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Honeywell Automation India Limited
Growth momentum to continue; reiterate buy

Capital Goods Sharekhan code: HONAUT Company Update

Summary

+ We maintain a Buy rating on Honeywell Automation India with a revised price target of Rs.
44,312, rolling forward our valuation multiple to FY2023E.

* Management expects FY2021 performance to be better than FY2020, backed by execution
capabilities and growing demand for industrial automation and software solutions.

+ Company likely to benefit from domestic growth, driven by rising technological capabilities
with large opportunities in the oil & gas, smart cities infrastructure, new upcoming airports
and building solutions.

+ Exports is expected to remain steady with opportunities arising from global group entities;
Large orders remain intact.

Honeywell Automation India Limited (Honeywell), being a leader in providing integrated
automation and software solutions, including process solutions and building solutions.
The company remains at the forefront to reap benefits from industrial software solutions,
automation and government initiatives such as AtmaNirbhar Bharat. After the pandemic, the
company has been witnessing greater automation/digitisation demand from industries. The
company expects further changes in industrial software solutions with a greater focus towards
industrial cyber security and expects orders for the same. Further, Honeywell is witnessing
opportunities in the oil & gas sector, especially in gas (infrastructure for gas pipelines,
equipment for storage and distribution being required), upcoming airports and smart cities
where the company has significant presence and expects huge growth. It also foresees new
business opportunities in the building segment wherein it expects infrastructure and higher
capex for ‘healthy buildings’ with solutions for maintaining social distancing, safety and
security remains there. Honeywell’s global parent expects a sequential improvement in sales
across all segments as access to customer sites improves. Honeywell is expected to benefit
from its global parent’s focus on driving sales in areas that have not been impacted by the
current downturn, including defence & space, warehouse automation and personal protective
equipment, while making it a premier industrial software company. On the exports front
(V45% of sales), the business remains buoyant and the company indicated that all the large
orders from clients have not been cancelled and remains intact with some delays in certain
orders. However, with a new strain of COVID-19 reinforcing a lockdown in certain countries,
Honeywell remains cautious but is well prepared to meet challenges as usual. Overall, the
company expects FY2021 to be better than FY2020 backed by its execution capabilities and
expects the bifurcation between exports and domestic to be in similar lines. Honeywell is
expected to benefit from domestic growth driven by increasing technological capabilities and
steady export opportunities from global group entities. Going ahead, the company’s focus
on development of new products and services, forays into new industries apart from core
industries and addressing the growing mass mid-market is expected to maintain its healthy
net earnings growth trend (23% CAGR over FY2021E-FY2023E). Currently, the stock is trading
at a P/E of 41.6x its FY2023E earnings. We shift our valuation multiple to FY2023, and revise
the PT of Rs. 44,312. We maintain a Buy rating considering its strong business fundamentals.

Our Call

Valuation - Retain Buy with revised price target of Rs. 44,312: The company has multiple
domestic growth levers like government’s infrastructure investments such as smart cities,
upcoming airports overthe nextfive years, RERA, industrialinternet of Things (IloT), AatmaNirbhar
Bharat initiatives which we believe would help the company in maintaining its healthy growth
trend going ahead. An asset-light model (zero debt), strong cash position healthy operating
cash flow generation, strong return ratios consistent dividend paying record justify the stock’s
premium valuation. Currently, the stock is trading at a P/E of 41.6x its FY2023E earnings. We
shift our valuation multiple to FY2023E and revise the PT of Rs. 44,312. We maintain a Buy rating
considering its strong business fundamentals.

Key Risks

¢ A significant proportion of revenue and profits come from Honeywell International and its
affiliates.

+ Softening of investments domestically as well as globally, increase in crude oil prices and
volatility in foreign exchange rate would affect business operations.

Valuation (Standalone) Rs cr
Particulars | __FY19] __FY20|  FY21E| _FY22E| _FY23E
Revenue 3,175 3,290 3,414 3,877 4,455
OPM (%) 15.9 19.3 20.0 216 21.8
Adjusted PAT 359 491 523 649 786
% Y-0-Y growth 437 370 6.3 24.3 21.0
Adjusted EPS (Rs.) 405.9 556.0 591.2 7347 8887
P/E (x) 911 66.5 62.5 50.3 416
P/B (x) 187 15.0 14.7 1.6 9.2
EV/EBIDTA (x) 62.5 49.0 45.8 367 30.8
RoNW (%) 227 25.0 23.8 257 246
RoCE (%) 323 314 30.2 324 297

Source: Company; Sharekhan estimates
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Performance for FY2021 to be better than FY2020: Honeywell India remains at the forefront to reap benefits
from industrial automation and government initiatives such as AtmaNirbhar Bharat. After the pandemic the
company has been witnessing lot more automation/digitisation demand from industries and expects further
changes in the industrial software with lot more focus towards industrial cyber security, from where it is
expecting orders. Further, it is witnessing opportunities in oil & gas specially in gas (infrastructure for gas
pipelines, equipment for storage and distribution being required), upcoming new airports and smart cities
where it expects large area for growth. It also foresees new business opportunities in the building segment
wherein it expects infrastructure and capex to grow for healthy buildings wherein tools for maintaining social
distancing, safety and security remains there. Honeywell’s global parent expects a sequential improvement
in sales across all segments as access to customer sites improves. Honeywell is expected to benefit from its
global parent’s focus on driving sales growth in areas that have not been impacted by the current downturn,
including defense and space, warehouse automation and personal protective equipment, while making it a
premier software industrial company. Overall the company expects FY2021 performance to be better than
FY2020 and expects the bifurcation between exports and domestic to be in similar lines.

Exports to remain steady: On the exports front (Y45% of sales), business remains buoyant and the company
indicated that all the large orders from clients have not been cancelled, though there might be some delays
in certain orders. However, with a new strain of the Coronavirus leading to fresh lockdowns, the company
remains cautious but well prepared to meet challenges as it has during the current pandemic. Hence, we
expect Honeywell to continue to benefit from export opportunities from its global group entities along with
increasing technological capability in the domestic market.
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Financials in charts
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Outlook and Valuation

B Sector view - Multiple structural growth enablers to drive growth

India’s focus on turning itself into a manufacturing hub through ‘Make in India’, huge investments in
infrastructure across sub-sectors through the National Infrastructure Pipeline (NIP) over FY2020-FY2025 and
ensuring energy security through increased share of renewable energy are key growth levers for Honeywell,
which has positioned itself across various industries viz. oil & gas, chemical/petrochemicals, metals & mining,
infrastructure and residential and commercial construction. The Indian’s ambition is tied with its increasing
requirement of adopting automation technologies such as artificial intelligence (Al), loT (connected devices),
cloud services and industrial internet of things (lloT) that can support and transform its existing and upcoming
infrastructure and industrial projects. The COVID-19 pandemic has opened further opportunities in healthcare
and pharmaceuticals sectors through expected rise in capacity additions.

B Company outlook - Long-term growth levers intact

The company’s focus on development of products and services, foraying into new industries and addressing
the growing mass mid-market is expected to maintain a healthy earnings growth trend. Further, the company
is expected to benefit from domestic long term growth levers viz. smart city development, modernisation of
railway stations, metro projects, airport expansions, RERA, GST, Industrial Internet of Things (lloT) and ‘Make
in India” initiatives.

B Valuation - Retain Buy with revised price target of Rs. 44,312

The company has multiple domestic growth levers like government’s infrastructure investments such as smart
cities, upcoming airports over the next five years, RERA, industrial internet of Things (lloT), AatmaNirbhar
Bharat initiatives which we believe would help the company in maintaining its healthy growth trend going
ahead. An asset-light model (zero debt), strong cash position healthy operating cash flow generation, strong
return ratios consistent dividend paying record justify the stock’s premium valuation. Currently, the stock is
trading at a P/E of 41.6x its FY2023E earnings. We shift our valuation multiple to FY2023E and revise the PT of
Rs. 44,312. We maintain a Buy rating considering its strong business fundamentals.

One year forward P/E (x) band
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About company

Honeywell Automation India Limited (HAIL) is a leader in providing integrated automation and software
solutions, including process solutions and building solutions. It has a wide product portfolio in environmental
and combustion controls, and sensing and control, and also provides engineering services in the field of
automation and control to global clients. A Fortune India 500 company, HAIL has more than 3,000 employees
based in nine offices across India — Pune, Baroda, Bangalore, Hyderabad, Mumbai, Chennai, Gurgaon,
Kolkata, and Jamshedpur.

Investment theme

Honeywell Automation India Limited (Honeywell), a step down subsidiary of Honeywell International (a
diversified technology and manufacturing company) is a leader in providing integrated automation and
software solutions, including process solutions and building solutions. The company has positioned itself
across various industries diversifying sector specific risk and to a greater extent shielding itself from economic
downturn. The company’s focus on development of new products and services, venturing into new industries
apart from core industries and addressing the growing mass mid-market is expected to maintain its healthy
earnings growth trend. The company’s asset light model, strong cash position, strong cash flow generation,
healthy return ratios, consistent dividend paying record are some of its salient features.

Key Risks
¢ Good percentage of revenue and profits come from Honeywell International and its affiliates

¢ Softening of investments domestically as well as globally, increase in crude oil prices and volatility in
foreign exchange rate affects its business operations.

Additional Data

Key management personnel

Mr. Ashish Gaikwad Executive Director-MD

Amit Kumar Tantia Chief Financial Officer

Mr. Davies Walker Director

Mr. Suresh Senapaty Non-Executive - Independent Director-Chairperson

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Hail Mauritius 75.00
2 AdityaBrila Sun Life AMC 5.56
3 AdityaBrila Sun Life Trustee Co. Pvt Ltd 5.52
4 Reliance Capital Trustee Co. Pvt Ltd 4.03
5 Sundaram AMC 0.81
6 CanaraRobeco AMC /India 0.67
7 UTI Asset Management Company 0.58
8 Dimensional Fund Advisors 0.28
9 L&T Mutual Fund Trustee Ltd/India 0.26
10 Axis Asset Management Ltd 0.19

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Right Sector
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Right Quality
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Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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