30-degree head or
bed angle alarm, powered transport,
turn assist positioning, pulmonary
therapies including continuous lateral
rotation, percussion and vibratic

Key features include easy to use ele:
high/low controls, half-length tuck-
away siderails, automatic contour,
footend control lockouts, floor brakes,
convenient to use patient and caregiver
controls.
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Other Hill-Rom® patient support systems include bedside cabindjisstable-height overbed tables, mattresses, coriwations
products and patient room furniture. Hill-Rom atspplies Temper-Pedic jointly branded, premium,-powered, comfort
mattresses to our acute care customer base. Suadtmaccessories include the FlexFrame™ dewbéh converts a standard
operating room table into a surgical table for eginocedures. Architectural products include hedldwad power columns, such as
the intensive care architectural arm platform chtiee Latitude® system, which enable medical gases, communication accessori
and electrical services to be distributed in patteoms.

Hill-Rom sells these products primarily to acutel @xtended care health care facilities worldwideulyh both a direct sales force
and distributors. Approximately 60 percent of HRbm'’s revenues during fiscal 2007 were derived feates of patient support
systems.
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Non-Invasive Therapeutic Productdill-Rom rents and sells noimvasive therapeutic products and surfaces forigtyeof acute an

chronic medical conditions, including pulmonary,umd, circulatory and bariatric conditions, primgtib acute, extended and home
care customers. Such non-invasive therapeutic ptedund surfaces include the following:

Therapy Product and

Surfaces Uses/Feature Acute Care Extended Care Home Care International
Products used in the  Clinitron ® Rite Clinitron ® Rite Clinitron At Home® Clinitron ® Air
treatment of advanced Hite ® Air Fluidized Hite ® Air Fluidized Air Fluidized Fluidized Therapy
pressure sores, burns, Therapy System Therapy System Therapy System System
flaps, grafts and
intractable pain
Products used Flexicair Eclipse® Low  Flexicair Eclipse® Silkair ® Overlay, Duo®11,
primarily for at risk Airloss Therapy, Low Airloss Silkair ® MRS, ClinActiv @,
wound prevention and PrimeAire® ARS, Therapy, Acucaif, Sentry 1200 APM™, Alto™,
early treatment VersaCare A.lLR.™, PrimeAire® Surface, Flexicair Eclipse® Primo™
through advanced Acucair®, Flexicair Synergy® Pro 2000°,  Low Airloss
pressure relief(pressure MC3® Low Airloss Synergy® Air Therapy, Acucaif,
redistribution) Therapy Square, PrimeAire® Surface

Acucair-Matt™,

Synergy® Air Elite,

ComfortFlair®,

Flexicair MC3® Low

Airloss Therapy
Products used Comfortline Comfortline®, SimpliMatt ® Clinisert 2%,
primarily for wound Ultimate®, Comfortline Thermocontour,
prevention Primeaire® Therapy Ultimate®, SimCair®

Surface Primeaire® Therapy

Surface, SimpliMat®
Pulmonary TotalCare SpO2R7?P, Synergy® Dynamic, Synergy® Dynamic, Respicaif®,
bed/surfaces which V-Cue® Synergy® Elite Synergy® Elite RespistaP,
provide continuous Turn, Synergyp’ Turn, V-Cue® TotalCare SpO2R?P
lateral rotation of the Pulse, V-Cu&®
patient, percussion,
pulsating and vibration
Products specifically Magnum®! I, Magnum®! I, Magnum®! I, ProAxis®
designed for the needs TotalCare® Flexicair Eclipse Flexicair Eclipse
of the bariatric patient  Bariatric, Ultra®, Ultra®,

TotalCare® TriFlex™ | System, TriFlex™ | System,

Airway clearance in
chronic pulmonary
disease patients
through high frequency
chest wall oscillation

Bariatric Plus,
Flexicair Eclipse
Ultra®, Excel Care®

The Vest™ System

TriFlex™ Il System,
Synergy® Air Elite
Bariatric Mattress
Replacement, Low
Profile FlairCair™

The Vest™ System

TriFlex™ Il System,
Synergy® Air Elite
Bariatric Mattress
Replacement, Low
Profile FlairCair™

The Vest™ System

The Vest™ System

Hill-Rom rents and sells non-invasive therapeutmdpicts and surfaces in the United States, Canadi&arope through a clinical
sales force comprised primarily of professionalai background in nursing or respiratory therapchnical support is made
available through an extensive network of technigiand service personnel who provide maintenang¢esinical assistance from
more than 250 Hill-Rom service centers locatedhenWnited States, Canada and Europe. Certain ldithR therapy systems are
also sold to customers. Approximately 24 percemtitfRom’s revenues were derived from these thetdio products and surfaces

in fiscal 2007.
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Moveable Medical Equipment Rentals and Asset Mamegé ServicedHill-Rom provides peak-need rentals and full-hcapdisset
management for a wide variety of moveable medigalmment, also known in the industry as MME, suslventilators, infusion
pumps and monitoring equipment. Hill-Rom’s mediegliipment rental and service business also inclegepment service
contracts for Hill-Rom’s capital equipment. Hem provides these products and services primiaricute and extended health ¢
facilities through a network of over 250 servicategs and over 1,600 service professionals throutge United States, Canada i
Europe.

Hill-Rom provides Asset Management services throumfious business models to hospitals. Customeils@ér services in order to
optimize use of their capital investment, as welhaneans of introducing new technologies to trspit@l and improving utilization
by controlling the deployment of their assets.

Approximately 10 percent of Hill-Rom’s revenues weéerived from these products and services inlf2@a7.

Health Information Technology Solutiortsill-Rom develops and markets a variety of commatians technologies and software
solutions that are designed to enhance operatésfieilency, improve asset utilization and capaoiptimization of health care
facilities. These products include our suite ofiicil communication and productivity solutions, dlaviCare® Patient Flow
Management System and WatchCHil@®bstetric Data Management System. These solutioaisle patient-to-staff and staff-to-staff
communications to improve patient outcomes andgbeee safety and efficiency. By aggregating messagkarms and data from
patient platforms or other integrated communicatlesices we can provide real-time alerts to caegiand construct post-event
analyses. Included in this suite is a new produat takes important bed data and sends it diréztlige caregiver to improve patient
safety related to the prevention of patient faild aentilator acquired pneumonia. Our NaviC&Ratient Flow Management System
enhances facility productivity through a suite @fual display and communication tools that autonpatiéent flow tasking and the
bed and room turnover process. Finally, throughwatchChild® Obstetric Data Management System, Hill-Rom alswiges a
perinatel safety solutions suite that focuses otemal and fetal monitoring and data archiving.

Following extension of our health information teotogy solutions sales team and channels in fisg&V2Hill-Rom provides these
hardware and software products and services pilyrtaracute and extended health care facilitiesugh 33 direct sales executives
located throughout the United States and CanadaroXpmately 6 percent of Hill-Rom’s fiscal 2007 eswes were derived from
these products and services to enhance operattiitdéncy and asset utilization.

Other.Hill-Rom operates hospital bed, therapy bed angpatoom equipment manufacturing and developmegitifies in the
United States, France, and with the October 20@6isition of Medicraft as well as the start-up afew low cost manufacturing
facility, in Australia and Mexico. Most Hill-Roml product sales are delivered by Hill-Rom owned teuck
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Competition
Hill-Rom’s competitors in North America include tf@lowing, among others:

Product Categorie Competitors

Hospital Bed Frames and Surfaces Stryker Corporation
Joerns Healthcare Inc.
Invacare Corporatio

Non-invasive Therapy Surfaces and Specialty Kinetic Concepts, Inc.
Beds/Surfaces Gaymar Industries, Inc.

SIZEWise Rentals, L.L.C.

Pegasus Airwave, Inc.

B.G. Industries, Inc.

Comfortex, Inc.

Medline Industries, Inc. (mattresses)

Patient Care Systems (mattress

Moveable Medical Equipment Rentals and Asset Universal Hospital Services, Inc.
Management Services Freedom Medical, Inc.
Custom Medical Solutions
Numerous regional/local busines:

Health Information Technology Solutions Premise Corporation
Rauland-Borg Corporation
TeleTracking, Inc.
GE Security, Sound & Communicatio

Internationally, Hill-Rom also competes with a langumber of competitors and regional manufacturers.

Hill-Rom competes on the basis of clinical expertiseraadlting product clinical utility and ability foroduce favorable outcomes
well as value, quality, customer service, innovatmd breadth and depth of product offerings.

Regulatory Matters
FDA Regulation

We design, manufacture, install and distribute weddievices that are regulated by the Food and Bdrginistration (“FDA”)in the
United States and similar agencies in other coemitithe regulations adopted and standards impgstiaebe agencies evolve over
time and require us to make changes in our manufagtprocesses and quality systems to remainnmptiance. These agencies
routinely inspect our facilities, as with other med device manufacturers. If we fail to comply hvapplicable regulations and
standards, determined by inspections or otherwisanay be subject to compliance measures, inclutli@gecall of products and
cessation of manufacturing and/or distribution.

As necessary, we engage in voluntary product ieealll other corrective actions, including volumyaseasing shipment of devices.
Additionally, within our medical equipment rentéddt, we are responsible for extending these tgpastions to its customer base

when the actions are initiated by the original pquent manufacturer. We also have implemented amsixte program designed to

ensure our quality systems continue to comply withFDA Quality System Regulation requirements thiedregulatory equivalents
under the Medical Device Directive in the Europé&hnion.
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Over the past twelve months, the FDA performedégtipns at our Charleston, Batesville, Cary andAdacilities. The FDA issue
no reports of observations for the Charleston aay @ispections and issued reports of observatiothe Acton and Batesville
inspections. We have responded to the Acton repitiita remediation plan and expect no further astidWe have provided a writt
response to the report of observation for the Rdtedacility, and subsequently met with FDA tcsduss our response. Thereatfter,
we reached a decision to perform a voluntary médieaice correction of VersaCafebeds manufactured before January 26, 2006.
The medical device correction consists of replatiregsiderail latching mechanisms with an updatdien of the mechanism. The
correction is expected to be fully implemented witthe next twelve months. Audits conducted by ifymeagencies have resulted in
some observations resulting in corrective actiomsiémented by us. We recently received certificatm|SO 13485-2003 for all our
facilities supplying products to the European Unibhis revised quality system standard is a sigaift change from past standards
and is required for future compliance. While weidet we have responded fully to the findings angehienplemented corrective
actions when necessary, any determination by th& &similar foreign agency that our products oalify systems do not comply
with applicable regulations could result in fute@mpliance activities, including product recalf§uinctions preventing shipment of
products, or other enforcement actions that coalcela material adverse effect on our financial @@ results of operations and
cash flow.

Health Care Regulation

Our customers include hospitals and other acuteeatahded care facilities that receive reimbursdrfarcertain products and
services they provide from various third-party payiocluding Medicare, Medicaid, managed care degdions, such as health
maintenance organizations and preferred providgargrations, and traditional indemnity insurersolm home care business and a
small portion of our extended care business, weeanebursed directly by such third-party payorscémingly, our home care
business is significantly affected by changes imbairsement practices of such third-party payarsaddition, our customers are
significantly affected by changes that may resuleiduced utilization and downward pressure oregracross our health care
businesses. Future legislative or regulatory effogtating to health care reimbursement policiestber factors affecting health care
spending may further affect the manner in whichaustomers acquire and use our products. For exaiegiislation likely will be
considered by Congress that would reprioritize theate related expenditures. Any such legislatmmd negatively impact
Medicare and Medicaid reimbursement in a variethedlthcare settings.

The Medicare Modernization Act, or MMA, passed ioMdmber of 2003, represents some of the most conaplé far-reaching
changes to Medicare since its inception. WhileNiA has not been fully implemented and all of thgplications of this law are n
yet clear, there has been and will continue torbaffect on durable medical equipment placed irhitrae. The latest of the
developments is the recent finalization of rulesompetitive bidding. Competitive bidding was fiizald for ten product categories
within ten Competitive Bidding Areas (“CBAS") in Bember 2007, with actual pricing under those bidske effect in July 2008.
Following this initial implementation, competitivédding is planned to be rolled out to seventy aiddal CBAs in 2009 and
nationally thereafter. The products covered wilaihcrease with the roll-out. The overall effettiese actions on our business is
not yet known. However, with respect to the contpetibidding initiative, of the initial ten producategories included, only two are
applicable to our current product offerings. Hoalliteds and related supplies were subject to béhah of the ten CBAs, while
support surfaces were limited to only two of theABBWe plan to compete in most of the CBAs whenepraducts are included, a
we plan to increase our extended and home cargngfée As the predominant goal of the new rulee iseduce spending, it is
appropriate to expect pricing for such productsddower as a result. Further, as the bidding m®ceuld effectively “lock out”
vendors from the individual product categorie$éit bids are too high, the implications could lkeremore severe.

10
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BATESVILLE CASKET — FUNERAL SERVICE BUSINESS

Batesville Casket Company is a leader in the NArtterican death care industry through the manufaclistribution and sale of
funeral service products to licensed funeral eihbients. Batesvills’ products consist primarily of burial and crematiaskets, bt
also include containers and urns, selection roaplaly fixturing for funeral homes, other persoretiian and memorialization
products and services, including creating and hgstiebsites for funeral homes.

Products and Services

Batesville manufactures and sells gasketed caskate of carbon steel, stainless steel, copper mmaé. We also produce and
market non-gasketed steel, hardwood and veneewbattcaskets. In addition, we manufacture andcsath-covered caskets, all
wood construction caskets and a line of urns, éoeta and other memorialization products used émations. We also supply
selection room display fixturing through our Syst8wiutions by Batesvill@ group.

Most Batesville-produced metal caskets are gasleztekiets that are electronically welded to heljstéise entrance of outside
elements through the use of rubber gaskets antkantpbar mechanism. Our premium steel casketseatgaoy an alloy bar to help
protect the casket cathodically from rust and o We believe that this system of cathodic mtite is a feature found only on
Batesville produced caskets.

Batesville’s solid and veneer hardwood casketsrade from mahogany, cherry, walnut, maple, pink, pacan and poplar. Our
veneer caskets are manufactured using a propriptacgss for veneering that allows for rounded emand a furniture-grade
finished appearance. We also provide select lifidsapsellus® premium caskets to our funeral home customers.

The Options® cremation line offers a complete cremation markgsipstem for funeral service professionals. In taldito a broad
line of cremation caskets, containers and urnssylstem includes training, merchandising suppadtraarketing support materials.
Cremation caskets and containers are manufactui@anily of hardwoods and fiberboard. Our wide assent of memorial urns a
made from a variety of materials, including castrize, cast acrylic, wood, sheet bronze, cloisomgénaarble.

Batesville offers several other marketing and manclising programs to funeral professionals for lmatsket and cremation produr
Batesville® caskets are marketed by our direct sales forded¢nded funeral professionals operating licensadrl establishments
(or, in the absence of state licensing requiremeatull service funeral establishments offerirgjtbfuneral goods and funeral
service in conformance with state law) throughbetWnited States, Puerto Rico, Canada, MexicoUthited Kingdom, Australia
and South Africa. A significant portion of our ssi@e made to large national funeral service pergidnder contracts we have
entered into with these customers.

Batesville maintains inventory at 88 company-optaustomer Service Centers (“CSCs”) and six RBgigloyment Centers
(“RDCs") in North America. Batesvill® caskets are generally delivered in specially ecrdpgehicles owned by us.

11
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Batesville mainly manufactures and distributes potslin the United States. We also have two matwufiag facilities in Mexico
and distribution facilities in Canada, Mexico, tieited Kingdom, Puerto Rico, South Africa and Aak#.

Competition

Batesville is a recognized North American induségder in the sale of funeral service products.céfapete on the basis of custol
service, product quality, innovation, personalizatand price. Major competitors that manufactu/@nsell funeral service produ
over a wide geographic area include Aurora Casketgany and The York Group, Inc., a subsidiary ofthkaws International
Corporation (“Matthews”).

Throughout the United States, many other enterprisgnufacture, assemble, and/or distribute furserafice products for sale, often
focusing on particular regions or geographic ar@dslitionally, we are facing increasing competitioom a number of non-
traditional sources, including casket manufactul@rated abroad.

HILLENBRAND CONSOLIDATED

Raw Materials

Principal materials used in Hill-Rom’s productsliude carbon steel, aluminum, stainless steel, wbigth-pressure laminates,
petroleum based products, fabrics, foams, plagitispne-coated sodiéme glass beads and other materials, substanfliyf which
are available from several sources. Motors andreleic controls for electrically operated beds ardain other components are
purchased from one or more manufacturers. Batesstitiploys carbon and stainless steel, copper amzéisheet, wood, fabrics,
finishing materials, rubber gaskets, zinc and mamme alloy in the manufacture of its caskets.

When prices fluctuate for raw materials and suteiasdies used in our products, based on a numbiactidrs beyond our control,
such fluctuations affect our profitability. We geakly do not engage in hedging transactions witlpeet to raw material purchases,
but do enter into fixed price supply contractsraes. Additionally, although most of the raw maaésiand sutassemblies used in ¢
products are generally available from several sejrcertain of these raw materials and sub-assesnflirrently are procured only
from a single source.

Beginning in fiscal 2005, the rising prices of e@mtraw materials, including red metals (such ameo and bronze), plastic, fuel and
petroleum based products in particular, and fuated delivery costs, had a direct and materiahtieg effect on our profitability.
We have acted and have plans and actions in plamétigate the impact of rising raw material andlfprices, including continuous
improvement, investments in state-of-the-art andenadficient production equipment, the centraliaatof the global supply chain at
Hill- Rom to optimize manufacturing operations and pwsitftapower with suppliers, increased utilizationayf cost region sourcir
through our sourcing office in China, the startafiHill-Rom’s manufacturing facility in Monterreylexico, the consolidation of
Batesville’s United States wood manufacturing opiens into a single facility and the continued axganded roll-out of Batesvillg’
veneer products from its Mexican manufacturing apens with overall lower material cost compositibfowever, there can be no
assurance that we will be able to anticipate aadtrguickly to all changing raw material and subeasbly prices in the future.

Most of Batesville Casket’sales are made pursuant to agreements withstsroers, and historically, Batesville Casket hastintec
annual price increases to help offset the impaatfte#tion and other rising cost factors. Additidigamost of Hill-Rom’s extended
contracts with GPOs and customers for the saleooftNAmerican products permit us to institute ariisaprice increases. While
there are certain limitations in some of those @i and agreements, their provisions generdbyvals to raise prices to offset
some, but not necessarily all, raw material coiéafion.

12
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Distribution

In our medical technologies and funeral servicarnasses, we have extensive distribution capatilitie medical technologies, we
have broad reach across all health care settingshade relationships with a large number of acate bospitals, extended care
facilities, community health settings and home tieahre agencies. Through our network of more g@hNorth American and 30
international service centers and approximatel@@ Morth American and 260 international servicefggsionals, we are able to
rapidly deliver our products to customers. Thieegive network is critical to securing contractthwv@POs and serving our other
customers.

Likewise, Batesville Casket’s high-velocity, hubdaspoke distribution system, consisting of six Rdpeployment Centers and 88
Customer Service Centers in North America, servegjarity of Batesville customers each day anditgcal to the rapid delivery
requirements of funeral directors nationwide.

Research

Each of our operating subsidiaries conducts rekeardevelop new products and improve existing petsl as well as to enhance
manufacturing and production methods and improveice All research and development is expenseadasred. Research and
development expense incurred for the fiscal yeadee September 30, 2007, 2006 and 2005, was $50idnp$42.1 million and
$50.5 million, respectively.

Patents and Trademarks

We own, and from time-to-time license, a numbepatents on our products and manufacturing procdésaesare of importance, but
we do not believe any single patent or related gmfpatents is of material significance to ouribess as a whole.

We also own a number of trademarks and service smathiting to our products and product serviceskvhre of importance to us,
but, except for the marks “Hill-Rom” and “Bateseifl we do not believe any single trademark or ervnark is of material
significance to our business as a whole.

Our ability to compete effectively depends, to atest, on our ability to maintain the proprietagture of our intellectual property.
However, we may not be sufficiently protected by warious patents, trademarks and service markditiaddally, certain of our
existing patents, trademarks or service marks neaghlallenged, invalidated, cancelled, narrowedroumvented. Beyond that, we
may not receive the pending or contemplated pateatiemarks or service marks for which we havdiegpr filed.

In the past, certain of our products have beenetbahd sold by others. We vigorously try to enfayaeintellectual property rights.

However, we cannot ensure that the copying anda$adar products by others would not materially ebely affect the sale of our
products.
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Employees

As of September 30, 2007, we employed approxim&g&90 persons in our operations. Approximately@,6f these individuals, as
part of our logistics and manufacturing operationthe United States, work under collective barggjragreements. We are also
subject to various collective bargaining arrangetmen national agreements outside the United Sthtdhe United States and
Canada, the collective bargaining agreements hgvieadion dates ranging from May 2008 to Februadg 2 Outside of the United
States and Canada, negotiations take place asrieer by country level requirements, with some @ets of employment being
negotiated annually.

Although we have not experienced any significantknsioppages in the past 20 years as a resulbof Bisagreements, we cannot
ensure that such a stoppage will not occur indleré. Inability to negotiate satisfactory new agnents or a labor disturbance at
of our principal facilities could have a materidvarse effect on our operations. However, we haveeason to suspect that we will
have significant difficulties in negotiating newlleative bargaining agreements to replace thosewhbexpire in the future and we
will continue to prepare contingency plans as parbutine preparation for negotiations to minimike impact of any potential wo
stoppages.

Regulatory Matters — Environmental

We are subject to a variety of federal, state,llaod foreign environmental laws and regulatioriatiieg to environmental and health
and safety concerns, including the handling, serdischarge and disposal of hazardous materiatsinsor derived from our
manufacturing processes. We are committed to dpgrali of our businesses in a manner that protbet®nvironment. In the past
year, we were issued two warning letters, onedhegied a violation of hazardous material shippigulations and one that allege
violation of a state reporting requirement relatedn underground storage tank. These violationslwed minimal fines.
Nonetheless, we have successfully implemented messw abate such conditions in compliance withutigerlying agreemen
and/or regulations. In the past, we have voluntamitered into remediation agreements with varemisronmental authorities to
address onsite and offsite environmental impactsnRime-to-time we provide for reserves in ouificial statements for
environmental matters. We believe we have apprglyigatisfied the financial responsibilities for@irrently known offsite issues.
Based on the nature and volume of materials inebhegarding onsite impacts, we do not expect tis¢ toous of the onsite
remediation activities in which we are currentlyaived to exceed $1 million. Future events or clesnig existing laws and
regulations or their interpretation may requirgaisake additional expenditures in the future. Tbst or need for any such
additional expenditures is not known.

Foreign Operations and Export Sales

Information about our foreign operations is settfon tables relating to geographic informatiorNiate 13 to the Consolidated
Financial Statements, which statements are inclhéeein under Item 8.

Our foreign operations are subject to risks inheiredoing business in foreign countries. Riskasged with operating
internationally include political, social and ecomio instability, increased operating costs, chanigéscome taxes, expropriation a
complex and changing government regulations, alfuth are beyond our control. Further, to the eixtee receive revenue from
U.S. export sales in currencies other than U.Sadglthe value of assets and income could behawd in the past been, adversely
affected by fluctuations in the value of local @nties.
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Executive Officers of the Registrant

Our executive officers are elected each year byBtierd of Directors at its first meeting followitige Annual Meeting of
Shareholders, and from time-to-time as necessasgnve during the ensuing year and until thejpeesve successors are elected
and qualified. There are no family relationshipsateen any of our executive officers or between afiyrem and any of the memb
of the Board of Directors. The following is a listour executive officers as of November 16, 2007.

Peter H. Soderberg, 61, was elected as PresiddrElaief Executive Officer of both Hillenbrand Indiiss and Hill-Rom effective
March 20, 2006. Mr. Soderberg, a Hillenbrand baaainber since 2002, was most recently PresidenCaref Executive Officer of
Welch Allyn, Inc., Skaneateles Falls, N.Y. He hildt position since January, 2000. Mr. Soderberg pvaviously Group Vice
President and Chief Operating Officer of Welch Allync. His prior experience includes 23 yearsoandon & Johnson where he
served in a variety of operations, marketing andagament positions in four of its over-the-couated professional product
companies. Most recently, he was President of dmh&sJohnson Health Management, a Johnson & Johpsudfolio company. His
career also includes roles as President and CRifufive Officer of an industrial technology compamd the founder and Presid:
of a venture capital business. He is on the Boafd@rectors of Greatbatch, Inc. (NYSE:GB), Conlstiédbn Brands, Inc.
(NYSE:STZ), the Advanced Medical Technology Asstiaig and, before his recent move to Indiana, wathe boards of the
Syracuse Symphony Orchestra (as its Vice Chairnth@)Metropolitan Development Authority of Centkkdw York (as its Vice
Chairman) and CNYMedtech (as its Chairman).

Kenneth A. Camp, 62, was elected President andf ERiecutive Officer of Batesville Casket CompanyMay 1, 2001 and was
elected Senior Vice President of Hillenbrand Indaston October 1, 2006, having been a Vice PrasiofeHillenbrand Industries
since October 8, 2001. He has been employed bgohgpany since 1981. Mr. Camp previously held thatjpm of Vice President

of Administration of Hillenbrand Industries from @D to 2001. Prior to that assignment he held varjmsitions at Batesville Casket
Company including Vice President/General Managédpérations from 1995 to 2000; Vice President, Satel Service; Vice
President, Marketing; and Vice President, Strat®{anning.

Gregory N. Miller, 44, was elected Senior Vice Ritest and Chief Financial Officer of HillenbranddaHill-Rom effective July 14,
2005. He previously held the positions of Vice Rfest - Controller and Chief Accounting Officer fillenbrand Industries from
May 16, 2002 to July 14, 2005 and Vice PresidenCentroller from November 9, 2001 to May 16, 2008ofPto joining the
Company he held a number of positions with NewelbBermaid, Inc., a manufacturer and marketer ofeabrand consumer
products and its divisions including Group Viced$ient and Controller, Photo Fashions and Juvé&mideucts Groups, Newell
Rubbermaid from 2000 to 2001; Vice President andt@der, Little Tikes Company, a Newell Rubbermdigision from 1999 to
2000; Vice President and Controller and varioustjpos of increasing responsibility in finance fédewell Window
Furnishings/Kirsch from 1993 to 1999. Prior to Niswell positions, he held positions with the acamgfirms of Deloitte & Touch
LLP and Grant Thornton.

Patrick D. de Maynadier, 47, was elected Senioe\Heesident of Hillenbrand, effective October 102He has served as Vice
President, General Counsel and Secretary of Hitlerbsince January 28, 2002. From May 2000 to @ct2b01, he was Executive
Vice President, General Counsel and Corporate gegrior CombiMatrix Corporation, a biotechnologynepany that develops
software addressable biochips for drug researchessa May 1999 to May 2004, he was the PresidetitGinief Executive Officer ¢
SDI Investments, LLC, a spin-off of Sterling Diagiic Imaging, Inc. He served as Senior Vice Pregidgeneral Counsel and
Corporate Secretary of Sterling Diagnostic Imaging, from June 1996 to May 1999. Prior to thatas Associate General Cour
of Falcon Seaboard Resources, Inc., a cogeneratiomil and gas company and a corporate and sesypdrtner at the law firm
Bracewell & Giuliani, LLP.
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John H. Dickey, 53, was elected Senior Vice PredidéHillenbrand, effective October 1, 2007. Hes Isarved as Vice President of
Human Resources of Hillenbrand and Hill-Rom sirmeuary 1, 2006 and had served as the Vice Presiiethtman Resources and
Administration for Batesville Casket Company pfiothat since October 22, 2001. Mr. Dickey previgield the position of Vice
President of Human Resources for Forethought Finh8ervices from 1997 to 2001. Prior to that, leswirector of Human
Resources — Field Operations and Sales for Hill-Fanmpany from 1990 to 1997. His career started thighcompany in 1976
where he held positions of increasing responsfilitogistics, operations and human resources.

Michael J. Grippo, 38, was elected Vice Presidémusiness Development and Strategy on June 1. or to Hillenbrand,

Mr. Grippo led the health care investment bankiragfice of SunTrust Robinson Humphrey, a divisibSonTrust Banks, Inc. Prior
to that, he served as director of Business Devedoprior Welch Allyn, Inc., a privately held medigalbducts company based in
Skaneateles Falls, N.Y. Mr. Grippo received a jdiegree in Economics and Political Science fromd@tion University and a
master’s in Business Administration (Finance) fidew York University.

Kimberly K. Dennis, 40, was elected Senior Viceditent, North America Post-Acute Care and Infororafiechnology of Hill-
Rom on October 1, 2006. Previous to that, she ddrveeveral Company vice president roles at Hiltand leading shared services
and information technology since August 5, 2003 $has Vice President, Business Information SystfemBatesville Casket
Company from August 2001 to August 2003 and DinedEoterprise Systems for Batesville Casket Comgeom January 2000 to
August 2001. Her career with the Company startel®B0 with Batesville Casket Company. During heute, she held positions of
increasing responsibility in finance, planning, @ii®ns, logistics, and information technology ssignments at Batesville Casket
Company, Hillenbrand and Hill-Rom.

Sheri H. Edison, 50, was elected Senior Vice Peggiednd Chief Administration Officer of Hill-Romffective October 1, 2007, with
continuing responsibility for legal operations ai-Rom’s General Counsel, information technologgyernment affairs, regulatory
affairs, quality assurance, enterprise transporatnd guest services. She has served as AssBstartal Counsel and Assistant
Secretary for Hillenbrand Industries since Octadhe2005 and as Vice President and General Couasklilf-Rom since

November 3, 2003. Prior to that, Ms. Edison sea&Wice President and General Counsel of Batesvidlsket Company beginnil

in early 2003, and before joining Hillenbrand, NEslison was Assistant General Counsel at LTV Stegélspent several years in
private practice at Jones Day as a mergers andsittops attorney.

Richard G. Keller, 46, was elected Vice Presid€antroller and Chief Accounting Officer of Hillerdord effective August 4, 2005.
He had served as Executive Director — ControllditifRom since March 2004 and as Director, Finah&llanning and Analysis of
Hillenbrand from May 2002 to March 2004. Prior ¢injing the Company, Mr. Keller served as a Direatathe Audit and Business
Advisory Services group of PricewaterhouseCoopéiR. L

Availability of Reports and Other Information

Our website is www.hillenbrand.com. We make avéddain this website, free of charge, access to onual, quarterly and current
reports and other documents we file with or furrislthe Securities and Exchange Commission (“SE&™300n as practicable after
such reports or documents are filed or furnished.algo make available on our website position $jgations for the Chairman,
Vice Chairman, members of the Board of Directord e Chief Executive Officer, our Code of EthiBaisiness Conduct, the
Corporate Governance Standards of our Board oftRirs and the charters of each of the standing dtieens of the Board of
Directors. All of these documents are also avadldblshareholders in print upon request.

All reports filed with the SEC are also availabla the SEC website, www.sec.gper may be read and copied at the SEC Public

Reference Room. Information on the operation ofRfbiblic Reference Room may be obtained by callieg3SEC at 1-800-SEC-
0330.
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Item 1A. RISK FACTORS

Our businessinvolves risks. The following information about these risks should be considered carefully together with the other
information contained herein. The risks described below are not the only risks we face. Additional risks not currently known or
deemed immaterial also may result in adverse effects on our business.

An adverse outcome in the ongoing antitrust litigabn in which we are a defendant could materially adersely affect our
results of operations, financial position and liqudlity.

We are a defendant in several purported antittassaction lawsuits. See “ltem 3. Legal Proceesdinthe plaintiffs in these cases
have alleged substantial damages, prior to treblihg plaintiffs may elect to enforce any judgmagainst any or all of the
codefendants, who have no statutory contributights against each other. Accordingly, if a clasigified in any of these cases :
the plaintiffs prevail at trial, we could be sulijéz substantial liability. We may not be able &isfy any such judgment or to post an
appeal bond for the appeal of any such judgmerthdhevent, we could resort to bankruptcy proasegslilf we are able to satisfy a
judgment or post an appeal bond, doing so mayfgignily impair our financial position and liquiglit

In addition to the risks associated with an advergeome in this litigation, we continue to incigrsficant legal costs in the defense
of this litigation and expect these increased cwst®ntinue for the foreseeable future.

Failure by us or our suppliers to comply with the od and Drug Administration (“FDA”) regulations and similar foreign
regulations applicable to the products we manufactie or distribute could expose us to enforcement aicins or other adverse
consequences.

We design, manufacture, install and distribute meddievices that are regulated by the FDA in théddinStates and similar agenc
in other countries. Failure to comply with applitabegulations could result in future product rés;dhjunctions preventing shipme
of products or other enforcement actions that chale a material adverse effect on our revenuepariidability. Additionally,
certain of our suppliers are subject to FDA redaike, and the failure of these suppliers to comyith regulations could adversely
affect us. Moreover, our moveable medical equipmemntal business is subject to product modificatierecuted by us on behalf of
original medical equipment manufacturers that esult in unanticipated costs and temporary proshettages. Additionally,
regulatory actions taken by the FDA against thoaaufacturers can result in product shortages, Issocamodifications.

Capital equipment sales and rental revenues may lalversely affected by Medicare and state governmemMedicaid funding
cuts that could affect customers in every segment our health care business. We could be subject substantial fines and
possible exclusion from participation in federal halth care programs if we fail to comply with the lavs and regulations
applicable to our business.

Medicare, Medicaid and managed care organizat&ud) as health maintenance organizations and pdfprovider organizations,
traditional indemnity insurers and third-party adisirators are increasing pressure to both cohalth care utilization and to limit
reimbursement. Historical changes to Medicare paymegrams from traditional “cost-plus” reimbursamhto a prospective
payment system resulted in a significant chandeim our customers acquire and utilize our produlités has resulted in reduced
utilization and downward pressure on prices. Sintyilduture revenues and profitability will be sabj to the effect of possible
changes in the mix of our customers’ patients amdadicare, Medicaid, third-party and private pagategories, increases in case
management and the review of services or reductioosverage or reimbursement rates by such paparising uninsured
population (estimated by the U.S. Census Buredne 4.8 million) further exacerbates a challeng#imbursement environment 1
us.
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We are subject to stringent laws and regulationmtt the federal and state levels, including nuuetaws and regulations aimed at
preventing fraud and abuse, governing participadioproviders and suppliers in government healtigpams and requiring
compliance with extensive and complex billing, eotlon, substantiation and recdedeping requirements. In addition, we are sul

to periodic requests or audits to evaluate compéamith the requirements and standards of thesergment health programs. We
expect program requests and audits to increasbhedsderal government increases auditing and mlersesources and continues to
increase pressure on state Medicaid programs mdifg@nd recoup overpayments. From time-to-tinhese activities and our own
internal practices and compliance program havetifilesh overpayments and other errors that resutigefunds or self-reporting.

If we are deemed to have violated these laws agudations, we could be subject to substantial fawed possible exclusion from
participation in federal health care programs sagMedicare and Medicaid. While we believe thatmractices materially comply
with applicable state and federal requirementsrélgeirements may be interpreted in a manner instamt with our interpretation.
Failure to comply with applicable laws and reguas, even if inadvertent, could adversely impactusiness. Changes in
reimbursement programs or their regulation, ingigdietroactive and prospective rate and coveratgiarchanges and other
changes intended to reduce the program expendittoakl adversely affect our third-party reimbursainbusiness.

Continued fluctuations in mortality rates and increased cremations may adversely affect, as they hawerecent years, the
volume of our sales of burial caskets.

As the population of the United States continuesg®, we anticipate the number of deaths in NortteAca will be relatively flat fo
at least the foreseeable future. The life expegtant).S. citizens has increased steadily sincel §&0s and is expected to continue
to do so for the foreseeable future.

Cremations as a percentage of total U.S. deaths inaveased steadily since the 1960s, and areeafsected to continue to increase
for the foreseeable future. The number of U.S. at@ns is gradually and steadily increasing, résglin a contraction in the dema
for burial caskets, which contributed to lower bilidasket sales volumes for us in each of fiscats/2005, 2006 and 2007.

We expect these trends to continue into the foeddeduture and our burial casket volumes will lfkeontinue to be negatively
impacted by these market conditions. Finally, thmhber of deaths can vary over short periods of aiméamong different
geographical areas, due to, among other factadjrtting and severity of seasonal outbreaks ofdées such as pneumonia and
influenza. Such variations could cause our saldsigll caskets to fluctuate from quarter to quaatel year to year.

Future financial performance of our medical technobgy business will depend in part on the successfuatroduction of new
products into the marketplace on a cost-effectivedsis. The financial success of new products coul@ ladversely impacted by
competitors’ products, customer acceptance, diffidties in product development and manufacturing, quéty issues and
warranty claims, certain regulatory approvals and agher factors. The introduction of new products mayalso cause customers
to defer purchases of existing products, which codlhave an adverse effect on sales.
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Future financial performance of our medical tecbgglbusiness will depend in part on our abilityrthuence, anticipate, identify
and respond to changing consumer preferences ats.né/e cannot assure that our new products Wilkse the same degree of
success that has been achieved historically bymmgtucts. We may not correctly anticipate or idgrttiends in consumer
preferences or needs, or may identify them lat@n tompetitors do. Any strategies we may implen@address these trends may
prove incorrect or ineffective. In addition, diffities in manufacturing or in obtaining regulat@pprovals may delay or prohibit
introduction of new products into the marketplgeerther, we may not be able to develop and prodeeeproducts at a cost that
allows us to meet our goals for profitability, pemtarly since downward pressure on health cardyxcbprices is expected to
continue. Warranty claims relating to our produnoty be greater than anticipated, and we may beéreztjto devote significant
resources to address any quality issues assoeidtedur new products, which could reduce the resesiavailable for further new
product development. For example, as part of tdewff between clinical effectiveness and comfghtich is inherent in most
clinical products, we have at times dedicated meseand development efforts to improving the comémd customer acceptance of
certain of our products. These efforts, togetheh wie foregoing focus on enhancing the competitss of our core products, have
sometimes resulted in the dedication of new prodegtlopment resources to sustaining developméot&f

Failure to successfully introduce new products aonst-effective basis, or delays in customer pusitttpdecisions related to
evaluation of new products, could cause us to heaket share and could materially adversely affectbusiness, financial
condition, results of operations and cash flow.

Our medical technology and funeral service business are significantly dependent on several major ctracts with large
national providers and group purchasing organizatims, or GPOs. Our relationships with these customerand organizations
pose several risks.

The hospital group purchasing organization industmapidly changing and facing significant chafies as individual GPOs begin
modify their membership requirements and contrggbiractices, including conversion of s@ledrced agreements to agreements
multiple suppliers, in response to Congressionatihgs and public criticism. Over the last sevgesrs, GPOs have come under
increasing scrutiny regarding contracting practieesduding Congressional hearings and proposedl&gn. In response, the
industry adopted numerous voluntary reforms. Howeg@engress is continuing to evaluate the needitarce legislation. In the
interim, the GPO industry has moved to furtherrgiteen its voluntary ethics initiative. It is difilt to ascertain when, or if, any
legislation will be advanced. It is clear, howewbat with or without legislation, the industry eqts to see fewer sole and more dual
and multi-source GPO agreements.

The majority of Hill-Rom’s North American hospitsdles and rentals are made pursuant to contraitt<GMOs. A number of those
GPO contracts came up for renewal during fiscab2id 2007 and the majority were negotiated touaé or multisourced. In son
instances we have not been awarded contracts aifisgeroduct categories, primarily related to mrgroducts. While difficult to
precisely quantify or predict, these changes hawdevéll continue to put pressure on Hill-Rom’s ra@intevenues. We are taking
significant actions with respect to Hill-Rom'’s rahbusiness, which we expect will limit the futunefavorable annual revenue
impact of the GPO contract changes, but there eamolkassurance that these actions will be sucdessfu

To date, the financial impact of these changesercapital side of our business has not been &gnif At any given time, we are
typically at various stages of responding to biadd aegotiating and renewing expiring GPO agreemé&aifure to be included in o1
or more of these agreements could have a matealse effect on our business, including both eapitd rental revenues.
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Additionally, Batesville Casket has contracts vadveral large, national funeral home customersiwbinprise a sizeable portion
Batesville Casket’s overall sales volume. The Naven2006 combination of Batesville Casket’s largesttomer, Service
Corporation International (“SCI”), and its secoadgest customer, Alderwoods Group, Inc. (“Alderwsiddhas brought purchases
by both organizations under the same agreemerg.afieement does not impose specific purchasereegemts on the combined
entity. While we anticipate that SCI will continteebuy substantially all its products from us floe foreseeable future, there can be
no guarantee that SCI will do so. Any decision by large national funeral home customers to disnaetpurchases from us could
have a material adverse effect on our financiatlt@n, results of operations and cash flows. Idiaon, we have lost, and may
continue to lose, some business as the new SCiMttels combined entity continues to divest itséléartain overlapping
properties. The losses from divestitures couldifpeificant if a large number of these properties purchased by funeral homes or
other entities that currently do not purchase pet&lfrom us and we are not able to attract replacetusiness from the subsequent
owners of these properties.

Finally, while our contracts with large health caral funeral service providers and GPOs providemtapt access to many of the
largest purchasers of health care and funeraleproducts, they can obligate us to sell our prtedat contracted prices for
extended periods of time, therefore limiting outligh in the short-term, to raise prices in resperto significant increases in raw
material prices or other factors.

Increased prices for, or unavailability of, raw maerials or sub-assemblies used in our products coultiversely affect
profitability or revenues. In particular, our resul ts of operations continue to be adversely affectdaly high prices for steel, red
metals, solid wood, plastic and fuel.

Our profitability is affected by the prices of thtewv materials and sub-assemblies used in the metuéaof our products. These
prices may fluctuate based on a number of facteystd our control, including changes in supply dathand, general economic
conditions, labor costs, fuel related delivery spsbmpetition, import duties, tariffs, currencyckange rates and, in some cases,
government regulation. Significant increases ingtiees of raw materials or sub-assemblies thatailne recovered through
increases in the prices of our products could ashhg@ffect our results of operations. While theas been less cost pressure in 2006
and 2007, we experienced significantly higher iicefiscal 2004 and 2005 than we had in priorqusifor commodities used in the
manufacture of our products, including steel, redais, solid wood, chemicals, fuel and petroleurmelgoroducts, such as foam and
plastics. Although Batesville Casket, and HRibm to a slightly lesser extent, has historicalie able to offset such rising costs v
increases in the prices of its products, therebeano assurance that the market place will contiaseipport the higher prices or that
such prices will fully offset such commaodity pricereases in the future. Any further increasesices resulting from a tightening
supply of these or other commodities or fuel caddersely affect our profitability. We generally dot engage in hedging
transactions with respect to raw material purchasgsdo enter into fixed price supply contractiraes. Our decision not to engage
in hedging transactions may result in increaseckprolatility, with resulting adverse effects omfitability.

Our dependency upon regular deliveries of supfigs particular suppliers means that interruptionstoppages in such deliveries
could adversely affect our operations until arrangets with alternate suppliers could be made. S¢€oéthe raw materials and sub-
assemblies used in the manufacture of our proauctently are procured only from a single souréanly of these sole-source
suppliers were unable to deliver these materialafioextended period of time as a result of finalndifficulties, catastrophic events
affecting their facilities or other factors, omie were unable to negotiate acceptable terms éostipply of materials with these sole-
source suppliers, our business could suffer. We maiype able to find acceptable alternatives, arydsach alternatives could result
in increased costs. Extended unavailability of @essary raw material or sub-assembly could cause esase manufacturing one or
more products for a period of time.
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Our planned separation of our funeral service and radical technology businesses may not be completéfthe separation is
completed, it may not achieve the intended benefits

In November 2007, our subsidiary Batesville Holdintnc. filed a Form 10 registration statement whita SEC related to the
previously announced proposed separation of ouigakichnology and funeral service businesses.sEparation remains subject
to the final approval of our Board of Directorsydaable market conditions, formal tax opinions etest aspects of the transaction
from legal counsel, the effectiveness of a redistnastatement for Batesville Casket’s parent wlith U.S. Securities and Exchange
Commission, and completion of necessary debt nefiimg and other customary conditions. Additionallyg are continuing to cons
with the SEC regarding the accounting treatmenafiudgment sharing agreement that would apporésponsibility between the
separated companies for any potential damagesiatsbwvith antitrust litigation pending againstliibrand, its Batesville Casket
Company subsidiary and three unrelated nationaralrhome businesses. If a probability-based aisalysequired with respect to
the accounting for the judgment sharing agreenveatyill evaluate whether to pursue or delay theasaton of the businesses or
pursue other alternatives to increase sharehollaevFor this and other reason, we cannot assuréhat the separation will be
completed. Execution of the separation will moranttikely require significant time and attentionaafr management, which could
distract management from the operation of our lassirand the execution of our other strategic thi#a. Further, if the separation is
completed, it may not achieve the intended goabdie creation for our shareholders.

Our strategic initiatives may not produce the intered growth in revenue and operating income.

In October 2006, we announced significant new djaral strategies and initiatives for both of opecating companies. These
strategies included making significant investmeatachieve revenue growth and margin improvememtse investments adversely
affected our profitability in fiscal 2007 and angected to continue to do so in fiscal 2008. Ifdeenot make these investments ol
effective and timely basis or fail to execute om swategic initiatives, we may not achieve thewgtoimprovement we are targeting
and our results of operations may be adverselyizite

We may not be successful in achieving expected op#ing efficiencies and operating cost reductions,nal may experience
business disruptions, associated with announced tescturing, realignment and cost reduction activities.

Over the past few years, Hillenbrand has annousegdral restructuring, realignment and cost redandtiitiatives, including
significant realignments of our businesses, emm@dgeminations and product rationalizations in ldorth American rental business,
continued restructuring, realignment and continuoyzrovement initiatives at our French manufactyfiacility and plans to shift a
portion of our manufacturing capacity to a facilityMexico. These activities may not produce thHedtficiency and cost reduction
benefits we expect from these activities. Furteech benefits may be realized later than expeatsdithe costs of implementing
these measures may be greater than anticipatédsié measures are not successful, we may undeddkenal realignment and
cost reduction efforts, which could result in flgwwharges. Moreover, our ability to achieve ouep#trategic goals and business
plans may be adversely affected and we could esspeei business disruptions with customers and etswhour restructuring and
realignment efforts prove ineffective.

Product liability or other liability claims could e xpose us to adverse judgments or could affect thales of our products.

We are involved in the design, manufacture and &fdhealth care products, which face an inhereskt of exposure to product
liability claims if our products are alleged to leasaused injury or are found to be unsuitableHeirtintended use. Any such claims
could negatively impact the sales of products @énatthe subject of such claims or other products, Wém time-to-time, and
currently, are a party to claims and lawsuits afigghat our products have caused injury or deatir® otherwise unsuitable. It is
possible that we will receive adverse judgmentsuich lawsuits, and any such adverse judgments @euldaterial. Although we do
carry insurance with respect to such matters,itisisrance is subject to varying deductibles anflisglred retentions and may not
adequate to cover the full amount of any particalaim.
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We are involved on an ongoing basis in claims, lawis and governmental proceedings relating to our perations, including
environmental, antitrust, patent infringement, bushess practices, commercial transactions, and othenatters.

The ultimate outcome of these claims, lawsuits gmgernmental investigations cannot be predictetl egtrtainty but could have a
material adverse effect on our financial conditi@msults of operations and cash flow. We are algolved in other possible claims,
including product and general liability, workersngqeensation, employment-related matters and autditia While we maintain
insurance for certain of these exposures, theipslia place are high-deductible policies resultmgur assuming exposure for a
layer of coverage with respect to such claims.

Our funeral service business is facing increasingompetition from a number of non-traditional sourcesand caskets
manufactured abroad and imported into North America.

Non-traditional funeral service providers could presaore of a competitive threat to us and our seltegnel than is currently
anticipated. While some of these have competedhagas for many years, large discount retaileré sascCostco, casket stores, and
internet casket retailers represent more recenpetitars. Also, we have learned that several mantufers located in China are
currently manufacturing caskets for sale into timétédl States. It is not possible to quantify thmaficial impact that these competit
will have on our business, but these competitotsoontinue to drive additional pricing and oth@napetitive pressures in an
industry that already struggles with excess capaSiich competitive actions could have a negatiyeaict on our results of
operations.

We may not be able to grow if we are unable to suessfully acquire and integrate, or form business tationships with, other
companies.

Although we plan to grow certain of our businedsgscquiring or forming partnerships, joint ventusnd alliances with other
companies, we may not be able to identify suitallguisition candidates or business relationshipgotiate acceptable terms for
such acquisitions or relationships or receive neamgsfinancing for such acquisitions or relatiopshdn acceptable terms. Moreover,
once an acquisition, partnership, alliance or jegrnture agreement is signed, various events ouristances may either prevent the
successful consummation of the contemplated aduigr transaction, or make it unadvisable. Initigid, we expect to compete
against other companies for acquisitions. Therefbiee are able to consummate acquisitions, seduiaitions could be dilutive to
earnings, and we could overpay for such acquistidwditionally, we may not be successful in odoes to integrate acquired
companies. Integration of acquired companies megrtimanagement and other resources from otherriarptamatters, and we
could experience delays or unusual expenses imtbgration process. Further, we may become rediplerfer liabilities associated
with businesses that we acquire to the extent éineyot covered by indemnification from the sellargy insurance.

We may not be able to attract and retain key persamel.

Our future performance depends in significant ppdn the continued service of our executive officamd other key personnel. The
loss of the services of one or more of our exeeutifficers or other key employees could have a nisdigdverse effect on our
business, prospects, financial condition and resaflbperations. This effect could be exacerbdtady officers or other key
personnel left as a group. Our success also demenadsr continuing ability to attract and retaiglily qualified personnel.
Competition for such personnel is intense, ancetiean be no assurance that we can retain our kplogees or attract, assimilate
and retain other highly qualified personnel in filnire.
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Volatility in our investment portfolio or collectio n risk associated with our notes receivable and pferred stock could
negatively impact earnings.

Volatility in our investment portfolio of equity pmerships and certain other investments, whicltareed at a value of $31.3 milli
as of September 30, 2007, could negatively impatiegs. The investment portfolio could be adversélected by general
economic conditions, changes in interest rateguliedn debt instruments and other factors, ragyiti an adverse impact on our
financial condition. This was evident when one impa&nt of an investment resulted in an impairmdrarge of $8.7 million in the
fourth quarter of fiscal 2005, and two additiomapairments resulted in a charge of $2.0 milliothia second quarter of fiscal 2006.

In addition, we have outstanding notes receivabte@eferred stock, which we carried at a valugl&7.4 million as of

September 30, 2007. This balance primarily reptssbe seller financing provided to FFS Holdings,. I(“FFS”), the entity that
purchased our former Forethought Financial Sengcdsidiary, but also includes a number of noték wistomers of Batesville
Casket and Hill-Rom. Should Forethought fail tofpen consistent with the original expectationsfeeth by FFS Holdings, Inc. or
underperform to an extent that it cannot meetiitgricial obligations, or should general economicditions or other factors result in
defaults of our customer notes or our inabilityeoover value for our preferred stock in FFS, amings could be negatively
impacted resulting in a material adverse impaav@nfinancial condition and results of operations.

A substantial portion of our workforce is unionized and we could face labor disruptions that would iterfere with our
operations.

Approximately 20 percent of our employees, as pbour logistics and manufacturing operations i thited States, work under
collective bargaining agreements. We are also sutjevarious collective bargaining arrangementsaiional agreements outside
the United States covering approximately 5 peroéour employees. Although we have not experieragdsignificant work
stoppages in the past 20 years as a result of thbagreements, we cannot ensure that such a g@ppk not occur in the future.
Inability to negotiate satisfactory new agreememta labor disturbance at one of our principallfées could have a material adve
effect on our operations.

Item 1B. UNRESOLVED STAFF COMMENTS

We have not received any comments from the stati@SEC regarding our periodic or current reptivas remain unresolved.
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Item 2. PROPERTIES

The principal properties used in our operationdiated below, and, except for our leased fac#iiie Acton, Massachusetts; Cary,
North Carolina; St. Paul, Minnesota and Chihuaixico, are owned by us subject to no material erimances. All facilities ar
suitable for their intended purpose, are beingigffitly utilized and are believed to provide adaguzapacity to meet demand for the

next several years.

Location Description Primary Use
Health Care:
Acton, MA Light manufacturing and development facilities Manufacture and development of health care equipmen

Batesville, IN

Cary, NC
Charleston, SC

St. Paul, MN
Pluvigner, France

Montpellier, France
Sydney, Australia
Monterrey, Mexico

Funeral Service:

Batesville, IN

Manchester, TN
Vicksburg, MS
Batesville, MS
Chihuahua, Mexico
Mexico City, Mexico

Office facilities

Manufacturing, development and distribution faight

Office facilities
Manufacturing, development and offiaeilities

Manufacturing and development facilities
Office facilities

Office facilities

Manufacturing and development facility
Office facilities

Manufacturing and developtfeaility
Manufacturing, development and office facilities
Manufacturing facility

Manufacturing facility
Office facilities

Manufacturing facility
Kiln drying and lumber cutting féty
Manufacturing facility
Manufacturing facility
Manufacturing facility

Administration

Manufacture and development of health care equipmen
Administration

Manufacture and development of headtte@quipment

Manufacture and development of therapy units
Administration

Administration

Manufacture and development of health care equipmen
Administration

Manufacture and development of therajoyts
Manufacture and development of health care equipmen
Maradture of health care equipment

Manufacture of metal caskets
Administration

Manufacture of metal caskets
Drying and dimensioning of lumber
Manufacture of hardwood caskets
Manafure of hardwood caskets
Manufacture of metal caskets

In addition to the foregoing, we lease or own a banof other facilities, warehouse distribution tees, service centers and sales
offices throughout the United States, Canada, \we&arope, Mexico, South Africa, Puerto Rico, AaBtr and the Far East.
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Item 3. LEGAL PROCEEDINGS
Batesville Antitrust Litigation

On May 2, 2005, a non-profit entity called FuneZahsumers Alliance, Inc. (“FCA”) and several indival consumers filed a
purported class action antitrust lawsuit (“FCA Acti) against three national funeral home businesSesvice Corporation
International (“SCI"), Alderwoods Group, Inc. (“Addwoods”), and Stewart Enterprises, Inc. (“Stewardfether with Hillenbrand
and its Batesville Casket Company, Inc. subsidieBgatesville”), in the United States District Codiar the Northern District of
California. This lawsuit alleged a conspiracy tpptess competition in an alleged market for the ekcaskets through a group
boycott of so-called “independent casket discowitehat is, third-party casket sellers unaffildigith licensed funeral homes; a
campaign of disparagement against these independskeét discounters; and concerted efforts toicestsket price competition a
to coordinate and fix casket pricing, all in viatat of federal antitrust law and California’s Unf@lompetition Law. The lawsuit
claimed, among other things, that Batesville’s rrexiance and enforcement of, and alleged modificatio, its long-standing policy
of selling caskets only to licensed funeral homesanthe product of a conspiracy among Batesvhie ather defendants and othet
exclude “independent casket discounters” and thatalleged conspiracy, combined with other allegedters, suppressed
competition in the alleged market for caskets auddonsumers to pay higher than competitive pffimesaskets. The FCA Action
alleged that two of Batesville’s competitors, Y@koup, Inc. and Aurora Casket Company, are co-goatsps but did not name
them as defendants. The FCA Action also allegetdSk4, Alderwoods, Stewart and other unnamed cafoioators conspired to
monopolize the alleged market for the sale of ciasikethe United States.

After the FCA Action was filed, several more purgakclass action lawsuits on behalf of consumerg Viled based on essentially
the same factual allegations and alleging violatiohfederal antitrust law and/or related state ¢daims. It is not unusual to have
multiple copycat class action suits filed afteriritial filing, and it is possible that additionsiliits based on the same or similar
allegations will be brought against Hillenbrand &@wadesville.

Batesville, Hillenbrand and the other defendanésifimotions to dismiss the FCA Action and a motimtransfer to a more
convenient forum. In response, the court in Catif@ipermitted the plaintiffs to replead the compiand later granted defendants’
motion to transfer the action to the United St&esrict Court for the Southern District of Texa$auston, Texas) (“Court”).

On October 12, 2005, the FCA plaintiffs filed anearded complaint consolidating all but one of thHeeofpurported consumer class
actions in the United States District Court for 8w@uthern District of Texas. The amended FCA comptontains substantially the
same basic allegations as the original FCA compldime only other then remaining purported consuchass action, Fancher v. SCI
et al., was subsequently dismissed voluntarilyHeyplaintiff after the defendants filed a motiordismiss. On October 26, 2006,
however, a new purported class action was filethbyestates of Dale Van Coley and Joye KatherineyC&€andace D. Robinson,
Personal Representative, consumer plaintiffs, ag&atesville and Hillenbrand in the Western Datdaf Oklahoma alleging
violation of the antitrust laws in fourteen stal@sed on allegations that Batesville engaged idwtirdesigned to foreclose
competition and gain a monopoly position in the ke&rThis lawsuit was largely based on similar datgllegations to the FCA
Action. Batesville and Hillenbrand had this casms$ferred to the Southern District of Texas in otdecoordinate this action with t
FCA Action and filed a motion to dismiss this aati®©n September 17, 2007, the Court granted Béigsvand Hillenbrand’s
motion to dismiss and ordered the action dismisgiéd prejudice.
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The FCA plaintiffs are seeking certification oflass that includes all United States consumerspuinchased Batesville caskets
from any of the funeral home co-defendants at ang tluring the fullest period permitted by the dqadble statute of limitations. On
October 18, 2006, the Court denied the defendidsember 2005 motions to dismiss the amended FQéptaint.

In addition to the consumer lawsuits discussed aporn July 8, 2005 Pioneer Valley Casket Co. (“BarValley”),an alleged cask
store and Internet retailer, also filed a purpodieds action lawsuit (“Pioneer Valley Action”) agst Batesville, Hillenbrand, SCI,
Alderwoods, and Stewart in the Northern DistricGaflifornia on behalf of the class of “independeasket distributors,” alleging
violations of state and federal antitrust law atadesunfair and deceptive practices laws basedssengially the same factual
allegations as in the consumer cases. PioneenMalémed that it and other independent casketibigbrs were injured by the
defendants’ alleged conspiracy to boycott and seggpcompetition in the alleged market for caslatd,by an alleged conspiracy
among SCI, Alderwoods, Stewart and other unnamezbaogpirators to monopolize the alleged marketé&skets.

Plaintiff Pioneer Valley seeks certification of lass of all independent casket distributors ininéed States who are or were in
business at any time from July 8, 2001 to the miegexcluded from this class are independent cadik&ibutors that: (1) are
affiliated in any way with any funeral home; (2) mdacture caskets; or (3) are defendants or thescibrs, officers, agents,
employees, parents, subsidiaries and affiliates.

The Pioneer Valley complaint was also transfercethé Southern District of Texas but was not cadatéd with the FCA Action,
although the scheduling orders for both casesdamtical. On October 21, 2005, Pioneer Valley faedamended complaint adding
three new plaintiffs, each of whom purports to lmiaent or former “independent casket distribdtbike Pioneer Valley's original
complaint, the amended complaint alleges violatimifederal antitrust laws, but it has droppeddhases of actions for alleged pr
fixing, conspiracy to monopolize, and violationsstédite antitrust law and state unfair and decepptigetices laws. On October 25,
2006, the district court denied the defendants’ddgmer 2005 motions to dismiss the amended Pionakgywcomplaint.

Class certification hearings in the FCA Action dhd Pioneer Valley Action were held in early Decem®006. Poshearing briefing
on the plaintiffs’ class certification motions inth cases was completed in March 2007, thoughibgefn certain supplemental
evidence related to class certification in the F&#ion also occurred in September 2007 and Oct2B8r. The Court has not yet
ruled on the motions for class certification. Ong#ist 27, 2007, the Court suspended all pendinglideadn both cases, including
the previously set February 2008 trial date. Hrisicipated that new deadlines, including a trated will not be set until the Court
rules on the motions for class certification.

Plaintiffs in the FCA and Pioneer Valley Actionsngeally seek monetary damages, trebling of any siachages that may be
awarded, recovery of attorneys’ fees and costsjrgadctive relief. The plaintiffs in the FCA Actiofiled a report indicating that
they are seeking damages ranging from approxim&@ty million to approximately $1.46 billion befarebling. Additionally, the
Pioneer Valley plaintiffs filed a report indicatiigat they are seeking damages of approximately24®dlion before trebling.
Because Batesville continues to adhere to its kiageing policy of selling Batesville caskets ottylicensed funeral homes, a pol
that it continues to believe is appropriate andfléyvif the case goes to trial the plaintiffs aiteely to claim additional alleged
damages for periods between their reports andrtfeedf trial. At this point, it is not possible éstimate the amount of any additio
alleged damage claims that they may make. The defes are vigorously contesting both liability ahd plaintiffs’ damages
theories.
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If a class is certified in any of the antitrusteagiled against Hillenbrand and Batesville anithé plaintiffs in any such case prevail
at trial, potential trebled damages awarded tthmtiffs could have a significant material adveesfect on our results of operatic
financial condition and/or liquidity. In antitruattions such as the FCA and Pioneer Valley Actthesplaintiffs may elect to enforce
any judgment against any or all of the codefendavit® have no statutory contribution rights agae@th other. See the related risk
factor on page 17.

We believe that we have committed no wrongdoinglieged by the plaintiffs and that we have meritosi defenses to class
certification and to plaintiffs’ underlying allegabs and damage theories. In accordance with agp#écaccounting standards, we
have not established a loss reserve for any oétbases.

After the FCA Action was filed, in the summer amadl bf 2005, Batesville was served with Civil Intigative Demands by the
Attorney General of Maryland and certain otherestttorneys general who have begun an investigafipossible anticompetitive
practices in the death care industry relating tarme of funeral services and products, includimgkets. We have been informed that
approximately 26 state attorneys general officesparticipating in the joint investigation, althdugore could join. Batesville is
cooperating with the attorneys general. To dateglains have been filed against Batesville.

Hill-Rom Antitrust Settlement

On June 30, 2003, Spartanburg Regional Healthomse® (the “Plaintiff”) filed a purported antitrusiass action lawsuit against
Hillenbrand, Hill-Rom, Inc. and Hill-Rom Companyd. in the United States District Court for thetblig of South Carolina.
Plaintiff’s Second Amended Complaint, filed on M2y2005, alleged violations of the federal antittasss, including attempted
monopolization, monopoly maintenance and tyingnetaiPlaintiff sought to certify a class of all puasers of Hill-Rom standard
and/or specialty hospital beds, and/or architetamd in-room products from 1990 to the presentrettieere had been contracts
between HillRom and such purchasers, either on behalf of theesser through purchasing organizations, conditigmiscounts o
Hill-Rom hospital beds and other architectural andoom products on commitments to rent or purclasery high percentage (e.g.,
ninety percent) of specialty beds from Hill-RomaiRtiff subsequently narrowed the definition ofpt®posed class to acute and
subacute facilities. Plaintiff claimed that it atte alleged class sustained injury caused by HilRR discounting practices, which
allegedly harmed competition and resulted in higiteres for standard and/or specialty hospital @ewor architectural and i@om
products.

Plaintiff sought actual monetary damages on badfdtie purported class in excess of $100 millioebling of any such damages t
might have been awarded, recovery of attorneys &l costs, and injunctive relief. Hillenbrandcpated that, if a settlement had
not been reached, the Plaintiff would have soughtabes substantially in excess of $100 millionpkeefrebling. If a class had been
certified and Plaintiffs had proceeded to trial &ad prevailed, potential trebled damages awatdedkintiffs could have been
substantially in excess of $100 million and coudd had a significant material adverse effect arresults of operations, financial
condition, and liquidity.

As of November 7, 2005, all proceedings in the latwsere stayed except those relating to the paEréifforts to complete a
settlement. On February 3, 2006 the Court prelinlinapproved a definitive agreement to settle¢hse for $337.5 million in cash
entered into as of February 2, 2006 among Hillemtbréts Hill-Rom subsidiaries, Spartanburg Regidfealthcare System and its
attorneys. The Court entered an Order and Finagrdedt approving the settlement following a fairniesaring on June 14, 2006. As
finally approved by the Court, the settlement resslall of the claims of class members that didopdtout of the settlement,
including the claims of all U.S. and Canadian pasghs or renters of Hill-Rofproducts from 1990 through February 2, 2006
related to or arising out of the subject mattetheflawsuit, and the claims that may have restiit@d the current or future effects of
conduct or events occurring through February 26200e original settlement amount of $337.5 millieas reduced by almost
$21.2 million, to $316.3 million, reflecting the pion attributable to customers who opted out ef skttlement. Opt-outs from the
settlement account for roughly six percent of titaltU.S. and Canadian revenue during the classgyeand over 99 percent of that
figure is attributable to the U.S. government'sigien to opt out of the settlement. We believe \wmedmeritorious defenses against
any claims the U.S. government may choose to ntleto, among other reasons, pricing practice®eéignment purchases that are
different than the pricing practices primarily ssue in the lawsuit.
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The settlement agreement includes Hill-Rom’s commiit to continue certain compamjtiated discounting practices for a perioc
three years. Essentially, Hill-Rom implemented kgyan October 2002, which it has agreed to follantil at least February 2009.
Under that policy, which did not represent a mateshange in our discounting practices, Hill-Rorraims from entering into new
contracts that condition incremental discounts drRbm ® hospital beds or architectural products on commitsié rent therapy
products from Hill-Rom. While such products maysioéd together, rental therapy products are sepgnaticed and discounted.
Under the settlement Hill-Rom may continue to off#rother discounts such as volume discountsy g@yment discounts,
capitation, etc. Further, the discounting practited gave rise to the Spartanburg litigation halveady been discontinued (or will
discontinued on the expiration of certain existiogtracts) and have been replaced by alternataetipes for each of the last four
fiscal years. Therefore, any impact of the disaargince of such practices on our business is alrediglyreflected in our reported
results.

In connection with our assessment that it was folebthat a settlement would be reached and firsdlyroved by the Court during
fiscal 2006, we recorded a litigation charge andldshed a litigation accrual in the amount of $&bmillion in the fourth quarter of
fiscal 2005, which included certain legal and ottests associated with the proposed settlemenh Wit Court’s entering of the
Order and Final Judgment in the third quarter e¢dl 2006, we reversed $2.3 million of the $21.llioni of estimated legal and ott
costs originally provided as part of the litigatiaecrual as such amounts were not probable of patyMée reversed another

$1.2 million of legal fees in the fourth quarterfistal 2007 upon payment of funds from the escaseount and our determination
that such amounts were not probable of paymentp#ittthe remaining $266.3 million of the settlemamount into escrow in
August 2006 and have retained a $21.2 milliondition accrual associated with the opt-outs.

HRDI Investigation

As previously disclosed, Hill-Rom has received a@gbonded to civil subpoenas from the Offices ef@wnnecticut and lllinois
Attorneys General seeking documents and informattated to their investigations of the Healthd@esearch & Development
Institute, LLC (“HRDI"), a health care trade orgaation, of which Hill-Rom was a corporate memben.January 25, 2007, the
Connecticut Attorney General's Office announce@t#lement with HRDI and its hospital Chief Execet®fficer members, at the
same time announcing that the investigation is omggas to supplier members and others. The invatstigs appear to concern
whether HRDI supplier members had influence ovesphtals represented among HRDI's Chief Executivic®f members. We are
cooperating with both investigations and no clairage been filed against Hill-Rom.

Other Batesville Casket Litigation

On August 17, 2007, a lawsuit styled Vertie StapleBatesville Casket Company, Inc. was filed agairs in the United States
District Court for the Eastern District of Arkansd$e case is a putative class action on behdaleoplaintiff and all others who
purchased a Monoseal Casket manufactured by Bhéeoim a licensed funeral home located in Arkanfsam January 1, 1989 to
the present. The plaintiff claims that MonosealKets were marketed as completely resistant toritrarce of air and water when
they were not. The plaintiff asserts causes obaatinder the Arkansas Deceptive Trade PracticesAatfor fraud, constructive
fraud and breach of express and implied warraniiestder to establish federal jurisdiction oves tlaims under the Class Action
Fairness Act, the plaintiff alleges that the amdordontroversy exceeds $5 million.
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Batesville has moved to dismiss all claims as lohlogestatutes of limitations. The plaintiff hasex$sd fraudulent concealment to |
the applicable limitation periods. The motion terdiss has been briefed and submitted to the coudecision.

This action is in the very early stages of litigati\We have not yet answered the complaint, ane thes been no motion to certify
the putative class. We believe the claims are witimeerit and will vigorously defend the case.

General

We are subject to various other claims and contiogs arising out of the normal course of busines$ding those relating to
governmental investigations and proceeding comrakftginsactions, product liability, employee rethteatters, antitrust, safety,
health, taxes, environmental and other mattergydtion is subject to many uncertainties and thieaue of individual litigated
matters is not predictable with assurance. It ssfiale that some litigation matters for which regssrhave not been established could
be decided unfavorably to us, and that any sucavaméible decisions could have a material advefeetadn our financial condition,
results of operations and cash flows.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of sgchiolders during the quarter ended September 7.2
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PART Il

tem 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Market Information

Hillenbrand Industries’ common stock is traded lom New York Stock Exchange under the ticker symH&8". The closing price of
our common stock on the New York Stock Exchang&lowember 16, 2007 was $55.12. The following tabRects the range of
high and low selling prices of our common stockgrarter for the twelve months ended September@W7 2nd 2006.

2007 2006
High Low High Low
October— Decembe! $ 61.5¢ $ 56.8:2 $ 50.32 $ 44.81
January— March $ 60.5¢ $ 55.0¢ $ 55.3¢ $ 48.4(
April — June $ 67.4¢ $ 59.3i $ 54.9( $ 47.1%
July — Septembe $ 67.3i $ 54.57 $ 58.1¢ $ 47.92

Holders
On November 16, 2007, there were approximatelyd®dghareholders of record.
Dividends

We have paid cash dividends on our common stock/eyerter since our first public offering in 19'&hd those dividends have
increased each year thereafter. In fiscal 2007dehds were paid on December 29, 2006 and MarcBu® 29 and September 28,
2007 to shareholders of record as of Decemberd®; and March 16, June 15 and September 14, 28§7ectively. Cash dividen
of $1.1375 ($0.2850 for second through fourth cgrarand $0.2825 for the first quarter) in fiscad2@nd $1.13 ($0.2825 per
quarter) in fiscal 2006 were paid on each shamofmon stock outstanding. As previously disclogsesljntend to continue to pay
comparable quarterly cash dividends into the fytingluding at least initially following completioof any separation of our two
operating companies. Should our companies sep&i@iesver, it should be noted that the declaratimh@ayment of dividends by
each company will be subject to the sole discretibits Board of Directors and will depend upon méactors, including each
company'’s financial condition, earnings, capitajuigements, covenants associated with debt obtigatdr other contractual
restrictions, legal requirements and other faati@amed relevant by its Board of Directors.
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Issuer Purchases of Equity Securities

ISSUER PURCHASES OF EQUITY SECURITIES

Total Number Maximum
of Shares Number of
Purchased as Shares that
Total Part of Publicly May Yet Be
Number Average Announced Purchased
of Shares Price Paid Plans or Under the Plans
Period Purchased! per Share Programs?2 or Programs 2
July 1, 2007— July 31, 200 20 $ 65.4¢ — 3,000,00i
August 1, 2000— August 31, 200° 1,66: $ 65.6¢ — 3,000,001
September 1, 20— September 30, 20( — $ = — 3,000,001
Total 1,68 $ 65.6¢ — 3,000,001

1  All shares purchased in the three months eBeéptember 30, 2007 were in connection with empl@gaeoll tax withholding

for restricted and deferred stock distributic

2  The Board of Directors approved the repurcludsetotal of 25,710,667 shares of common stockylath 3,000,000 are still
available for repurchase. There were no purchasasruhis approval in the three months ended SdmeB0, 2007. The
approval has no expiration, and there were no tetitns or expirations of plans in the three mowetided September 30,

2007.
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Stock Performance Graph

The following graph compares the return on Hillemat common stock with that of Standard & Poor’s S@@ck Index (“S&P 500
Index”), and the Company Peer Group* for the fieans ended September 30, 2007. The graph assuatésdlvalue of the
investment in our common stock, the S&P 500 Inadex our peer group was $100 on October 1, 2002haxicll dividends were

reinvested.
r ™y
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N >
2002 2003 2004 2005 2006 2007
Hillenbrand 100 106 97 92 114 112
S&P 500 Index 100 124 142 159 176 205
Company Peer Group* 100 123 168 191 204 261

*  The Company Peer Group is comprised of Aprialtheare Group, Inc.; Bard (C.R.), Inc.; Beckmanl@s Inc.; Becton
Dickinson & Co.; Conmed Corporation; Dade Behringidihgs, Inc.; Hospira Inc.; Invacare Corporati&imetic Concepts
Inc.; Mettler-Toledo International, Inc.; Respirosj Inc.; Steris Corporation; and Viasys Healthchre After evaluating many
potential peer companies against various criter@yding, among others, participation in similaamet segments to the
Company’s medical technology business, comparavenue size with the Company’s medical technolaggirtess,
comparable number of employees, total equity vaune,comparable published operating and financatios, management of
the Company elected to use this Company Peer Gooygurposes of evaluating the Compangerformance during fiscal 20
and going forward

In connection with its evaluation of meritsao§eparation of the Company’s two operating congsanihe Board of Directors
also referred to data from a group of companiescsedl because, among other things, they (i) airedumstries that are similar to
Batesville Casket’s, such as furniture, metalsfabdcation, (ii) use manufacturing and distributimethodologies that are
similar to Batesville’s and (iii) are comparableBatesville in size, based on revenues, numbempl@yees, and profitability.
These companies are not included in the Company®eeip used in the stock performance gr:
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tem 6. SELECTED FINANCIAL DATA

The following table presents selected consolidéitehcial data of Hillenbrand Industries, Inc., gach of the last five fiscal years
ended September 30.

2007 2006 2005 2004 2003
(In millions except per share data)

Net revenue. $ 2,023° $  1,962.¢ $ 1,938. $  1,829. $ 1,693
Income (loss) from continuing

operations $ 190.¢ $ 221.F $ 96.9 % 188.Z $ (180.¢)
(Loss) income from discontinued

operations $ = $ 03 $ 2.2 $ 45.0 % 8.4
Net income (loss $ 190.¢ $ 221.2 $ 94.) % 143.Z $ 189.(
Income (loss) per share from continu

operations— Diluted $ 3.07 $ 3.6( $ (1.5¢0 % 3.0C $ 2.9C
(Loss) income per share from

discontinued operatior— Diluted $ — $ (0.0 % 0.04 $ 07290 % 0.14
Net income (loss) per she— Diluted $ 3.07 $ 3.5¢ $ 152 % 2.2¢ $ 3.04
Total asset $ 2,117 $ 1,952 $  2,229. $ 2,069 $ 5474
Long-term obligations $ 349.( $ 347.. $ 351.k $ 361.¢ $ 157.]
Cash flows from operating activiti $ 285.¢ $ 29.1 $ 239.7 $ 348.€ $ 366.1
Capital expenditure $ 135.2 $ 92.€ $ 121.2 $ 124t $ 114.5
Cash dividends per she $ 1.14 $ 1.1 $ 1.12 $ 1.0¢ $ 1.0C
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Item 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF
OPERATIONS

Hillenbrand Overview
Hillenbrand Industries is organized into two opergcompanies serving the health care and deathicdustries.

Hill-Rom is a leading worldwide manufacturer andyider of medical technologies and related servioeshe health care industry,
including patient support systems, non-invasiveapeutic products for a variety of acute and cloomédical conditions, medical
equipment rentals and health information technokgytions. Hill-Rom’s comprehensive product ant/iee offerings are used by
health care providers across the health care aantirin hospitals, extended care facilities and hoare settings worldwide, to
enhance outcomes for patients and their caregivers.

Batesville Casket Company is a leader in the NArtterican death care industry through the manufaculistribution and sale of
funeral service products to licensed funeral eithivlents. Batesville’s products consist primariiyorial and cremation caskets but
also include containers and urns, selection roaplaly fixturing, other personalization and memadzation products and services,
including creating and hosting websites, for fuhboanes.

Separation into Two Independent Companies

On May 10, 2007 Hillenbrand announced that its BadrDirectors had approved in principle a plaséparate the Company into
two independent publicly traded companies, eactiegjically positioned to capitalize on growth ogpoities in its respective
markets. Under the plan approved by the Board, Bdle Casket would be spun out of Hillenbrand tigb a tax free dividend of its
shares to shareholders of Hillenbrand, and Hill-Reould become the sole operating unit of Hillenlskaim connection with the
separation, Hillenbrand plans to change its nantéiltdRom Holdings, Inc., and Batesville Casketigiicly traded parent would
change its name to Hillenbrand, Inc. Under the pila@ current management team of each company weumidin in place. It is
anticipated that Hill-Rom would be led by PeterSeéderberg, and Batesville Casket would be led byniéth A. Camp.

In arriving at the decision to separate the tworafieg companies, the Board of Directors and sdp#dership team of the Company
carefully weighed a number of alternatives reldatethe maximization of long-term value for Compaareholders. After a detailed
review, the Board concluded that there is a sttmrginess case to support the separation of thep&mting companies comprising
Hillenbrand. By operating independently, each comypaould be able to adopt an appropriate capitatsire to allow it to better
execute its business plans and enhance sharehetdars. Each company would also be able to utitizewn equity as currency for
strategic purposes. Further, two focused compamiesd be better positioned for investors looking$pecific industry, valuation,
yield, and growth profiles. Accordingly, the plangeparate into two companies is consistent wittstrategy to create focuse
mission-driven enterprises, and as independenfamused companies, each would be better able tpetarior, attract and retain
talent.

Immediately after the separation, Hillenbrand shalgers would own shares in both entities. Thesaation will be subject to the
final approval of the Board of Directors, favorabtarket conditions, formal tax opinions on selesgegts of the transaction from
legal counsel, the effectiveness of a registrastatement for Batesville Casket’s parent with th8.ecurities and Exchange
Commission (“SEC”) and completion of necessary defimancing and other customary conditions.
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Upon separation, each company should enjoy suffidieancial strength and flexibility to achieve mbjectives. Subject to review
independent rating agencies, it is intended thahwgeparation, each company’s financial policiesdit metrics and balance sheets
would be commensurate with investment grade cratlitgs. Until the transaction is completed, Hilesnd expects to pay its curr
quarterly dividend of $0.2850 per share. In additiwe intend to pay comparable quarterly cash divits, at least initially, followin
completion of our separation of our two operatingipanies.

To date we are progressing with our plans to exethé separation of our companies within the exgoesine-month time frame
previously communicated. We are contemplating émgento a judgment sharing agreement intendedédiptably apportion
responsibility between the separated companiearppotential damages associated with antitrugation currently pending agair
Hillenbrand and its Batesville Casket Company dlibsy. We are consulting with the SEC regardingabeounting treatment for t|
judgment sharing agreement to confirm whether 8tate of Financial Accounting Standards Na“Accounting for Contingencies”
with which the company currently complies, shouwdtinue to apply to its accounting for the lawsaitsl the judgment sharing
agreement after the separation, or if a probakildged analysis should be utilized to determinerasgrve needs with respect to the
judgment sharing agreeme

Neither Hillenbrand nor Batesville Casket belieitdgas committed any wrongdoing as alleged in #vesLits. We believe we ha
meritorious defenses to class certification anthéoplaintiffs’ underlying allegations and damalgedries and will continue to assert
those defenses vigorously. In accordance with egplé accounting standards, we have not estableshess reserve for the lawsu
However, Hillenbrand’s management concluded thabitld be prudent to establish a judgment shargrgement between
Hillenbrand and Batesville in connection with tagvkuits, prior to a spioff, to predictably allocate any potential litigati exposure

Given the extremely high damages numbers the ffaihtave alleged, even an extremely low probapiit an adverse outcome
could result in a significant reserve, which pldfatmight misuse to argue for an admission ofiliabor as a baseline from which to
calculate potential damages. Therefore, if a priibabased analysis were to be required with respe the accounting for the
judgment sharing agreement, the Company intendsatuate whether to pursue or delay the separafitime businesses or purs
other alternatives to increase shareholder value.

Industry Trends, Strategy and Other Factors Impacthg Hillenbrand’s Business

Hillenbrand Industries’ goal is to grow organic eaue and operating income by an average of mideflo4$ingle digits over the
2008-2009 time frame. Hill-Rom has and plans tatioor to invest significantly in research and depetent, sales channel
enhancements and low cost region manufacturingsaatting initiatives to allow us to protect andwrour core North American
acute care businesses, improve gross margins waitalize2 our North American rental business. Initidd, we believe there are new
growth opportunities in post-acute care settingternational markets and our emerging entreprealduisinesses. At Batesville
Casket, we plan to invest selectively to maintaid aurture our current leadership position withependent funeral directors while
exploring new opportunities in less penetrated pevodegments. For Hillenbrand Industries overaitjrdy this period we expect
improved sales growth while we fund significantt ta¥geted, investments in order to realize ourningpotential.
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Hill -Rom Industry Trends

General TrendsThe medical device industry remains diverse antlfiigompetitive. We believe that over the long tepatient and
provider demand for health care products and seswdll continue to rise as a result of a numbefofors, including an aging
population, longer life expectancies, and an ingiregnumber of sicker patients across all caréngsttincluding hospitals, extended
care facilities and in the home. These patientg mawre complex co-existing diseases, or co-moibgjisuch as diabetes, heart
failure, obesity, pulmonary and vascular diseaseobility issues and chronic wounds. Patients aed families are becoming
increasingly discerning consumers who demand swistihat enhance their quality of life in all seg8 of care. At the same time,
health care providers across the care continuurarader continued pressure to improve efficiencyiti@d costs, improve the quality
of care, maintain good relations with physiciand aaregivers and comply with a complex and demandéimbursement and
regulatory environment. These challenges facedrbyigers will continue due to demographic trendsréasing numbers of
uninsured patients, reimbursement pressures frothplarty payors, continuing nurse and physiciaorstges, facility capacity
constraints and increasing technology and suppysco

Rising Acuities in All Care Settingés a result of the growing population of the elgedarticularly in the United States, the health
care system is challenged to treat rising incideréeeomplex diseases and conditions such as gbdgibetes, congestive heart
failure and respiratory disease. Patients are bmimged through the hospital faster and we see grgssion of sicker patients who
are being moved to lower acuity care settings. @hiends are putting pressure on caregivers aatbsare settings and increasing
the need for more sophisticated means to cardésetpatients. Improved medical technologies, conigations tools and
information technologies will likely be an integgzart of helping increasingly challenged provideage for these sicker patients with
more complex diseases and conditions.

Patient Safety & QualityAn increasing emphasis is being placed within Wid&pitals to assure quality of care through inerdas
accountability and public disclosure. Quality iratiors surrounding patient safety and clinical oomteaneasurements are increasil
being publicized, and improvement of institutiopalformance is a matter of focus by many hospiretatives and their boards. T
“pay for performance” initiative by the Centers fdedicare and Medicaid Services (“CMSimns to better align reimbursement w
improved patient outcomes and the reduction of emdvevents. Transparency through public reportfrguality data continues to
accelerate, as well as the focus to increase ataoility through penalties or rewards resultingnfravhether quality measures are
reported. Most recently, CMS has issued its FindéRor fiscal 2008 inpatient payment, a contino@tin the agency’s efforts to
align reimbursement more closely with cost of camd severity of illness. Within this measure, htadpimay experience reduced
reimbursement for hospital acquired adverse evemdsking a stronger connection with these adversats and revenue levels. A
number of the top adverse events and preventaldécalerrors in United States hospitals can begaiéd in part by our
technologies, processes and services, includingdsed (or pressure ulcers), ventilator associatedmonia, patient falls, deep vein
thrombosis and patient entrapment. We are weltijposid to benefit from the emphasis being placegatient safety due to our
strong clinical capabilities, products and techgas that are designed to assist providers in madteimproving outcomes
associated with patients confined to beds acrésai settings.

Caregiver SafetyCaregiver shortages, work-related injuries, theggvork force, and other staffing requirements Haeaised
hospital and health care executives on the neadpmve caregiver safety. Our products and senseek to address these concerns
through novel application of technology, clinicaldeergonomic science, and customer feedback. Weveahat meaningful
competitive differentiation can be achieved.
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Patient Consumerism and SatisfactiBatients and their families are becoming incredgidigcerning consumers and are
increasingly approaching health care as they derdtke-market goods and services, basing decisioqsice, quality and services.
Open access to and exchange of information emppaténts to make more informed decisions concerthieg health care. As a
result of these trends, health care providers areedy competing for these consumers through eobdiservices, quality initiatives,
amenities and improved aesthetic design of theilities. We believe we are well positioned to emtethe experience of the patient
through our initiatives in patient comfort and patiroom design.

Capital Expenditures and Constructibtospitals and health systems continue to breakngtram new facility projects and renovati
at rates that exceed historic levels. This constn@&ctivity is generated by the need to moderagiag facilities and to effectively
compete for more demanding consumers. In overdfidlfe renovation or new construction cases area®® in inpatient bed capac
occurs. At the same time that capital spendingiaeased, competition for the share of capitakexiture dollars has also been
significant. Much of the health system spendinfpé&ised on information technology, imaging, outpatidevelopment and the
addition of new service lines.

Growing Desire Among Developed and Developing Chesto Invest in Health Caré/hile industry growth rates in more mature
geographic markets such as western and northeopEwand Japan have moderated, in many other gdogmaprkets, where the
relative spending on health care is increasingarmeexperiencing increasing demand for medicaln@lcigies. New hospital
construction and hospital refurbishments have laeeplerating in regions such as Latin AmericaMigdle East and many parts of
Asia. We believe that we are moving appropriatelgdtablish the products and resources in thesensethat will help to improve
the standard of care available to their citizers @aregivers.

Legislative.We are continuing to monitor reimbursement develepis and their implications particularly in the UfSnumber of
Medicare rules have been finalized this year by GM8&ling with a variety of care settings. Ovettéilgse result in a somewhat mi»
bag of consequences with, for example, skilledingréacilities benefiting from a payment increaaed long term care hospitals
receiving cutbacks. Overall, hospitals’ positiors hemained generally favorable. For example, adtlis fall, Congress partially
restored funding that had been cut in conjuncti@th the hospital inpatient rule. CMS carried ostproposed Medicare Severity
DRG system designed to account for differencebénseverity of illness among patients within a gildRG. The severity adjusted
DRGs threaten to induce payment volatility and lkartiospitals with increased administrative and émntation costs. The ruling
also focuses on greater transparency and accolitytabiated to the occurrence of hospital-acquicedditions. Circumstances
remain likely for Medicare and Medicaid cost contaent measures in the foreseeable future. Fuidhéne state level, while some
easing of budgetary pressures has been noted, disglienges largely remain with Medicaid expendituclaiming increasing
portions of state budgets. Universal health casebie@ome one of the most widely discussed issuéafpcoming presidential
election, and some states have already implememétgptams aimed at achieving 100 percent coveraaglyl, the competitive
bidding issue continues to be very active withia tlome health care sector, and the circumstancesusding the proposed State
Children’s Health Insurance Program legislationsitate the controversial nature of the prospeekpfinded coverage, as well as
underscore the significant financial implicatioridtwe legislation for government and health cavjuters.

Hill -Rom Strategies

Our financial goal is to grow our annual revenugamically by an average of mid-togh single digits and operating income by te
thirteen percent over the 2008-2009 timeframe. V&e o continue the investments begun in fiscal72@new product
development, sales channel development and loweg&tn manufacturing and sourcing initiatives thi required to execute our
strategy.
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Our strategy is designed to provide patients andetlwho care for them across all patient carengsttiround the world with
affordable patient support and related therapyiaftamation platforms that promote safer and mdfeative patient care.
Management believes substantial opportunity existechieve this strategic value proposition byyfuitilizing our knowledge of cai
processes, global sales and distribution chanrezital service center network, and strong poséiod brand in hospital patient
support systems. With our focus across all catengst our lines of business were reorganizedcétffe October 1, 2006, to increase
leadership focus and accountability in each ofdtwity settings we serve across the global continaficare. In North America, our
Acute Care organization focuses on both capitalranthl businesses and health information techryodofutions in hospital settinc
Our Post-Acute Care organization focuses on atyapiesettings outside of the hospital includingdeierm acute care, extended ¢
and home care. In addition, our airway clearanc@nass is included in our Post-Acute Care Divis@ar International Division has
been expanded to include our surgical accessouigindss, as we believe growth opportunities forsaugical products exist in the
international market.

We believe that we have opportunities for growtllirof the patient care settings and businessesawve currently compete. We
believe that the North American acute care patapport systems marketplace continues to provigempnity for growth.
Therefore, we plan to maintain our strength in ttae business in order to grow with the industrgl participate in adjacent and
related businesses through alliances, acquisitiodsnternal development. We also believe theseailstantial opportunity for us to
increase our heretofore relatively low participatievel in the North American and International tpasute care marketplaces.
Finally, we also believe that we have high growtteptial in our smaller, but more rapidly growimmtrepreneurial businesses.

We plan to continue the progress we made durimgifigear 2007 to stabilize share and gross mangtng low and mid-range of our
core frames business, despite continued commoddyinflation, competitive pricing pressure and doward product mix as we aim
to increase penetration in the post-acute marketpla general, over the next several years weattpeontinue our focus on
executing the following strategic imperatives.

Maintain and Differentiate Our Core North Americaute Care Businesk order to maintain strong leadership in our North
American acute care patient support systems buissimgsplan to continue to increase our competitgsrand stem market share
erosion by focusing on the launch of a number @f peoducts as well as extensions of important pooglucts across the
price/feature continuum. We intend to continueugraent our selling and marketing capabilities, foon sales effectiveness and
partner in new ways with our customers to help tlimaprove clinical outcomes by reducing adverseicdihevents.

. Accelerate New Product Introductiof$ie commitment we made in fiscal 2006 to a betieused and resourced new
product development pipeline has resulted in theroercialization in fiscal 2007 of several new pradaunches and
extensions of (or improvements to) important capct lines across the price/feature continuuiyoling the
following:

. In early fiscal 2007 we launched the TotalC&RBariatricPlus product, which is an integrated freame surface
in our capital sales and rental offerings. Thisdme can accommodate a 500-pound patient, treainaed
wounds and pulmonary complications, provide lowl@ss therapy and provide enhanced features fogrgat
ingress and egress for use primarily in our remtziness. This product has received excellent mesto
acceptance in initial regions where we launcheahd is now available nationall
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. In the second quarter of fiscal 2007, we launchedraplete new line of stretchers with an indusirst offering
of a full product line capable of fully supportipgtients weighing up to 700 poun:

. In March 2007, we also introduced our new AffjrfitlV birthing bed which includes the innovative Stand
Go™ feature that allows the foot section to stovckjy and easily under the bed with no liftir

. In April 2007, we announced an alliance with Tempedic North America to develop and supply atjgin
branded, premium, n-powered, preventative mattress to our acute caicier base

. In September 2007, we launched the Hill-Rom EZA0@ew therapeutic mattress for our proprietarallCare®
and VersaCar® frames, but which can also be used on compe’ frames.

We believe that these products will addregque, growing and underserved patients with morapgex and co-existing
diseases and conditions that should have broadtapph throughout the care continuu

. Remarket to our Installed Bas#e believe we have the opportunity to maintainiaatalled base, extend product
lifecycles and drive incremental revenues by ofifgriemanufactured and reconditioned patient suggystems,
replacement capital surfaces, and service contamctother service related offerings. In ordersialalish focus on these
after-market opportunities within our existing imgtd base of customers, in the fiscal fourth cgrast 2007 we hired
approximately 30 additional market specialists ywhan to exclusively focus on the above mentiongabounities. This
sales force will also focus on selling our new lofestretchers. We believe this model will furtlmprove the effectivene
of our North American acute care sales and marggtingrams and increase accountability and exatuiite intend to
also focus on the continued improvement of seliing contracting processes and customer relatiomshiagement with
both new and existing custome

. Focus on Patient Safete are committed to improving patient safety areréduction of adverse events associated with
patient stays, such as pressure ulcers, hospgairad infections, ventilator acquired pneumonid patient falls; and, as
such, we employ clinicians and nurses throughoubasiness. We believe that improving clinical ames is best
achieved by combining technologies, people andga®es through close alliances with our custometgaantly
developed training tools and protocols. Our patsféty solutions are embodied by our No Fallsa€leings, Safe
Skin™ programs. These programs address three ofdiheCommission’s National Patient Safety Goatslglished for
2007. The No Falls, Clear Lungs, Safe Skin™ progréake a comprehensive approach that include wgnkith health
care providers to help optimize safety protocold @anable change management, as well as offeriagrmology portfolio
of innovative software, patient support systemsymnication technologies and reporting tools thmatdesigned to work
together to improve patient safety and outcor

To that end, we have begun to work in partnership eertain of our customers to assist them in tgpirg best practice:
standardization, training and education relateckttain adverse event categories. Our commitmentigenced by the
announcement during the third fiscal quarter of@20tt we executed a five-year strategic allianith wscension Health,
the largest not for profit independent deliverywatk in North America. The objectives of this ati@e are to reduce and
eventually eliminate certain adverse events oaegmiithin the patient care environment. The allaegpands a
relationship begun in 2004 in which the organizaiavorked jointly at various Ascension Health Miné&s to implement
new processes and deploy new equipment. Our effadsr this alliance have, to date, focused orelingination of
pressure ulcers and are expected to expand to adiverse events, including ventilator-associateslipronia and patient
falls.
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Revitalize North American Rental Operatiari3uring fiscal 2007, we continued to address swarallenges in our rental
operations, including lower competitive pricinge thffects of GPO multi-sourcing and dual-sourciagioas, declines in the volume
of pulmonary and wound products resulting from éasing capital purchases of these products byumiomers, and the restoration
of customer confidence and relationships resultiom past rental billing and processing issues @ased with the 2005 launch of
our rental business system. In order to increas@rbfitability of our rental business and addssing pressure, we took a number
of steps to improve our gross margins, better sewecustomers and differentiate our rental offgsithrough increased investmer
new product development and the acquisition of pevducts for our rental fleet. Specifically, ind& 2007 we:

. Implemented changes to our rental service orgdoizévllowing our fourth quarter of fiscal 2006 tescturing actions. A
a result of those actions, we began to realizefiiemiuring fiscal 2007 through more simplified pesses and a lower ct
structure, which provided approximately $18 milliohsavings during the ye:

. Focused on driving increased business with owstpifitable customers through increased intim&ayt of this plan
included improving order fulfillment efficiency lymbedding service personnel within certain custshfecilities.
Increased customer conversions also remains a fxcu® head into fiscal 20C

. Addressed past rental billing and processingeisshrough initiatives aimed at further enhancingsystem and related
business processes, such as rental order managemieictrease efficiency and effectiveness of §stesn. These
initiatives were, and continue to be, aimed noy@ilfurther increasing the accuracy and transggrehour customer
billings, but also improving the overall custom&perience through more user-friendly interactiond providing greater
insight through enhanced information technolc

. Devoted significant attention, time and resoutoebie collection of our aged receivables and owprg cash flow. We
believe we have addressed our aged accounts rb=bhacklog as we made improvements in order th pascesses,
reduced accounts receivable days outstanding auted credit volume

. Invested approximately $65 million into our rdritaet, which supplies both our acute and extenchee customers. We
believe that, prior to fiscal 2007, we had underefed investment in our rental therapy fleet. Thegestments have
enabled us to keep our fleet current, well stockedl competitive with products that we can rentcaeptable levels of
profitability and utilization

. Launched several new products, including Totad@aBariatricPlus and the Hill-Roi E700 Wound Surface, a micro
climate management surface designed to enhancdorgratients with pressure ulce

During fiscal 2008, we intend to pursue the follogriadditional strategies related to our rental afiens:
. Improve the operating efficiencies of our theragmtal business related to sourcing, manufactupngduction and

logistics. Our goal is to achieve sustainable cditipe advantage through superior design, contisyaocess
improvement efforts, cost improvements, selectedlyet line rationalization and economies of sc
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Create a focused sales function aimed at prdjitstowing our moveable medical equipment proding.I This will entail
hiring an additional 34 specialists who will exéltedy focus on these products and smoothly tramsitiusiness and
customer relationships to these new sales repaasare. This will also significantly increase thegpacity of our clinical
directors to focus on therapy rental and supportagjtal sales

Increasingly focus on investing in higher valweled clinical therapies that relate to direct pateare and infuse new
technologies in mature product lini

We expect these additional strategies, in concigttose executed in fiscal 2007, to further digesh flow and improve our return
on invested capital.

Improve Gross Margindie continue to execute strategies to withstand mestsure and global competition facing the ermideistry

and to be in a position to achieve the necessastystnucture to offer more affordable productsriogsensitive customers,
particularly in post-acute care and emerging gqugcaregions. These actions include price increasasertain products, improved
price discipline, continuous improvement initiasviea our Batesville, Indiana and Pluvigner, Framamufacturing facilities, the
centralization of our global supply chain, and @ased utilization of low cost region manufacturamgl sourcing. Specifically, we ¢
in the process of executing the following initiatss

Low Cost Region Manufacturing and SourciAg.part of our global manufacturing strategy weuaiegl a manufacturing
facility in Mexico during the second fiscal quartdr2007. We are currently in the process of trémsing a portion of our
manufacturing capacity for products used in lowarity care settings and selected pasite care settings from Batesvi
Indiana and Pluvigner, France to the new Mexicailifia. Our focus intends to be on segments forallgustomers are
demanding more value at lower price points and yeteitargeted for market opportunities outsidelthéed States. We
are currently bringing this new facility on-linedarecently began manufacturing our CareA$3ES product from there.
We intend to further leverage this low-cost mantifeng facility for the manufacture of other prodsiased in lower
acuity and selected post-acute care settings biegimm fiscal 2008. To further reduce our cost stuge, we plan to
leverage our Suzhou, China sourcing center to acagspliers of components, sub-assemblies andh@diproducts
throughout the Pacific Rim. Finally, we have neaxdynpleted the restructuring and reorganizatioouwfFrench
manufacturing facility, a process that startedsodl 2005

Product PlatformingOver the next three years, we intend to transfourmew product development function to a

platform-based designed organization. This expandsur fiscal 2006 product life cycle managemeitiatives and will
more than likely standardize our product architerty using common sub-assemblies and modulessagroliple
product platforms. We believe this capability veiltable us to meet customer needs faster and improvgross margin,
thus providing significant benefits by fiscal 20.

Develop Our Posfcute Care Busines®Ve believe there is substantial opportunity fod4Ribm to increase our relatively low

participation level in the North American post-acuatire marketplace for patient support systemfacs, furniture and accessories.
During fiscal 2007 we built capabilities, improviedsiness processes, augmented our leadership terdied our portfolio of
products available to extended care and home cateroers. In the second quarter of fiscal 2007alse launched a basic wound
prevention surface that completed our core surbdfeging and better positions us for subsequermtrrafs of more feature rich and
higher margin products. Additionally, in the fougharter we launched a bariatric frame for useoith lhome care and extended care
setting, together with a basic bariatric wound preion surface. We believe these investments atiohachave strengthened our
competitive position in post-acute care. In additithe breadth of our sales channels, the stresfgihr brand, our clinical
capabilities, our service and distribution infrasture and our ability to transfer our acute céirécal and product development
knowledge to the post-acute environment furthetirdisiish us.
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To continue the momentum we have established iptiseacute segment, we intend to pursue the follgpwdditional strategies:

In the first fiscal quarter of 2008, we plan @aohch a new global patient support system. Thidywbintends to be
marketed to extended care and home care customersikrepresent our first platform-designed prodwAs a
complement to this new offering, we also intendeiease furniture and additional patient room emvinent accessories
concurrently

Build relationships with strategic accounts andampcontractual coverage with third party pay

Use alliances and acquisitions to expand ourf@artof products and services and acquire or exiggre capabilities
required to execute our strate:

While we are optimistic, we are currently experiaggressure on both volume and price in both oue tlome care and extended
care rental businesses. Further, the recently apgroompetitive bidding guidelines for Medicaresalissed earlier, could put
additional price pressure on our home care busioegmning in 2009.

Expand Our International Businessill-Rom’s International Division currently reprags less than 25 percent of Hill-Rom'’s total

revenue. Our goal is to grow this business at dodlgit rates, in spite of a flat European AcuteeGanvironment. To accomplish
this, we must focus on maintaining leadership pmsstin the developed geographic markets we sargeatablish leadership
positions in emerging international and new careketa. To do that, we are implementing the follogvin

Develop European Medicalized Long Term CémeEurope, the extended care environment is growapidly as lower
hospital reimbursement levels are driving the rteedore frequently transfer patients out of higheuity hospitals into
medicalized long term care (“MLTC") facilities thaare for chronically ill patients that need loveeuity care. We have
validated that MLTC is growing at high single digates and believe it is slightly larger than thedpean Acute Care
environment. Currently, Hill-Rom has minimal preseiin MLTC. In late 2007, we launched new prodtaii®red to this
customer segment. We have seen early successwritiffering and we feel we are well positioned 2008. This success
is evident as the French UGAP purchasing orgawizgtinion General d’Achat Publique) recently awdrégil-Rom the
tender for a three year supply contract of bed émand furniture to the public French MLTC. Thesthyear agreement is
expected to provide approximately $40 million ingrue.

Expand Emerging Growth Regiortill-Rom believes we can achieve incremental grointhnder-penetrated regions and
leverage additional channel capacity. We belieat tiie demand for frames and surfaces in selecigatiges in Latin
America, Asia, and the Middle East and Africa iswging rapidly, fueled by economic growth and thended for better
technologies. In 2007, we invested in direct sglliesources and established additional distributieannels in order to
rapidly and profitably penetrate these growingrimégional geographies. We have already seen dalititsgrowth in Latir
America and the Middle East and Africa during 200/th the investments we made thus far, we are @ikpeto see sha
growth in these geographies, which will help dradglitional incremental revenue in 20!

Leverage Additional Channel Capacity in Westeundpe.During 2007, we were successful in selling moredpots and
driving significant incremental revenue through Burropean acute care sales channel. Most of thistrcame from the
AvantGuard® 800 Acute Care frame which provided more than 8j@6femental units sold in 2007. We believe there i
additional capacity for this channel in 20
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. Execute Selective International AcquisitiohsOctober 2006 we acquired Medicraft, AustraliayPLTD., a leader in
acute and post-acute hospital beds and furnitufaustralia. The acquisition has provided new chémteesell and rent
Hill-Rom therapy and higher acuity products alontghvexisting Medicraft offerings. We also believeat certain
Medicraft products may be adapted for global anicepsensitive bed customers. We will continue lecévely evaluate
acquisition and alliance opportunities that providewith product extensions, augment our capadslitir enable us to en
new geographic aree

Grow Our Entrepreneurial BusinessEmally, we plan to drive significant growth in && specific areas of our business, Healthcare
Information Technology Solutions, Allen Medical afide Vest® products, which we believe to have opportunitiesstoong growth
We have targeted compounded growth rates for regeand operating income to be in the low doublégfgr these combined
businesses. During 2007, we achieved combined vegeof approximately $170 million, representingrhye&0 percent growth over
the prior year, and realized operating income ghawtexcess of 25 percent. We anticipate thatfatl@se businesses will be
launching new products in 2008, and we are makéhective sales channel and marketing investmergapport the launch of these
products. In the first and second quarters of fi2687, we launched an updated version of a newVEds® system for the acute and
home care settings, respectively, and in the tiraiter we launched our NaviC&®atient Safety Software Suite. While we are
encouraged by our success to-date, the compeititittrese businesses is significant and we musiragnto execute successfully in
order to achieve our goals.

Other Factors Impacting Hill-Rom’s Business

GPO ContractsThe majority of Hill-Rom’s North American hospitsdles and rentals are made pursuant to contratttgraup
purchasing organizations (“GPOs"), which providsitals access to purchase capital and rental pted& number of GPO
contracts came up for renewal during fiscal 2006 2007 and the majority were ultimately negotiateecome dual or muldeurce
consistent with our expectations. These changes fienerally sole-sourced contracts in the pasarisl put downward pressure on
our rental revenues in fiscal 2007 and will likelyntinue to do so in fiscal 2008.

At any given time, we are typically at various €a@f responding to bids and negotiating and remgwkpiring GPO agreements.
The impact on our business of the failure to béuhed in one or more of certain capital agreemisngmiclear. However, the adverse
impact of non-inclusion on the rental businesséater, due to the transactional nature of rergimg per diem basis.

In fiscal 2007 we strengthened our national accoarganization in an effort to be more responsiveur customers. In

October 2007, Hill-Rom was awarded a five year-solerce agreement with Broadlane, a large GPO rcayélill-Rom therapy
surfaces and certain framed surfaces, for bottakanid purchase. This contract is significant beeauhad been held by a compet
for many years and provides us contractual acceapproximately 900 hospitals.

Rental Businesdill-Rom’s North American rental revenues have heerd continue to some degree, to be adverselydragdy a
number of factors, including the following:

. lower competitive pricing
» the effects of the realignment in GPO affiliatioemtioned earlier in this sectio

. expected declines in the pulmonary and woundsaresulting from increasing purchases of theseymtscby our
customers
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. lower product availability in certain regions ora#rtain products; ar

. collectibility concerns on rental receivablesutéag from past rental billing and processing ssassociated with the
fiscal 2005 launch of our rental business systdtnpagh we now believe we have put most of the syporelated to this
matter behind us

Our rental billing system and related businessgssdssues have now been addressed. Howeverfftbeltiés encountered in the
launch of this system had an adverse impact oalreztenues in fiscal 2006 and 2007 in a varietways, including increased
customer allowances for past rental billings arer#solution of some related aged receivablesnsttacustomer relationships,
reduced sales time available for our clinical sébese and the loss of some rental business. Weargnuing to make progress in
our efforts to restore customer confidence and aw@rcustomer relationships strained as a restitese past difficulties.

We recognize the importance of the rental busiaess component of our portfolio, as discussed éurdéibove under “—Hill-Rom
Strategies—Revitalize North American Rental Busitiegnd are continuing many of the initiatives we beigefiscal 2007 to furthe
improve and strengthen this business. One spexifimple of recent success within our rental busiiethe recent award of a five
year, sol-source contract by Broadlane, a large GPO reptiege®l5 acute care hospitals and more than 2,60&sute care
facilities. This is the first time in 11 years tlgbadlane members have had access on contradt-Red therapy beds for rental
and purchase. Despite that positive momentum, gdhaud initiatives be unsuccessful, rental reveragesd continue to decline and
our results of operations could be materially agglrimpacted.

Competitive DevelopmentsCompetition continues to be strong in both thatehand rental sides of our business. Within pi
product innovation, technology, ease of use anmdcal outcomes continue to be critical in the sssagf new product introductions.
Occasionally, new product introductions, eithersyor our competitors, can temporarily slow safesedain products as customers
evaluate competing products. While not significasbf yet, we have begun to see some signs tisamilght be taking place in
response to a pending acute care product intraztutdbm a competitor. We believe that customer awass of both Stryker’s
InTouch™ bed and our TotalCdPeConnect Bed has stalled certain customer’s buyawistbns while both products are being
launched and evaluated. The TotalCafeonnect Bed is the newest iteration of the Totad®dred platform, with added capabilities
in therapy, patient safety and ease of use.

Additionally, we have recently seen various acdiisiand business alliances in the medical teclyyotwena that could alter the
competitive landscape. For example, during the st cuarter of fiscal 2007 two of our competitorshivi the rental side of our
business entered into a partnership to facilitagesupply of a combination frame and surface restthition, a practice which we
have employed for many years. To date we do n@\methat these transactions have had any mabenigct on our business.

Sales TimingOur sales and profitability have historically bebsproportionately weighted toward the latter pdréach quarter and
generally weighted toward the latter part of easbal year. This weighting is due to a combinatiéisales incentives, which
influence certain customers to accelerate purchatbeswise planned for future periods, compensgiiactices and customer capital
equipment buying patterns. However, there is narasge that these patterns will continue in tharut

Batesville Casket Industry Trends

The death of a family member or loved one causest people to seek the services of a licensed fudaesctor to provide specific
services regarding handling and preparing the decedMost consumers have only limited familiarityhwuneral-related products
and usually expect funeral directors to provideinfation on product and service alternatives. Altftocaskets and urns can be
purchased from a variety of sources, includingadiyefrom internet sellers and casket stores, trerwhelming majority of those
who arrange a funeral purchase directly from theefal home as a matter of choice and convenience.

44




Table of Contents

Demographics and Consumer PreferenEesthe past several decades the total numberathsién the U.S. and Canada (where 1
of our products are sold) has been relatively fatring the same period the rate of cremation sieletas been slowly but steadily
increasing to the point where cremations as a p&age of total deaths now represent approximatedytbird in the United States
and one half in Canada. These combined factors yialded a slow but steady decline in the total banof casketed deaths in Nc
America. The current trends are expected to coatfouthe foreseeable future until the post-WWiksgn births may cause an
increase in deaths. While the primary driver of keéisize is population and age, the actual numbeéeaths (and, therefore, the
actual number of caskets sold) is affected by a&waof additional factors, including improving Heémcare and the varying timing
and severity of seasonal pneumonia and influen#@eaks. The unpredictability of these factors camse periodic fluctuations in
industry demand patterns and revenue generatet/igiaen fiscal period. While it is difficult to pdict precisely the number of
deaths on a month-to-month or even a year-to-yasispwe anticipate that the number of deaths iriiN@merica will be relatively
flat and the cremation rate will continue to grdtiuacrease, resulting in a steady decline indbenand for burial caskets for the
foreseeable future.

Along with the declining number of casketed deatis,casket industry has experienced a long-teadugl decline in the average
price (normally referred to as product mix) of ladigaskets sold, a trend that has also affecte@mes.of the factors which has
affected mix is the pricing practice of many furidrames, which places most of the margin expeciatiothe sale of products
instead of the services provided. We have obseavedent change in the pricing practices of mangfal homes wherein they are
recovering margin on their services and reducimegntiark-up of products, primarily caskets. Additibynanore consumers are
expecting higher levels of personalization, botpriaducts and services. Our response to this chgrainsumer preference is
described below.

Competition.Competition in the casket industry is based on pcoduality, features and personalization, pricel eustomer and
delivery service. We compete in the sale of buaia cremation containers with several national eastanufacturers/distributors, a
larger number of regional manufacturers/distribsitand more than 100 independent casket distributoost of whom serve fairly
narrow geographic segments. Recently, the indinstsyseen a few new foreign manufacturers, mosity f€hina, who export
caskets into the U.S. and Canada. Additionally,esothers such as Costco, local casket storesntamhét sellers sell caskets
directly to consumers, although we believe thaltsales among this latter group are a small podfcannual burial casket volume.

The effect of gradually declining casket demanddias resulted in economic pressures on casket faanvers and distributors as
they seek to maintain volume by increasing markates The industry is estimated to have approxilpaleuble the necessary
domestic production capacity which further increatbese pressures. Established manufacturers sinithaiiors have responded to
these competitive pressures by increasing discounts

Over the past decade, funeral homes have soughihimize their inventory costs by shifting the imtery burden to their suppliers.
Today, many funeral homes do not maintain any ddskentory and expect their casket suppliers tvjole same day or next day
delivery to satisfy their funeral requirements. @igh velocity “hub and spokefistribution system enables us to meet these ces
expectations with lower inventory investment peltatmf sales. This system enables us to delivemtlajority of our volume,
including uniquely personalized caskets, withinh®dirs of receiving the customer’s order. In 2007dekvered the “right casket at
the right time” 99.3 percent of the time. We bedidkis highly effective distribution system is alégl with the increasing time
demands of families and the inventory reductioneexgtions of our customers. We also believe thpgasents an important
competitive advantage, although some competit@shble to offer comparable delivery capability @mtain geographic areas.
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Industry ConsolidationiThe underlying industry trends are leading to cbdations, acquisitions, and partnerships amongetas
manufacturers and distributors. In the past fewsjeavo of the larger casket manufacturers haveyetkand several independent
distributors have been acquired. We have alsogiaatied in the industry consolidation as we acqliveo smaller regional
distributors in the past two years. We continubdadnterested in the possibility of acquiring higrality distributors and intend to
remain selective in this process.

The demographic and economic pressures that afi@egldonsolidation among casket manufacturers astdlalitors are also driving
some consolidation among funeral homes. In thetficcalendar quarter of 2006 our largest customguiaed our second largest
customer. We have retained essentially all of traltined business after the acquisition with theepkon of some of the individual
firms that were divested to meet regulatory requaets. On a smaller scale we have also seen aasen number of regional
funeral home operators expanding through seleaqdisitions. Accordingly, earlier in 2007 we estsled a dedicated sales team to
focus on this regional consolidator customer segnsem we anticipate investing to meet the needbkisfgrowing customer group.

Costs of Raw Material and Energhhe primary raw materials used in our productsuidelsteel, wood, and red metals (such as
copper and bronze). Although the key materials Hiantuated in price from time-to-time, current eaomic conditions are such that
we expect all casket manufacturers to continuestaffected by increased costs of raw materials theenext few years. Higher fuel
costs in the past few years have resulted in fuglhsarges on many raw materials and services, alithgan unfavorable impact on
manufacturing and distribution costs.

We believe that we are affected by raw materialemelgy cost increases to a lesser degree than ofi@oy competitors because of
the scale and scope of our operations. Additionally wide use of Continuous Improvement has ewlalrdeto reduce waste in many
areas of our business. We intend to continue tahis@owerful tool of Continuous Improvement, piregs which are based on the
Toyota Production System, to better serve our ooste and to maintain and increase margins.

Batesville Casket Strategy

We believe that we have a number of capabilitias yfeld significant competitive advantage. Amohgrh are:
. Our leadership position as the largest manufactamd distributor of caskets and cremation coetaim North America
provides scale and scope that enables us to seizgymg opportunities rapidly and effective

. Our highly integrated manufacturing facilitiestire United States and Mexico employ “pull prodoictiand “one-piece
flow” to feed our high velocity replenishment syst&vith products quickly and efficiently to meet tip@wing time
demands of our customers and their client fami

. The Batesville business system of Continuous éwgment (based on the Toyota Production Systemptadtive
execution enables us to reduce waste in admiriistrptocesses as well as manufacturing and disitpit.
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The Batesville® brand is widely recognized among funeral professimrand the breadth of our product line enablds us
support our customers as they seek to serve ¢herilies of varying mean:

Our ability to apply proven merchandising prinegpand proprietary database tools enables udpahe customers
increase their average mix and drive greater p@idoifity for them and for us, all while increasirtetsatisfaction of their
clients.

Our talent management process helps us to igleaniil develop our people through exposure to leaimbss principles,
participation in strategic projects, and plannedtifounctional assignment:

By building on these core competencies we seekaw grganic revenue and operating income by anageesof 3 percent to

4 percent annually over the fiscal 2008-2009 tinaenke. We plan to invest selectively to maintain aurther develop our current
leadership position with funeral directors whilging new opportunities in less penetrated ar@as.strategy remains centered on
growing our business of selling Batesville brantadal caskets and cremation products direct tefaihhomes while investing in
opportunities to sell private label caskets andspar manufacturers and distributors, a new chaohéistribution for us. Finally, we
intend to pursue strategic acquisitions in andatjoadjacent to our casket and cremation businesselich we can capitalize on ¢
core competencies and utilize our scope and sicapmrtant elements of this strategy, and our redoldate, include the following.

Grow our sales to our funeral home custom@fs.seek to profitably grow revenue by selling pretduo licensed funeral homes

through a combination of growth in volume, improwvatk of products sold and strategic acquisitionthimithe funeral service

industry.

Grow our burial casket revenue.

We have responded to the consolidation trendiinralustry and the growth of regional funeral harnesolidators by
creating a sales team which differentially servesé customers whose business spans multipletealiésries. This grou
of customers is currently an under-penetrated dppity for us. We have converted several of theggonal customers to
our Batesville® brand by demonstrating the value of our productssamvices to their operations and the familiey the
serve.

In 2004 and 2005 we discontinued unprofitabledpods from our product line. During that time wsaintroduced our
Dimensions® line of wider caskets designed to provide a diguifiuneral to the increasing number of obese coassim
Since 2006 we have introduced two new lines of e@sfour GeminiM line and Hailey™ lines) designed for consumers
that value high eye appeal and low feature conWwetare encouraged by the response of our funeraércustomers and
their families to these new produc

Improve the mix of burial caskets.

Using our proprietary funeral product merchamdjsanalytic and predictive tools enables our custsno improve their
profitability while increasing the satisfactiontbieir client families. Product and service merchsind, along with
consumer friendly display and information systeergbles a funeral home to present a broad arrpgodficts to serve all
of their client families and to articulate the valof the product in an environment that makes fiasminore comfortable
with the selection process. We have experiencagased sales and improved product mix with custsméio have
implemented our merchandising systems in fiscal7280hile our average selling price increased oVvaré2007, those
customers that implemented our merchandising sysexperienced even greater improvement in avemtjegsprice for
each casket sold. We intend to continue to invetiiése tools and to make them available to mareral homes
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Grow our Options by Batesville ™ Cremation product sales

. Our Options by BatesvilleV product line consists of cremation caskets, costairurns and other cremation products that
we make available to funeral homes and cemeteZistinued growth in these products is expected@® wonsumers
choose cremation over burial. To further accelegabgvth we have dedicated a sales and marketimg tedocus on
developing new products and services for theseurnass.

Grow sales in the independent distributor chanireR006 we launched the NorthStar™ private labegpim. Under the NorthStar
T™™ program, we manufacture private label caskets aslet parts, which do not include Batesville prefany features, for other
manufacturers and distributors, a channel of ¢hstibn we had not served in the past.

Sales of Private Label Caskets

. Fiscal 2007 was the first full year for our sabéprivate label caskets and casket parts una@eNtrthStar™ program.
Again in 2008 and 2009 we plan to increase sigaifity sales of these products. Our private labskets and parts are
differentiated and made with unique tooling in enisting facilities, and these private label caskatd parts are marketed
and sold by a small, dedicated, independent teasale$ engineer

Continued pursuit of strategic acquisitions witthie casket industrfOur recent efforts with respect to this initiatinelude the
following:

. In January 2007 we consummated the acquisitiansmhall regional casket distributor, which markesel second such
acquisition in ten months. We effectively and eéfittly integrated both of those businesses ints such that they were
accretive to earnings in year one. Further, we leareed returns on both acquisitions well in excégsir cost of capital.
Because of our scale and scope advantages in nctumirig and distribution, we continue to believe ave well positione
to take advantage of additional strategic acquoisitipportunities as they aris

. During fiscal 2007 and 2006, we also attempteactjuire Yorktowne Caskets, Inc. (“Yorktowndi\)t after a delay caus
by litigation involving Yorktowne and its previossipplier, a subsequent due diligence effort madkedr that an
acquisition of the business was not in the bestésts of our shareholde

. We also intend to explore prudent acquisitionsrafelationships with other businesses closelp@atjt to our casket and
cremation businesses in which we can capitalizeusrcore competencies and utilize our scale andestmfurther
enhance shareholder vali
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Recent Factors Impacting Batesville Caské& Business

Customer consolidation- In October 2006 we signed a new, non-exclusiypluagreement with SCI, our largest customer &ed t
largest provider of funeral services in North ArgariThe agreement provides for the purchase ofasket product line through
fiscal 2008, with an option to extend for two aduial one-year periods. Although SCI is currentlyghasing essentially all of their
casket requirements from us, the agreement doampose specific purchase requirements on SCI. &\kd anticipate that SCI will
continue to buy substantially all its burial andrmation container products from us for the foreskefuture, there can be no
guarantee that SCI will do so. In November 2006 &gjuired our second largest customer, Alderwofds result of this
acquisition, the purchase of our products by boganizations was brought under the same agreemknbugh we have lost some
business as this new combined entity continuesvestitself of certain overlapping properties, kna/e been able to offset most of
the financial impact of these divestitures by sying many of the owners of these newly divestegeprtes.

Acquisition activity— In July 2007, we announced the termination ofoti@gjons related to the possible acquisition ofkfowne.
Our intentions to acquire Yorktowne were previousiyiounced in the fall of 2005, but our efforts evdelayed because of certain
legal impediments, which expired on April 15, 208Tfective at that time, a supply agreement betwéarktowne and us was put
into place and we began to update the due diligpnmeess. Ultimately, we were unable to reach dadtdgpterms with Yorktowne
with respect to an acquisition and Matthews subsety announced that its casket division, York @askhad purchased certain
assets of Yorktowne. Termination of our negotiagiavith Yorktowne resulted in the recognition of2&million charge in the third
quarter of fiscal 2007 for previously deferred saglated to the planned acquisition. Shortly efbe transfer of its assets to York,
Yorktowne ceased purchasing funeral products frerander the supply agreement. We have filed saithag)Y orktowne and York
in Federal Court for the Southern District of Oh&serting our rights under the supply agreemenhawd recorded cumulative
charges of $4.3 million during the third and fougtinarters of fiscal 2007, primarily related to amsudue from Yorktowne under t
supply agreement. These developments do not peedsiffom seeking business from Yorktowne’s custsme
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RESULTS OF OPERATIONS

The following table presents comparative operatésylts for the years discussed within Managemd&issussion and Analysis:

Fiscal Fiscal Fiscal
Year Endec Year Endec Year Endec
September 3 % of September 3 % of September 3 % of
2007 Revenue 2006 Revenue 2005 Revenue

Net Revenues

Health Care sale $ 940.% 6.5 $ 862.€ 43¢ 3 810.¢ 41.¢

Health Care rental 415.¢ 20.t 425.7 21.7 467.¢ 24.1

Funeral Service salt 667.2 33.C 674.€ 34.4 659./ 34.C
Total Revenue 2,023. 100.( 1,962.¢ 100.( 1,938.: 100.(
Gross Profit

Health Care sale 393.¢ 41.¢ 361.t 41.¢ 329.¢ 40.€

Health Care rental 208.7 50.z 208.t 49.C 2451 52.4

Funeral Service salt 278.¢ 41.¢ 279.¢ 41.F 266.( 40.3
Total Gross Profi 881.1 43.F 849.¢ 43.% 840.k 43.4
Other operating expens 604.< 29.¢ 529.1 26.¢ 555.7 28.7
Litigation (credits) charg (1.2 (0.7 2.9 (0.7) 358.¢ 18.t
Special (credits) charg: (0.2 — 5.4 0.3 36.8 1.9
Operating Profit (Loss) 278.1 13.7 317.¢ 16.2 (110.7) (5.7
Other income (expense), r 13.4 0.7 21.4 1.1 (5.9 (0.3
Income (Loss) from Continuing

Operations Before Income

Taxes 291.t 14.4 339.( 17.: (115.9) (6.0)
Income tax expense (benel 100.¢ 5.C 117.F 6.C (19.6) (1.0
Income (Loss) from Continuing

Operations 190.€ 9.4 221t 11.2 (96.3) (5.0
(Loss) income from discontinued

operations — — (0.3 — 2.2 0.1
Net Income (Loss) $ 190.¢ 94 $ 221.2 112 $ (94.7) (4.9
Income (loss) per common share

from continuing operations —

Diluted $ 3.07 NA 8§ 3.6C NA  $ (1.5€) N/A
(Loss) income per common share

from discontinued operations —

Diluted — N/A (0.01) N/A 0.04 N/A
Net Income (Loss) per Commor

Share — Diluted $ 3.07 NA 8 3.5¢ NA 8§ (1.52) N/A
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The financial results presented herein includerabrar of items which impact the comparability betweeriods. A summary of the
items is as follows:

Fiscal Year Ended September

(Dollarsin millions) 2007 2006 2005
Other Operating Expenses
Antitrust litigation expense $ 9.C $ 12.€ $ 24.7
Separation cos! 12.4 — —
Yorktowne acquisition cos 2.8 — —
Litigation (Credits) Charge (1.2 (2.3 358.¢
Special (Credits) Charges (0.2 5.4 36.:8

Other (Income) Expense, net
Net realized capital (gains) losses, equity metfhedstment (income)
loss and impairmen (11.6) (17.6) 7.1
Total Pre-Tax Items $ 11.2 $ re 3 426.7

Income Tax Expense
Write-off of deferred tax asset related to French est $ — $ — $ 16.C

Fiscal Year Ended September 30, 2007 Compared todeal Year Ended September 30, 2006

In the following section, we provide a high levahsmary of our consolidated results of operatiomdigzal 2007 compared to fiscal
2006. Immediately following this summary sectiomisore comprehensive discussion of revenues argiatial income by
operating segment.

Summary
Net Revenue
Consolidated revenues in 2007 increased $60.8omjlor 3.1 percent to $2,023.7 million, comparethtoprior year.

The increase in revenues was related entirely adthi€are sales revenues, which increased $78libmibr 9.1 percent, on higher
volumes and to a lesser extent favorable exchaatge and price realization when compared to ther ggar. The higher volumes
were driven by our International and Surgical segimehich experienced continued success with owr AeantGuard™ 800
product line in the mid and lownd acuity bed frame environment within Europenglwith sales from our first quarter acquisitiol
Australia, Medicraft, which helped provide $14.4lion of incremental revenues. Some volume stremgal also realized in our
North America Acute Care segment, led by CareA® ES bed frames, our Latitu@erchitectural arm platform, service revenue
and our recently updated stretcher and materned li@omewhat offsetting the volume strength froesétproducts, we experienced
lower volumes in our TotalCafelCU and mid-acuity and VersaCdféed platforms. Within the North America Post-AcQiare
segment, sales revenues were up $6.7 million, dvenarily by positive sales growth of The V&giroducts and higher bed frame
volume within the extended care environment. lodi®2008, global health care sales are expectashtain strong, with growth
projected to be at an upper single digit rate.
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Health Care rental revenues were down $9.9 millior2.3 percent, compared to the prior year. Thestaental revenues resulted
from changes in GPO affiliations and lower volumebich were expected coming into the year. Althougiiking diligently to
restore confidence and repair strained customatioekhips, we also continued to experience theyaeer effect of many of the
unfavorable conditions encountered in fiscal 200€luding customer relationship issues resultirgrfipast billing issues, service
and product deficiencies. As discussed earliercoveinue to have significant initiatives underwayéverse those trends and to
revitalize our rental operations, including havingde increased investments in our therapy rerg@l uring 2007, as well as
various initiatives intended to increase efficiescand reenergize customer focus. We have alreagiynito realize benefits in these
areas which have received our initial focus anégments, but certain other initiatives will regumnore time and focus to take hold.
Accordingly, the desired benefits of some of thiegtéatives are not expected to be fully realizedilfiscal 2008. As a result of the
and other initiatives and after the slight decim@007, we expect rental revenues to grow in fi2888 by mid-to-high single digits.

Funeral Service revenues were down slightly forytisgr, decreasing $7.4 million or 1.1 percent,ahiprimarily by declining
volumes resulting from the continued decline inidudeaths during the year and competitive marketdics. Although we have
seen some mix improvement as a result of our mardikimg focus, overall mix was also unfavorabletf@ year. One key driver to
the unfavorable mix results was the increased $alesr new lines of lower-end metal products. Fabte net price realization
compared to the prior year partially helped to effthe lower volumes and unfavorable mix. As wedhieto 2008, Funeral Service
revenues are expected to show modest growth iomespto the numerous initiatives underway.

Gross Profit

Consolidated gross profit increased $31.3 millmn3.7 percent, and was slightly higher as a peéacgnof revenues, by 20 basis
points, when compared to the prior year period.

Health Care sales gross profit increased $32.3omifind held steady as a percentage of revenuesnttease was driven primarily
by the increased volume, various cost savingsatives in our sourcing and manufacturing areasfavarable price realization. This
favorability was partially offset by the heavierxwif International revenues, which generally cdoryer gross margins, unfavorable
product mix, and start-up costs associated witmew manufacturing facility in Mexico of $3.4 mdh. Product shift in the U.S.
from our TotalCar® ICU and mid-acuity VersaCafebed platforms to lower acuity platforms and stretshalso resulted in an
unfavorable mix impact on gross profits.

Despite lower revenues, both Health Care rentalFamekral Service gross profit remained essentildtyto the prior year period as
we were able to increase gross margins by 120 pagits and 30 basis points, respectively, in traveas. Health Care rental gross
margins grew to 50.2 percent of sales, driven hyfield service restructuring efforts taken in 20@®ng with other improvement
initiatives employed in 2007. Funeral Service gnasxit for the year grew to 41.8 percent of sales result of favorable price
realization, cost savings associated with our prée@r wood plant consolidation, other manufactupgngcess and sourcing
efficiencies, and relatively lower fuel and utilitpsts.

In fiscal 2008, consolidated gross margin rateseapected to be flat to up slightly, despite pressun commodity pricing. We will
look to offset these pressures with continued suplpéin initiatives, improved price realizationpguctivity improvements and
benefits from our low-cost region sourcing and nfaoturing initiatives.

Operating Expenses

Other operating expenses, which consist of sellimayketing, research development and general aslrdtive costs, increased
$75.3 million in 2007 compared to the prior yedreToverall higher expense levels were due to iseg&nvestment spending
previously outlined as part of our 2007 stratedgemmf $33.6 million for the year, including incesal spending in research and
development, marketing, merchandising and the dpweént of additional sales channels and focus. M&iacurred $12.4 million
of costs associated with the proposed separatibillehbrand into two independent public compana&sng with $8.7 million
associated with the expensing of deferred acqoisdind other costs related to the previously pldm@uguisition of Yorktowne and
our related supply agreement with Yorktowne. Alsatdbuting to the increase in other operating eggs were costs associated
with the acquisition and operations of Medicrafdf4 million, general inflation estimated to b@egximately $16 million and the
impact of foreign exchange rates of $3.5 milliom ®year-ovegear comparative basis, we will continue to seeciased spending
the first half of fiscal 2008 on research and depeient, marketing, including numerous product léuemsts, and sales channel
initiatives as we look to continue various initiegs started in fiscal 2007 to position ourselvedudture growth.
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Like the prior year, litigation credits of $1.2 tioh reflect the reversal of previously accrueddlegpsts relating to the original
Spartanburg antitrust litigation settlement recdrorefiscal 2005 which were no longer needed. Spetiarges, which netted to a
credit of $0.2 million in 2007, reflect a $1.0 ol special termination benefit charge recordethnsecond quarter of fiscal 2007
associated with reductions in force at our Hill-RBatesville, Indiana manufacturing plant relatedhi® start-up of manufacturing at
our new low-cost region facility in Monterrey, Mexi. This charge was more than offset by the netreaf of $1.2 million of excess
reserves from prior year actions which were alderdgined to be no longer necessary. Comparatiue3006 we recorded special
charges totaling $5.4 million related to the aligamnof Hill-Rom'’s field service organization andhtal product offerings with lower
rental revenue levels, along with the continuatbmoluntary restructuring actions at Hill-Rom’sgRich manufacturing facility. See
“Special Charges” on page 62 for more detail osdhections.

Other Income and Expen

Fiscal Year Ended September

(Dollarsin millions) 2007 2006 % Change
Interest expens $ (22.2) $ (21.9) 4.2
Investment incom 36.C 43.5 (17.2)
Other (0.4 (0.8 n/m
Other Income (Expense), N $ 13.4 $ 21.4 (37.9)

Interest expense increased $0.9 million compar@d@6 due to the increase in short-term interéssrand their negative impact to
our interest rate swaps on long-term debt. Investimeome decreased $7.5 million due to lower g&io limited partnership
investments in 2007. While performance of our ladipartnership investments was favorable in bo#tisyghe gains and
corresponding cash distributions received durirmgptior year were larger than those of the curyeat. The timing and magnitude
of gains or losses from our limited partnerships\anlatile and not subject to our control, thusytheay not recur in fiscal 2008.

Income tax expense of $100.9 million in 2007 repnésd an effective tax rate of 34.6 percent, wkmimpares to a tax rate of

34.7 percent in 2006. Both years were favorablgaéfd by a number of discrete tax benefits, inclgdhe release of valuation
allowances resulting from capital gains on investtadas discussed above). Also impacting the 280Tate, we recognized a
benefit from the current year retroactive reinstegnt of the federal research and development ¢relith had expired last year.
Comparatively, in addition to the release of valragllowances following capital gains as describbdve, the 2006 tax rate was
also impacted by the release of valuation allowameeforeign tax credit carryforwards and a defétex benefit reflecting favorah
state tax law changes. The effective tax rate witlliscrete tax benefits would have been 36.8 peiaed 37.4 percent in 2007 and
2006, respectively, with the lower rate in fisc@DZ being driven by the estimated benefit of thestatement of the research and
development tax credit for a full year and theiibtb take advantage of the deduction for qualifitomestic production activities in
fiscal 2007. Partially offsetting these favoralimis in fiscal 2007 is the fact that many of thgasation costs we are incurring will
be non-deductible for income tax purposes.
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Ultimately, as expected coming into the year, inednrom continuing operations decreased $30.9 mit@$190.6 million in 2007
reflecting increased investment spending in linthwaiur 2007 strategic plan. This equates to dileehings per share of $3.07
compared to $3.60 in 2006.

Fiscal 2006 included discontinued operations, gm8ng Forethought Federal Savings Bank (“FFSBHhich provided a loss of
$0.3 million for the first quarter of 2006. Theesalf FFSB was completed on January 3, 2006, ardrdiogly, the operations of
FFSB were presented as discontinued operationgwdgtlr Statements of Consolidated Income (Loss}. @te 3 to the
Consolidated Financial Statements for more inforomat

Business Segment Results of Operations

Fiscal Year Ended September

(Dollarsin millions) 2007 2006 % Change
Revenues

North America Acute Car $ 879.¢ $ 874.¢ 0.t
North America Po-Acute Care 172.C 166.C 3.€
International & Surgica 304.¢ 247.. 23.2
Total Hill-Rom 1,356.! 1,288.: 5.3
Batesville Caske 667.2 674.€ (1.2
Total revenue $ 2,023.° $ 1,962.¢ 3.1

Divisional income

North America Acute Car $ 234.¢ $ 222.( 5.8
North America Po-Acute Care 41.¢ 46.1 (9.9
International & Surgica 40.7 34.¢ 16.€
Functional Cost (173.7) (146.9 (17.9
Total Hill-Rom 144.2 156.1 (7.€)
Batesville Caske 171.C 189.1 (9.6)
Total divisional income $ 315.2 $ 345.2 (8.7)

Reconciling differences between total divisionalame above and income from continuing operatiooside public entity and other
costs, as well as litigation and special chargedits and other income/expense. See Note 13 iGdinsolidated Financial Stateme
for more details.

North America Acute Care
Total North America Acute Care revenues increaged fillion, or 0.5 percent, in 2007 compared ® phior year. Sales revenues
reflected an increase of $18.8 million, or 3.0 patcprimarily on improved price realization, whikntal revenues were lower by

$14.1 million, or 5.9 percent, due to lower volumi2aring 2007, volume strength was realized in Basist® ES bed frames, the
Latitude® architectural arm platform, service revenue andrecently updated stretcher and maternal lines.
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These gains were essentially offset by lower volsimeour TotalCar® ICU and mid-acuity VersaCafebed platforms. TotalCar@
bed experienced lower volumes due to saturatidgheofotalCaré® bed system in some ICU segments and a perceiviéithstaying
decisions by customers following recent produabidiictions into the markets. VersaCéiged volumes are lower than the prior
year primarily the result of the increasing accepéaof our CareAssi® ES bed platform. The decline in rental volume reslifrom
changes in GPO affiliations and lower volumes, Whiere expected coming into the year. Although wayldiligently to restore
confidence and repair damaged relationships, weastinued to experience the carryover effect ahynof the unfavorable
conditions encountered in fiscal 2006, includingtomer relationship issues resulting from pasingjlissues, service and product
deficiencies. Rental volumes were also negativalyacted by continuing declines in the pulmonarydpo areas resulting from
increasing capital purchases by customers of theshucts. The lower volumes were partially offsgidwer customer allowances
compared to prior year and related collection nesadjustments for such allowances, which was flerto the prior year by
$6.5 million.

Divisional income for North America Acute Care ieased $12.8 million, or 5.8 percent, in 2007 comgao the prior year due to
higher gross profit, which was up $21.8 millionleagross profit was up $28.7 million driven by stnategic initiatives towards
price realization and various cost reductions redaliin our service fulfilment channels and mantifdng operations. For rentals,
gross profit was down $6.9 million. Despite the gratly fixed cost nature of the field service aatks network, better than half of
the $14.1 million revenue shortfall was recovergddwer costs associated with our prior year restming actions and other profit
improvement activities related to unprofitable pros and customers. Operating expenses partidigtdhe higher gross profit and
were up $9.0 million in 2007 due to increased spenih research and development, marketing andales channel and rental
equipment portfolio additions as we made variows$timents to better position ourselves for futuengh.

North America Post-Acute Care

North America Po-Acute Care revenues increased $6.0 million, op@&:gent, for the full year of 2007 compared to@0&ithin

that total, sales revenues increased by $6.7 mjlpamarily due to improved volume within our extied care product line, increa
sales of The Vest™ products, and initial positiesults from our Direct to Consumer business it Rental revenues decreased
$0.7 million, primarily related to lower activity iour standard therapy rentals in extended and loamee partially offset by an
increase in rentals of The Vest™ products.

Despite the slightly higher revenues, divisionabime for North America Post-Acute Care decrease8 dllion, or 9.3 percent, for
fiscal year 2007 compared to the prior year perasdgross profit was essentially flat and operatixgenses increased by

$5.7 million mainly due to increased costs reldatedur on-going efforts to improve the efficienaydeeffectiveness of our rental
billing system, along with additional investmenissales and marketing initiatives, new product tgpraent and additions to our
rental equipment portfolio.

International and Surgical

International and Surgical revenues increased $5illion, or 23.2 percent, for the full year 200dnepared to the prior year,
inclusive of the favorable impact of exchange ratie$16.2 million. Sales revenues, up $52.6 millimere positively affected by our
acquisition of Medicraft, which was completed eanyhe first quarter and drove $14.4 million oétlevenue increase and sales of
our new AvantGuar@ 800 bed frame in Europe. Rental revenues werehidger by $4.9 million due to the favorable exchanate:
and increased share in the European market. Frg@ographic perspective, we experienced growth nofi®) Latin America and the
Middle East, as well as our Surgical business énUts., which were partially offset by softnessexignced in Asia.
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Divisional income for International and Surgicatieased $5.8 million for the full year 2007 compiatiee the prior year, including t|
favorable impact of exchange rates of $2.7 millibriven by the higher revenues, gross profit wa$2p.2 million compared to the
prior period. Higher operating expenses, howeve$1i7.4 million, offset much of the gross profiirgmand were driven by an
additional $5.4 million of Australian expenses a&$ated with the Medicraft acquisition inclusiveiofegration costs, increased
investment in numerous strategic initiatives inahgdresearch and development, marketing and negrgphic sales channel
development, the impact of exchange rates, aneéased selling expenses attributable to the highemues.

Batesville Casket

For the year ended September 30, 2007, Bates\aléiel revenues were down slightly compared todheesperiod in the prior year,
declining by 1.1 percent, or $7.4 million. The lowelume of burial caskets sold was the primaryelri negatively impacting
revenues by $20.7 million. Market conditions counério be a challenge as the rising cremation egteaes the amount of burial
caskets sold. A lower mix of burial products sdebaesulted in an $8.0 million reduction in reveadior the year. While this mix
trend has been consistent for several years, r@ceduct launches in under penetrated areas hausdd on lower price points with
high eye-appeal, low feature content offerings, lagnee contributed to the mix trend. However, ouitwhal merchandising efforts
in fiscal 2007 have helped to partially offset ttmvnward mix trend, driving increased customerséattion in addition to improved
product purchases. Partially offsetting these factine premier Batesville brand continues to getieeyear over year price
realization, contributing an additional $21.5 nailito revenues year over year.

Batesville Casket divisional income decreased 8 Bnillion, or 9.6 percent, for 2007 comparedte prior year. Key drivers of t
decrease were lower casket volume, which impactedims by $11.7 million, and the unfavorable impatimargins of the
downward product mix trend described above. Addilty, we experienced increasing cost pressuréisdal 2007 related to higher
raw material commodity costs, primarily relatedsteel and red metals, which increased nearly 18péover prior year. We also
had the benefit of gains on sale of facilitieshia prior year that were not repeated in fiscal 288d thus resulted in an unfavorable
impact of $2.0 million. Partially offsetting thesegative impacts to earnings in fiscal 2007, wéized favorable price realization in
addition to cost savings from a number of improvenieitiatives. One area of focus was material esaigour Vicksburg, Mississip
rough mill, which through a variety of yield imprewment projects, generated savings of $0.6 milkixed manufacturing cost
reductions of $3.4 million were also realized, eefing our prior year wood plant consolidation dd#ion to various other cost
reduction initiatives. Further contributing to tlesver divisional income, other operating expenseseshigher in fiscal 2007 driven
primarily by $8.7 million in costs associated witte terminated Yorktowne acquisition and supplyeagrent, along with

$3.8 million of incremental investment spendingrvesfocused on sales force expansion and supperraherchandising initiative.
General inflation, increased employee benefit protr and bad debt expenses also impacted our yeasrear spending but were
partially offset by reduced employee incentive cemgation expense in fiscal 2007 of $3.1 million.

Fiscal Year Ended September 30, 2006 Compared todeal Year Ended September 30, 2005

In the following section, we provide a high levahsmary of our consolidated results of operatiomdigzal 2006 compared to fiscal
2005. Immediately following this summary sectioraimore comprehensive discussion of revenues atgiatial income by
operating segment.
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Summary
Net Revenue

Consolidated revenues of $1,962.9 million in 200G eased $24.8 million, or 1.3 percent, comparegllt638.1 million in 2005. The
increase was driven by Health Care sales revemtgsh increased $51.7 million, or 6.4 percent. Tirength in Health Care sales
was primarily related to higher volumes and tosség extent favorable price when compared to tioe pear. Volume strength was
led by VersaCar@bed and Workflow Information Technology Solutionsgucts in North America, as well as by improved
international revenues, especially in the Latin Aicgand Asia Pacific regions. The favorabilityprice for the year was
predominantly related to patient platforms, ledoly VersaCar® bed platform.

Health Care rental revenues were down $42.1 mjllimrd.0 percent, compared to the prior year asalt of lower volumes,
increased customer allowances and lower competfiioing. The lower volume and increased custoriewances, for which
additional accounts receivable reserves of $17lfomwere provided during the year, are partiabiflective of the rental billing and
processing issues associated with the 2005 lauinabiraental business system and the related bssipecesses. In addition to the
increased customer allowances associated withffbet® of past rental billing and processing issaied the resolution of some
related aged receivables, rental revenues wereauafsworably impacted by a number of other factBeglier in 2006, our rental
billing and processing issues contributed to s&dicustomer relationships and a reduction of satesavailable to our clinical sales
force, resulting in the loss of some business addaed account conversions. Further, we alsohfeliriitial unfavorable impacts of
current year changes in GPO affiliations. Additiomafavorable rental volume effects were relataeatly to expected declines in-
pulmonary and wound areas of our rental businesdtheg from increased purchases by customersesfetiproducts, lower product
availability in certain regions or of certain pratsiand the absence of any meaningful seasonahmr@a and influenza outbreak in
2006.

Funeral Service continued to experience declinimigmes as a result of a lower number of deathshigtter cremations along with
unfavorable product line mix. However, favorablé¢ peice realization and cremation and distributolume growth drove a year-
over-year increase of $15.2 million, or 2.3 percéantevenues.

Gross Profit

Consolidated gross profit increased $9.3 millianl d percent, over the prior year period, drivaneagain by Health Care sales

to a lesser extent Funeral Service sales. Thigédwidy was partially offset by a large declineHiealth Care rental gross profit. On a
consolidated basis, gross profit as a percentagevehues was 43.3 percent in 2006 compared top&3cént in 2005. Health Care
sales gross profit as a percentage of revenuesased 130 basis points due to the overall highemes outlined above, favorable
pricing and the benefits of restructuring acticaleen in the prior year at our French manufactufégity and various ongoing
sourcing initiatives. Funeral Service gross priofiproved 120 basis points as a percentage of regmespite the continued gradual
shift in product mix from metal to wood caskets gedherally to lower-end products that have lowergims, as favorable net price
realization, sourcing benefits and productivity noyements more than offset these unfavorable inspatiHealth Care rentals, the
decline in gross profit of 340 basis points wagddy the result of lower revenues, which could dmypartially offset by lower rent
costs. With the generally fixed cost nature offibkl service network, only a limited amount of tte¥enue shortfall could be offset
with lower costs during 2006.
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Operating Expenses

Other operating expenses decreased 4.8 perceb2®I$million in 2006 compared to $555.7 millionZ805. Other operating
expenses consist of selling, marketing, researdhdamelopment and general administrative costs.Idler expense levels were d
in part to lower litigation costs associated widfaehding antitrust lawsuits, which decreased $iflltlon in 2006. Realized
compensation and benefit savings associated watR@5 Hill-Rom business realignment also contaluteavily to the lower
operating expenses. Partially offsetting this daseewas incentive compensation, which amounte@4®3nillion in 2006 compare
to less than $1 million in 2005 based on improvpedrating performance in 2006. Operating expensesiatreased in 2006 as a
result of increased Health Care sales commissiorisgher revenues and general salary inflationa Adgrcentage of revenues,
operating expenses decreased to 26.9 percent 81f2f¥@d 28.7 percent in 2005 as a result of the fiksnef the prior year business
realignment program and the additional revenues.

Operating results in 2005 included a pre-tax chafgg358.6 million resulting from our settlementtbé Spartanburg antitrust
litigation. The fourth quarter fiscal 2005 chargerers the settlement, along with certain legal @her costs related to the settlem
In fiscal 2006, we had a reversal of $2.3 millidrthe previously accrued legal costs.

Special charges were also recognized in both tbé 2ad 2005 reporting periods. In 2006, net spetiaiges of $5.4 million were
recognized. These charges were primarily compok#teaontinuation of voluntary restructuring aasoat Hill-Rom’s French
manufacturing facility initiated in the prior yeadong with costs of $4.2 million incurred in thaufth quarter of fiscal 2006,
primarily related to the alignment of our field @ee organization with our current lower rental@aue levels and the rationalization
of certain rental product offerings which are noder strategically necessary. These combined chavgee partially offset by the
reversal of $1.3 million of excess restructuringeres from the prior year special charge whictewerlonger considered necess

In 2005, a special charge of $36.3 million was rded related to multiple initiatives. In the fougharter we recognized a net spe
charge of $30.8 million following the announcemehé& change in our organizational structure andctivebination of our Corporate
and Hill-Rom organizations. This was accompaniea Isynall reduction in force at Batesville Caskethw cost of $0.8 million.
During 2005, special charges also included a chaf§&.4 million for severance and benefit relatedts resulting from the closure
of Batesville Casket’'s Nashua, New Hampshire pradodacility and its consolidation into its Batéls, Mississippi plant. These
2005 charges were partially offset by a $0.8 millieversal of excess restructuring reserves fr@mca 2004 action. In addition, a
charge of $2.4 million was recorded in 2005 foufetpayments and other compensation related teetiiement of our former Chief
Executive Officer. We also recognized an impairnmaarge of $1.7 million related to the Vail enclesbeds in the Health Care
rental fleet following the shutdown by the manutaet of its operations.

Other Income and Expen

Fiscal Year Ended September

(Dollarsin millions) 2006 2005 % Change
Interest expens $ 213 % (18.9 15.¢
Investment incom 43.t 14.¢ 193.¢
Other (0.8) (2.2 n/m

Other Income (Expense), N $ 21.4 $ (5.9 n/m

Interest expense increased $2.9 million to $21IBamiin 2006 compared to $18.4 million in 2005 doehe increase in short-term
interest rates and the negative effect of sucteam®s on our interest rate swaps on long-term bhsfeistment income increased
$28.7 million due to significant limited partnerghihvestment income and realized capital gain9i62 as well as the impairment of
a strategic investment in fiscal 2005 in the amadr#i8.7 million.
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Income tax expense of $117.5 million was recognine2D06 compared to an income tax benefit of $18ilBon in 2005. The
effective tax rate for 2006 approximated 34.7 petreehile in 2005 the tax rate approximated 16.&eet. The rate in 2006 was
favorably impacted by a number of discrete beneéit®gnized during the year. These benefits incldeelease of valuation
allowance resulting from the recognition of sizeatdpital gains in 2006 on the sale of certain ises, a deferred tax benefit
reflecting favorable state tax law changes andelease of valuation allowance associated withidoréax credits and state operat
losses now expected to be utilized. These distagtdems resulted in the recognition of tax betsedf $9.4 million on a year-to-date
basis, thus reducing our year-to-date effectiversédex by approximately 2.7 percent. The fiscal 28f0&ctive tax rate was impacted
by the reversal of the prior year deferred tax asstablished upon adoption of a strategy to restra the French operations. When
this strategy was abandoned in fiscal 2005, therded tax asset of $16.0 million had to be reverbedddition, the 2005 effective
tax rate was impacted by the inability to recogni@ebenefits for the French portion of the fouwgtharter restructuring action, the
impairment of a strategic investment and a redstaid tax benefit associated with the Spartanbtiggtion settlement accrual. Tax
benefits were not recognized relative to thesestbased upon existing limitations on the utilizatad net operating and capital
losses.

We recognized income from continuing operation2df6 of $221.5 million, or $3.60 per diluted shaempared to a loss of
$96.3 million, or $1.56 per diluted share in 200B6e loss recognized in 2005 related primarily ® litigation charge, but was also
impacted by the lower gross profit, higher opei@gnpenses and increased special charges expetienitgcal 2005.

The sale of FFSB was completed on January 3, 2008 to the date of sale, the operations of FF&Bavpresented as a
discontinued operation within our Statements of €&didated Income (Loss). We received an additicaah payment of $6.5 millic
and recognized an after-tax loss on the final digfpm of FFSB of $0.6 million in the first quartef fiscal 2006. In accordance with
Statement of Financial Accounting Standards (“SPASS. 144, “Accounting for the Impairment or Dispbsf Long-Lived Assets,”
we have reported discontinued operations for @fy@resented. The results from discontinued dpesateflect a net loss of

$0.3 million in 2006 compared to net income of $Riflion in the prior year. The income in 2005 indes $0.9 million of income
from Forethought Federal Savings Bank, with theaieing amount due primarily to tax benefits resigtfrom the income tax
provision to return analysis related to previougediitures. See Note 3 to Consolidated Financatk&tents for further details.
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Business Segment Results of Operations

Fiscal Year Ended September

(Dollarsin millions) 2006 2005 % Change
Revenues

North America Acute Car $ 874.¢ $ 873.1 0.2
North America Po-Acute Care 166.( 168.¢ (1.5)
International and Surgic: 247.2 237.C 4.4
Total Hill-Rom 1,288.: 1,278." 0.8
Batesville Caske 674.€ 659.4 2.3
Total revenue $ 1,962.¢ $ 1,938.: 1.3

Divisional income

North America Acute Car $ 222.( $ 237.¢ (6.€)
North America Po-Acute Care 46.1 52.¢ (12.9
International and Surgic: 34.¢ 35.¢ (2.8
Functional Cost (146.9 (194.7) 24.4
Total Hill-Rom 156.1 132.¢ 17.¢
Batesville Caske 189.1 179.t 5.3
Total divisional incomt $ 345.2 $ 311.¢ 10.7

Reconciling differences between total divisionaldme above and income from continuing operatiookside public entity and other
costs, as well as litigation and special chargedits and other income/expense. See Note 13 iGdinsolidated Financial Stateme
for more details.

North America Acute Care

Total North America Acute Care revenues increadefl fillion in fiscal 2006. Sales revenues refldae increase of $37.6 million
on strong third and fourth quarter performance. iflcecase in sales revenues was driven by higHhamaand to a lesser extent
favorable price. The VersaCdPand CareAssist bed platforms showed strength with revenues upl$dfillion compared to the
prior year, more than offsetting the discontinuetV@ntall bed frame line, which declined $10.4 million. Infeation Technology
Solutions products also showed strength, up $13lBmcompared to 2005, primarily as a resultloé strong third and fourth
guarters. Despite strong fourth quarter sales t®saichitectural product revenues continued toecander pressure and were down
$4.3 million in 2006 as a result of strong competitand an aging product line. The intensive cachitectural arm platform called
the Latitude® system, which was released in 2006, was well receand facilitated improvements in architecturaldorct revenues
in subsequent periods. A decline in Acute rentaénele of $35.8 million offset much of the growttilire sales revenues and was
driven by lower volume. The decline in rental vokimas evident in all major product categories. dwerall lower rental volumes
were related to a number of factors, includinglttss of some business and reduced account conmsrdibese unfavorable
developments were directly associated with stramesomer relationships and reduced sales timeuoclinical sales force resulti
from past rental billing and processing issuese®ifems negatively impacting rental volumes ineldidhe initial impact of fiscal
2006 changes in GPO affiliations, expected declingse pulmonary and wound product areas resuftiomg increasing capital
purchases by customers of these products and seteaistomer allowances and related collectiomreseReserves for such
allowances increased by $12.7 million in 2006.
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Divisional income for North America Acute Care deased $15.8 million in 2006 compared to the prearyperiod. This decline w
driven by lower gross profits, which decreased $22illion, or 270 basis points as a percentageeénues. Included in this amot
sales gross profit increased slightly by $4.6 willon the higher volume and a list price increagglémented in the second quarter.
Those favorable drivers, however, were offset lywaer mix of product sales and higher warranty saktring 2006. Rental gross
profit, which is significantly impacted by volumdse to the generally fixed cost nature of the feddvice network, decreased $27.3
million, or 470 basis points as a percentage ofmeres, as lower costs from restructuring initiatiwere not sufficient to cover the
significant shortfall in rental revenues. North Amea Acute Care operating expenses were $6.9 milbaver than in 2005 led by
rental field sales costs, which were down $7.8iartilas a result of various restructuring effortel decreased marketing expenses.
Partially offsetting that favorability in operatirgxpenses, other compensation costs were up dygntral inflation and higher
incentive compensation.

North America Post-Acute Care

Total North America Postcute Care revenues were down slightly to $166l0anifor 2006 compared to $168.6 million in the0&
comparable period. Rental revenues were lower by #dlion, primarily as a result of year-to-dagserve adjustments for claims
allowances of $5.0 million related primarily tofiitilties encountered with the 2005 launch of amtal billing system and the
related business processes. Sales revenues ird&&ademillion due to increased penetration of Viest® products into the Post-
Acute Care setting and growth in extended careymisd

In 2006, Post-Acute divisional income decrease@ $tillion from the prior year. The decline was dadower rental gross profit of
$5.3 million associated with 2006 reserve adjustsiéar claims allowances and increased operatipgmses of $4.2 million due to
inflationary pressures and resource requiremettts.ldwer rental gross profit was partially offsgtfavorable sales gross profit of
$2.8 million on the higher revenues.

International & Surgical

International revenues increased $10.4 milliord.drpercent, in 2006 compared to the prior yeaogenet of the unfavorable
impact of exchange rates of $5.9 million. Saleenexes reflected an increase of $8.4 million antateavenues were higher by
$2.0 million, both of which were driven by volunhe TotalCaré® bed platform showed considerable strength in 2806,
VersaCaré®, BasicCare™ and Affinit{ bed frames also showed significant increases ésealf2005. In addition, we foresaw a
significant opportunity in the European mid and laguity bed frame segment and responded with thediaction of the new
AvantGuard® 800 bed frame. In other product lines, furnitunerapy surfaces and revenues related to the sakrvtes and spare
parts also increased significantly compared tqotliar year period. Regionally, the year-over-yegapiovement in total revenue was
in large part the result of strong year-over-yeafgrmance in Latin America, Asia and the Middlesg partially offset by lower
revenues in Europe.

Despite the higher revenues, divisional incomdriternational & Surgical decreased $1.0 million2d percent, compared to the
prior year period as higher gross profits of $4iBion were more than offset by higher operatingenses. Sales gross profits,
specifically, were up $7.1 million on the higheveaues, but rental gross profits declined $2.8ioniltiue to higher costs in the field
service organization and the unfavorable impaexchange rates. Operating expenses were highes.Byndllion, or 10.3 percent,
net of favorable exchange impacts of $1.2 millibhe increase in operating expenses was primarigytdincreases in personnel
costs driven by wage and benefit inflation andftireling of incentive compensation.
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Batesville Casket

Batesville Casket revenues increased $15.2 milboi2,3 percent, in 2006 from the prior year. Tésuits were favorably impacted
by an increase in net price realization of $28.Bioni, which was partially offset by both lower wiwhe of $6.0 million and
unfavorable product mix of $7.3 million. The volumdecline was due in part to the absence of a saheatbreak of pneumonia and
influenza, which negatively impacted sales durimgfirst half of the year, as well as the contingeatlual increase in cremations,
while the unfavorable product mix resulted fromatle increases in our sales of lower-end metahameer products.

Batesville Casket divisional income increased $8il6on, or 5.3 percent, in 2006 compared to thempyear. The results were
favorably impacted by improved net price realizatitiscussed above and gains of $2.5 million reladdtie sale of facilities and
$1.3 million related to the settlement of casuaigurance claims. Material purchase improvementspeoed to the prior year were
realized with steel but were offset by increasestséor zinc, chemicals, plastics and red metals@tvith the impact of higher fuel
prices. The general product mix shift to lower nixangnits, increased distribution costs as we ex@dnalr delivery service offerings,
and the decline in burial volume negatively impdageoss profit. Upon consideration of all thesades; Batesville Casket gross
profit as a percentage of revenues was 120 basitsfavorable in 2006 compared to the prior y&€ther operating expenses were
up $4.1 million primarily due to higher costs relato antitrust legal expenses and incentive cosgiam.

SPECIAL CHARGES
2007 Actions

During the second quarter of fiscal 2007, we itdtiarestructuring actions, in anticipation of tleenenencement of manufacturing
capabilities in Monterrey, Mexico, to reduce HilbR's Batesville, Indiana manufacturing organizatione Testructuring action toc
the form of an early retirement option offered étest members of the Batesville manufacturing oipion, of which 27 accepted.
Accordingly, a special termination benefit charg&b.0 million was recognized in the second quattexr majority of which, except
for $0.3 million related to additional pension b&tse will be paid in the next 12 months. Of thenagension amounts as of
September 30, 2007, approximately $0.3 million re@a in the reserve.

2006 Actions

In the fourth quarter of fiscal 2006, we initiatetructuring actions taken primarily to reducd-Ribm’s North American field

service organization in response to declines itateavenue. This restructuring resulted in thenglation of approximately 140
positions and the rationalization of certain reptalduct offerings which were no longer stratedjcaécessary. The result was a one-
time charge of $4.2 million in the fourth quartéifiscal 2006, of which the cash component was $2ilbon. During the fiscal year
ended September 30, 2007, approximately $0.4 mibioexcess reserve related to this action wagsedeand as of September 30,
2007, this action was complete.

2005 Actions

During the fourth quarter of fiscal 2005, we annoeshseveral changes intended to simplify both thparate and Hill-Rom
organizational structures and to support Hill-Rostimtegy to focus on its core hospital bed frarttesapy support surfaces and
services businesses. As part of this change, HilitRstablished new commercial divisions and alsobioed sourcing,
manufacturing and product development under onefageation to support the commercial divisions. Adshally, all Hillenbrand
corporate functions, including human resourcesue, strategy, legal and information technologgrerconsolidated with those of
Hill-Rom.

62




Table of Contents

In building on these announced changes and todudapitalize on progress we had made with the svookincil at our Pluvigner,
France facility with respect to voluntary deparsijn@e took additional restructuring actions, in theted States and Europe during
the fourth quarter of fiscal 2005. These actiomduided the elimination of salaried and hourly gosi in the United States and
Europe, the outsourcing of various products andasgembly parts, the impairment of certain assetenmer considered necessary
to the execution of our strategy and the termimatibcertain contractual obligations.

These actions resulted in a fourth quarter fis€@52charge of approximately $30.8 million, and supent activity related to these
actions was as follows:

Severanci Contract
and relatec Asset Termination
Benefits Impairment Costs Total

Special charge, thquarter 200" $ 25.2 $ 4. $ 0.8 $ 30.¢
Payment: (2.9 — — (2.9
Write-off of asset: — (4.9 — (4.9
Balance, September 30, 2C 22.4 — 0.8 23.2
Additional special charge 3.1 — 1.€ 4.7
Reversals of previous charc (2.5 — (0.9 3.3
Payment: (18.5) — (0.9 (18.9)
Balance, September 30, 2C 4.t — 1.2 5.7
Reversals of previous charg (0.9 — — (0.9
Payment: (1.3 — (1.2 (2.5)
Balance, September 30, 2C $ 2.4 $ — $ — $ 2.4

The remaining $2.4 million balance related to thevee special charges is expected to be paid ialf@08.

In the third fiscal quarter of 2005, we announcksshp to close Batesville Casket's Nashua, New Hampglant and consolidate
Batesville’s solid wood casket production intoB&tesville, Mississippi plant. The consolidationtloé two plants resulted in a
special charge in the third quarter of fiscal 200%1.5 million related to certain contractual sewee and benefit costs. In addition,
another $2.3 million in costs related to additioamedployee-related costs, the transfer of equipraedtother associated costs were
incurred through the Nashua plant’s closure dateérsecond quarter of fiscal 2006. As of SepterBbeR007, this action was
complete.

In the third fiscal quarter of 2005 we announcedrtirement of Frederick W. Rockwood, former CliteEcutive Officer. We
incurred a charge of $2.4 million related to futpeyments and other compensation related items theléerms of Mr. Rockwood’s
retirement agreement. At September 30, 2007, $dll®mhad not yet been paid.

In 2005, the Food and Drug Administration (“FDATdthe U.S. Department of Justice initiated a seiat Vail® Products, Inc. of
Toledo, Ohio, on several models of an enclosureslystem manufactured by V&il, and subsequently announced that Pail
Products was permanently ceasing the manufactaies,and distribution of all Va® enclosed bed systems and related products.
Hill-Rom was a distributor of Vai? products, and as a result ceased all sale or refntia¢ affected products and recorded a

$1.7 million impairment on these assets.
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LIQUIDITY AND CAPITAL RESOURCES

Fiscal Year Ended September

Cash Flows Provided By (Used I 2007 2006 2005

Operating activitie: $ 285.¢ $ 29.1 $ 239.%
Investing activities (241.9) 31.¢ (175.9)
Financing activitie: (47.9) (56.9) (114.9)
Effect of exchange rate changes on ¢ 2.7 0.€ (0.5
(Decrease) Increase in Cash and Cash Equive $ 0.9 3 5.1 $ (50.9)

Net cash flows from operating activities and selddiorrowings have represented our primary sowtsds for growth of th:
business, including capital expenditures and adgns. Our financing agreements contain no resgggorovisions or conditions
relating to dividend payments, working capital dd#ional unsecured indebtedness (except to treneshat a dividend payment or
incurrence of additional unsecured indebtednesddvasult in a default under our financing agreetsgmut there are limitations
with respect to secured indebtedness. Our debeagnets also contain no credit rating triggers. {€rating changes can, however,
impact the cost of borrowings under our financiggegments.

Operating Activities

For the fiscal year ended September 30, 2007 ,asdt provided by operating activities totaled $286ilion, compared to
$29.1 million in the prior year. Operating cashwffoin 2007 were driven primarily by net income @$.6 million, further adjusted
by depreciation and amortization of $107.3 million.

Net changes in working capital during fiscal 2008r@&vminimal as increases in inventories of $21l8anj representing a use
cash, were offset by increases in current liabginf $12.8 million and a slight decrease in actoreteivable reflecting improved
collections and write-offs associated with the heson of certain aged accounts during the lateet pf fiscal 2007.

In 2006, we maintained positive operating cash $lawspite being negatively impacted by $339.3 onilfor the settlement payment
and associated legal fees related to the Spartgmmtitrust litigation settlement. This negativepaat was offset by net income of
$221.2 million, further adjusted by depreciatiom @mortization of $108.8 million and a large deddrtax provision of

$119.8 million, which was driven by the Spartanbsetflement and represented lower income tax patgmueming the year.

Also in 2006, other changes in working capital @éesed cash from operations by $58.5 million, prilndue to the year over year
increase in accounts receivable related to higbpteBnber revenues and continued collection diffiesilexperienced in fiscal 2006
with respect to Health Care rentals.

In 2005, changes in working capital also decreassti from operations, primarily due to the year @ear increase in accounts
receivable. As with 2006, this increase was pdytile to higher revenues than in the prior yeat viias more impacted by lower
collections on Health Care rentals, which suffdéred billing and other process issues associatéld the launch of our rental
business system in fiscal 2005. Partially offsettime effect on cash of increasing accounts rebtevaas an increase in accrued
expenses and other liabilities, excluding the effec the litigation accrual.
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Investing Activities

Net cash used in investing activities in fiscal 2@6taled $241.2 million, compared to net cash jpl@d by investing activities ¢
$31.8 million fiscal 2006.

Capital expenditures increased from $92.6 millio2006 to $135.2 million in 2007, led by higher isgi@g at Hill-Rom as we made
increased investments in the replacement of themapgymoveable medical equipment units in Hill-Ronestal fleet and acquired a
facility in Monterrey, Mexico for Hill-Rom’s new nmaufacturing operations. Batesville Casket's captadenditures decreased
slightly from $18.9 million to $17.3 million in 200

In October 2006, Hill-Rom acquired Medicraft, Awdia PTY, LTD (“Medicraft”), the leader in acutecpost-acute hospital beds
and furniture in Australia. The acquisition expahtlé-Rom’s sales channel for therapy and higharigcproducts in Australia, and
we believe that several Medicraft products candapted for global and price-sensitive bed marketsughout the world. The
purchase price for Medicraft was $15.8 million,luting direct acquisition costs.

Also early in fiscal 2007, Batesville Casket acqdia small regional casket distributor for $5.2ioml, which remains subject to
additional contingent purchase price of up to aditaahal $5.3 million based on volume retentionislimarked the second such
acquisition in two years as Batesville Casket alsguired another small regional casket distribirtdviarch 2006 for a purchase
price of $2.7 million plus a final payment of $0r@lion in fiscal 2007.

Investment activity in fiscal 2007 included $27@nglion of purchases and capital calls, which wastiplly offset by $177.2 million
provided from sales and maturities. A significaattipn of this investment activity reflects our astments of excess cash from
operations into highly liquid auction rate munidipands. These liquid, current investments accalifate$268.0 million of the
purchases and $155.2 million of the sales for 288hey were utilized as a treasury managemexiegir to earn better rates of
return on available cash. In fiscal 2006, totalgeeds from the sales of investments, net of pusshassulted in net cash provided of
$111.9 million, which was used to partially fune tBpartanburg settlement payments and capital ditpess in fiscal 2006. In both
2007 and 2006, other investment activity primardiates to capital calls and distributions from private equity limited
partnerships.

Financing Activities

Net cash used in financing activities totaled $4iiffion for the fiscal year ended September 3@726ompared to $56.4 million fi
the fiscal year ended September 30, 2006.

Cash dividends paid increased slightly to $70.3ionilin 2007, compared to $69.8 million in 2006.a@erly cash dividends per
share were $0.285 in the last three quarters of 280.2825 in 2006 and the first quarter of 200id, $0.28 in 2005.

Proceeds on the exercise of stock options incre@s$a5.9 million in 2007, from $5.2 million in 260Treasury stock acquired was
$1.3 million in 2007 compared to $0.7 million inG&

Our debt-to-capital ratio was 21.9 percent at Septas 30, 2007 compared to 24.0 percent at SepteBib@006. This improvement
was primarily due to higher equity in conjunctioitwthe net income earned in fiscal 2006.
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Other Liquidity Matters

Outstanding Borrowings and Available Capacity

As of September 30, 2007, we have a $400.0 mifliayear senior revolving credit facility with a syndte of banks led by Bank
America, N.A. and Citigroup North America, Inc. Ttegm of the five-year facility expires on Jun€009. Borrowings under the
credit facility bear interest at variable ratesdafined therein. The availability of borrowingsdem the five-year facility is subject to
our ability at the time of borrowing to meet centapecified conditions. These conditions includigheut limitation, a maximum de
to capital ratio of 55 percent. The proceeds offitteeyear facility shall be used, as needed:dqi)vorking capital, capital
expenditures, and other lawful corporate purpased;(ii) to finance acquisitions.

As of September 30, 2007, we: (i) had $13.8 milidmutstanding, undrawn letters of credit underfilie-year facility, (ii) were in
compliance with all conditions set forth under faeility and (iii) had complete access to the remray $386.2 million of borrowing
capacity available under that facility.

We have trade finance credit lines totaling $16illion that have no commitment fees or compensalialgnce requirements and are
renewed annually. As of September 30, 2007, webiad million outstanding under this credit linerafiected in Short-term
borrowings on the Consolidated Balance Sheetddditian, as of September 30, 2007, we had $15.Bomibf outstanding, undrawn
letters of credit under an uncommitted credit lfi&20.0 million that has no commitment fees, congaging balance requirement:
fixed expiration dates.

On July 14, 2003, we filed a universal shelf regisbn statement with the U.S. Securities and ErgeaCommission on Form Bfor
the potential sale of up to $1 billion in debt ardéquity securities. This registration statemsrgffective and should provide us with
significant flexibility with respect to our accetssthe public markets. However, there can be norasse that additional financing
under the universal shelf registration statememiggwhere will be available at terms acceptablestdOn June 7, 2004, we issued
$250.0 million of senior notes from this univershelf registration statement, leaving $750.0 millad available capacity under the
universal registration statement.

Credit Rating

After announcing the Board of Directors and manag@mwere assessing the merits and mechanismsasfsébfe separation of the
Company, in November 2006, Standard and Poor's:\B&ervices reduced our rating from A, with negatutlook, to A-, with
negative outlook. At that time, Moody’s Investomr@ce reconfirmed our rating of A3 but changeddh#ook to negative. As soon
as we announced the filing of a Form 10 registrasimtement in pursuit of the intended spin-ofBafesville Casket Company, both
Standard and Poor’s and Moody’s announced they e@rsidering downgrading our rating. We do notkreiw the full effect of
these actions but do not expect these actionsvi® danaterial impact on our cost of future finagcin

Other Uses of Cash

In fiscal year 2005, we recorded a pre-tax litigatcharge of $358.6 million ($226.1 million net{af). The charge was associated
with the definitive agreement to settle for $33milion ($212.8 million net-of-tax) the Spartanbuagtitrust class action litigation
lawsuit. The charge also included certain legal athér costs related to the settlement. The cauered an Order and Final
Judgment approving the settlement following a fesshearing on June 14, 2006. The original costeo§ettlement, $337.5 million,
was reduced by almost $21.2 million to $316.3 wiilliThe reduction in the settlement amount refldesosition attributable to
customers who opted out of the settlement. In adib the $50 million that was paid into the eseifand in the second quarter of
fiscal 2006 pending final court approval, we pdid temaining $266.3 million into the escrow fundhiimgust 2006. The entire
funding of the settlement was completed from cashand. After funding the settlement, we contirmbave a solid financial
position with continued strong operating cash flamsl remaining availability under our previouslgalissed revolving credit
facility, as well as potential access to the cépitarkets to fund the execution of our strategitidtives.
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During 2007, we did not repurchase any shares n€ommon stock in the open market. As of SepterBbeR007, we had Board of
Directors’ approval to repurchase 3,000,000 add#ichares. We may consider additional repurchafsgisares if justified by the
stock price or other considerations. Repurchasackeshare to be used for general business purposes.

We intend to continue to pursue selective acqoisitiandidates in certain areas of our businesghbutming, size or success of any
acquisition effort and the related potential cdgitanmitments cannot be predicted. We expect td future acquisitions primarily
with cash on hand, cash flow from operations amddwangs, including the unborrowed portion of tinefyear credit facility, but w
may also issue additional debt and/or equity imeation with acquisitions.

We expect capital spending in 2008 to be at a leemiparable with capital spending in 2007, whicls $435.2 million. The 2008
estimate is before consideration of additional pequirements for any new business acquisitions.

We believe that cash on hand and generated fromatiges and amounts available under our five-yeaditfacility along with
amounts available from the capital markets, wilshéicient to fund operations, working capital degcapital expenditure
requirements and financing obligations. Howevea, dass is certified in any of the purported clastion antitrust lawsuits filed
against us, as described in Note 15 of the CoratelitiFinancial Statements, and the plaintiffs pretdrial, potential damages
awarded the plaintiffs could have a material advef§ect on our results of operations, financialdibon and/or liquidity.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.
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Contractual Obligations, Contingent Liabilities and Commitments

To give a clear picture of matters potentially iroirag our liquidity position, the following tablaudines our contractual obligations
as of September 30, 2007 (dollars in millions):

Payments Due by Peric

Less Thar 1-3 4-5 After 5

Contractual Obligation Total 1 Year Years Years Years
Long-Term Debt $ 348.€ $ = $ 2475 $ 51.2 $ 49.7%
Interest Payments Relating to Long-

Term Debi® 104.7 18.€ 25.¢ 12.7 47.t
Information Technology

Infrastructure® 73.1 26.€ 46.5 — —
Operating Lease Obligatiol 84.C 24.4 31.¢ 16.¢ 11.C
Investment Commitmen(®) 5.1 4.2 0.7 0.1 —
Minimum Pension Fundin®) 11.¢ 4.8 6.€ — —
Purchase Obligatior®) 29.4 22.1 7.C 0.2 —
Other Lon¢-Term Liabilities® 64.1 7.7 28.¢ 14.¢ 13.C
Total Contractual Cash Obligatio $ 720.¢ $ 108.t $ 395.( $ 95.7 $ 121.2

(1) Interest payments on our long-term debt apgepted based on the contractual rates of thosesgeurities including the
$250.0 million, 4.5 percent, senior notes issuewJU 2004. However, $200.0 million of our 4.5 patcsenior notes are subj
to interest rate swap agreements, effectively cdimgethe securities from 4.5 percent fixed rateiiast to variable rate interest,
calculated at LIBOR plus 0.15 perce

For the 2007, 2006 and 2005 periods in whiehititerest rate swap agreements were outstandi@gverage variable interest
rate on debt covered by the swaps approximategeéscent, 4.9 percent and 2.9 percent, respecti®atge we are unable to
project future LIBOR rates, we have opted to projeterest payments based on the contractual cditesr debt.

(2) We are in year five of a seven-year agreemihtIBM to manage our global information struatenvironment, which was
announced near the end of the third quarter o&ffi@603. The original agreement had a cumulatitienased cost of
$187 million. To date, we have on occasion solitl®&M to perform services that are outside the soofpthe original base
agreement. These services can result in a oneféiener can result in additional services receivad @sts incurred over the
remaining term of the agreeme

(3) The investment commitment amounts represgditianal commitments to private equity limited pearships. The timing of
these commitment calls has been estimated bastw@urrent status of each partnership. These ctmants will be funded
with existing cash and cash flows from operatic

(4) The minimum pension funding represents paymgncomply with funding requirements. The anrprajected payments
beyond fiscal 2008 are not currently determina®lar minimum pension funding requirements were suiiilly reduced as a
result of the $75.5 million of funding made to quimary defined benefit pension plan during fis2@05.
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(5) Purchase obligations represent contractuaations under various take-or-pay arrangemengsgbed as part of the normal
course of business. These commitments represemefptirchases in line with expected usage to ofaawrable pricing. Also
included are obligations arising from purchase der which we made firm commitments. As a resu#t,believe that the
purchase obligations portion of our contractualgadilons is substantially those obligations for gthive are certain to pay,
regardless of future facts and circumstances. Vpeao fund purchase obligations with operatinghdéows and current cash
balances

(6) Other long-term liabilities includes the foasted liquidation of liabilities related to ouiskat pricing obligation, self-insurance
reserves, deferred compensation arrangements-term severance payments, and ot

We also had commercial commitments related to &taletters of credit at September 30, 2007 of $28illion, which are currently
set to expire during fiscal 2008.

In addition to the contractual obligations and cagncial commitments disclosed above, we also haxaiaty of other agreements
related to the procurement of materials and seswaecel other commitments. We are not subject tacanyracts that commit us to
material non-cancelable commitments. While manghese agreements are long-term supply agreements, &f which are
exclusive supply or complete requirements-basetracts, we are not committed under these agreernmatept or pay for
requirements which are not needed to meet produoteds.

In conjunction with the recent acquisition and diiteire activities, we have entered into certaiargatees and indemnifications of
performance with respect to the fulfillment of @xmmitments under the respective purchase andgedements. The arrangements
generally indemnify the buyer or seller for damaggsociated with breach of contract, inaccuracigspresentations and warranties
surviving the closing date and satisfaction ofiliibs and commitments retained under the appleabntract. Those representatic
and warranties which survive closing generally s@¥or periods up to five years or the expiratafrthe applicable statutes of
limitations. Potential losses under the indemnifarzs are generally limited to a portion of thegimal transaction price, or to other
lesser specific dollar amounts for certain provisio/Vith respect to sale transactions, we alsanelytenter into non-competition
agreements for varying periods of time. Guarandéesindemnifications with respect to acquisition divestiture activities, if
triggered, could have a materially adverse impaabur financial condition and results of operations

Shareholders’ Equity

Cumulative treasury stock acquired in open markdt@ivate transactions remained at 22,710,66 feshthroughout 2007. As of
September 30, 2007, we had Board of Directors’@ightion to repurchase up to a total of 3,000,8060itional shares of our
common stock. Repurchased shares are to be usgdrferal business purposes. From the cumulativeshaquired, 576,338
shares, net of shares converted to cash to papoeliing taxes, were reissued during fiscal 2007ealovisions of our various
stock-based compensation plans.

CRITICAL ACCOUNTING POLICIES

Our accounting policies, including those describelbw, require management to make significant egésiand assumptions using
information available at the time the estimatesnaagle. Such estimates and assumptions significaffédgt various reported amou
of assets, liabilities, revenues and expensestufé experience differs materially from thesereates and assumptions, results of
operations and financial condition could be affdcteur most critical accounting policies are ddsalibelow. A more detailed
description of our significant accounting policiesncluded in the Notes to our Consolidated Fimar8tatements included in this
Form 10-K.
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Revenue Recognition

Net revenues reflect gross revenues less salesutitscand allowances and customer returns for picghles and a provision f
uncollectible receivables for rentals. Revenuevaated under the following criteria and recogdinéhen each is met:

. Evidence of an arrangement: An agreement witlctistomer reflecting the terms and conditions tovdeproducts or services
serves as evidence of an arrangerr

. Delivery: For products, delivery is considereataur upon receipt by the customer and the traméfétle and risk of loss. For
rental services, delivery is considered to occuenvthe services are render

. Fixed or determinable price: The sales price ismmared fixed or determinable if it is not subjectefund or adjustmer

. Collection is deemed probable: At or prior to timee of a transaction, credit reviews of each aungr are performed to
determine the creditworthiness of the customerle€tibn is deemed probable if the customer is etqueto be able to pay
amounts under the arrangement as those amountbelee. If collection is not probable, revenuesiognized when
collection becomes probable, generally upon caibatimn.

As a general interpretation of the above guidelin@genues for health care products in the patiarg environment and for casket
and cremation products in the funeral service portif our business are generally recognized upbwetg of the products to the
customer and their assumption of risk of loss ahérrisks and rewards of ownership. We recogreéxemue in accordance with
SEC Staff Accounting Bulletin (“SAB”) No. 104, “Renue Recognition.” Local business customs and teomdard sales terms can
sometimes result in deviations to this normal pcadn certain instances; however, in no casevismae recognized prior to the
transfer of risk of loss and rewards of ownership.

For non-invasive therapy products within our heakihe business, the majority of product offeringsrantal products for which
revenues are recognized consistent with the remglefithe service and use of products. For The Megtoduct, revenue is genere
recognized at the time of receipt of authorizafmmbilling from the applicable paying entity asslserves as evidence of the
arrangement and sets a fixed or determinable price.

For health care products and services aimed aowimmy operational efficiency and asset utilizatigarious revenue recognition
techniques are used, depending on the offeringangy@ments to provide services, routinely underrseglst sold service and
maintenance contracts, result in the deferral wémees until specified services are performed.iBeontract revenue is generally
recognized ratably over the contract period, ifl@aple, or as services are rendered. Producteeigdods are generally recognized
upon delivery to the customer, similar to producthe patient care environment.

Revenues are presented in the Statements of Cdatgaliincome (Loss) net of certain discounts aledvahces. For product sales,
based on contractual discounts and rebates, assvelitimated early pay discounts, price concessind product returns, we record
reserves resulting in a reduction of revenue. Likewreserves for contractual and other routinabikllowances are recorded and
reflected as a reduction of rental revenues.

An allowance for doubtful accounts is also recorderd is not reflected as a reduction of revenRedher it is recorded as a
component of operating expenses.
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Trade Accounts Receivable

Trade accounts receivable are recorded at thedagda@mount and do not bear interest, unless thedcéion is an installment sale
with payment terms exceeding one year. The alloedoicdoubtful accounts is our best estimate ofatm@unt of probable credit
losses and collection risk in our existing accouateivable. We determine the allowance basedinrfdal write-off experience by
industry and the reimbursement platform. Past dli@ntes in our Health Care and Funeral Services salegories are reviewed
individually for collectibility. Health Care rentaéceivables are generally reviewed on a pooleis b@sed on historical collection
experience for each reimbursement type. Accourdruals are charged against the allowance when vex&dl is probable the
receivable will not be recovered. We do not have@ffrbalance-sheet credit exposure related tocostomers. If circumstances
change, such as higher than expected claims dep@iment defaults or an unexpected material adwgrange in a major
customer’s or payer’s ability to meet its obligagoour estimates of the realizability of tradeereables could be reduced by a
material amount.

Within Health Care rentals, the domestic third p@dyers’ reimbursement process requires extemgigamentation, which has had
the effect of slowing both the billing and cashlecdtion cycles relative to the rest of the businassl therefore, increasing total
accounts receivable. Because of the extensive dectation required and the requirement to settlaienownith the primary payer
prior to billing the secondary and/or patient pamtof the claim, the collection period for a claimma portion of our Hill-Rom
business may, in some cases, be extended.

We generally hold our trade accounts receivabl# tivéty are paid. Certain long-term receivablese(Slete 4) are occasionally sold
to third parties; however, any recognized gairosslon such sales has historically not been mhteria

Liabilities for Loss Contingencies Related to Lau#su

We are involved on an ongoing basis in claims amgsuits relating to our operations, including eorimental, antitrust, patent
infringement, business practices, commercial tretitsas and other matters. The ultimate outcomée$¢ lawsuits cannot be
predicted with certainty. An estimated loss frorash contingencies is recognized when we beliggeitobable that a loss has been
incurred and the amount of the loss can be reagpeatimated. However, it is difficult to measuhe tactual loss that might be
incurred related to litigation. The ultimate out@wof these lawsuits could have a material advedfseten our financial condition,
results of operations and cash flow.

Legal fees associated with claims and lawsuitganerally expensed as incurred. Upon recogniticamadstimated loss resulting
from a settlement, an estimate of legal fees topteta the settlement is also included in the amodittie loss recognized.

We are also involved in other possible claims,udalg product and general liability, workers comgegion, auto liability and
employment related matters. Claims other than eynpémt and related matters have deductibles andrselfed retentions ranging
from $150 thousand to $1.5 million per occurrencper claim, depending upon the type of coveragepaticy period. Outside
insurance companies and third-party claims admatists establish individual claim reserves andnaiependent outside actuary
provides estimates of ultimate projected lossesuding incurred but not reported claims, which ased to establish reserves for
losses. Claim reserves for employment related msadte established based upon advice from intamdkexternal counsel and
historical settlement information for claims anthted fees, when such amounts are considered deobhpayment.

The recorded amounts represent our best estimate absts we will incur in relation to such exp@sy but it is possible that actual
costs could differ from those estimates.
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Goodwill and Intangible Assets

Goodwill and certain other indefinite-lived intabtg assets are no longer amortized, but insteadudnject to periodic impairment
evaluations under SFAS No. 142, “Goodwill and Otiangible Assets.” With the exception of goodwilile majority of our
intangible assets are subject to amortization. \tfithimplementation of a new reporting structurelidéRom in fiscal 2007,
goodwill within the Hill-Rom reporting units wasakocated based upon the relative fair value ofrén reporting units.

Impairment tests are required to be conductedaat Ennually, or when events or conditions occat tiight suggest a possible
impairment. These events or conditions include doetnot limited to, a significant adverse chamghé business environment;
regulatory environment or legal factors; a curgiod operating or cash flow loss combined witfistory of such losses or a
projection of continuing losses; or a sale or disfian of a significant portion of a reporting unithe occurrence of one of these
events or conditions could significantly impactiampairment assessment, necessitating an impairainemge and adversely affecting
our results of operations.

We perform an impairment assessment on goodwilllaiiyduring the third fiscal quarter, or sooneevients or changes in
circumstances indicate that the carrying value i&fgrting segment may not be recoverable. In peiifig periodic impairment tes
the fair value of the reporting unit is comparedtte carrying value, including goodwill and othetaingible assets. We rely on a
number of factors to determine the fair value aof i@porting units and evaluate various factorsissa@lint anticipated future cash
flows, including operating results, business plamsl present value techniques. There are inheneetrtainties related to these
factors, and our judgment in applying them andagsumptions underlying the impairment analysis ofenge in such a manner t
impairment in value may occur in the future.

Our most recent impairment assessment was competaty the third fiscal quarter of 2007, whichicated that there was no
impairment with respect to goodwill or other recidntangible assets. The majority of our goodretlides at Hill-Rom.

StockBased Compensation

Prior to fiscal 2006, we applied the provisiongAotounting Principles Board (“APB”) Opinion No. 25Accounting for Stock Issut
to Employees,” in accounting for stock-based corspdaon. As a result, no compensation expense wagné&ed for stock options
granted with exercise prices equivalent to therfarket value of stock on the date of grant. Corapon expense was recognized
on other forms of stock-based compensation, inomdiock and performance-based awards and unfextize October 1, 2005, we
adopted SFAS No. 123(R), “Share-Based Paymentfubia modified prospective application method. Ttistement requires
companies to measure and recognize compensati@msxfor all stock options and share-based compendeansactions using a
fair-value-based method. SFAS No. 123(R) therebyiehted the use of the intrinsic value methodarfcainting in APB Opinion
No. 25. See further discussion of SFAS No. 123(RYates 1 and 11 to the Consolidated Financiak8tants
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Retirement Plans

We sponsor retirement and postretirement plansrtwya majority of employees. Expense recognize@lation to these defined
benefit retirement plans and the postretiremenittheare plan is based upon actuarial valuatiomsimalmerent in those valuations are
key assumptions including discount rates, and wappdicable, expected returns on assets, projéatack salary rates and projected
health care cost trends. The discount rates ustatimaluation of our defined benefit pension aastgetirement plans are evaluated
annually based on current market conditions. Itirgethese rates we utilize long-term bond indiaed yield curves as a preliminary
indication of interest rate movements, and thenavaustments to the respective indices to reflgfdrences in the terms of the
bonds covered under the indices in comparisong@thjected outflow of our pension obligations. @uerall expected long-term
rate of return on pension assets is based on itast@nd expected future returns, which are indlatdjusted and weighted for the
expected return for each component of the investipentfolio. Our rate of assumed compensation iaseds also based on our
specific historical trends of past wage adjustmentscent years.

Changes in retirement and postretirement bengfi¢lese and the recognized obligations may occurdrture as a result of a
number of factors, including changes to any oféhessumptions. Our expected rate of return on pemqdan assets was 8 percent
all years from fiscal 2005 to 2007, and at Septar80e2007, we had pension plan assets of $338l®miA 25 basis point increase
in the expected rate of return on pension plantagseduces annual pension expense by approxin@efymillion. The discount rate
for our retirement obligation was raised to 6.56cpat in 2007, up from 6.00 percent in 2006 androm 5.50 percent in 2005. The
discount rate for our postretirement obligatiogémerally 25 basis points below that of our retiabobligations. For each 50 basis
point change in the discount rate, the impact touahpension expense ranges from $0.7 million t@ #dillion, while the impact to
our postretirement health care plan expense woaiB0bl million. Impacts from assumption changedd:be positive or negative
depending on the direction of the change in rates.

In September 2006, the FASB issued SFAS No. 158plByers’ Accounting for Defined Benefit Pensiordadther Postretirement
Plans — an amendment of FASB Statements No. 8I@Band 132(R).” This Statement requires recogmitibthe funded status of
a benefit plan in the statement of financial positiSFAS No. 158 also requires recognition in otteenprehensive income of certain
gains and losses that arise during the periodteudeferred under pension accounting rules, asagathodifies the timing of
reporting and adds certain disclosures. The Stateprevides recognition and disclosure elementseteffective as of the end of the
fiscal year after December 15, 2006, our fiscal y&#7. As such, we have adopted the recognitiohdéstlosure elements at the
of this fiscal year. See Note 6 in the Consolidd&athncial Statements for key assumptions and éudiscussion related to the
Company’s pension and postretirement plans anththact of adopting SFAS No. 158.

Valuation Allowances Recorded Against Deferred Aasets and Allocated Tax Reserves

We have a variety of deferred tax assets in nunsetapujurisdictions. These deferred tax assetsangct to periodic assessment as
to recoverability and if it is determined thatstmore likely than not that the benefits will nettealized, valuation allowances are
recognized. We have recorded valuation allowanga#at certain of our deferred tax assets, prim#hnibse related to foreign tax
attributes in countries with poor operating resudepital loss carryforwards in the United Statéere future capital gains may not
available to realize the benefit and certain otlemestic tax attributes. In evaluating whethes iniore likely than not that we would
recover these deferred tax assets, future taxabterie, the reversal of existing temporary diffeenand tax planning strategies are
considered.

We believe that our estimates for the valuatioovedinces recorded against deferred tax assets pirepaiate based on current facts
and circumstances. We currently have $88.3 millibmaluation allowances on deferred tax assets, @xeffected basis, principal
related to foreign operating loss carryforwardgitzd loss carryforwards and other domestic tasitattes.
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Investments

We hold certain private equity limited partnershipgswhich we use the equity method of accountimigh earnings or losses repor
within Other income in the Statements of Consoéiddhcome (Loss). Our portion of any unrealizedhgaind losses related to such
investments are charged or credited to Accumulatieer comprehensive income (loss) in shareholdeysity, and deferred taxes :
recognized for the income tax effect of any suctealized gains and losses. Earnings and valuaavestments accounted for under
the equity method are determined based on auditaddial statements provided by the investment @nigs. We also hold other
minority investments which are accounted for ohegita cost or equity basis, dependent upon out édvefluence over the investee.

The seller financing provided upon the divestitof&orethought included preferred stock at a nai@mount of $28.7 million,
which accrues cumulative dividends at the rate péfeent per annum. The preferred stock is redelenaalany time at the option of
FFS Holdings, Inc. and must be redeemed by FFSikggdInc. under specified circumstances. Thisstwent is recorded at
amortized cost and classified as held-to-maturity.

When a security is sold, we report the differenegMeen the sales proceeds and amortized costrfdrést based on specific
identification) as a capital gain or loss.

We regularly evaluate all investments for possitiipairment based on current economic conditioresjittoss experience and other
criteria. If there is a decline in a security’s nedlizable value that is other-than-temporary déeline is recognized as a realized loss
and the cost basis of the security is reducedstestimated fair value. Select criteria utilizediralyzing individual securities for
impairment include:

*  The extent and duration to which the market vafug gecurity was below its co:

. Downgrades in debt rating

. Significant declines in value, regardless of thegta of time the market value was below ¢
e The status of principal and interest payments do slecurities

. Financial condition and recent events impacting ganies underlying the securities; ¢

. General economic and industry conditic

The evaluation of investments for impairment reggiisignificant judgments to be made includingh@ identification of potentially
impaired securities; (ii) the determination of thestimated fair value; and (iii) assessment oftiwieany decline in estimated fair
value was other than temporary. If new informati@eomes available or the financial condition ofitheestee changes, our
judgment may change resulting in the recognitioarofnvestment loss at that time. At SeptembeB807 accumulated oth
comprehensive income included net unrealized gainavestments of $5.6 million, which included wadieed losses of $0.2 millio
These unrealized losses are considered to be tamypor

Environmental Matters

We are committed to operating all of our businegs@smanner that protects the environment. Impts, we have voluntarily
entered into remediation agreements with variow&r@nmental authorities to address onsite and teffshvironmental impacts. Frc
time to time we provide for reserves in our finahatatements for environmental matters. We beleedave appropriately satisfied
the financial responsibilities for all currentlydwn offsite issues. Based on the nature and volimeaterials involved regarding
onsite impacts, we do not expect the cost to ubebnsite remediation activities in which we anerently involved to exceed

$1 million dollars. Future events or changes irség laws and regulations or their interpretatioaty require us to make additional
expenditures in the future. The cost or need fgrsarch additional expenditures is not known.
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Recently Issued Accounting Standards

In July 2006, the Financial Accounting Standardaiiq(“FASB”) issued FASB Interpretation No. 4&ctounting for Uncertainty |
Income Taxes — an interpretation of FASB Statenmnt109” (“FIN 48”), which clarifies the accountirigr income taxes by
prescribing the minimum recognition threshold a®feilikely-than-not” that a tax position must mbefore being recognized in the
financial statements. FIN 48 also provides guidanteerecognition, classification, interest andatiées, accounting for income
taxes in interim periods, financial statement disate and transition rules. Additionally, in May0oZ0Q the FASB published FASB
Staff Position No. FIN 48-1, “Definition of Settlemt in FASB Interpretation No. 48" (“FSP FIN 48-1ASP FIN 48-1 is an
amendment to FIN 48. It clarifies how an enterpsieuld determine whether a tax position is efietyi settled for the purpose of
recognizing previously unrecognized tax benefitisTnterpretation is effective for fiscal yeargbming after December 15, 2006.
As such, we are required to adopt FIN 48 by Octdh@007, our fiscal year 2008. We have not yetmeted our analysis of the
effect of this Interpretation or Staff Position oar Consolidated Financial Statements or resultgpefations.

In September 2006, the FASB issued SFAS No. 150y Value Measurements,” which defines fair vakestablishes a framework
for measuring fair value in generally accepted aoting principles and expands disclosures aboutfdue measurements. This
Statement does not require any new fair value nteasnts, but provides guidance on how to measuredae by providing a fair
value hierarchy used to classify the source ofrif@mation. SFAS No. 157 is effective for financiatements issued for fiscal
years beginning after November 15, 2007, our figeak 2009, and interim periods within those figedrs. The adoption of SF/
No. 157 is not expected to have a material impaaiw Consolidated Financial Statements or regifiltgperations

In September 2006, the Securities and Exchange Gssion (“SEC”) issued Staff Accounting Bulletin @8”) No. 108,
“Considering the Effects of Prior Year Misstatensewhen Quantifying Misstatements in Current YeaaRcial Statements.” This
SAB redefines the SEC staff views regarding theg@ss of quantifying financial statement misstateésand is aimed at eliminating
diversity with respect to the manner in which regists quantify such misstatements. Specificalig, $AB requires an entity to
consider both a balance sheet and income stateppritach in its evaluation as to whether misstatésrere material. We identified
six unique prior period misstatements during fiR07, which have been determined not to be materjaior periods under the
Company’s historically accepted methodology of asisgy misstatements. See Note 7 for further disctoeelated to the Company’s
adoption of SAB No. 108 and the related adjustneeginning retained earnings.

In February of 2007, the FASB issued SFAS No. ¥5Be Fair Value Option for Financial Assets anddfinial Liabilities”, which
gives entities the option to measure eligible friahassets, and financial liabilities at fair valdts objective is to improve financial
reporting by providing entities with the opportynio mitigate volatility in reported earnings cadd®y measuring related assets and
liabilities differently without having to apply cqufex hedge accounting provisions. If opted, théedi#nce between carrying value
and fair value at the election date is recorded @ansition adjustment to opening retained eamiB§AS No. 159 is effective as of
the beginning of a company’s first fiscal year aft@vember 15, 2007, our fiscal year 2009. We asduating the statement and
have not yet determined the impact its adoptiohheie on our Consolidated Financial Statements.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We are exposed to various market risks, includingtfiations in interest rates, volatility in ouv@stment portfolio, collection risk
associated with our notes receivable portfolio eadability in currency exchange rates. We havatdighed policies, procedures ¢
internal processes governing our management ofehagks and the use of financial instruments toage our exposure to such
risks. Our market risk for our preceding fiscal yeas substantively the same as this fiscal year’s.

We are subject to variability in foreign currencycbange rates primarily in our European and Camaoleerations. Exposure to this
variability is periodically managed primarily thrgiu the use of natural hedges, whereby funding atiigs and assets are both
managed in the local currency. We, from time-togimnter into currency exchange agreements to neamagexposure arising from
fluctuating exchange rates related to specificsaations. The sensitivity of earnings and cashdgltwariability in exchange rates is
assessed by applying an appropriate range of paltesite fluctuations to our assets, obligationd projected results of operations
denominated in foreign currencies.

In January 2006, we began using derivative instnim® manage our cash flow exposure from chamgesrrency exchange rates
Canada. We operate the program pursuant to docetheatporate risk management policies and do rtet @érto derivative
transactions for speculative purposes.

Our currency risk consists primarily of foreign @mcy denominated firm commitments and forecastesidn currency denominat
intercompany and third-party transactions. We hadenicy derivative instruments outstanding in tbetract amount of

$31.0 million at September 30, 2007, and thosevdtivie instruments had a fair value of $0.6 millidime maximum length of time
over which the Company is hedging transaction expos 15 months. Derivative gains/(losses), ititieeported as a component of
other comprehensive income, are reclassified toiegs in the period when the forecasted transaectffatts earnings.

A 10 percent appreciation in the U.S. dollar’s eatalative to the hedged currencies would incréaselerivative instruments’ fair
value by $2.9 million. A 10 percent depreciatiorttie U.S. dollar’s value relative to the hedgedenties would decrease the
derivative instruments’ fair value by $3.5 millioAny increase or decrease in the fair value ofauirency derivative instruments
would be substantially offset by a correspondingréase or increase in the fair value of the hedgel@rlying asset, liability or cash
flow.

Our financial instruments are exposed to interast risk. We have two interest rate swap agreenwenssanding that convert our
fixed interest rate expense to a floating basig Attional amount of the interest rate swaps wascaption, and continues to be,
$200.0 million. The gains or losses arising from iiliterest rate swap contracts offset gains oekes the underlying assets or
liabilities and are recognized as offsetting adpestts to the carrying amounts. Our full exposuriaiating rate risk is reduced by 1
cash, cash equivalents, and current investmendsdueing each period, which are also subject tatiitg rates and therefore reduce
our total exposure to movements in rates. An arsbfsthe impact on the Company’s interest ratesisiene financial instruments to a
hypothetical 100 basis point change in short-tertarest rates compared to interest rates at yahstamwed no significant impact on
earnings or cash. As of September 30, 2007, tleecistt rate swap contracts reflected a cumulats® dd $1.9 million, compared to a
cumulative loss of $4.3 million at September 30M&0

We are also subject to volatility in our investmpottfolio, with a book value of $62.9 million aeftember 30, 2007. The investrr

portfolio, which includes equity partnerships amatiger investments, could be adversely affecteddneral economic conditions,
changes in interest rates, default on debt instnisnend other factors, resulting in an adverse anpa our financial condition.
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Our pension plan assets, which were $338.3 millioBeptember 30, 2007, are also subject to vayatiiat can be caused by
fluctuation in general economic conditions. Plageds are invested by the plans’ fiduciaries, widiichct investments according to
specific policies. Those policies subject investtada the following restrictions: short-term seties must be rated A2/P2 or higher,
fixed income securities must have a quality creating of “BBB” or higher, and investments in edgstin any one company may not
exceed 10 percent of the equity portfolio.

In addition, we have outstanding notes receivab®&165.9 million as of September 30, 2007. Thisbek primarily represents the
seller financing provided to FFS Holdings, Inclated to the divestiture of Forethought Financiahges, Inc. (“Forethought”) in
fiscal 2004, but also includes a number of notdh wiistomers of Batesville Casket and Hill-Rom ai&ged with previous
installment sales or payment plans that were nagpatito settle unpaid balances. Should Forethdaglib perform consistent with
the original expectations set forth by FFS Holdirigs. or underperform to an extent that it carmeet its financial obligations, or
should general economic conditions or other faatessit in defaults of our customer notes, our iegcould be negatively
impacted resulting in a material adverse impaav@nfinancial condition and results of operations.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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All other schedules are omitted because they arapmicable or the required information is showrhe
financial statements or the notes thereto.
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REPORT OF MANAGEMENT

Management is responsible for establishing and taiaimg adequate internal control over financiglaing (as defined in

Rules 13a-15(f) and 15d-15(f) under the Securkrshange Act of 1934, as amended) for Hillenbramstries, Inc. Our internal
control over financial reporting is designed toypde reasonable assurance regarding the reliabilifynancial reporting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples in the United
States of America.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @etmisstatements. Also, projections
of any evaluation of effectiveness to future pesiade subject to the risk that controls may becimmaéequate because of changes in
conditions, or that the degree of compliance with policies and procedures may deteriorate.

Management assessed the effectiveness of the Ceiapaternal control over financial reporting as®dptember 30, 2007 using
criteria established in the Internal Control-Intetgd Framework issued by the Committee of Spong®@imganizations of the

Treadway Commission (“COSO8nd concluded that the Company maintained effeatiteznal control over financial reporting as
September 30, 2007 based on those criteria.

The effectiveness of our internal control over ficial reporting as of September 30, 2007 has beéiteal by
PricewaterhouseCoopers LLP, our independent regisfeublic accounting firm, who also audited then€wlidated Financial
Statements, as stated in their report includedifere

NTRONR PN

Peter H. Soderberg
President and Chief Executive Officer

Ty I,

Gregory N. Miller
Senior Vice President and Chief Financial Officer

Richard G. Keller
Vice President, Controller and Chief AccountingiGdf
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Report of Independent Registered Public Accountindrirm

To the Shareholders and Board of Directors of
Hillenbrand Industries, Inc.

In our opinion, the consolidated financial statetadisted in the accompanying index present fairyall material respects, the
financial position of Hillenbrand Industries, Iramd its subsidiaries at September 30, 2007 and, 20@bthe results of their
operations and their cash flows for each of thedtyears in the period ended September 30, 20€hiiormity with accounting
principles generally accepted in the United StafeSmerica. In addition, in our opinion, the finaalcstatement schedule listed in -
accompanying index presents fairly, in all materépects, the information set forth therein wheadrin conjunction with the relat
consolidated financial statements. Also in our apinthe Company maintained, in all material respesffective internal control
over financial reporting as of September 30, 2@@&ed on criteria established in Internal Contrdintegrated Framework issued
the Committee of Sponsoring Organizations of thea@ivay Commission (“COSQO”). The Company’s managensaesponsible for
these financial statements and financial statesamdule, for maintaining effective internal cohtreer financial reporting and for
its assessment of the effectiveness of internarobaver financial reporting, included in the aogmanying Report of Management.
Our responsibility is to express opinions on thfas@ncial statements, on the financial statemenédale, and on the Company’s
internal control over financial reporting basedoam integrated audits. We conducted our audits@oadance with the standards of
the Public Company Accounting Oversight Board (EdiStates). Those standards require that we papenfiorm the audits to
obtain reasonable assurance about whether thecfalatatements are free of material misstatemetitvehether effective internal
control over financial reporting was maintaineaglihmaterial respects. Our audits of the finanstatements included examining, on
a test basis, evidence supporting the amounts ianlbsgures in the financial statements, asseskm@dcounting principles used and
significant estimates made by management, and avaduthe overall financial statement presentat®ur. audit of internal control
over financial reporting included obtaining an urstiending of internal control over financial repog;, assessing the risk that a
material weakness exists, and testing and evatu#imdesign and operating effectiveness of intemigtrol based on the assessed
risk. Our audits also included performing such offrecedures as we considered necessary in thentitances. We believe that our
audits provide a reasonable basis for our opinions.

As discussed in Note 1 to the consolidated findrst&ements, the Company changed the manner ichvithaccounts for defined
benefit pension and other postretirement plansfie September 30, 2007 and the manner in whiahdbunts for share-based
compensation in fiscal 2006.

A companys internal control over financial reporting is @pess designed to provide reasonable assuranadiregthe reliability o
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company’s internal control over firgal reporting includes those policies and proceduhat (i) pertain to the
maintenance of records that, in reasonable detilrately and fairly reflect the transactions disgositions of the assets of the
company; (ii) provide reasonable assurance thas#éi@tions are recorded as necessary to permitrat&paof financial statements in
accordance with generally accepted accounting ipliess and that receipts and expenditures of thepamy are being made only in
accordance with authorizations of management anedtdirs of the company; and (iii) provide reasoeasisurance regarding
prevention or timely detection of unauthorized asigjon, use, or disposition of the compasgssets that could have a material e
on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @etmisstatements. Also, projections
of any evaluation of effectiveness to future pesiade subject to the risk that controls may becimaéequate because of changes in
conditions, or that the degree of compliance whithpolicies or procedures may deteriorate.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP
Cincinnati, Ohio

November 29, 200
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Hillenbrand Industries, Inc. and Subsidiaries
STATEMENTS OF CONSOLIDATED INCOME (LOSS)
(Dollarsin millions except per share data)

September 3C  September 31 September 3
Fiscal Year Ended: 2007 2006 2005
Net Revenues
Health Care sale $ 940.7 % 862t % 810.¢
Health Care rental 415.¢ 425.7 467.¢
Funeral Service salt 667.2 674.€ 659.4
Total revenue 2,023 1,962.¢ 1,938.:
Cost of Revenue!
Health Care cost of goods st 546.¢ 501.1 481.k
Health Care rental expens 207.1 217.2 222.7
Funeral Service cost of goods s 388.¢ 394.¢ 393.4
Total cost of revenue 1,142.¢ 1,113.: 1,097.¢
Gross Profit 881.1 849.¢ 840.k
Other operating expens 604.¢ 529.1 555.7
Litigation (credits) charge (Note 1 (1.2 2.3 358.¢
Special (credits) charges (Note (0.2 5.4 36.3
Operating Profit (Loss) 278.1 317.¢ (110.7)
Other income (expense), n
Interest expens (22.2) (21.9) (18.9
Investment income and oth 35.€ 42.7 12.€
Income (Loss) from Continuing Operations Before Inome Taxes 201 339.( (115.9
Income tax expense (benel 100.¢ 117.F (19.6)
Income (Loss) from Continuing Operations 190.€ 221t (96.9)
Discontinued Operations (Note 3):
(Loss) income from discontinued operations befoo®ime taxes,
including loss (gain) on divestiture of discontidumperations of $C
$1.0 and $(0.2 — (0.5 1.6
Income tax benef — (0.2 (0.6)
(Loss) income from discontinued operatic — (0.3 2.2
Net Income (Loss) $ 1906  $ 221.: % (94.7)
Income (loss) per common share from continuing aip@ms— Basic $ 3.0 $ 361 $ (1.5€)
(Loss) income per common share from discontinuertaipns— Basic — (0.0)) 0.04
Net Income (Loss) per Common Share — Basic $ 3.0 $ 36C $ (1.52)
Income (loss) per common share from continuing ag@ns— Diluted $ 3.01 $ 36C $ (1.5€)
(Loss) income per common share from discontinuedajons— Diluted — (0.09) 0.04
Net Income (Loss) per Common Shar— Diluted $ 307 $ 35¢ % (1.52)
Dividends per Common Sha $ 1.14 % 1.1 $ 1.12
Average Common Shares Outstanding — Basic 61,818,40 61,453,64 61,774,28
Average Common Shares Outstanding — Diluted 62,115,30 61,576,79 61,774,28

See Notes to Consolidated Financial Satements.
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Hillenbrand Industries, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS
(Dollarsin millions)

September 3C

September 3!

ASSETS 2007 2006
Current Asset
Cash and cash equivalel $ 81.t $ 81.C
Investment securities (Note 112.¢ —
Trade accounts receivable, less allowances of $622807 and $58.8 in 2006 (Note 491.¢ 495.1
Inventories (Note 1 154.¢ 129.¢
Income taxes receivah — 5.¢
Deferred income taxes (Notes 1 anc 34.¢€ 28.2
Other current asse 18.7 23.C
Total current asse 894. 763.¢
Equipment leased to others (Note 455.¢ 389.1
Less accumulated depreciati (270.9) (228.9)
Equipment leased to others, | 185.% 160.7
Property (Note 1 689.: 683.5
Less accumulated depreciati (464.7) (475.7)
Property, ne 224.€ 208.4
Investments (Note 1 62.€ 64.2
Intangible asset:
Goodwill (Notes 1 and 2 428. 414.]
Software and other (Note 155.% 157.€
Notes receivable, net of discounts (Not¢ 143.: 134.¢
Prepaid pension costs (Note aL{e 25.2
Other asset 20.7 23.€
Total other assel 749. 754.C
Total Assets $ 2,117.( $ 1,952.;
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September 3C

September 3!

LIABILITIES 2007 2006
Current Liabilities
Trade accounts payak $ 104.( $ 91.7
Shor-term borrowings (Note & 8.8 10.€
Accrued compensatic 93.¢ 88.t
Accrued litigation charge (Note 1 21.2 22.¢
Accrued product warranties (Note 19.¢ 17.¢
Accrued customer rebat 23.¢ 23.4
Other current liabilitie 68.2 70.3
Total current liabilities 339.¢ 325.2
Long-term debt (Notes 5 and 1 348.¢ 347.(
Accrued pension and postretirement benefits (Np 59.Z 38.¢
Deferred income taxes (Notes 1 anc 37.C 57.C
Other lon¢-term liabilities 54.¢ 52.t
Total Liabilities 839.2 820.5
Commitments and Contingencies (Note — —
SHAREHOLDERS'’ EQUITY (Notes 7 and 11
Capital Stock

Preferred stoc— without par value

Authorized— 1,000,000 shares; none issued or outstar — —
Common stocl— without par value

Authorized— 199,000,000 shar¢

Issuec— 80,323,912 shares in 2007 and 2 4.4 4.4
Additional paic-in-capital 98.4 79.1
Retained earning 1,753.¢ 1,646.¢
Accumulated other comprehensive income (loss) (Mp 2.3 (0.3
Treasury stock, at cost: 2007 — 18,332,260 comrhanes 2006 — 18,908,598 common

shares (580.%) (598.9)
Total Shareholders Equity 1,277.¢ 1,131.°
Total Liabilities and Shareholders’ Equity $ 2,117.( $ 1,952.:

See Notes to Consolidated Financial Satements.
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Hillenbrand Industries, Inc. and Subsidiaries
STATEMENTS OF CONSOLIDATED CASH FLOWS
(Dollarsin millions)

September 3C  September 31 September 3
Fiscal Year Ended: 2007 2006 2005
Operating Activities
Net income (loss $ 1906 % 2212 % (94.7)
Adjustments to reconcile net income (loss) to meshcflows from
operating activities
Depreciation and amortizatic 107.: 108.¢ 114.C
Accretion and capitalized interest on financingvyided on divestituri (15.0 (14.9) (13.9
Net realized capital (gains) losses, equity metfhedstment
(income) loss and impairmer (11.6) (17.¢) 7.1
Litigation (credits) charg (1.2 2.3 358.¢
Provision for deferred income tax (9.9 119.¢ (70.7)
Loss on disposal of property, equipment leasedhers and intangible
asset: 1.t 1.7 15.€
Defined benefit plan fundin (5.5 (5.9 (76.9
Change in working capital excluding cash, curramestments current
debt, acquisitions and dispositiol
Trade accounts receivat 6.2 (46.€) (31.9
Inventories (21.9 (5.2 (2.6
Other current asse 7.2 (5.0 (12.9)
Trade accounts payak 8.7 (6.€) 4.3
Accrued expenses and other liabilit 4.1 (334.9 19.5
Other, ne 25.4 15.€ 21.€
Net cash provided by operating activit 285.¢ 29.1 239.7
Investing Activities
Capital expenditures and purchase of intangi (135.9) (92.6¢) (121.2)
Proceeds on disposal of property and equipmengdetsother: 1.7 7.3 —
Proceeds on sale of busini — 6.5 —
Payment for acquisitions of businesses, net of aaghirec (21.2) (1.0 (9.5)
Investment purchases and capital c (270.2) (342.%) (186.0
Proceeds on investment sales and matui 177.2 454.¢ 153.%
Collection of seller financing notes receiva 6.5 — —
Insurance/bank investmen
Purchase — (5.0 (36.€)
Proceeds on maturiti¢ — 4.7 22.4
Proceeds on sal — — 2.C
Net cash (used in) provided by investing activi (241.7) 31.¢ (175.2)
Financing Activities
Additions to shol-term debt 8.2 10.¢ 0.9
Repayments of sh-term debt (10.9) (6.0 (5.9
Payment of cash dividen (70.9) (69.€) (69.9)
Proceeds on exercise of optic 25.¢ 5.2 18.¢
Treasury stock acquire (1.3 (0.7) (71.€
Insurance/bank deposits recei\ — 4.1 12.1
Net cash used in financing activiti (47.%) (56.4) (114.9
Effect of Exchange Rate Changes on C 2.7 0.€ (0.5
Net Cash Flows (0.9 5.1 (50.9
Cash and Cash Equivalents
At beginning of perioc 81.¢ 76.¢ 127.5
At end of perioc $ 8l $ 8l % 76.€
The table below provides supplemental cash flowrmftion:
2007 2006 2005
Cash paid for
Income taxe: $ 100.: $ 15.¢ $ 47
Interest $ 21. $ 18.¢ $ 14.¢

Non-cash financing activities



Treasury stock issued under stock compensatiors $ 18.¢ $ 5.2 $ 20.C
See Notes to Consolidated Financial Satements.
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Hillenbrand Industries, Inc. and Subsidiaries
STATEMENTS OF CONSOLIDATED SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME (LOSS)
(Dollarsin millions)

Accumulatec

Common Stocl Other Common Stocl
Shares Additional Retainec Comprehensiv in Treasury
Outstanding Amount Paic-in-Capita Earnings Income (Loss Shares Amount Total
Balance at September 30, 20C 61,960,39 $ 44 $ 65.1 $ 1,658.¢ $ 6.0 18,363,52 $ (5515 $ 1,182.¢
Comprehensive Los
Net loss — — — (94.1) — — — (94.7)
Foreign currency translation
adjustmen — — — — 1.0 — — 1.C
Net change in unrealized gain
available-for-sale securities
net of tax expense of
$0.2 million — — — — @5 — — .5
Minimum pension liability, net ¢
tax benefit of $2.8 millior — — — — (5.0 — — (5.0
Total comprehensive lo: (99.€)
Dividends — — — (69.4) — — — (69.9)
Treasury shares acquir (1,348,38) — — — — 1,348,38 (71.€) (71.€)
Stock awards and option exerci 651,54¢ — 7.2 — — (651,549 20.C 27.2
Balance at September 30, 20C 61,263,55 4.4 72.% 1,495. 0.5 19,060,35 (603.7) 969.f
Comprehensive Incom
Net income — — — 221.; — — — 221.;
Foreign currency translation
adjustmen — — — — 11 — — 11
Net change in unrealized gain
available-for-sale securities
net of tax expense of
$2.5 million — — — — (5.5 — — E3)
Minimum pension liability, net c
tax expense of $1.2 millic — — — — 3.6 — — 3.€
Total comprehensive incon 220.¢
Dividends — — — (69.€) — — — (69.9)
Treasury shares acquir (14,98¢) — — — — 14,98¢ (0.7) (0.7)
Stock awards and option exerci 166,74« — 6.8 — — (166,749 5.5 12.2
Balance at September 30, 20C 61,415,31 4.4 79.1 1,646.¢ (0.3) 18,908,59 (598.9) 1,131
SAB No. 108 Adjustment (Note — — — (13.29) 8.7 — — (4.5)
Comprehensive Incom
Net income — — — 190.¢ — — — 190.¢

Foreign currency translation

adjustment, net of tax bene

of $3.3 million — — — — 54 — — 5.4
Net change in unrealized gain on

available-for-sale securities,

net of tax benefit of

$1.1 million — — — — 1.9 — — 1.c
Items not yet recognized as a

component of net periodic

pension costs, net of tax

expense of $8.0 millio — — — — (0.6) — — (0.6)
Total comprehensive incon — — — — — — — 197.:
Dividends — — — (70.9) — — — (70.¢)
Treasury shares acquir (22,40¢) — — — — 22,40¢ 1.9 1.9
Stock awards and option exerci 598,74 — 19.2 — — (598,74) 18.¢ 38.2
Adoption of SFAS No. 158 (Note ! — — — — (12.¢) — — (12.€)
Balance at September 30, 20C 61,991,65 $ 4.4 $ 98.4 $ 1,753.¢ $ 2.3 18,332,26 $  (580.7) $ 1,277.¢

See Notes to Consolidated Financial Satements.
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Hillenbrand Industries, Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollarsin millions except per share data)

1. Summary of Significant Accounting Policies
Nature of Operations

Hillenbrand Industries is organized into two majperating companies serving the health care anith dase industries. Hill-Rom is
a leading worldwide manufacturer and provider oflical technologies and related services for thétheare industry, including
patient support systems, non-invasive therapeutidycts for a variety of acute and chronic medécadditions, medical equipment
rentals, and workflow information technology saduis. Hill-Rom’s comprehensive product and servitermgs are used by health
care providers across the health care continuumospitals, extended care facilities and home cettings, to enhance the safety and
quality of patient care and patient customers. 8alle Casket Company is a leader in the North Aoaer death care industry
through the sale of funeral service products, idiclg burial caskets, cremation caskets, contaiaedsurns, selection room display
fixturing, other personalization and memorializatjgroducts.

Principles of Consolidation

The Consolidated Financial Statements include tigeunts of the Company and its wholly-owned subsids. Material
intercompany accounts and transactions have baaimated in consolidation.

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assas et affect the reported amounts of certaintass®l liabilities and
disclosure of contingent assets and liabilitiethatdate of the financial statements and the redaimounts of revenue and expense
during the reporting period. Actual results couified from those estimates. Examples of such esgmanclude the establishment of
liabilities related to our accounts receivable rese (Note 1), accrued warranties (Note 1), inctemes (Note 9) and accrued
litigation and self insurance reserves (Note 18)pmag others.

Cash and Cash Equivalents

We consider investments in marketable securitiglsadiner highly liquid instruments with a maturitf/toree months or less at date
purchase to be cash equivalents. Investments vigich no stated maturity are also considered caskhagnts. All of our
marketable securities may be freely traded.

Investment Securities

At September 30, 2007, we held $112.8 million e®istment securities, which consisted of auctioa matinicipal bonds classified as
available-for-sale and recorded at fair market @aht September 30, 2006, we did not have anyeddtinvestments. These
securities generally have variable interest ratdsch typically reset every 7 to 35 days, and, despe long-term nature of their
stated contractual maturities, we had the abitityaickly liquidate these securities. Accordinghe classify the securities as current
assets in our Consolidated Balance Sheets. Taktkatehese investments become illiquid as a resutiarket conditions or other
factors, our ability to fund our operating and talpgxpenditures will not be materially affectedl ihcome generated from these
current investments was recorded within Investnegdme and other within the Statements of Constdidlincome (LosS).
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Trade Accounts Receivable

Trade accounts receivable are recorded at thedagda@mount and do not bear interest, unless thedcéion is an installment sale
with payment terms exceeding one year. The alloedoicdoubtful accounts is our best estimate ofatm@unt of probable credit
losses and collection risk in our existing accouateivable. We determine the allowance basedinridal write-off experience by
industry and the reimbursement platform. Past dli@ntes in our Health Care and Funeral Servics salegories are reviewed
individually for collectibility. Health Care rentaéceivables are generally reviewed on a pooleis b@sed on historical collection
experience for each reimbursement type. Accourdruas are charged against the allowance when vex&dl is probable the
receivable will not be recovered. We do not have@ffrbalance-sheet credit exposure related tocostomers. If circumstances
change, such as higher than expected claims dep@iment defaults or an unexpected material adwgrange in a major
customer’s or payer’s ability to meet its obligagoour estimates of the realizability of tradeereables could be reduced by a
material amount.

Within Health Care rentals, the domestic third p@dyers’ reimbursement process requires extemgigamentation, which has had
the effect of slowing both the billing and cashlecdtion cycles relative to the rest of the businassl therefore, increasing total
accounts receivable. Because of the extensive dectation required and the requirement to settlaienownith the primary payer
prior to billing the secondary and/or patient pamtof the claim, the collection period for a claima portion of our Hill-Rom
business may, in some cases, be extended.

We generally hold our trade accounts receivabl# tivéty are paid. Certain long-term receivablese(Slete 4) are occasionally sold
to third parties; however, any recognized gairosslon such sales has historically not been mhteria

Inventories

Inventories are valued at the lower of cost or rearkaventory costs are determined by the lasfiist-out (“LIFO”) method for
approximately 55 percent and 59 percent of ourritges at September 30, 2007 and 2006, respegcti@eksts for other inventories
have been determined principally by the first-irstfout (“FIFO”) method. Inventories at the endeafch period consist of the

following:

2007 2006
Finished product $ 92.4 $ 83.C
Work in proces: 14.€ 13.7
Raw material 47.¢ 33.1
Total $ 154.¢ $ 129.¢

If the FIFO method of inventory accounting, whigipeoximates current cost, had been used for adintories, they would have be
approximately $14.7 million and $13.9 million hightean reported at September 30, 2007 and 200gectsely.

Equipment Leased to Others
Equipment leased to others represents rental andsequipment, which are recorded at cost and diepreel on a straight-line basis

over their estimated economic life, ranging frono 20 years. Total depreciation expense for figears 2007, 2006 and 2005 was
$44.7 million, $45.8 million and $46.6 million, pctively. The majority of these assets are leasea day-to-day basis.
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Property

Property is recorded at cost and depreciated treeestimated useful life of the assets using ppalbi the straight-line method.
Ranges of estimated useful lives are as follows:

Land improvement 6 — 25 year
Buildings and building equipme 20— 40 year
Machinery and equipme 3-10 year

When property is retired from service or otherwdssposed of, the cost and related amount of degitfenior amortization are
eliminated from the asset and accumulated depreciatcounts, respectively. The difference, if amgtween the net asset value and
the proceeds on sale are charged or credited éoiecTotal depreciation expense for fiscal yea72@006 and 2005 was

$39.6 million, $40.1 million and $43.2 million, peectively. The major components of property andrétated accumulated
depreciation at September 30, were as follows:

2007 2006
Accumulated Accumulate:
Cost Depreciation Cost Depreciatiot
Land and land improvemer $ 14.2 $ 6.2 $ 12.1 $ 4.€
Buildings and building equipme 186.( 112.C 163.€ 105.(
Machinery and equipme 489.1 346.4 507.¢ 365.k
Total $ 689.: $ 464.7 $ 683.t $ 475.1

Investments

Our investment portfolio consists of investmentséntain private equity limited partnerships, othenority investments and equity
investments in FFS Holdings, Inc. obtained frontesdinancing provided upon the divestiture of Rbmight Financial Services, Ir

We use the equity method of accounting for cenaivate equity limited partnership investments hngarnings or losses reported
within Investment income and other in the StatemeftConsolidated Income (Loss). Our portion of anyealized gains

(losses) related to such investments, as well esalined gains (losses) on our other investmengsglaarged or credited to
accumulated other comprehensive income (loss)anesioldersequity, and deferred taxes are recognized forrtbeme tax effect ¢
any such unrealized gains (losses). The compowétite change in our unrealized gains during 2@006 and 2005 were as

follows:
2007 2006 2005
Unrealized gains (losses) on avail-for-sale securities
Unrealized holding gains (losses) arising duringquk ne-of tax $ 7.8 $ 7.2 $ (1.0)
Less: Reclassification adjustment for gains redlinenet income, net-of-
tax (5.9 (12.7) (0.5)
Net unrealized gains (losses), -of-tax $ 1.¢ $ 5.5 $ (1.5)

As of September 30, 2007 and 2006 we had net unedajains (net-of-tax) on available-for-sale séms of $5.3 million and
$3.4 million, respectively. The majority of thesa@unts reflect our share of the equity method itmests’ unrealized gains/losses
reported to us.

Earnings and values for investments accountedrfdeuthe equity method are determined based ondiabstatements provided by
the investment companies. Certain of these invegirequire commitments by us to provide additidnatling of up to

$5.1 million. The timing of this funding is uncartabut is expected to occur over the next fiverge®ther minority investments are
accounted for on either a cost, fair value or ggpiésis, dependent upon our level of influence derinvestee.
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The seller financing provided upon the divestitof&orethought included preferred stock at a nai@mount of $28.7 million,
which accrues cumulative dividends at the rate péfeent per annum. The preferred stock is redelenaglany time at the option of
FFS Holdings, Inc., the entity that purchased Faregiht, and must be redeemed by FFS Holdingsuhmder specified
circumstances. This investment is classified ag-teimaturity and is recorded at amortized cost.

When an investment is sold, we report the diffeedmetween the sales proceeds and amortized costrfdleed based on specific
identification) as a capital gain or loss.

We regularly evaluate all investments for possifiipairment based on current economic conditioresjittoss experience and other
criteria. If there is a decline in a security’s nedilizable value that is other-than-temporary dbeline is recognized as a realized loss
and the cost basis of the investment is reducéd &stimated fair value. The evaluation of investiis for impairment requires
significant judgments to be made including (i) itientification of potentially impaired securitig§) the determination of their
estimated fair value; and (iii) the assessmenttodtiver any decline in estimated fair value is othan-temporary.

For the fiscal years ended September 30, 2007, 200@005, we recognized income (loss) on our imvessts of $14.8 million,
$20.3 million and ($4.4) million, respectively, whiincludes impairments of $0 million, $2.0 milliand $9.1 million, respectively.
These amounts were recorded as a component ofttmeesincome and other within our Statements of¥otidated Income (Loss).

Intangible Assets

Intangible assets are stated at cost and considoprinantly of goodwill, software, patents and éradrks. With the exception of
goodwill and certain trademarks, our intangibleeésare amortized on a straight-line basis ovaogsigenerally ranging from 3 to
20 years. We review intangible assets, excludinagdgdll, for impairment annually or whenever eveatschanges in circumstances
indicate that the carrying value may not be recabier An impairment loss would be recorded wheregtanated future
undiscounted cash flows expected to result fromuieeof the asset and its eventual dispositioteagethan the carrying amount.

We also assess the carrying value of goodwill aliyyduring the third quarter of each fiscal year sooner if events or changes in
circumstances indicate that the carrying value i&rting segment may not be recoverable. Forgaep of this assessment, the
Company has defined its reporting units as Baties@iasket and the reporting units within the HitfR segments, with goodwill
having been allocated among the Hill-Rom reportings based on the relative fair value of thoséstiws when the divisional
structure was adopted in fiscal 2007.
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Our goodwill, and many of our intangible assetsyéer, are not deductible for income tax purpo8esummary of intangible asst
and the related accumulated amortization as ofe®gptr 30 was as follows:

2007 2006
Accumulated Accumulatel
Cost Amortization Cost Amortizatior
Goodwill $ 428.1 $ — $ 414.1 $ —
Software 157.7 67.1 144.¢ 55.Z
Other 96.2 31.1 93.t 25.F
Total $ 682.€ $ 98.2 $ 652.F $ 80.¢

Amortization expense for fiscal years 2007, 2006 2005 was $23.0 million, $22.9 million and $24.®lion, respectively. There
were none in fiscal 2007, but intangible assetesnffs were $1.5 million and $4.8 million in fisggars 2006 and 2005 for the full
impairment of certain assets no longer consideszgssary to the execution of our strategy. Amditineexpense for all intangibles
is expected to approximate the following for eatthe next five fiscal years and thereafter: $2%illion in 2008, $24.8 million in
2009, $23.0 million in 2010, $22.1 million in 201820.0 million in 2012 and $36.6 million thereafter

Goodwill increased $14.6 million during 2007. Thimount includes $2.8 million of additional goodw@lated to Batesville Caskst’
acquisition of Lakeshore, and $11.8 million of amiatial goodwill related to Hill-Rom’s acquisitiorf dedicraft.

Goodwill decreased $9.6 million during 2006. Thisluded $3.9 million related to the reversal ofduation allowance on certain
attributes acquired from Mediq and $7.3 millioraetel to the finalization of the funded status ef kediq defined benefit pension
plan. These decreases were partially offset by $illldn of additional goodwill related to BatedelCasket’s acquisition of a small
regional casket distributor.

Goodwill decreased $5.5 million during 2005, reisgltfrom the true-up of deferred taxes for operbatance sheet adjustments on
ARI, Medig and NaviCare and a reduction to the nesly accrued contingent payment made to ARI enfttst fiscal quarter of
2005.

Costs associated with internal use software arrded in accordance with American Institute of @ied Public Accountants
Statement of Position 98-1, “Accounting for Cost€omputer Software Developed or Obtained for imtJse.” Certain
expenditures relating to the development of softwar internal use are capitalized in accordandb this Statement, including
applicable costs associated with the implementatfmgrade of our Enterprise Resource Planning systém net book value of
computer software costs, included within Intangémsets, was $90.6 million and $89.6 million attSeyber 30, 2007 and 2006,
respectively. Capitalized software costs are amedtion a straight-line basis over periods rangiamffive to ten years once the
software is ready for its intended use. Amortizagxpense approximated $14.6 million, $15.0 miléord $15.2 million for fiscal
years 2007, 2006 and 2005, respectively, and laded in the amortization expense abc

Guarantees

We routinely grant limited warranties on our progueith respect to defects in material and workrhgmsThe terms of these
warranties are generally one year, however, cecaimponents and products have substantially lowgeranty periods. We
recognize a reserve with respect to these obligatb the time of product sale, with subsequentaméy claims recorded directly
against the reserve. The amount of the warrangrveds determined based on historical trend egped for the covered products.
For more significant warranty-related matters whigight require a broad-based correction, sepaesterves are established when
such events are identified and the cost of comaatan be reasonably estimated.
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A reconciliation of changes in our warranty reseiefiscal years 2007, 2006 and 2005 is as foltows

2007 2006 2005
Balance at beginning of peri $ 17.¢ $ 16.€ $ 18.€
Provision for warranties during the peri 19.7 17.€ 13.2
Warranty reserves acquir 0.2 — —
Warranty claims incurred during the peri (18.0) (16.9 (15.2)
Balance at September $ 19.€ $ 17.¢ $ 16.€

In the normal course of business we enter intcouardbther guarantees and indemnities in our relstips with suppliers, service
providers, customers, business partners and otbeasnples of these arrangements would include gteea of product performan
indemnifications to service providers and indenmaifions of our actions to business partners. Thaaeantees and indemnifications
would not materially impact our financial conditionresults of operations, although indemnificagi@ssociated with our actions
generally have no dollar limitations.

In conjunction with our acquisition and divestitaetivities, we have entered into select guararaedsndemnifications of
performance with respect to the fulfillment of @ammitments under applicable purchase and salemgmts. The arrangements
generally indemnify the buyer or seller for damaggsociated with breach of contract, inaccuracigspresentations and warranties
surviving the closing date and satisfaction ofiliibs and commitments retained under the appleabntract. For those
representations and warranties that survive closirey generally survive for periods up to five geear the expiration of the
applicable statutes of limitations. Potential Iesaader the indemnifications are generally limitee portion of the original
transaction price, or to other lesser specificatadimounts for select provisions. With respecele fransactions, we also routinely
enter into non-competition agreements for varyiagqus of time. Guarantees and indemnification$ wéspect to acquisition and
divestiture activities, if triggered, could havenaterially adverse impact on our financial conditand results of operations.

Retirement Plans

We sponsor retirement and postretirement plansrtwya majority of employees. Expense recognizelation to these defined
benefit retirement plans and the postretiremenittheare plan is based upon actuarial valuatiomsialmerent in those valuations are
key assumptions including discount rates, and wappdicable, expected returns on assets, projéatack salary rates and projected
health care cost trends. The discount rates usexivaluation of our defined benefit pension aastretirement plans are evaluated
annually based on current market conditions. Itirgethese rates we utilize long-term bond indiaed yield curves as a preliminary
indication of interest rate movements, and thenava@austments to the respective indices to reflgfdrences in the terms of the
bonds covered under the indices in comparisong@thject outflow of our pension obligations. Ouemll expected long-term rate
of return on pension assets is based on histaitdlexpected future returns, which are inflatiojustéd and weighed for the
expected return for each component of the investipenfolio. Our rate of assumed compensation iaseds also based on our
specific historical trends of past wage adjustméntecent years.
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In September 2006, the FASB issued SFAS No. 158plByers’ Accounting for Defined Benefit Pensiordadther Postretirement
Plans — an amendment of FASB Statements No. 87,@Band 132(R).” This Statement requires recogmitif the funded status of
a benefit plan in the statement of financial positiSFAS No. 158 also requires recognition in otteenprehensive income of certain
gains and losses that arise during the periodteudeferred under pension accounting rules, asagathodifies the timing of
reporting and adds certain disclosures. The Staieprevides recognition and disclosure elementseteffective as of the end of the
fiscal year after December 15, 2006, our fiscal @&97. As such, we have adopted the recognitiohdistlosure elements at the
of this fiscal year. See Note 6 for key assumptimd further discussion related to the Company'siga and postretirement plans
and the impact of adopting SFAS No. 158.

Environmental Liabilities

Expenditures that relate to an existing conditiansed by past operations, and which do not conéritaufuture revenue generation,
are expensed. A reserve is established when iblsaple that a liability has been incurred andaim®unt of the loss can be
reasonably estimated. These reserves are determitiexlit consideration of possible loss recovefiem third parties.

Specific costs included in environmental expengkragerves include site assessment, developmemteofiediation plan, clean-up
costs, postemediation expenditures, monitoring, fines, peesland legal fees. Reserve amounts represenkpieeted undiscount:
future cash outflows associated with such planszations.

Expenditures that relate to current operationshagged to expense.
Self Insurance

We are generally self-insured up to certain liffatsproduct/general liability, workers’ compensati@uto liability and professional
liability insurance programs, as well as certairpkayee health benefits including medical, drug dedtal. These policies have
deductibles and self-insured retentions ranginmf#150 thousand to $1.5 million per occurrenceeddmg upon the type of
coverage and policy period. Our policy is to esten@serves based upon a number of factors in@udiown claims, estimated
incurred but not reported claims and outside a@banalysis, which are based on historical infaioraalong with certain
assumptions about future events. Such estimatedveessare classified as Other Current Liabilitied ®&ther Long-Term Liabilities
within the Consolidated Balance Sheets.

Revenue Recognition — Sales and Rentals

Net revenues reflect gross revenues less salesutitscand allowances and customer returns for picghles and a provision f
uncollectible receivables for rentals. Revenuevaated under the following criteria and recogdinéhen each is met:

. Evidence of an arrangement: An agreement witlctistomer reflecting the terms and conditions toveeproducts or services
serves as evidence of an arrangerr

. Delivery: For products, delivery is considereatzur upon receipt by the customer and the trawsfiétle and risk of loss. For
rental services, delivery is considered to occuenvthe services are render

. Fixed or determinable price: The sales price ismmared fixed or determinable if it is not subjectefund or adjustmer

. Collection is deemed probable: At or prior to timee of a transaction, credit reviews of each aungtr are performed to
determine the creditworthiness of the customerle€tibn is deemed probable if the customer is etqueto be able to pay
amounts under the arrangement as those amountbeelee. If collection is not probable, revenuesiognized when
collection becomes probable, generally upon cafibatimn.
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As a general interpretation of the above guidelin@genues for health care products in the patiarg environment and for casket
and cremation products in the funeral service portif our business are generally recognized upbwedg of the products to the
customer and their assumption of risk of loss ahérorisks and rewards of ownership. Local busimessoms and non-standard
sales terms can sometimes result in deviationsisanbrmal practice in certain instances; howeiveno case is revenue recognized
prior to the transfer of risk of loss and rewaréfilswnership.

For non-invasive therapy products within our heakihe business, the majority of product offeringsrantal products for which
revenues are recognized consistent with the remglefithe service and use of products. For The ¥gsbduct, revenue is generally
recognized at the time of receipt of authorizafimmbilling from the applicable paying entity asslserves as evidence of the
arrangement and sets a fixed or determinable price.

For health care products and services aimed aowimmy operational efficiency and asset utilizatigarious revenue recognition
techniques are used, depending on the offeringanygments to provide services, routinely underrs¢glg sold service and
maintenance contracts, result in the deferral wémees until specified services are performed.iBeontract revenue is generally
recognized ratably over the contract period, ifl@aple, or as services are rendered. Producteeigdods are generally recognized
upon delivery to the customer, similar to productthe patient care environment.

Revenues are presented in the Statements of Cdatgaliincome (Loss) net of certain discounts aledvahces. For product sales,
based on contractual discounts and rebates, assvelitimated early pay discounts, price concessind product returns, we record
reserves resulting in a reduction of revenue. Likewreserves for contractual and other routin@nbikllowances are recorded and
reflected as a reduction of rental revenues.

An allowance for doubtful accounts is also recordrd is not reflected as a reduction of revenRedher it is recorded as a
component of operating expenses.

In accordance with Emerging Issue Task Force (“EYDE-09, “Accounting for Consideration Given bywandor to a Customer
(Including a Reseller of the Vendor’'s Products)g kecord reserves for customer rebates, typicalyet upon projected customer
volumes. In addition, in connection with obtainiogg-term supply agreements from our customeranag offer sales incentives in
the form of custom showrooms and fixtures. Costeeiated with these sales incentives are amortizedthe term of the related
agreement, typically 3 to 5 years.

Taxes Collected from Customers and Remitted to Govemental Units
Taxes assessed by a governmental authority thalireetly imposed on a revenue producing transadigtween the Company and

its customers, including but not limited to sakesess, use taxes, and value added taxes, are aeddanbn a net (excluded from
revenues and costs) basis.
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Cost of Revenues

Cost of goods sold for both Health Care and Furfeeavice sales consists primarily of purchased rigteosts, fixed manufacturing
expense, variable direct labor, overhead costsasts associated with the distribution and delivergroducts to our customers.
Health Care rental expenses consist of costs ageddilirectly with rental revenue, including depaion, maintenance costs related
to our rental units, service center facility andspmnel costs and logistics costs related to theement and delivery of our rental
equipment.

Research and Development Costs

Research and development costs are expensed a®thend were $51.1 million, $42.1 million and $ofillion for fiscal years
2007, 2006 and 2005, respectively.

Advertising Costs

Advertising costs are expensed as incurred and $&femillion, $6.3 million and $8.6 million fordtal years 2007, 2006 and 2005,
respectively.

Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income,Unexs the net-of-tax effect of unrealized gainsogses on our available-for-
sale securities, foreign currency translation adjests and pension or other defined benefit pasereent plans’ actuarial gains or
losses, prior service costs or credits and tramsitbligations to be included in comprehensive ineo

The composition of Accumulated other comprehensizeme (loss) at September 30, 2007 and 2006fillas/s:

2007 2006
Available-for-sale securities gair $ 5.3 $ 3.4
Foreign currency translation adjustm 13.€ (0.5
Items not yet recognized as a component of nebgierpension cost (16.€) *
Minimum pension liability * (3.2
Total $ 2.3 $ (0.9

*  Not applicable due to adoption of SFAS No. 1
Foreign Currency Translation

The functional currency of foreign operations isgmlly the local currency in the country of dor@ciAssets and liabilities of
foreign operations are primarily translated int&Iollars at year-end rates of exchange and tioeria statements are translated at
the average rates of exchange prevailing during¢lae. Adjustments resulting from translation af fimancial statements of foreign
operations into U.S. dollars are excluded fromd@grmination of net income, but included as a camept of other comprehensive
income. Foreign currency gains and losses resuitorg foreign currency transactions are includetesults of operations and are
not material.

Stock-Based Compensation

Prior to fiscal 2006, we applied the provisiongAstounting Principles Board (APB) Opinion No. 2B\ctounting for Stock Issued

to Employees”, in accounting for stock-based corspéaon. As a result, no compensation expense wagné&ed for stock options

granted with exercise prices equivalent to therfaarket value of the stock on date of grant. CorapBon expense was recognized
on other forms of stock-based compensation, inolyidiock and performance-based awards and units.
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Effective October 1, 2005, we adopted SFAS No. R23(Share Based Payment,” using the modified peospe application
method. Under this method, as of October 1, 20@5applied the provisions of this Statement to nedraodified awards, as well
to the nonvested portion of awards granted befued¢quired effective date and outstanding at snwh The adoption of this
pronouncement had no effect on compensation costded in fiscal year 2005 related to stock optievtsch will continue to be
disclosed on a pro forma basis only. The Compasyusad the “long-haul” method to determine the pdddx benefits or
deficiencies resulting from tax deductions relatedwards of equity instruments that exceed otem®than the cumulative
compensation cost for those instruments recogriefihancial reporting.

On September 1, 2005, we accelerated the vestiogrtdin unvested and underwater options previcasrded to employees,
officers, and other eligible participants under stack option plans. As such, we fully vested aptito purchase 793,117 shares of
our common stock with exercise prices greater tiraggual to $50.48 per share. There was no expensgnition under the intrinsic
value method to our Statements of Consolidatednirecloss) as a result of this action. The totaidew future compensation
expense of $3.5 million (net-of-tax) on the accatien of these options appears as a pro forma egparthe fourth quarter of 2005,
as permitted in guidance provided by the Finan&@lounting Standards Board (“FASB”).

As a result of adopting SFAS No. 123(R) on Octdhe2005, our income before income taxes and neniecfor the year ended
September 30, 2007 and 2006, are $3.2 million dn@ ®illion and $2.0 million and $1.0 million loweespectively, than if we had
continued to account for share-based compensatidartAPB Opinion No. 25. The effect on basic ardtdd earnings per share
from continuing operations was $0.03 and $0.0%igwmal years 2007 and 2006, respectively, as dtrekthe adoption of SFAS

No. 123(R).

The following table illustrates the effect on netéme and earnings per share as if we had appléefhir value recognition
provisions of SFAS No. 123, “Accounting for Stockded Compensation”, to all stock-based employegearation programs for
fiscal year 2005. The fair values of stock optioargs are estimated on the date of grant usingitn@mial option-pricing model.
Our Binomial model incorporates the possibilityeafrly exercise of options into the valuation, al a&our historical exercise and
termination experience to determine the option@aRecause of the change in expense recognitiorefioement eligible employees,
the application of estimated forfeitures, the 2@@6eleration of vesting on underwater stock optitims fact that our options vest
over three years and additional stock-based comagiensgrants have been made subsequent to thei@uopiSFAS No. 123(R), the
results of expensing stock-based compensationtumeyperiods may have a materially different effatinet income than that
presented below. See Note 11 for more details.
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2005

Net loss, as reporte $ (94.3)
Add:

Total stocl-based employee compensation, net of related textsffincluded in net income, as repol 2.€
Deduct:

Total stock-based employee compensation, net afe@ltax effects, assuming fair value based meatfiod

accounting 9.9

Pro forma net los $ (101.9
Loss income per shar

Basic— as reportel $ (1.52)

Basic— pro forma $ (1.69)

Diluted — as reporte! $ (1.52)

Diluted — pro forma $ (1.69)

Income Taxes

The Company and its eligible domestic subsididilesa consolidated U.S. income tax return. Foredgerations file income tax
returns in a number of jurisdictions. Deferred imeotaxes are computed in accordance with SFAS 0&.“Accounting for Income
Taxes” and reflect the net tax effects of tempoudifferences between the financial reporting caigy@amounts of assets and
liabilities and the corresponding income tax ameuWe have a variety of deferred tax assets in nomsgax jurisdictions. These
deferred tax assets are subject to periodic asse$ss to recoverability and if it is determinedtth is more likely than not that the
benefits will not be realized, valuation allowanees recognized. In evaluating whether it is mdeely than not that we would

recover these deferred tax assets, future taxabterie, the reversal of existing temporary diffeenand tax planning strategies are

considered.
Derivative Instruments and Hedging Activity

We use derivative financial instruments to man&gesiconomic impact of fluctuations in currency exue rates and interest rates.
Derivative financial instruments related to curnge&change rates include forward purchase andaggEments which generally
have terms no greater than 15 months. Additionaitgrest rate swaps are used to convert a posfionr long-term debt from fixed
to variable interest rates.

To account for our derivative financial instrument® follow the provisions of SFAS No. 133, “Accdimy for Derivative
Instruments and Hedging Activities,” as amende®BAS No. 137 and SFAS No. 138. Derivative finanmiatruments are
recognized on the Consolidated Balance Sheetdles elssets or liabilities and are measured avédire. Changes in the fair value
of derivatives are recorded each period in earnimgsccumulated other comprehensive income, depgnain whether a derivative
designated and effective as part of a hedge tréosaand if it is, the type of hedge transactiGains and losses on derivative
instruments reported in Accumulated other comprsiverincome are subsequently included in earninglseé periods in which
earnings are affected by the hedged item. Thesétest have not had a material effect on our fitiahposition or results of
operations for the periods presented herein.

Reclassification

Certain immaterial prior year balance sheet antl iass amounts have been revised to conform tactiveent year’s presentation.
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Recently Issued Accounting Standards

In July 2006, the FASB issued FASB Interpretatian K8, “Accounting for Uncertainty in Income Taxesan interpretation of
FASB Statement No. 109” (“FIN 48"), which clarifiéise accounting for income taxes by prescribingniiir@mum recognition
threshold as “more-likely-than-not” that a tax pimsi must meet before being recognized in the firerstatements. FIN 48 also
provides guidance on derecognition, classificatinterest and penalties, accounting for incomedaménterim periods, financial
statement disclosure and transition rules. Addéilgnin May 2007, the FASB published FASB StaffsRion No. FIN 48-1,
“Definition of Settlement in FASB Interpretation Né8” (“FSP FIN 48-1"). FSP FIN 48-1 is an amendirenFIN 48. It clarifies
how an enterprise should determine whether a taitipo is effectively settled for the purpose aagnizing previously
unrecognized tax benefits. This Interpretationfieative for fiscal years beginning after Decemhb&r 2006. As such, we are requi
to adopt FIN 48 by October 1, 2007, our fiscal y2@08. We have not yet completed our analysis@gffect of this Interpretation
Staff Position on our Consolidated Financial Staets or results of operations.

In September 2006, the FASB issued SFAS No. 150y Value Measurements,” which defines fair vakestablishes a framework
for measuring fair value in generally accepted aoting principles and expands disclosures about/fdue measurements. This
Statement does not require any new fair value nteasnts, but provides guidance on how to measuredae by providing a fair
value hierarchy used to classify the source ofrif@mation. SFAS No. 157 is effective for financiatements issued for fiscal
years beginning after November 15, 2007, our figeak 2009, and interim periods within those figedrs. The adoption of SF/
No. 157 is not expected to have a material impaaiw Consolidated Financial Statements or regifiltgperations

In September 2006, the Securities and Exchange Gssion (“SEC”) issued Staff Accounting Bulletin @8”) No. 108,
“Considering the Effects of Prior Year Misstatensewhen Quantifying Misstatements in Current YeaaRcial Statements.” This
SAB redefines the SEC staff views regarding theg@ss of quantifying financial statement misstateésand is aimed at eliminating
diversity with respect to the manner in which regists quantify such misstatements. Specificalig, $AB requires an entity to
consider both a balance sheet and income stateppritach in its evaluation as to whether misstatésrere material. We identified
six unique prior period misstatements during fiR07, which have been determined not to be materjaior periods under the
Company’s historically accepted methodology of asisgy misstatements. See Note 7 for further disctoeelated to the Company’s
adoption of SAB No. 108 and the related adjustneeginning retained earnings.

In February of 2007, the FASB issued SFAS No. ¥5Be Fair Value Option for Financial Assets anddfinial Liabilities”, which
gives entities the option to measure eligible friahassets, and financial liabilities at fair valdts objective is to improve financial
reporting by providing entities with the opportynio mitigate volatility in reported earnings cadd®y measuring related assets and
liabilities differently without having to apply cqufex hedge accounting provisions. If opted, théedi#nce between carrying value
and fair value at the election date is recorded @ansition adjustment to opening retained eamiB§AS No. 159 is effective as of
the beginning of a company’s first fiscal year aft@vember 15, 2007, our fiscal year 2009. We asduating the statement and
have not yet determined the impact its adoptiohheie on our Consolidated Financial Statements.
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2. Acquisitions
The results of acquired businesses are includéteilConsolidated Financial Statements since eagphisitton’s date of close.

In January 2007, Batesville Casket acquired a smagibnal casket distributor for $5.2 million. Thasquisition capitalizes on our
capacity to serve the broad needs of funeral sepiofessionals and maximizes our distribution iaske Midwest and Florida. We
have completed the valuation of assets and lisdsildicquired and an allocation of the purchase prasulting in the recognition of
approximately $1.6 million of intangible assets awedrly $2.8 million of goodwill. The acquisitioamains subject to additional
contingent purchase price of up to $5.3 milliondzhen volume retention which would be recordedreadjustment to goodwiill, thi
this allocation of purchase price remains subjecthtange. If the purchase had occurred at the biegjrof fiscal 2006, the impact to
our results of operations and financial conditiomwd not have been material.

On October 6, 2006, Hill-Rom acquired Medicraft,stalia PTY, LTD (“Medicraft”), the leader in acuééd post-acute hospital
beds and furniture in Australia. The acquisitiopaxds Hill-Rom'’s sales channel for therapy and digituity products in Australia,
and we believe that several Medicraft products bmgdapted for global and price-sensitive bed nmisutkeoughout the world. The
purchase price for Medicraft was $15.8 million, liming direct acquisition costs, which resultedenognition of approximately
$10.9 million of goodwill and $4.3 million of amdarable intangible assets. If the purchase had oeduat the beginning of fiscal
2006, the impact to our results of operations amahicial condition would not have been material.

In March 2006, Batesville Casket made an acquisitioa small regional casket distributor for $2.iflion. Goodwill of $1.8 million
was recorded on the transaction, and the effeitteoficquisition was not material to our resultspdrations and financial condition.

3. Discontinued Operations

On January 3, 2006, we completed the sale of Faugtht Federal Savings Bank upon which we receiesth proceeds of
$6.5 million. We recognized a loss on this transacdf $0.6 million (net-of-tax) in the first quartof fiscal 2006.
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4. Notes Receivable

Notes receivable as of September 30, 2007 and @®@dst of the following

September 3C September 3!

2007 2006

Customer note $ 23.¢ $ 25.t
Note receivable from FFS Holdings, Inc., net otdisnt of $5.5 million in 2007 ar

$8.6 million in 200€ 121.2 114.¢
Debt service account, net of discount of $1.5 orillin 2007 and $2.4 million in 20( 10.€ 12.€
Other 0.1 0.1
Total notes receivabl 155.¢ 152.¢
Less current portio 12.€ 18.2
Notes receivabl— long-term $ 143.3 $ 134.
Maturities in fiscal years

2008 $ 12.€

2009 5.3

2010 13.¢

2011 13t

2012 11.€

2013 and beyon 190.¢

Less: Discount accretion and future interest tedyatalizec (91.7)
Total notes receivabl $ 155.¢

We have a number of notes with customers of Bdtesvasket and Hill-Rom associated with previougaliment sales or payment
plans that were negotiated to settle unpaid batarideese notes generally carry repayment terme Gpyears, with interest rates
varying from zero percent to 12 percent. The nttescarry below market interest rates are disemlinsing current market interest
rates. The current portion of these notes is ireduid Trade accounts receivable on the Consolidaédahce Sheets.

On July 1, 2004 we closed on the sale of a prevsoibsidiary, Forethought, to FFS Holdings, Inc.past of the consideration
received in the transaction, we provided sellearficing in the form of a note receivable with a faakie of $107.7 million. This no
carries an increasing rate of interest over itsyear term, with interest accruing at 6 percentlfierfirst five years and compounding
semi-annually. While no payments of interest ongipal are due under the note until fiscal 201@ylsith time annual payments of
$10 million are required, we did receive a paynai#3.8 million in 2007. All outstanding amountsciuding unpaid interest are d
at maturity, which is scheduled to be July 2014aslextended by FFS Holdings, Inc. for a periodpoto two additional years.

Additional financing was also provided in the foafna $15.0 million debt service account associati third-party secured
financing obtained by FFS Holdings, Inc. underttia@saction. We received an initial payment of $gillion from this account in
the fourth quarter of fiscal 2007, at which time tfebt service account also became subject testtekdditional payments are due
quarterly beginning in fiscal 2008, and final repeant is due in fiscal 2012.
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Should Forethought fail to perform consistent wiith original expectations set forth by FFS Holdjrgs. or underperform to an
extent that FFS Holdings, Inc. cannot meet itsraial obligations, our earnings could be negativelgacted resulting in a material

adverse impact on our financial condition and rtssofl operations.
5. Financing Agreements
Long-Term Debt

Long-term debt consists of the following:

September 3C

September 3!

2007 2006
Unsecured 4.50% debentures due on June 15, $ 2475 $ 245.1
Unsecured 8.50% debentures due on December 1, 51.1 52.1
Unsecured 7.00% debentures due on February 15, 20.C 20.C
Unsecured 6.75% debentures due on December 15, 29.¢ 29.¢
Total lon¢-term debt $ 348.€ $ 347.(

On July 14, 2003, we filed a universal shelf regisdn statement with the U.S. Securities and EmgeaCommission on Form $for
the potential future sale of up to $1.0 billiondebt and/or equity securities. The registratiotest@nt is effective and should provide
us with significant flexibility with respect to oaiccess to the public markets. However, there eamtassurance that additional
financing under the universal shelf registratiatestnent or elsewhere will be available at termepiable to us. We have outstanc
$250 million of 4.5 percent coupon senior notes 20@9 under the universal shelf registration statgeaving $750 million of
available capacity under the universal registrasiatement.

Of the senior notes maturing on June 15, 2009, $20dn are subject to interest rate swap agredmeavhich convert that portion
the senior notes from fixed to variable intereg¢gsaFor 2007, 2006 and 2005, the average variataleest rate on debt covered by
the swaps approximated 5.5 percent, 4.9 percen? &percent, respectively. As of September 30720 interest rate swap
contracts reflected a cumulative loss of $1.9 orillicompared to a cumulative loss of $4.3 millisroaSeptember 30, 2006.

Additionally, we had deferred gains from the teratian of other previous interest rate swap agreésnarhich amounted to $5.1 a
$6.1 million at September 30, 2007 and 2006, respdyg. The deferred gains on the termination & #hvaps are being amortized
and recognized as a reduction of interest expevsetbe remaining term of the related debt throR@hl and 2024. With the gains
from the swap agreements, the prospective effeattegest rates will be lower than the stated egerates on the underlying debt.

Other Borrowings

On July 28, 2004, we entered into a $400 milliaefyear senior revolving credit facility with a slicate of banks led by Bank of
America, N.A. and Citigroup North America, Inc. Ttegm of the five-year facility expires on Jun€009. Borrowings under the
credit facility bear interest at variable ratesdafined therein. The availability of borrowingsdem the five-year facility is subject to
our ability at the time of borrowing to meet centapecified conditions. These conditions incluseaximum debt to capital ratio of
55 percent, absence of default under the facitity @ontinued accuracy of certain representatiodsaarranties contained in the
credit facility. The proceeds of the five-year fagimay be used: (i) for working capital, capitadpenditure, and other lawful
corporate purposes; and (ii) to finance acquis#tion
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As of September 30, 2007, we: (i) had $13.8 miliidmutstanding, undrawn letters of credit underfilie-year facility, (ii) were in
compliance with all conditions set forth under thedit facility, and (iii) had complete accesshe temaining $386.2 million of
borrowing capacity available under the credit facil

We have trade finance credit lines totaling $16illion that have no commitment fees or compensalialgnce requirements and are
renewed annually. As of September 30, 2007 and 2@0Bad $8.7 million and $10.4 million, respectvedutstanding under this
credit line as reflected in Short-term borrowinggdhie Consolidated Balance Sheets. In additionf & ptember 30, 2007, we had
$15.3 million of outstanding, undrawn letters oddit under an uncommitted credit line of $20.0 imillthat has no commitment fe
compensating balance requirements or fixed expinatates.

We also have a capital lease obligation relateafortion of our French manufacturing facility. Suwbligations, as of September
2007 and 2006, were $0.4 million and $0.9 millimspectively, and are classified within Short-téronrowings and Other Long-
Term Liabilities within our Consolidated Balancee8ts.

6. Retirement and Postretirement Benefit Plans
Adoption of SFAS No. 158
As discussed in Note 1, we adopted SFAS No. 158 September 30, 2007, which required the recagmitif previously

unrecognized net actuarial losses and prior sengsts. The impact of our adoption of SFAS No. &B®ur retirement and
postretirement plans was as follows:

Pre-SFAS SFAS No. Pos-SFAS
No. 158 158 Adjustmer No. 158
Prepaid pension ass $ 18.¢ $ are s 1.C
Intangible pension ass 2.C (2.0 —
Accrued pension benefits, current port (5.2 — (5.2
Accrued pension and postretirement ben (56.¢) (2.9 (59.2)
Deferred income taxe 9.3 9.t 18.¢
Accumulated other comprehensive income, net o 3.8 12.¢ 16.€

Retirement Plans

Hillenbrand and its subsidiaries sponsor six defibenefit retirement plans which cover approxima®& percent of the Company’s
current employees. Those plans include Hillenbranahster defined benefit retirement plan, Hillenlkfa nonqualified
supplemental executive defined benefit retiremdsm,Hill-Rom’s two defined benefit retirement ptacovering employees in
Germany and France, a defined benefit retirememt mlated to our fiscal 2004 acquisition of Medigl Batesville’s defined benefit
retirement plan for former bargaining unit employeé Batesville’s Nashua, New Hampshire plant. baeefits for these plans are
based primarily on years of service and the em@sylevel of compensation during specific perioflsmployment. All of our plans
have a September 30 measurement date, which $athe as our fiscal year end.
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Effect on Operations

The components of net pension expense for our eifienefit retirement plans for fiscal years 20006 and 2005 were as follows:

2007 2006 2005
Service cos $ 9.8 $ 11.2 $ 10.€
Interest cos 21.¢ 20.4 19.2
Expected return on plan ass (25.2) (24.9 (19.6)
Amortization of unrecognized prior service cost, 1.€ 1.€ 1.7
Amortization of net los — 1.€ —
Net periodic benefit cos 8.C 10.4 11.€
Curtailment loss and other c-time costs 0.4 — 1.8
Net pension expen $ 8.4 $ 10.4 $ 13.7

Obligations and Funded Status

The change in benefit obligations, plan assetdamdied status, along with amounts recognized irCiwesolidated Balance Sheets
for our defined benefit retirement plans at Septen®® were as follows:

September 3C September 3!

2007 2006
Change in benefit obligatiol
Benefit obligation at beginning of ye $ 372.% $ 383.:
Service cos 9.8 11.2
Interest cos 21.¢ 20.4
Actuarial gain (24.7 (30.5)
Benefits paic (14.7 (12.5)
Exchange rate los 155 0.8
Benefit obligation at end of ye 377.¢ 372.7
Change in plan asse
Fair value of plan assets at beginning of \ 315.¢ 299.¢
Actual return on plan asse 32.4 24.4
Employer contribution: 4.5 4.1
Benefits paic (14.7) (12.5)
Fair value of plan assets at end of y 338.4 315.¢
Funded status
Plan assets less than benefit obligati (39.9 (57.0
Unrecognized net actuarial lo * 36.5
Unrecognized prior service cc * 13.7
Net amount recognize (39.2) (6.8)
Amounts recorded in the Consolidated Balance Sh
Prepaid pension ass ilC 25.2
Intangible asse * 2.2
Accrued pension benefits, current port (3.7 —
Accrued pension benefits, lo-term (36.5) (38.9)
Minimum pension liability * 4.€
Net amount recognize $ (39.9) % (6.9

*  Not applicable due to adoption of SFAS No. 1
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In addition to the amounts above, net actuarialdesf $15.1 million and prior service costs of 81illion, less an applicable
aggregate tax effect of $9.2 million, are incluédsdccomponents of Accumulated other comprehensoarie at September 30, 2007.
The estimated amount that will be amortized fromuatulated other comprehensive income into net parestpense in 2008 is

$1.4 million.

Accumulated Benefit Obligation

The accumulated benefit obligation for all defirmhefit pension plans was $337.1 million and $33dillion at September 30, 20
and 2006, respectively. Selected information farpans with accumulated benefit obligations exaegglan assets at
September 30, 2007 and 2006, was as follows:

September 30, 20( September 30, 20(

PBO ABO Plan Assel PBO ABO Plan Assel

Supplemental executive pl; 22.t 21.C — 22.7 21.2 —
Hill-Rom German pla 11.€ 11.€ — 11.5 11.5 —
Hill-Rom French pla 1.7 1.1 0.4 1.8 1.1 0.4
Mediq plan * * * 32.t 32.t 29.2
Batesville Casket Nashua pl 3.C 3.C 2.7 3.1 3.1 2.4
38.¢ 36.7 3.1 71.€ 69.5 32.C

**  The Mediq pla’s assets exceeded its accumulated benefit obligati8eptember 30, 20C
Actuarial Assumptions

The weighted average assumptions used in accouiatirigir domestic pension plans were as follows:

2007 2006 2005
Discount rate for obligatio 6.5% 6.C% 5.5%
Discount rate for expen: 6.C% 5.5% 6.C%
Expected rate of return on plan as: 8.C% 8.C% 8.C%
Rate of compensation incree 4.C% 4.C% 4.C%

The discount rates used in the valuation of oumneefbenefit pension plans are evaluated annualgd on current market
conditions. In setting these rates we utilize loeign bond indices and yield curves as a prelimimadication of interest rate
movements, and then make adjustments to the réspaudices to reflect differences in the termdhaf bonds covered under the
indices in comparison to the projected outflow of pension obligations. The overall expected logmgatrate of return is based on
historical and expected future returns, which aflation adjusted and weighted for the expectedrretor each component of the
investment portfolio. The rate of assumed compémsatcrease is also based on our specific hisabtiends of past wage
adjustments in recent years.

103




Table of Contents

Plan Assets

The weighted average asset allocations of our dicrepsalified defined benefit retirement plans ep&mber 30, 2007 and 2006, by
asset category, along with target allocationsaarfollows:

2007 2006
Target Actual Actual
Allocation Allocation Allocation

Equity securities 49%-61% 60% 63%
Fixed income securitie 38%-49% 3% 35%
Real estat: 0%-1% 1% 1%
Other 0%-1% 0% 1%
Total 10(% 10(%

The investment strategies and policies are seidyplans’ fiduciaries. Long-term strategic investinabjectives utilize a diversified
mix of equity and fixed income securities to presethe funded status of the trusts and balancerigkreturn. The plan fiduciaries
oversee the investment allocation process, whicludtes selecting investment managers, setting ferg-strategic targets and
monitoring asset allocations. Target allocatiorgemare guidelines, not limitations, and plan fidties may occasionally approve
allocations above or below a target range or étertbalance the portfolio within the targeted mng

Trust assets are invested subject to the followilicy restrictions: short-term securities mustréked A2/P2 or higher; all fixed-
income securities shall have a credit quality gtiBBB” or higher; investments in equities in anyeocompany may not exceed
10 percent of the equity portfolio. Hillenbrand amon stock represented 5 percent of trust assgtaatend 2007 and 2006 and is
subject to a statutory limit when it reaches 1@pet of total trust assets.

Cash Flows

During 2007 and 2006, we contributed cash of $4lkomand $4.1 million, respectively, to our dedich benefit retirement plans. We
expect to contribute approximately $4.8 milliorotar defined benefit retirement plans in fiscal y2@@8.

Estimated Future Benefit Payments

The benefit payments, which are expected to beddnidrough plan assets and company contributiodseftect expected future
service, are expected to be paid as follows (itioni):

Pension Benefi

2008 $ 13.€
2009 15.2
2010 16.7
2011 17.¢
2012 19.4
201z-2017 122.2
Other

During fiscal year 2005, we amended the terms efafrour defined benefit pension plans for selacghining unit employees to
improve early retirement benefits. We also recogghieurtailment losses within two of our defined éfédrpension plans related to |
closing of our Nashua, New Hampshire wood casketufseturing plant and a reduction in plan partioigan another plan resulting
from our 2005 restructuring activities.

104




Table of Contents

Employees hired after June 30, 2003 are no loriggble for participation in the master defined kéhretirement plan, but
participate in a new 401(k) retirement program tiegan January 1, 2004. Existing employees ane thiosd up to July 1, 2003
were given the opportunity to choose to continugigipating in the master defined benefit retiretngension plan and the existing
401(k) plan or to participate in the new 401(k)reghent program. These elections became effectinaary 1, 2004.

For those employees that elected to continue fjzation in the defined benefit pension plan, theeze no changes in benefits and
all service is recognized as credited service uttteplan. For those who elected the new 401(kleraent program, benefits under
the defined benefit pension plan were frozen ardbsipaid out in accordance with the plan prowvisiavith future service
considered only under the new 401(k) retiremeng fznm.

Postretirement Health Care Plan

In addition to defined benefit retirement planglétibrand also offers a domestic postretiremenltheare plan that provides health
care benefits to qualified retirees and their depets. The plan includes retiree cost sharing prons and generally extends retiree
coverage for medical, prescription and dental benbéyond the COBRA continuation period to theedzftMedicare eligibility. We
use a measurement date of September 30 for this Atadescribed below in Note 7, the Company didpmoperly account for its
postretirement health care plan prior to fiscal208s a result, the following disclosures coverydigcal 2007.

The post retirement health care cost recorded gdiscal 2007, 2006 and 2005 was $3.3 million, $ilfion and $0.6 million,
respectively, and the change in the accumulatetigizement benefit obligation during 2007 was @l®fvs:

2007

Change in benefit obligatiol

Benefit obligation at beginning of ye $ (23.9)

Service cos (2.2)

Interest cos 1.3

Actuarial gain 2.3

Benefits paic 0.€

Retiree contribution 0.7)
Benefit obligation at end of ye (24.29)
Amounts recorded in the Consolidated Balance Sh

Accrued pension benefits, current port (1.5

Accrued pension benefits, lo-term (22.7)
Net amount recognize $ (24.29)

In addition to the amounts above, actuarial gafri&ldd million, net of tax, are included as a comgat of Accumulated other
comprehensive income at September 30, 2007. No minodthose actuarial gains is expected to be neizeg in earnings in fiscal
2008.

The discount rate used to determine benefit obtigatand net periodic benefit cost for the poseetient health care plan during the
fiscal year ended September 30, 2007 was 6.25 merse of September 30, 2006, the healthcare-cestitrates were assumed to
increase at an annual rate of 9.5 percent in 20@87ercent in 2008, 7.5 percent in 2009, 7.0 peice2010, 6.0 percent in 2011 and
5.0 percent in 2012 and thereafter. The same fa¢ggnning with fiscal 2008, are projected as git€mber 30, 2007. A one-
percentage-point increase/decrease in the assusadit bare cost trend rates as of September 30,\200ld cause an
increase/decrease in service and interest co$8.4fmillion, along with an increase/decrease elibnefit obligation of $2.6 million
and $2.3 million, respectively.
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We fund the postretirement health care plan asfligee paid, and current plan benefits are exquktt require net company
contributions for Hillenbrand retirees of less ti&hmillion per year for the foreseeable future.

7. Shareholders’ Equity

As of September 30, 2007, a total of 22,710,66T7eshiaad been purchased at market trading priceghioh 18,332,260 shares
remain in treasury. The Board of Directors approtredrepurchase of a total of 25,710,667 sharesmimon stock, of which
3,000,000 are still available for repurchase. Thegee no purchases under this approval in the tm@eths ended September 30,
2007. The approval has no expiration, and therewerterminations or expirations of plans in thre¢hmonths ended September 30,
2007.

As discussed in Note 1 — Recently Issued Accourfiitagidards, the Company adopted SAB No. 108 ddnimdourth quarter of
fiscal 2007. During the fiscal year, we identifigdor period misstatements related to (1) adjustsyemour unrealized profit reserves
for leased assets procured from intercompany seu(2gthe recognition of deferred taxes related poior unrealized profit reserv
(3) the recognition of an obligation for a post@tient benefit health care plan that bridges healtlerage from early retirement to
Medicare eligibility, (4) an adjustment for theléae to properly eliminate the cumulative translatadjustment balance of a dispo
entity upon its sale, (5) the recognition of deddrtaxes related to a prior foreign restructuring ) recognition of tax expense on
certain intercompany profits. After applying theatiapproach of assessing materiality mandated i Sé&. 108, the misstatements
were deemed immaterial to the Consolidated Statessmadrincome (Loss) in prior periods, but matetiathe Consolidated Statement
of Income on a cumulative basis in the current yaAacordingly, the cumulative effect adjustmentlofse misstatements was
recorded directly to beginning retained earningsfa3ctober 1, 2006. The cumulative effect wascdlgs:

Correction of unrealized profit reserves for leaasskets (1 $ 5.t
Recognition of obligation for postretirement healtlre plan, net of tax (¢ (14.9)
Write-off of cumulative translation adjustment | (8.7)
Recognition of deferred taxes on unrealized preferves and foreign restructuring (2) 6.3
Recognition of tax liability from intercompany piisf (6) (1.9

Net adjustment to retained earnit (13.2)
Retained earnings, as previously repo 1,646.¢
Retained earnings, as adjus $ 1,633.¢

Additionally, had the items above been recordetthénproper period, the net effect on net incomestwh of the years ended
September 30, 2006 and 2005 would have been $3i0mand $(1.1) million, respectively.

8. Special Charges
2007 Actions

During the second quarter of fiscal 2007, we itdtiarestructuring actions, in anticipation of tlmenenencement of manufacturing
capabilities in Monterrey, Mexico, to reduce HilbR's Batesville, Indiana manufacturing organizatione Testructuring action toc
the form of an early retirement option offered étest members of the Batesville manufacturing oipion, of which 27 accepted.
Accordingly, a special termination benefit char§®b.0 million was recognized in the second quattex majority of which, except
for $0.3 million related to additional pension b&tse will be paid in the next 12 months. Of thenagension amounts as of
September 30, 2007, approximately $0.3 million ne@a in the reserve.
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2006 Actions

In the fourth quarter of fiscal 2006, we initiatebtructuring actions taken primarily to reducd-Ribm’s North American field

service organization in response to declines itateavenue. This restructuring resulted in thenglation of approximately 140
positions and the rationalization of certain reptalduct offerings which were no longer stratedjcabcessary. The result was a one-
time charge of $4.2 million in the fourth quartéifiscal 2006, of which the cash component was $2ilbon. During the fiscal year
ended September 30, 2007, approximately $0.4 mibioexcess reserve related to this action wagsedeand as of September 30,
2007, this action was complete.

2005 Actions

During the fourth quarter of fiscal 2005, we annoethseveral changes intended to simplify both tiparate and Hill-Rom
organizational structures and to support Hill-Rostimtegy to focus on its core hospital bed frarttesapy support surfaces and
services businesses. As part of this change, HilitRstablished new commercial divisions and alsobioed sourcing,
manufacturing and product development under onefagetion to support the commercial divisions. Aduhally, all Hillenbrand
corporate functions, including human resourcesue, strategy, legal and information technologgrerconsolidated with those of
Hill-Rom.

In building on these announced changes and toduddpitalize on progress we had made with the svookincil at our Pluvigner,
France facility with respect to voluntary departyme took additional restructuring actions, in theted States and Europe during
the fourth quarter of fiscal 2005. These actiorduided the elimination of salaried and hourly poss in the United States and
Europe, the outsourcing of various products andaagembly parts, the impairment of certain assetemger considered necessary
to the execution of our strategy and the termimagibcertain contractual obligations.

These actions resulted in a fourth quarter fis@@52charge of approximately $30.8 million, and sspent activity related to these
actions was as follows:

Severanci Contract
and relatec Asset Termination
Benefits Impairment Costs Total

Special charge, th quarter 200¢ $ 25.2 $ 4.8 $ 0.8 $ 30.¢
Payment: (2.8 — — (2.8
Write-off of asset: — (4.8 — (4.8
Balance, September 30, 2C 22.4 — 0.8 23.2
Additional special charge 3.1 — 1.€ 4.7
Reversals of previous charg (2.5 — (0.9 3.3
Payment: (18.5) — (0.9 (18.9)
Balance, September 30, 2C 4.t — 1.2 5.7
Reversals of previous charg (0.9 — — (0.9
Payment: (1.3 — (1.2 (2.5)
Balance, September 30, 20 $ 2.4 $ — $ — $ 2.4

The remaining $2.4 million balance related to theve special charges is expected to be paid ialf@08.

In the third fiscal quarter of 2005, we announcksthg to close Batesville Casket's Nashua, New Haimgpglant and consolidate
Batesville’s solid wood casket production intoB@&tesville, Mississippi plant. The consolidationtloé two plants resulted in a
special charge in the third quarter of fiscal 200%1.5 million related to certain contractual sewvee and benefit costs. In addition,
another $2.3 million in costs related to additiomaployee-related costs, the transfer of equipraedtother associated costs were
incurred through the Nashua plant’s closure dathdrsecond quarter of fiscal 2006. As of SepterB0e2007, this action was
complete.
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In the third fiscal quarter of 2005 we announcesrtirement of Frederick W. Rockwood, former Clite&Ecutive Officer. We
incurred a charge of $2.4 million related to futpeyments and other compensation related items theléerms of Mr. Rockwood’s
retirement agreement. At September 30, 2007, $@0lmhad not yet been paid.

In 2005, the Food and Drug Administration (“FDATdathe U.S. Department of Justice initiated a seiat Vail® Products, Inc. of
Toledo, Ohio, on several models of an enclosureslysttm manufactured by V&, and subsequently announced that Pail
Products was permanently ceasing the manufactales,and distribution of all Va® enclosed bed systems and related products.
Hill-Rom was a distributor of Val® products, and as a result ceased all sale or reftiaé affected products and recorded a

$1.7 million impairment on these assets.

9. Income Taxes
Income taxes are computed in accordance with SFASLB0. The significant components of income (Ids®n continuing

operations before income taxes and the consolidaterne tax provision from continuing operationsffscal years 2007, 2006 and
2005 were as follows:

2007 2006 2005

Income (loss) from continuing operations beforeime taxes

Domestic $ 285.1 $ 335.¢ $ (104.¢)

Foreign 6.4 3.€ (11.9)
Total $ 291t $ 339.( $ (115.9
Income tax expense (benefit) from continuing openst
Current provision

Federal $ 92.4 $ 2.2 $ 43.¢

State 13.C (7.9 3.¢

Foreign 5.4 3.4 ¥
Total current provisiol 110.¢ (2.3 50.t
Deferred provision

Federal (2.7) 109.€ (63.0)

State (5.9 9.t (8.2

Foreign (1.8 0.7 1.C
Total deferred provisio (9.9 119.¢ (70.7)
Income tax expense (benefit) from continuing openst $ 100.¢ $ 117.% $ (19.6)
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Differences between income tax expense (benefith ftontinuing operations reported for financialodimg purposes and that
computed based upon the application of the statldd®. Federal tax rate to the reported incomesjlé®m continuing operations

before income taxes for fiscal years 2007, 20062015 were as follows:

2007 2006 2005
% of % of % of
Pretax Pretax Pretax
Amount Income Amount Income Amount Loss
Federal income ta(a) $ 102« 35.C $ 118.] 35.C $ (40.¢ 35.C
State income ta(b) 5.8 2.C 3 0.4 (12.9) 11.C
Foreign income ta(c) 1.C 0.2 1.C 0.2 S (3.0
Application of tax credit: (2.7) (0.9 (2.0 0.3 (3.5 3.C
Adjustment of estimated income te
accruals — — (1.9 (0.9 (2.9 2.t
Valuation of foreign net operating
losses and other tax attribu (3.6) (1.2 (0.2 — 21.4 (18.5)
Impact from foreign restructurir — — — — 16.C (13.9)
Other, ne (1.€) (0.6 (1.0) (0.9 (0.9 0.7
Income tax expense (benefit) from
continuing operation $ 100.¢ 34.€ $ 117t 34.7 $  (19.9 16.¢

(a) At statutory rate.
(b) Net of Federal benefit.
(c) Federal tax rate differential.

The tax effect of temporary differences that gase to the deferred tax balance sheet accountsaseialows:

Deferred tax asset
Employee benefit accrus
Reserve for bad deb
Litigation and legal accrua
Capital loss carryforwarc
Net operating loss carryforwar
Tax credit carryforward
Foreign loss carryforwards and other tax attrib
Other, ne

Less: valuation allowance for capital losses, fymdoss and other tax
attributes

Total deferred tax asse

Deferred tax liabilities
Depreciatior
Amortization
Other, ne
Total deferred tax liabilitie

Deferred tax liability— net
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September 30, 20C

September 30, 20!

$ 39.: $ 16.7
14.7 222

8.2 8.3

50.€ 54.

8.1 6.8

10.C 9.8

33.C 29.2

39.4 432

203.F 190.

(88.9) (90.6)

115. 99.€

(61.9) (68.7)

(47.9) (51.6)

(8.7) (8.1)

(117.9 (128.)

$ 1 $ (28.5)
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At September 30, 2007, we had $33.0 million of defdtax assets related to operating loss carrgnotgvand other tax attributes in
foreign jurisdictions. These tax attributes arejsctto various carryforward periods ranging fromehr to an unlimited period. We
also had $50.8 million of deferred tax assets edlab capital loss carryforwards, which expire lesw 2008 and 2009; $8.1 million
of deferred tax assets related to domestic nettipgrioss carryforwards, primarily for state inamitax purposes, which expire
between 2008 and 2026; $4.2 million of deferredassets related to foreign tax credit carryforwardsch expire between 2011 &
2016; and $3.3 million of deferred tax assets eelab alternative minimum tax credit carryforwangdith no expiration date; and
$2.5 million of deferred tax assets related toestaédits, which expire between 2008 and 2021.

The gross deferred tax assets as of Septembef@0,v2ere reduced by valuation allowances of $88liBom relating to foreign
operating loss carryforwards, foreign tax creditg@rwards, capital loss carryforwards and statme tax operating loss
carryforwards, as it is more likely than not thatne portion or all of these tax attributes will het realized. The valuation allowance
was reduced by $2.3 million during fiscal 2007 tuémited releases of valuation allowances on defetax assets realized or
expected to be utilized including the release tfiation allowances resulting from capital gainsmrestments.

As of September 30, 2004, we had developed a gyréberestructure our French operations. The resiring involved the creation
of a new French entity and the conversion of thistierg French entities into a new operating streetThis resulted in the
recognition of a related deferred tax asset of Gidillion. When this strategy was abandoned in 289part of the profit
improvement initiatives being undertaken in Frafsze Note 8), the deferred tax asset was written of

Our income tax return filings are subject to algitvarious taxing authorities. In fiscal 2007, veearded both benefits to income :
additional accruals related to audit activity bg thternal Revenue Service and various statesn&éheffect of these adjustments was
insignificant for fiscal 2007.

In evaluating whether it is more likely than noatkve would recover our deferred tax assets, fuaxable income, the reversal of
existing temporary differences and tax planningtstgies were considered. We believe that our esfar the valuation allowanc
recorded against deferred tax assets are appm@paaed on current facts and circumstances.

10. Earnings Per Common Share

Basic earnings per share is calculated based ingoweighted average number of outstanding commaresHor the period, plus the
effect of deferred vested shares. Diluted earngegsshare is calculated consistent with the bamsigiegs per share calculation plus
the effect of dilutive unissued common shares eelad stock-based employee compensation programnsllFyears presented, anti-
dilutive stock options were excluded in the caltolaof dilutive earnings per share. Excluded we94,130 shares, 1,507,790 shares
and 1,123,383 shares for fiscal years 2007, 2068805, respectively. Cumulative treasury stockuaeq, less cumulative shares
reissued, have been excluded in determining theageenumber of shares outstanding. For fiscal 288%, result of our loss from
continuing operations, to avoid dilution of thedasur basic and diluted earnings per share ardicdén
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Earnings per share is calculated as follows:

Fiscal Year Ended September

2007 2006 2005

Net income (loss) (in thousanc $ 190,60! $ 221,21 $ (94,099
Average shares outstanding

— Basic (thousand: 61,81¢ 61,45¢ 61,77«
Add potential effect of

Exercise of stock options and other unvested equityrds (thousand 297 122 —
Average shares outstanding

— Diluted (thousands 62,11¢ 61,577 61,77
Income (loss) per common share from continuing alp@ns— Basic $ 3.0¢ $ 3.61 $ (1.5€)
(Loss) income per common share from discontinuedatipns— Basic — (0.01) 0.04
Net income (loss) per common sh— Basic $ 3.0¢ $ 3.6( $ (1.52)
Income (loss) per common share from continuing ajp@ns— Diluted $ 3.07 $ 3.6(C $ (1.5€)
(Loss) income per common share from discontinuedaijmns— Diluted — (0.01) 0.04
Net income (loss) per common sh— Diluted $ 3.07 $ 3.5¢ $ (1.52)

11. Stock-Based Compensation

Over time, we have had various stock-based compiengarograms, the key components of which aréhfrrtlescribed below. Our
primary active stock-based compensation progratmeisstock Incentive Plan. All stock-based compéosgirograms are
administered by the Board of Directors or its Congagion and Management Development Committee.

The Stock Incentive Plan, which was approved a0@2 annual meeting of shareholders, replaced3B8é Stock Option Plan.
Common shares reserved for issuance under the Btoektive Plan total 5 million, plus 294,611 shspeeviously authorized but
unissued under the 1996 Stock Option Plan. ThekStaentive Plan provides for long-term performanoenpensation for key
employees and members of the Board of Directongarkety of discretionary awards for employees aod-employee directors are
authorized under the plan, including incentive enqualified stock options, stock appreciation righéstricted stock, deferred stc
and bonus stock. The vesting of such awards mapbeitioned upon either a specified period of ton¢he attainment of specific
performance goals as determined by the administadtiie plan. The option price and term are aldgext to determination by the
administrator with respect to each grant. Optidngw are generally expected to be set at the agdasrgmarket price at date of grant
and option terms are not expected to exceed tas.yea

As of September 30, 2007, 2,957,172 option shaxes heen granted and 815,913 shares have beenlednoeler the Stock
Incentive Plan. In addition, a total of 798,89@tieted stock units (“RSUs"), or deferred stock asi& have been granted and
137,694 RSUs have been cancelled under the Stoektine Plan. A total of 2,492,150 shares remaailable for future grants
under all aspects of the Stock Incentive Plan.
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The compensation cost that was charged againshiador all plans was $8.9 million, $6.2 million a$d.1 million for the years
ended September 30, 2007, 2006 and 2005, resfdgciive total income tax benefit recognized in it@ome statement for stock
compensation agreements was $3.3 million, $2.3anithnd $1.5 million for fiscal years 2007, 2006 &005, respectively. Had we
followed SFAS No. 123 instead of APB Opinion No, a6d as disclosed in the additional pro formarimfation in Note 1, we woul
have recorded additional net-of-tax charges of #lBon for the year ended September 30, 2005.

We have a general policy of repurchasing shargh®open market to satisfy stock option exercisesstock distributions. At
September 30, 2007, the Company holds 18,332,26@slof Treasury Stock, and therefore will notdsguired to purchase
additional shares in the foreseeable future tefyastock option exercises and share distributions.

Stock Options

The fair values of stock option grants are estichate the date of grant using the Binomial optriting model. Our Binomial mod
incorporates the possibility of early exercise pfians into the valuation, as well as our histdreeercise and termination experiel
to determine the option value. The weighted avefage/alue of options granted was $14.47, $12:21 $13.19 per share for fiscal
years 2007, 2006 and 2005, respectively. The fatigssumptions were used in the determinatiomiof/alue in each perio

2007 2006 2005
Risk-free interest rat 4.5-4.9% 4.3-4.7% 2.6-4.1%
Dividend yield 1.8-2.2% 1.8-2.3% 1.7-2.1%
Weighted average dividend yie 1.9% 2.0% 1.8%
Volatility factor 18.1 —24.6% 20.1-25.3% 20.2-25.9%
Weighted average volatility fact 21.5% 22.7% 23.5%
Exercise facto 33.3% 34.6% 38.7%

The risk free interest rate assumption is based opserved interest rates appropriate for the tfraur employee stock options. T
dividend yield assumption is based on the histoy @ur expectation of dividend payouts. Our comiiariaof expected volatility for
the valuation of stock options granted is basefistorical volatility. The expected life of emplaystock options represents the
weighted average period the stock options are éggddo remain outstanding and is a derived outptli@binomial model. The
expected life of employee stock options is impadtgthe above assumptions as well as the postreektifeiture rate and the
exercise factor used in the binomial model. Theseuariables are based on the history of exer@seésforfeitures for previous sto
options granted by the Company.

The following table summarizes transactions understock option plans for fiscal year 2007:

Weighted
Weighted Weighted Average Aggregate
Average Average Remaining Intrinsic
Number of Exercise Contractua Value (1)
Options Shares Price Term (in millions)
Outstanding at October 1, 20 2,480,62 $ 50.9i
Granted 485,10« 58.4(
Exercisec (525,43¢) 49.2¢
Forfeited (71,627) 56.2(
Outstanding at September 30, 2( 2,368,67. $ 52.71 5.2t $ 8.C
Exercisable at September 30, 2( 1,648,09 $ 51.5¢ 3.61 $ 7.€

(1) The aggregate intrinsic value representddta pre-tax intrinsic value, based on Hillenbrandosing stock price of $55.02 as
of September 30, 2007, which would have been rededy the option holders had all option holdergesed their options as
of that date. This amount changes continuouslydasghe fair value of Hillenbra’'s stock.
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As of September 30, 2007, there was $6.8 milliotots#l unrecognized compensation expense relatetbod options granted under
the Plan. This unrecognized compensation experse miut reflect a reduction for our estimate of ptéé forfeitures, and is
expected to be recognized over a weighted averagiedpof 1.6 years. The total intrinsic value ofiops exercised during 2007,
2006 and 2005 was $6.9 million, $0.9 million and3$®iillion, respectively.

On September 1, 2005, the Company accelerateceiang of certain unvested and underwater optioegigusly awarded to
employees, officers, and other eligible particisaimider the Company’s stock option plans. As stinehCompany fully vested
options to purchase 793,117 shares of the Compaonysnon stock with exercise prices greater thaggoal to $50.48 per share.

Restricted Stock Units

The value of RSUs is the fair value at the datgraft, with nonvested grants ranging between $48@6$66.65 per share. The
grants are contingent upon continued employmentvastiover periods ranging from one to five yeBigidends, payable in stock,
accrue on the grants and are subject to the saguifisd terms as the original grants. As of Septend®, 2007, a total of 13,097
stock units have accumulated on nonvested RSUsodiligidend reinvestment.

The following table summarizes transactions formamvested RSUs, excluding dividend reinvestmeiis ufor fiscal year 2007:

Weighted
Average
Number of Grant Date
Restricted Stock Unit Share Units Fair Value
Nonvested RSUs at October 1, 2( 273,71 $ 53.5¢
Granted 140,48! 58.6¢
Vested (63,089 56.91
Forfeited (22,827 54.4:
Nonvested RSUs at September 30, 2 328,28 $ 55.01

As of September 30, 2007, there was $12.1 millioilot@l unrecognized compensation expense relatedvested RSUs granted
under the Plan. This unrecognized compensationnsepdoes not reflect a reduction for our estimamotential forfeitures, and is
expected to be recognized over a weighted averagedpof 3.4 years. The total vest date fair valfishares vested during 2007,

2006 and 2005 was $3.7 million, $4.2 million and8$@iillion, respectively.

Performance Based Stock Awards

During the third quarter of 2007, we granted Penfance Based Stock Awards to a limited number ofsenior executives. These
awards are consistent with our compensation progrguaiding principles and are designed to (i) aliganagement’s interests with
those of shareholders, (ii) motivate and provideirtive to achieve superior results, (iii) assuearcaccountabilities and provide
rewards for producing results, and (iv) ensure agtitipe compensation in order to attract and resaiperior talent. These awards
performance based restricted stock units, whictsabgect to any stock dividends, stock splits, atibr similar rights inuring to
common stock, but unlike our restricted stock uarts not entitled to cash dividend reinvestmenstiig of the grants is contingent
upon achievement of certain one, two, and three{qyedormance targets and corresponding serviagiragents.
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As of September 30, 2007, 68,550 performance bhastidcted stock units had been granted and wetsgamdling, with fair values «
the date of grant ranging between $60.86 and $g&L8hare. The maximum amount we could be reqtiredpense for the
performance based restricted stock units is $4lliilomand nothing would be expensed if the perfanoeatargets and/or service
requirements are not met. Compensation expensed lmasthe estimated achievement of performanceearvice requirements, is
recognized over the performance period throughe®eipér 30, 2009. For fiscal year 2007, no compemsakpense was recorded
since performance objectives have not been achigweédre not expected to be achieved over the rpeafce period.

Vested Deferred Stock

Under the terms of the Stock Incentive Plan andtiedecessor 1996 Stock Option Plan, each non-gemldirector was
automatically granted an option to purchase 4,0@0es of common stock each year on the first dégwiong our annual meeting,
vesting on the first anniversary of the date ohgend exercisable over a ten year term. Beginmiriigcal 2004, instead of options,
each non-employee member of the Board of Direct@s granted deferred stock awards, which are payalshares of common
stock on the later to occur of the first anniveysafrthe date of grant or the required waiting perof six months after the date that a
director ceases to be a member of our Board ofclire. In 2006 and 2005, the annual grant consitdg800 RSUs for each non-
employee director. The annual grant for the Chairwfathe Board is 3,500 RSUs. A total of 66,165%defd shares are payable in
common stock as of September 30, 2007 under thiram.

Members of the Board of Directors may elect to défes earned and invest them in common stock abgrits of the Company
under the Hillenbrand Industries Directors’ Defer@ompensation Plan. A total of 2,857 deferredeshare payable in common
stock as of September 30, 2007 under this program.

We have historically had various other stock-basmdpensation programs, which like our current R&gmm, allowed deferrals
after vesting to be set-up as deferred stock. ASepttember 30, 2007, there are 54,540 shares ahectieferred, fully vested and
payable in common stock under the RSU and othekdiased compensation programs.

12. Financial Instruments

The following methods and assumptions were usedtimate the fair value of each class of finanicisfrument for which it is
practicable to estimate that value.

The carrying amounts of current assets and lis#sliapproximate fair value because of the shortiritatof those instruments.

The carrying amounts of the private equity limigadtnerships retained in the sale of Forethougtitthe other minority investments
included as a component of Investments within comsolidated Balance Sheets were $32.3 million &vd1$million at
September 30, 2007 and 2006. The fair value oftequéthod investments is not readily available disdlosure is not required.

The seller financing provided upon the divestitof&orethought, including the seller note, debviseraccount and preferred stock,
are classified as held-to-maturity securities awbrded at amortized cost. The carrying amountisesfe securities are

$121.2 million, $10.8 million and $30.6 million,seectively, for a cumulative total of $162.6 millidJsing a discount rate that
approximates the current rate of comparable séesigind a methodology consistent with that usexkculate the original discount
recognized with respect to the original financitigg, fair value of the securities is estimated tprapimate $160.1 million as of
September 30, 2007.
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The fair value of our debt is estimated based ermgthoted market prices for the same or similareissr on the current rates offered
to us for debt of the same remaining maturities Térrying value and estimated fair values of ongtterm debt instruments were
$348.6 million and $348.9 million at September 3007 and $347.0 million and $352.4 million at Segtter 30, 2006, respectively.

We estimate the fair value of derivative finandngtruments based on the amount that we wouldvec®ipay to terminate the
agreements at the reporting date. The contract atamd fair value of our cash flow currency delivatinstruments outstanding
were $31.0 million and $0.6 million at September 3007 and $14.5 million and $0.3 million at Septem30, 2006, respectively.
Gains and losses on these derivative contractstdéisses and gains on the assets, liabilitiestramdactions being hedged. As
derivative contracts are initiated, we designageitistruments individually as either a fair val@elge or a cash flow hedge.
Management reviews the correlation and effectiveimé®ur derivatives on a quarterly basis.

During 2004, we entered into interest rate swap@ments to effectively convert a portion of ouetlxnterest rate long-term debt to
variable rates. The notional amount of the interatt swaps was $200 million. There is no hedgientiveness as each swap meets
the short-cut method requirements under SFAS N8, “¥&counting for Derivatives and Hedging Actied”. As a result, changes
the fair value of the interest rate swap agreenmauntisig their term offset changes in the fair vatfi¢he underlying debt, with no net
gain or loss recognized in earnings. As of Septer@0e2007, the interest rate swap agreementsteflea cumulative loss of

$1.9 million, compared to a cumulative loss of $aiBion at September 30, 2006.

13. Segment Reporting

As discussed in Note 1, we are organized into tpgrating companies, Hill-Rom and Batesville Cas8&AS No. 131, Disclosure:
about Segments of an Enterprise and Related Intmniaequires reporting of segment information thatdesistent with the way i
which management operates and views the Comparmardingly, our segment activities are reported ineirea manner consistent
with the way management monitors performance.

In October 2006, we unveiled new operational spiaeand associated initiatives for our two opagatiompanies. Accordingly,
Hill-Rom'’s organization structure was modified tetter align with those strategies and initiativBlse new structure categorized
Hill-Rom activities into three commercial divisigneflecting our broad customer segments. Sourenagufacturing, and product
development continues under one combined functigupport these commercial divisions. When combimitid the Batesville
Casket segment, our 2007 reporting segments dofl@ass:

. North America Acute Car
. North America Po-Acute Care
. International and Surgic:

. Batesville Caske

All fiscal periods presented herein have been coméadl to present operating results consistent \uighgtructure.
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Financial information regarding our reportable segts is presented below:

Hill -Rom/Corporatt

Internatione Functional Hill -Rom/ Batesville
2007 Acute Pos-Acute & Surgical Costs Corporate Casket Consolidate
Net revenue $ 879.¢ $ 172.C $ 304.¢ $ — $ 1,356.t $ 667.2 $ 2,023.°
Divisional income (loss $ 234.¢ $ 41.¢ $ 40.7 $ (173.) $  144.: $  171.C $ 315.2
Public entity costs and oth $ (38.5)
Litigation credits $ 1.2
Special credit: $ 0.2
Operating profi $ 278.1
Goodwill $ 2422 $ 89.¢€ $ 91.1 $ 5.8 $ 428.
Assets $ 1,834 $ 282.c $ 2,117.(
Capital expenditures and intangible as: $  117.¢ $ 17.2 $ 135.2
Depreciation and amortizatic $ 89.C $ 18.2 $ 107.%

Hill -Rom/Corporatt

Internatione Functional Hill -Rom/ Batesville
2006 Acute Pos-Acute & Surgical Costs Corporate Casket Consolidate
Net revenue $ 874.¢ $ 166.( $ 247.4 $ — $ 1,288.0 $ 674.¢ $ 1,962.¢
Divisional income (loss $  222( $ 46.1 $ 34.¢ $ (1469 $  156.1 $ 189.1 $ 345.2
Public entity costs and oth $ (24.5)
Litigation credits $ 2.2
Special charge $ 5.4)
Operating profi $ 317.¢
Assets $ 1,663.0 $ 289.( $ 1,952..
Capital expenditures and intangible as: $ 73.7 $ 18.€ $ 92.€
Depreciation and amortizatic $ 91.C $ 17.€ $ 108.¢

Hill -Rom/Corporatt

Internatione Functional Hill -Rom/ Batesville
2005 Acute Pos-Acute & Surgical Costs Corporate Casket Consolidate
Net revenue $ 873.1 $ 168.¢ $ 237.C $ — $ 1,278.° $ 659.4 $ 1,938.:
Divisional income (loss $ 237.¢ $ 52.¢ $ 35.¢ $ (1942 $ 132« $ 179t $ 311.¢
Public entity costs and oth $ (27.1)
Litigation expenst $ (358.6)
Special charge $ (36.9
Operating los! $ (110.9

Assets $ 1945: $ 283¢ $ 2,229.
Capital expenditures and intangible as: $ 104.: $ 16.€ $ 121.2
Depreciation and amortizatic $ 95.7 $ 18.2 $ 114.(

Hill-Rom performance under each reportable segrisemeasured on a divisional income basis, whiclegdly represents the
division’s standard gross profit less their direperating costs and an allocation of certain opmratand development costs such as
fixed manufacturing overhead, research and devedoprand distribution costs. With respect to ttporéng of revenues in this
structure, the division responsible for the ultienshle to the end customer is the only divisioreteive credit for the revenue. As a
result, there are no inter-segment sales betweeHithRom divisions requiring elimination for segmt reporting purposes.

Hill-Rom functional costs included common costgtsas administration, finance and non-divisionghleand human resource costs
and other charges not directly attributable toHileRom segments. Functional costs and eliminatjomhile not considered a
segment, are presented separately to aid in tlac#iation of segment information to consolidatéii-Rom/Corporate financial
information. We also break out certain continuingplc entity corporate-related costs separateiynorove readability and
understanding.
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The reporting segment of Batesville Casket is megisan the basis of income before income taxespadial charges. Intersegment
sales do not occur between Hill-Rom and BatesGHlsket.

Geographic Information

Geographic data for net revenues and long-livedtagg/hich consist mainly of property, equipmeassied to others and intangibles)

for fiscal years 2007, 2006 and 2005 were as falow

2007 2006 2005

Net revenues to unaffiliated custome(a)

United State: $ 1,709. $ 1,710. $ 1,676.:

Foreign 314.( 252.7 261.¢
Total revenue $ 2,023 $ 1,962 $ 1,938.
Long-lived assets(b)

United State: $ 893.¢ $ 881.¢ $ 908.¢

Foreign 100.¢ 59.C 64.€
Total lon¢-lived asset: $ 994.% $ 940.¢ $ 973.%
(8 Net revenues are attributed to geographic areas based on the location of the operation making the sale.
(b) Includes property, equipment leased to others and intangibles, including goodwill.
14. Unaudited Quarterly Financial Information

Fiscal Year
Ended
2007 Quarter Ende 12/31/06 3/31/07 6/30/07 9/30/07 9/30/07
Net revenue: $ 483.2 $ 516.2 $ 494.1 $ 530.2 $ 2,023
Gross profit 214.2 232.2 212.¢ 222.c 881.1
Net income 51.¢ 54.¢ 35.7 48.1 190.€
Basic net income per common sh $ 0.84 $ 0.8¢ $ 0.5¢ $ 0.77 $ 3.0¢
Diluted net income per common shi $ 0.84 $ 0.8¢ $ 0.57 $ 0.77 $ 3.07
Fiscal Yeal
Ended

2006 Quarter Ende 12/31/05 3/31/06 6/30/06 9/30/06 9/30/06
Net revenue: $ 477 .k $ 495.¢ $ 469.2 $ 520.t $  1,962.¢
Gross profit 203.c 213.¢ 202.¢ 230.2 849.¢
Income from continuing operatiol 48.€ b4.t 51.1 67.2 221t
(Loss) from discontinued operatio 0.3 — — — 0.3
Net income 48.< 54.5 51.1 67.2 221.2
Basic net income per common sh $ 0.7¢ $ 0.8¢ $ 0.8: $ 1.0¢ $ 3.6(
Diluted net income per common shi $ 0.7¢ $ 0.8¢ $ 0.8¢ $ 1.0¢ $ 3.5¢
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15. Commitments and Contingencies
Lease Commitments

Rental expense charged to income for fiscal ye@®3 22006 and 2005 was $28.8 million, $26.4 milléomd $25.9 million,
respectively. The table below indicates the minimanmual rental commitments (excluding renewabl@&gs) aggregating
$84.0 million, for manufacturing facilities, warals® distribution centers, service centers and séfiegs, under noncancelable
operating leases.

2008 $24.4
2009 18.4
2010 13.4
2011 9.8
2012 7.C
2013 and beyon 11.C

We are in year five of a seven-year agreement \Bikh to manage our global information structure eamiment, which was
announced near the end of the third quarter oafi2g603. The original agreement had a cumulatitienased cost of $187 million. /
of September 30, 2007, the remaining commitme®7af1 million will continue to be incurred in neadqual amounts over the
remaining term of the agreement. To date, we havecoasion, solicited IBM to perform services thia outside the scope of the
original base agreement. These services can iasulbne-time fee or can result in additional ssgsireceived and costs incurred
over the remaining term of the agreement.

Legal Proceedings
Batesville Antitrust Litigation

On May 2, 2005, a non-profit entity called FuneZahsumers Alliance, Inc. (“FCA”) and several indival consumers filed a
purported class action antitrust lawsuit (“FCA Acti) against three national funeral home businesSesvice Corporation
International (“SCI"), Alderwoods Group, Inc. (“Addwoods”), and Stewart Enterprises, Inc. (“Stewardfether with Hillenbrand
and its Batesville Casket Company, Inc. subsidieBgatesville”), in the United States District Codiar the Northern District of
California. This lawsuit alleged a conspiracy tpptess competition in an alleged market for the ekcaskets through a group
boycott of so-called “independent casket discowtéhat is, third-party casket sellers unaffiligith licensed funeral homes; a
campaign of disparagement against these independsket discounters; and concerted efforts toicestsket price competition a
to coordinate and fix casket pricing, all in viatat of federal antitrust law and California’s Unf@lompetition Law. The lawsuit
claimed, among other things, that Batesville’s rtexiance and enforcement of, and alleged modificatio, its long-standing policy
of selling caskets only to licensed funeral homesanthe product of a conspiracy among Batesvhie ather defendants and othet
exclude “independent casket discounters” and thataleged conspiracy, combined with other allegedters, suppressed
competition in the alleged market for caskets auddonsumers to pay higher than competitive pfimesaskets. The FCA Action
alleged that two of Batesville’'s competitors, Y@koup, Inc. and Aurora Casket Company, are co-doatsps but did not name
them as defendants. The FCA Action also allegetdSk4, Alderwoods, Stewart and other unnamed cajoioators conspired to
monopolize the alleged market for the sale of ciasikethe United States.

After the FCA Action was filed, several more purgakclass action lawsuits on behalf of consumerg Vfited based on essentially
the same factual allegations and alleging violaiohfederal antitrust law and/or related state ¢daims. It is not unusual to have
multiple copycat class action suits filed afteriritial filing, and it is possible that additionsiliits based on the same or similar
allegations will be brought against Hillenbrand @&atesville.
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Batesville, Hillenbrand and the other defendanésifmotions to dismiss the FCA Action and a motmtransfer to a more
convenient forum. In response, the court in Calif@ipermitted the plaintiffs to replead the compi@nd later granted defendants’
motion to transfer the action to the United St&esdrict Court for the Southern District of Texas$auston, Texas) (“Court”).

On October 12, 2005, the FCA plaintiffs filed anearded complaint consolidating all but one of tHesotourported consumer class
actions in the United States District Court for 8muthern District of Texas. The amended FCA comptaontains substantially the
same basic allegations as the original FCA compldime only other then remaining purported consuchass action, Fancher v. SCI
et al., was subsequently dismissed voluntarilyheyglaintiff after the defendants filed a motiordismiss. On October 26, 2006,
however, a new purported class action was filethbyestates of Dale Van Coley and Joye KatherideyC&€andace D. Robinson,
Personal Representative, consumer plaintiffs, ag@atesville and Hillenbrand in the Western Datdf Oklahoma alleging
violation of the antitrust laws in fourteen stal@sed on allegations that Batesville engaged idwtirdesigned to foreclose
competition and gain a monopoly position in the ke&rThis lawsuit was largely based on similardattllegations to the FCA
Action. Batesville and Hillenbrand had this casmsferred to the Southern District of Texas in otdecoordinate this action with t
FCA Action and filed a mation to dismiss this aati®©n September 17, 2007, the Court granted Béigsvand Hillenbrand’s
motion to dismiss and ordered the action dismisgédprejudice.

The FCA plaintiffs are seeking certification oflass that includes all United States consumerspuinchased Batesville caskets
from any of the funeral home co-defendants at ang tluring the fullest period permitted by the dqadble statute of limitations. On
October 18, 2006, the Court denied the defend&tdsember 2005 motions to dismiss the amended F@Aptint.

In addition to the consumer lawsuits discussed aporn July 8, 2005 Pioneer Valley Casket Co. (“BarValley”),an alleged cask
store and Internet retailer, also filed a purpodieds action lawsuit (“Pioneer Valley Action”) agst Batesville, Hillenbrand, SCI,
Alderwoods, and Stewart in the Northern DistricGaflifornia on behalf of the class of “independeasket distributors,” alleging
violations of state and federal antitrust law atadesunfair and deceptive practices laws basedsseangially the same factual
allegations as in the consumer cases. Pioneenalémed that it and other independent casketiligbrs were injured by the
defendants’ alleged conspiracy to boycott and sgsppcompetition in the alleged market for caskatd,by an alleged conspiracy
among SCI, Alderwoods, Stewart and other unnamezbospirators to monopolize the alleged marketéskets.

Plaintiff Pioneer Valley seeks certification of lass of all independent casket distributors inWinéed States who are or were in
business at any time from July 8, 2001 to the priegexcluded from this class are independent cadikétbutors that: (1) are
affiliated in any way with any funeral home; (2) mdacture caskets; or (3) are defendants or thescibrs, officers, agents,
employees, parents, subsidiaries and affiliates.

The Pioneer Valley complaint was also transfercetthé Southern District of Texas but was not cadatéd with the FCA Action,
although the scheduling orders for both casesdamtical. On October 21, 2005, Pioneer Valley faedamended complaint adding
three new plaintiffs, each of whom purports to lmiaent or former “independent casket distribdtbike Pioneer Valley's original
complaint, the amended complaint alleges violatmifederal antitrust laws, but it has droppeddhases of actions for alleged pr
fixing, conspiracy to monopolize, and violationsstdite antitrust law and state unfair and decejptigetices laws. On October 25,
2006, the district court denied the defendants’ddgmer 2005 motions to dismiss the amended Pionakgywcomplaint.
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Class certification hearings in the FCA Action dhd Pioneer Valley Action were held in early Decem®006. Poshearing briefing
on the plaintiffs’ class certification motions inth cases was completed in March 2007, thoughibgei certain supplemental
evidence related to class certification in the F&#ion also occurred in September 2007 and Octabér. The Court has not yet
ruled on the motions for class certification. Ongliat 27, 2007, the Court suspended all pendinglideadn both cases, including
the previously set February 2008 trial date. Hriticipated that new deadlines, including a trated will not be set until the Court
rules on the motions for class certification.

Plaintiffs in the FCA and Pioneer Valley Actionsngeally seek monetary damages, trebling of any siachages that may be
awarded, recovery of attorneys’ fees and costsjrgadctive relief. The plaintiffs in the FCA Actiofiled a report indicating that
they are seeking damages ranging from approxim&@ty million to approximately $1.46 billion befarebling. Additionally, the
Pioneer Valley plaintiffs filed a report indicatitigat they are seeking damages of approximately2®®@lion before trebling.
Because Batesville continues to adhere to its kiageing policy of selling Batesville caskets ottylicensed funeral homes, a pol
that it continues to believe is appropriate andfldwif the case goes to trial the plaintiffs aiteely to claim additional alleged
damages for periods between their reports andrtreedf trial. At this point, it is not possible ¢stimate the amount of any additio
alleged damage claims that they may make. The defes are vigorously contesting both liability ahd plaintiffs’ damages
theories.

If a class is certified in any of the antitrusteagiled against Hillenbrand and Batesville anithé plaintiffs in any such case prevail
at trial, potential trebled damages awarded tthmtiffs could have a significant material adweesfect on our results of operatic
financial condition and/or liquidity. In antitruattions such as the FCA and Pioneer Valley Actthesplaintiffs may elect to enforce
any judgment against any or all of the codefendavit® have no statutory contribution rights agaeeth other.

We believe that we have committed no wrongdoingliesiged by the plaintiffs and that we have meiotas defenses to class
certification and to plaintiffs’ underlying allegabs and damage theories. In accordance with ap#écaccounting standards, we
have not established a loss reserve for any oétbases.

After the FCA Action was filed, in the summer aiadl bf 2005, Batesville was served with Civil Intigative Demands by the
Attorney General of Maryland and certain otherestttorneys general who have begun an investigafipossible anticompetitive
practices in the death care industry relating tarme of funeral services and products, includimgkets. We have been informed that
approximately 26 state attorneys general officesparticipating in the joint investigation, althdugnore could join. Batesville is
cooperating with the attorneys general. To datelaions have been filed against Batesville.

Hill-Rom Antitrust Settlement

On June 30, 2003, Spartanburg Regional Healthomste® (the “Plaintiff”) filed a purported antitrusiass action lawsuit against
Hillenbrand, Hill-Rom, Inc. and Hill-Rom Companyd. in the United States District Court for thetbig of South Carolina.
Plaintiff's Second Amended Complaint, filed on M&y2005, alleged violations of the federal antittass, including attempted
monopolization, monopoly maintenance and tyingnetaiPlaintiff sought to certify a class of all paasers of Hill-Rom standard
and/or specialty hospital beds, and/or architetamd in-room products from 1990 to the presentrettieere had been contracts
between HillRom and such purchasers, either on behalf of tHessser through purchasing organizations, conditigrdiscounts o
Hill-Rom @® hospital beds and other architectural and in-roomdgcts on commitments to rent or purchase a vigly percentage
(e.g., ninety percent) of specialty beds from tdm. Plaintiff subsequently narrowed the definitadfrits proposed class to acute .
subacute facilities. Plaintiff claimed that it ate alleged class sustained injury caused by HilRR discounting practices, which
allegedly harmed competition and resulted in higireres for standard and/or specialty hospital teedor architectural and wom
products.
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Plaintiff sought actual monetary damages on bedfalie purported class in excess of $100 millioebling of any such damages t
might have been awarded, recovery of attorneys &l costs, and injunctive relief. Hillenbranda@pated that, if a settlement had
not been reached, the Plaintiff would have soughtabes substantially in excess of $100 millionpkefrebling. If a class had been
certified and Plaintiffs had proceeded to trial &ad prevailed, potential trebled damages awatdedkaintiffs could have been
substantially in excess of $100 million and coudddnhad a significant material adverse effect arresults of operations, financial
condition, and liquidity.

As of November 7, 2005, all proceedings in the latwsere stayed except those relating to the peiréiforts to complete a
settlement. On February 3, 2006 the Court prelinilynapproved a definitive agreement to settledhse for $337.5 million in cash
entered into as of February 2, 2006 among Hillemtbréts Hill-Rom subsidiaries, Spartanburg Regidfealthcare System and its
attorneys. The Court entered an Order and Finagrdedt approving the settlement following a fairniesaring on June 14, 2006. As
finally approved by the Court, the settlement resslall of the claims of class members that didopdtout of the settlement,
including the claims of all U.S. and Canadian pasgrs or renters of Hill-Rofproducts from 1990 through February 2, 2006
related to or arising out of the subject mattetheflawsuit, and the claims that may have restiitad the current or future effects of
conduct or events occurring through February 26200e original settlement amount of $337.5 milliwas reduced by almost
$21.2 million, to $316.3 million, reflecting the ppion attributable to customers who opted out ef skettlement. Opt-outs from the
settlement account for roughly six percent of titaltu.S. and Canadian revenue during the classgyeand over 99 percent of that
figure is attributable to the U.S. government'sigien to opt out of the settlement. We believe \wmedmeritorious defenses against
any claims the U.S. government may choose to nthleto, among other reasons, pricing practice®eéigyment purchases that are
different than the pricing practices primarily s$uie in the lawsuit.

The settlement agreement includes Hill-Rom’s commiit to continue certain compamjtiated discounting practices for a perioc
three years. Essentially, Hill-Rom implemented kgyan October 2002, which it has agreed to follantil at least February 2009.
Under that policy, which did not represent a mataeshange in our discounting practices, Hill-Rorraims from entering into new
contracts that condition incremental discounts dRRbm ® hospital beds or architectural products on commitsié rent therapy
products from Hill-Rom. While such products maysiodd together, rental therapy products are sepgnaticed and discounted.
Under the settlement Hill-Rom may continue to off#rother discounts such as volume discountsy ga@yment discounts,
capitation, etc. Further, the discounting practited gave rise to the Spartanburg litigation halveady been discontinued (or will
discontinued on the expiration of certain existiogtracts) and have been replaced by alternataetipes for each of the last four
fiscal years. Therefore, any impact of the disaargince of such practices on our business is alrediglyreflected in our reported
results.

In connection with our assessment that it was folebthat a settlement would be reached and firadlyroved by the Court during
fiscal 2006, we recorded a litigation charge andldshed a litigation accrual in the amount of $&bmillion in the fourth quarter of
fiscal 2005, which included certain legal and ottests associated with the proposed settlemenh Wit Court’s entering of the
Order and Final Judgment in the third quarter edl 2006, we reversed $2.3 million of the $21.llioni of estimated legal and ott
costs originally provided as part of the litigatiaocrual as such amounts were not probable of patymée reversed another

$1.2 million of legal fees in the fourth quarterfistal 2007 upon payment of funds from the escaseount and our determination
that such amounts were not probable of paymentp#ittthe remaining $266.3 million of the settlemamount into escrow in
August 2006 and have retained a $21.2 millionditiogn accrual associated with the opt-outs.
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HRDI Investigation

As previously disclosed, Hill-Rom has received a@gbonded to civil subpoenas from the Offices ef@wnnecticut and lllinois
Attorneys General seeking documents and informattated to their investigations of the Healthd@esearch & Development
Institute, LLC (“HRDI"), a health care trade orgaation, of which Hill-Rom was a corporate memben. January 25, 2007, the
Connecticut Attorney General's Office announce@t#lement with HRDI and its hospital Chief Execet®fficer members, at the
same time announcing that the investigation is omggas to supplier members and others. The invatitigs appear to concern
whether HRDI supplier members had influence ovespitals represented among HRDI's Chief Executivio®f members. We are
cooperating with both investigations and no clairage been filed against Hill-Rom.

Other Batesville Casket Litigation

On August 17, 2007, a lawsuit styled Vertie StapleBatesville Casket Company, Inc. was filed agairs in the United States
District Court for the Eastern District of Arkansd$e case is a putative class action on behdaleoplaintiff and all others who
purchased a Monoseal Casket manufactured by Blésiuim a licensed funeral home located in Arkansam January 1, 1989 to
the present. The plaintiff claims that Monosealkeés were marketed as completely resistant tortramce of air and water when
they were not. The plaintiff asserts causes obaatinder the Arkansas Deceptive Trade PracticesAatfor fraud, constructive
fraud and breach of express and implied warrariiestder to establish federal jurisdiction oves tlaims under the Class Action
Fairness Act, the plaintiff alleges that the amaanrtontroversy exceeds $5 million.

Batesville has moved to dismiss all claims as lohibsestatutes of limitations. The plaintiff hase$ed fraudulent concealment to |
the applicable limitation periods. The motion terdiss has been briefed and submitted to the coudsdcision.

This action is in the very early stages of litigatiand as such, we are not yet able to asseg®thetial outcome of this matter. We
have not yet answered the complaint, and ther&&as no motion to certify the putative class. Wieele the claims are without
merit and will vigorously defend the case.

General

We are subject to various other claims and contioges arising out of the normal course of busines$,ding those relating to
governmental investigations and proceedings, comialdransactions, product liability, employee tethmatters, antitrust, safety,
health, taxes, environmental and other mattergydtion is subject to many uncertainties and thieaue of individual litigated
matters is not predictable with assurance. It ssfiale that some litigation matters for which regssrhave not been established could
be decided unfavorably to us, and that any sucavaméible decisions could have a material advefeetadn our financial condition,
results of operations and cash flows.
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tem 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

There were no changes in or disagreements witthttependent registered public accounting firm.

Item 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Rfest and Chief Executive Officer and the Senioreigesident and Chief
Financial Officer (the “Certifying Officers”has evaluated the effectiveness of the design padhtion of our disclosure controls ¢
procedures (as defined in Rules 13a-15(e) and b%el Linder the Securities Exchange Act of 1934nasnded (the “Exchange
Act”) as of the end of the period covered by tleisart. Based upon that evaluation, the Certifyirfiicers concluded that our
disclosure controls and procedures were effectvefdhe end of the period covered by this reparttie information required to be
disclosed in the reports we file or submit under Bxchange Act to be recorded, processed, sumrdaimreported within the time
periods specified in the SEC’s rules and formssuah information is accumulated and communicateddanagement as appropriate
to allow timely decisions regarding required discice.

Changes in Internal Control Over Financial Reporting

There were no material changes in internal comvel financial reporting during the fourth quartérfiscal 2007.

Management’s report on our internal control oveaficial reporting is included under Item 8 above.

Item 9B. OTHER INFORMATION

None.
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PART 1lI
Item 10. DIRECTORS, EXECUTIVE OFFICERS CORPORATE GOVERNANCE

Information relating to executive officers is indkd in this report in Item 1 under the caption “&ix#ve Officers of the Registrant.”
Information relating to the directors will appearthe section entitled “Election of Directors” inroProxy Statement to be filed with
the Securities and Exchange Commission relatirmutd®008 Annual Meeting of Shareholders (the “2B8&xy Statement”), which
section is incorporated herein by reference. Thaired information on compliance with Section 16§a)he Securities Exchange
Act of 1934 is incorporated by reference to the®B@oxy Statement, where such information is inetbdnder the caption
“Section 16(a) Beneficial Ownership Reporting Coiaapte”. Information regarding our Code of Ethicalsthess Conduct and the
corporate governance matters covered by this Iseimcbrporated by reference to the 2008 Proxy S, where such information
is included under the heading “About the Board o&Etors.”

Item 11. EXECUTIVE COMPENSATION

The information required by this Item is incorp@eherein by reference to the 2008 Proxy Statermmdrdre such information is
included under the headings “About the Board oEBliors,” “Executive Compensation” and “Compensat@mmittee Interlocks
and Insider Participation.”

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item is incorp@eherein by reference to the 2008 Proxy Statermdrdre such information is
included under the headings “Election of Directaasd “Equity Compensation Plan Information.”

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INEPENDENCE

The information required by this Item is incorp@herein by reference to the 2008 Proxy Statermdrdre such information is
included under the headings “About the Board oEbtors.”

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorp@eherein by reference to the 2008 Proxy Statermdrdre such information is
included under the heading “Ratification of Appaoment of Independent Registered Public AccountimmPi
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PART IV
Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) The following documents have been filed as a plittie report or, where noted, incorporated by nerfiee:

(1) Financial Statemen

The financial statements of the Company #mdadnsolidated subsidiaries listed on the IndeRdaosolidated Financial
Statements on page i

(2) Financial Statement Schedu

The financial statement schedule filed irpmse to Item 8 and Item 15(d) of Form 10-K iselison the Index to
Consolidated Financial Statements on page

(3) Exhibits (See changes to Exhibit Index bel
“The Exhibit Index, which index follows the signatupage to this report and is hereby incorporatzdih by
reference, sets forth a list of those exhibitfiterewith, and includes and identifies manageremniracts or

compensatory plans or arrangements required tidakas exhibits to this Form 10-K by Item 601 @))(iii) of
Regulation S-K.”
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SCHEDULE I
HILLENBRAND INDUSTRIES, INC. AND SUBSIDIARIES
Valuation and Qualifying Accounts
For The Fiscal Years Ended September 30, 2007, 2086d 2005
(Dollars in millions)
ADDITIONS
BALANCE AT CHARGED TO CHARGED TO DEDUCTIONS BALANCE
BEGINNING COSTS AND OTHER NET OF AT END
DESCRIPTION OF PERIOD EXPENSES ACCOUNTS RECOVERIES OF PERIOD
Reserves deducted from assets to which they a
Allowance for possible losses, early pay discoustsl sales returr— accounts receivabli
Period Ended
September 30, 20( $ 58.6 $ 114 $ 14.9@a@) $ (33.4H)(b) $ 51.t
September 30, 20C  $ 395 $ 34 $ 33.4a) $ 179 ®) $ 58.¢
September 30, 20( $ 307 3 75 $ 12.7(a) $ (119 $ 39.2
Allowance for inventory valuatior
Period Ended
September 30, 20( $ 31.1 3 73 $ $ 5.7 $ 32.7
September 30, 20( $ 284 $ 75 $ — $ 4.8 (@ $ 31.1
September 30, 20( $ 295 % 84 $ — $ 95 @ $ 28.4
Valuation allowance against deferred tax as:
Period Ended
September 30, 20( $ 90.¢ $ (3.6) $ — $ 13 $ 88.2
September 30, 20( $ 1122 $ 0.1) $ = $ 2179 $ 90.€
September 30, 20( $ 86.1 $ 214 % 4¢d) $ — $ 112.2

(8 Reduction of gross revenues for uncollectible health care rental reimbursements, cash discounts and other adjustmentsin

determining net revenue. Also includes the effect of acquisition of businesses, if any.
(b) Generally reflects the write-off of specific receivables against recorded reserves.
(c) Generally reflects the write-off of specific inventory against recorded reserves.

(d) Reflects reclasses within the deferred tax accounts and adjustments to the opening balance sheet goodwill of acquisitionsto

properly reflect the valuation allowance on acquired state net operating losses.

() Primarily reflects write-offs of deferred tax assets against the valuation allowance and other movement of the valuation

allowance offset by an opposing change in deferred tax assets.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15f(the Securities Exchange Act of 1934, the regig has duly caused this report
to be signed on its behalf by the undersignedeti@o duly authorized.

HILLENBRAND INDUSTRIES, INC.
By: /s/ Peter H. Soderber

Peter H. Soderber
President and Chief Executive Offic

Dated: November 29, 2007

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on

behalf of the registrant and in the capacities@mthe date indicated.

/sl Rolf A. Classor

Rolf A. Classor
Chairman of the Boar

/sl Peter H. Soderbel

Peter H. Soderbel
President and Chief Executive Offic

/s Joanne C. Smith, M.L

Joanne C. Smith, M.L
Director
Vice Chairperson of the Boa

/sl Gregory N. Miller

Gregory N. Miller

/sl

John A. Hillenbrand |

/sl

John A. Hillenbrand |
Director

Ray J. Hillenbranc

Is/

Ray J. Hillenbranc
Director

W August Hillenbranc

/sl

W August Hillenbranc
Director

Ronald A. Malone

Ronald A. Malone

Senior Vice President ar Director
Chief Financial Officel
/sl Richard G. Kelle /sl Jose A. Mejic
Richard G. Kellel Jose A. Mejie
Vice Presiden— Controller anc Director
Chief Accounting Office
/s Charles E. Golde /s/ Eduardo R. Menasc

Charles E. Golde
Director

Dated: November 29, 2007
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Director

Patrick T. Ryar

Patrick T. Ryar
Director
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3.1

3.2

4.1

4.2

HILLENBRAND INDUSTRIES, INC.
INDEX TO EXHIBITS
Restated Certificate of Incorporation of Registrant (Incorporated herein by reference toiliiA filed with Form 10-K for
the year ended November 28, 19

Amended and Restated Code of Bylaws of ttggdRant (Incorporated herein by reference to Ex{3l2 filed with Form 10-
K for the year ended September 30, 2(

Indenture dated as of December 1, 1991, metwidlenbrand Industries, Inc. and LaSalle Bankidial Association (as
successor to Harris Trust and Savings Bank) agdeyncorporated herein by reference to Exhibit(éd to Registration
Statement on Form-3, Registration No. -44086)

Supplemental Indenture No. 1 dated as of Ju@604, between Hillenbrand Industries, Inc. ba8alle Bank National
Association, as Trustee (Incorporated herein bgregfce to Exhibit 4.1 to Forn-K dated June 2, 200.

The following management contracts or compensgitanys or arrangements are required to be filedhbibigs to this form pursuant
to Item 15(c) of this report:

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Hillenbrand Industries, Inc. Amended andt&esl Short Term Incentive Compensation Prograko(porated herein by
reference to Exhibit 10.1 of Forn-K dated December 10, 20C

Description of Fiscal 2007 Short Term InaenCompensation Plan (Incorporated herein by esfes to Item 5.02 of Form
8-K dated November 29, 200

Hillenbrand Industries, Inc. 1996 Stock OptPlan (Incorporated herein by reference to ExHibi2 filed with Form 10-Q
for the quarter ended February 27, 19

Form of Stock Award granted to certain exigewfficers (Incorporated herein by referenc&idibit 10.4 filed with Form
1C-K for the year ended November 27, 19

Form of Stock Award granted to certain exgewfficers under the Stock Incentive Plan. (Imated herein by reference
to Exhibit 10.4 filed with Form 1-K for the year ended September 30, 2C

Agreement between W August Hillenbrand aillibrand Industries, Inc. (Incorporated hereinréference to Exhibit 10.5
filed with Form 1(-K for the year ended December 2, 20

Hillenbrand Industries, Inc. form of Directndemnity Agreement (Incorporated herein by refee to Exhibit 10.6 filed
with Form 1(-K for the year ended September 30, 2C
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10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

Form of Change in Control Agreement betwd#lienbrand Industries, Inc. and certain executfficers, including Gregory
N. Miller, Patrick D. de Maynadier and Kenneth Aar@p (Incorporated herein by reference to Exhibi® ¥led with Form
1C-K for the year ended September 30, 2C

Form of Indemnity Agreement between Hillentat Industries, Inc. and certain executive offi¢arsorporated herein by
reference to Exhibit 10.9 filed with Form-K for the year ended September 30, 2(

Hillenbrand Industries, Inc. Board of Diags’ Deferred Compensation Plan (Incorporatedihdrg reference to
Exhibit 10.10 filed with Form 1-Q for the quarter ended June 2, 20

Hillenbrand Industries, Inc. Director PlmantStock Plan and form of award (Incorporated Imelgireference to
Exhibit 10.11 filed with Form 1-Q for the quarter ended June 2, 20

Hillenbrand Industries, Inc. Stock Inceat®ian (Incorporated herein by reference to thnitige Proxy Statement dated
March 1, 2002 and filed with the Commission relatio the Compar's 2002 Annual Meeting of Shareholde

First Amendment to Hillenbrand Industries, Stock Incentive Plan (Incorporated herein éfgrence to Exhibit 10.13 filed
with Form 1(-K for the year ended September 30, 2C

Amendment to Stock Incentive Plan dated 18] 2007 (Incorporated by reference to ExhibitLifled with Form 10-Q for
the quarter ended June 30, 20

Hillenbrand Industries, Inc. Supplementeddttive Retirement Plan (Incorporated herein ligremce to Exhibit 10.14 filed
with Form 1(-K for the year ended September 30, 2C

Hillenbrand Industries, Inc. Senior ExeaaifiDeferred Compensation Program (Incorporatedihésereference to
Exhibit 10.15 filed with Form 1-K for the year ended September 30, 2C

Form of Stock Award granted to certain exige officers in lieu of perquisites under the &dncentive Plan (Incorporated
herein by reference to Exhibit 10.16 filed with Fot(-K for the year ended September 30, 2(

Form of Change in Control Agreement betwd#lenbrand Industries, Inc. and certain executiffecers, including John H.
Dickey (Incorporated herein by reference to Exhiifit8 filed with Form 1-Q for the quarter ended June 2, 20

Amended Employment Agreement between Hili@nd Industries, Inc. and Patrick D. de Maynadated August 4, 2005
(Incorporated herein by reference to Exhibit 1@édfwith Form 1-Q for the quarter ended June 30, 2C
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10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

Amended Employment Agreement between Hili@nd Industries, Inc. and Kimberly K. Dennis dafedjust 4, 2005
(Incorporated herein by reference to Exhibit 1(ilé@l with Form 1(-K for the year ended September 30, 2C

Amended Employment Agreement between BidieServices, Inc. and Kenneth A. Camp dated Atgu2005
(Incorporated herein by reference to Exhibit 1@letifwith Form 1-Q for the quarter ended June 30, 2C

Amended Employment Agreement between Hili@nd Industries, Inc. and Gregory N. Miller dafadyust 4, 2005
(Incorporated herein by reference to Exhibit 1@letfwith Form 1-Q for the quarter ended June 30, 2C

Employment Agreement between Hillenbrarmiistries, Inc. and Richard G. Keller dated MarchZ®4 (Incorporated
herein by reference to Exhibit 10.26 filed with Fot(-K for the year ended September 30, 2(

Form of Director Stock Award (Incorporatestein by reference to Exhibit 10.1 filed with Foii®-Q for the quarter ended
December 31, 200

CEO Cash Award Policy (Incorporated hebgimeference to Exhibit 10.28 filed with Form 10f¢t the year ended
September 30, 200!

Employment and Change in Control Agreemieeteeen Hillenbrand Industries, Inc. and PeteBétlerberg dated
February 7, 2006 (Incorporated herein by referéadexhibits 10.1 and 10.2, respectively, filed witbrm 8-K dated
February 9, 200€

Letter regarding Supplemental Benefit urglgsplemental Executive Retirement Plan and Stogkrd between Hillenbrand
Industries, Inc. and Kenneth A. Camp dated Marchi2066 (Incorporated herein by reference to Exgib.1 and 10.2,
respectively, filed with Form-K filed March 17, 2006

Form of Performance Based Stock Award grhtu certain executive officers, including the eanexecutive officers, under
the Stock Incentive Plan (Incorporated by referandexhibit 10.1 filed with Form 10-Q for the quartended March 31,
2007)

Other Exhibits

10.29

Multi-year Revolving Credit Agreement dafiedly 28, 2004 among Hillenbrand Industries, Ima 8ank of America, N.A.,
as Administrative Agent, Swing Line Lender, Altetima Rate Lender and L/C Issuer, and Citicorp Ndxtherica, Inc., as
Syndication Agent, and other lenders (Incorporateetin by reference to Exhibit 10.1 filed with Fot®-Q for the quarter
ended June 30, 200
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10.36
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32.2

99.1

Stock Purchase Agreement dated as of Fght@a2004 between Hillenbrand Industries, Inad BfS Holdings, Inc.
(Incorporated herein by reference to Exhibit 1@edfwith Form 1-Q for the quarter ended March 31, 20

Form of Certificate of Designation relatiogSeries A Redeemable Preferred Stock of FFSikigdd Inc. (Incorporated
herein by reference to Exhibit 10.2 filed with Foti§-Q for the quarter ended March 31, 20

Form of Warrant to Purchase Common Stodk& Holdings, Inc. (Incorporated herein by refeseto Exhibit 10.3 filed
with Form 1(-Q for the quarter ended March 31, 20

Form of Promissory Note from FFS Holdirigs, to Hillenbrand Industries Inc. (Incorporateztdin by reference to
Exhibit 10.4 filed with Form 1-Q for the quarter ended March 31, 20

Form of Guaranty by Hillenbrand Industries, in favor of FFS Holdings, Inc. (Incorporateerein by reference to
Exhibit 10.5 filed with Form 1-Q for the quarter ended March 31, 20

Form of Stock Pledge Agreement betweenH#8ings, Inc. and Hillenbrand Industries, Inc.o@nporated herein by
reference to Exhibit 10.6 filed with Form-Q for the quarter ended March 31, 20

Settlement Agreement relating to Spartagbatitrust litigation [Incorporated herein by nefece to Exhibit 10.1 filed with
Form ¢-K dated February 3, 200

Hillenbrand Industries, Inc. Code of Ethiasc@irporated herein by reference to Exhibit 14 fith Form 10-Q for the
quarter ended March 31, 20(

Subsidiaries of the Registre

Consent of Independent Registered Public Accourking

Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 2002
Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z

Certification of Chief Executive Officer Buant to 18 U.S.C. Section 1350, as Adopted Putsasection 906 of the
Sarbane-Oxley Act of 200z

Certification of Chief Financial Officer RBuant to 18 U.S.C. Section 1350, as Adopted Put$asection 906 of the
Sarbane-Oxley Act of 200z

Hillenbrand Industries, Inc. Corporate Goagrce Standards for Board of Directors (Incorparatereference to
Exhibit 10.34 filed with Form 1-K for the year ended September 30, 2C
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99.3

99.4

99.5

99.6

99.7

99.8

99.9

Charter of Audit Committee of Board of Dii@s (Incorporated by reference to Exhibit 99.&diwith Form 10-Q for the
quarter ended March 31, 20(

Charter of Finance Committee of Board ofbBtiors (Incorporated by reference to Exhibit 98etifwith Form 10-K for the
year ended September 30, 20

Charter of Nominating/Corporate Governanomfittee of Board of Directors (Incorporated byerehce to Exhibit 99.3
filed with Form 1(-Q for the quarter ended March 31, 20

Charter of Compensation and Management Dpretnt Committee of Board of Directors (Incorpodabg reference to
Exhibit 99.3 filed with Form 1-K for the year ended September 30, 2(

Position Specification for Chairman of BoafDirectors (Incorporated herein by referenc&xhibit 99.5 filed with Form
1C-K for the year ended September 30, 2C

Position Specification for Vice ChairmanBafard of Directors (Incorporated herein by refeeetac Exhibit 99.7 filed with
Form 1(-K for the year ended September 30, 2C

Position Specification for Member of Boafdirectors (Incorporated by reference to Exhit8t®filed with Form 10-K for
the year ended September 30, 2C

Position Specification for President andeChixecutive Officer (Incorporated herein by refere to Exhibit 99.11 to the
Form 1(-K for the Transition Period ended September 3022
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EXHIBIT 21

HILLENBRAND INDUSTRIES, INC.
SUBSIDIARIES OF THE REGISTRANT

All subsidiaries of the Company as of November2f)7 are wholly-owned Indiana corporations, untgberwise noted.

Batesville Services, In

Batesville Holdings, Inc

Hill -Rom, Inc.

The Acorn Development Group, Ir

Subsidiaries of Batesville Services, |
Batesville Casket Company, Ir
Batesville Casket Co. South Africa Pty, Ltd., a ®o@ifrica corporatior
Batesville International Corporatic
Batesville Logistics, Inc
Batesville Manufacturing, Inc
Batesville Casket de Mexico, S.A. de C.V., a Mericarporatior
Green Tree Manufacturing, In
MCP, Inc.
Modern Wood Products, In
WCP, Inc.

Subsidiaries of Batesville Casket Company,
North Star Industries, LL(
Lakeshore Casket Compa
Lakeshore Casket Group, Ir
Lakeshore Casket Venture, It

Subsidiary of Batesville Casket de Mexico, S.AQI¥.
Industrias Arga, S.A. de C.V., a Mexican corpona

Subsidiaries of Hi-Rom, Inc.
Advanced Respiratory, Inc., a Minnesota corpors
Allen Medical Systems, In
MEDIQ, Incorporated, a Delaware corporat

Jointly owned subsidiaries of F-Rom, Inc., Advanced Respiratory, Inc. and MEDI@drporated
Hill-Rom Company, Inc

Subsidiaries of Hi-Rom Company, Inc
NaviCare Systems, LLi
Hill-Rom International, Inc
Hill-Rom Manufacturing, Inc., a Delaware corporal
MEDIQ/PRN Life Support Services, LLC, a Delawamitied liability company

Subsidiaries of Hi-Rom International Inc
Hill-Rom Australia Pty, Ltd, an Australian corporat
Hill-Rom Asia Limited, a Hor-Kong corporatior
Hill-Rom Japan KK, a Japanese corpora

Subsidiaries of Hi-Rom Australia Pty, Ltd
Medicraft Manufacturing Pty. Ltd, an Australian poration
Medicraft Australia Pty. Ltd, an Australian corptioa

Jointly owned by Medicraft Manufacturing Pty, LiddaMedicraft Australia Pty. Ltc
Medicraft Australia Unit Trust, an Australian egt

Subsidiary of Hil-Rom Asia Limited
Hill-Rom Business Services Co., LTD, a H-Kong corporatior






Subsidiary of Hil-Rom Manufacturing Inc
Hill-Rom Services, Inc., a Delaware corpora

Subsidiary of Hil-FRom Services, Inc
Hill-Rom SARL, a French corporatic

Subsidiary of Allen Medical Systems, Ir
AMATECH Corporation

Jointly owned subsidiary of H-Rom Services, Inc. and F-Rom, Inc.
Hill-Rom International B.V., a Netherlands corpora

Subsidiaries of Hi-Rom International B.V
Hill-Rom B.V., a Netherlands corporati
Hill-Rom Ltd., a United Kingdom corporatit
Hillrom S.A., a Switzerland corporatic
Hill-Rom Austria GmbH, an Austrian corporati
Hill-Rom Sociedade Unipessoal, LDA (Portug
Hill-Rom Global Holdings, B.V., a Netherlands corpoma

Jointly owned subsidiaries of F-Rom International B.V. and H-Rom Services, Inc
Hill-Rom de Mexico S de RL de C
Hill-Rom Servicios S de RL de C
Hill-Rom GmbH, a German corporati

Subsidiary of HiFRom B.V.
Hill-Rom Finland, a Finland Corporatii

Subsidiaries of Hi-Rom, Ltd. (UK)
Hill-Rom (UK), Ltd., a United Kingdom corporatis
Batesville Casket UK, Ltd., a United Kingdom corgibon

Subsidiaries of Hi-Rom SARL
Hill-Rom Industries SA, a French corporat
Hill-Rom, S.p.A, an Italian corporatic
Hill-Rom SAS, a French corporati
SCI Le Couviour Immoblier, a French corporat
Hill-Rom Iberia S.L., a Spanish corporat
Hill-Rom AB, a Swedish corporatic

Jointly owned by Hi-Rom SARL and Hi-Rom SAS
Hill-Rom sro, a Czech Republic corporat

Jointly owned subsidiary of Batesville Internatib@arporation,
Hill -Rom, Inc., Hil-Rom Manufacturing, Inc. and F-Rom Company, Inc
Hillenbrand Industries Canada, Ltd., an Ontarion@ia) corporatio

Jointly owned by Green Tree Manufacturing, Inc. Matern Wood Products, In
Global Products Co, Inc., S.A. de C.V., a Mexicarporation

Jointly owned by MCP, Inc. and WCP, Ir
NADCO, S.A. de C.V., a Mexican corporati






EXHIBIT 23
Consent of Independent Registered Public Accountingirm

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-3 (N8-B37016) and Form 8-
(Nos. 33-38465, 333-49669, 333-88354 and 333-888PBjjllenbrand Industries, Inc. of our report dhtdovember 29, 2007
relating to the financial statements, financiatesteent schedule and the effectiveness of inteimaral over financial reporting,
which appears in this Form 10-K.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP
Cincinnati, Ohio

November 29, 200







EXHIBIT 31.1
CERTIFICATIONS
Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Peter H. Soderberg, certify that:

1. | have reviewed this annual report on Forr-K of Hillenbrand Industries, Inc

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the periods covered by this rej

3. Based on my knowledge, the financial statemertd other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this repol

4.  The registrant’s other certifying officer ainaire responsible for establishing and maintainlisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogtias defined in
Exchange Act Rules 1-15(f) and 15-15(f)) for the registrant and hav

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiastigularly during the period in which this rep@tbeing preparec

b) designed such internal control over finahi@porting, or caused such internal control owearicial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c) evaluated the effectiveness of the regisgatisclosure controls and procedures and predentthis report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

d) disclosed in this report any change in #gggtrant’s internal control over financial repogithat occurred during the
registrant’s fourth fiscal quarter that has mathriaffected, or is reasonably likely to materiadlifect, the registrant’s
internal control over financial reporting; a

5.  The registrant’s other certifying officer anave disclosed, based on our most recent evatuafiinternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a) all significant deficiencies and materialakeesses in the design or operation of internarobaver financial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial
information; anc

b) any fraud, whether or not material, thabimes management or other employees who have disén role in the
registran’'s internal control over financial reportir
Date: November 29, 2007

/S/ Peter H. Soderberg
Peter H. Soderberg
President and Chief Executive Officer







EXHIBIT 31.2
CERTIFICATIONS
Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Gregory N. Miller, certify that:

1. | have reviewed this annual report on Forr-K of Hillenbrand Industries, Inc

2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the periods covered by this rej

3. Based on my knowledge, the financial statemertd other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this repol

4.  The registrant’s other certifying officer ainaire responsible for establishing and maintainlisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogtias defined in
Exchange Act Rules 1-15(f) and 15-15(f)) for the registrant and hav

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiastigularly during the period in which this rep@tbeing preparec

b) designed such internal control over finahi@porting, or caused such internal control owearicial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c) evaluated the effectiveness of the regisgatisclosure controls and procedures and predentthis report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

d) disclosed in this report any change in #gggtrant’s internal control over financial repogithat occurred during the
registrant’s fourth fiscal quarter that has mathriaffected, or is reasonably likely to materiadlifect, the registrant’s
internal control over financial reporting; a

5.  The registrant’s other certifying officer anave disclosed, based on our most recent evatuafiinternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a) all significant deficiencies and materialakeesses in the design or operation of internarobaver financial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial
information; anc

b) any fraud, whether or not material, thabimes management or other employees who have disén role in the
registran’'s internal control over financial reportir
Date: November 29, 2007

/S/ Gregory N. Miller
Gregory N. Miller
Senior Vice President and Chief Financial Officer







EXHIBIT 32.1

Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act 2002

In connection with the Annual Report of Hillenbralmdlustries, Inc. (the “Company”) on Form 10-K fbe period ending
September 30, 2007 as filed with the SecuritiesEx@hange Commission on the date hereof (the “R8parPeter H. Soderberg,
President and Chief Executive Officer of the Comypaertify, pursuant to 18 U.S.C. Section 1350adspted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; anc

(2) The information contained in the Reportljapresents, in all material respects, the finahcondition and results of
operations of the Compan

/S/ Peter H. Soderberg

Peter H. Soderberg

President and Chief Executive Officer
November 29, 200

A signed original of this written statement required by Section 906 has been provided to Hillenbrandhdustries, Inc. and will
be retained by Hillenbrand Industries, Inc. and fumished to the Securities and Exchange Commission s staff upon
request.






EXHIBIT 32.2

Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act 2002

In connection with the Annual Report of Hillenbralmdlustries, Inc. (the “Company”) on Form 10-K fbe period ending
September 30, 2007 as filed with the SecuritiesExahange Commission on the date hereof (the “R8parGregory N. Miller,
Senior Vice President and Chief Financial Officethe Company, certify, pursuant to 18 U.S.C. Secfi350, as adopted pursuar
Section 906 of the Sarbanes-Oxley Act of 2002, that

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; anc

(2) The information contained in the Reportljapresents, in all material respects, the finahcondition and results of
operations of the Compan

/S Gregory N. Miller

Gregory N. Miller

Senior Vice President and Chief Financial Officer
November 29, 200

A signed original of this written statement required by Section 906 has been provided to Hillenbrandhdustries, Inc. and will
be retained by Hillenbrand Industries, Inc. and fumished to the Securities and Exchange Commission s staff upon
request.
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