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1QFY20 RESULT REVIEW

Honeywell Automation India
A cut above the rest

Honeywell managed to completely buck the macro-economic headwinds
showing extreme resilience as the performance stood significantly ahead of
expectations. The company reported its highest ever quarterly EBITDA margin
at 19.7% with a strong PAT growth of 31% YoY during 1QFY20. A sustained
disproportionate growth in exports has led to continuous margin
improvement over FY14-19 as exports revenue clocked 18% CAGR over the
same period while the domestic business remained relatively sluggish (1%
CAGR over FY14-19) on account of overall weak investment sentiment trickling
into a industry-wide subdued capex pertaining to automation. While the
process industries have been incurring efficiency related opex boosting the
service revenue, government investments in Smart Infrastructure such as
Smart City Projects, Expansion of airports, Railway Modernization, Metro
has led to a turnaround in the domestic business. In the Smart City Projects
space, the company has completed projects for 3 cities while it is executing
for 7 others. With exports growing at a brisk pace and a renewed traction in
the domestic business, we expect the company to clock 23% EPS CAGR over
FY19-FY21e. Therefore, we maintain BUY on the stock with a target price of
INR 27,450 based on 45x its FY21e earnings.

Key result highlights:

The company reported exceptional performance during 1QFY20 with robust Sales/EBITA/
PAT numbers. Revenue at INR 8.6bn grew 11% YoY ahead of our estimate of INR 8.5bn.

EBITDA grew 40% YoY to INR 1.7Bn on the back of 170bps expansion in gross margin
during the quarter. The company reported multi-year high EBITDA margin of 19.7%
which expanded by ~400bps YoY. Other expenses saw a 7% YoY drop while employee
costs grew 8% YoY during 1QFY20.

PAT at INR 1.1Bn saw 24% YoY jump during the quarter mainly driven by improved
operating performance growing slightly lower than EBITDA as other income saw a reduction
of 25%.Tax rate remained stable at ~35%.

Honeywell 2019 AGM Highlights

Management remains cautiously optimistic. Inspite of macroecomic headwinds,
Honeywell's target markets remain relatively resilient. Domestic business is also turning
up led by government spending where the smart city initiative has provided a big boost.

The company has completed 3 smart city projects, is executing 7 and stares at a sizeable
opportunity going forward from the segment.

Significant focus lies on Honeywell Operating System (Manufacturing & Services). The
company currently has a bronze rating and a move to higher level is expected to boost
outsourcing business from parent. Honeywell is confident of sustaining exports growth.

Profitability remains high partly supported by higher export sales and meaningful value
initiatives adopted by the company.
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Quarterly Financial highlights
 (INR m)  1QFY19  2QFY19  3QFY19  4QFY19  1QFY20  YoY (%)  QoQ (%)  FY19  FY18  YoY (%)

 Revenue  7,704  7,823  8,118  8,103  8,570  11.2  5.8  31,747  26,900  18.0

 Raw Material  4,061  4,118  4,183  4,223  4,374  7.7  3.6  16,585  14,057  18.0

 % of Sales 52.7% 52.6% 51.5% 52.1% 51.0% 52.2% 52.3%

 Employee Cost  1,296  1,292  1,310  1,466  1,406  8.4  (4.1)  5,365  4,529  18.5

 % of Sales 16.8% 16.5% 16.1% 18.1% 16.4% 16.9% 16.8%

 Other Exp  1,187  1,088  1,443  1,169  1,104  (7.0)  (5.5)  4,887  4,716  3.6

 % of Sales 15.4% 13.9% 17.8% 14.4% 12.9% 15.4% 17.5%

 Total Exp  6,544  6,499  6,936  6,858  6,883  5.2  0.4  26,837  23,302  15.2

 EBITDA  1,160  1,325  1,182  1,245  1,687  45.5  35.5  4,911  3,598  36.5

 EBITDA Margin (%) 15.1% 16.9% 14.6% 15.4% 19.7% 15.5% 13.4%

 Other Income  247  213  177  150  186  (24.5)  24.3  787  369  113.0

 Interest  -  -  -  35  22  35  3

 Depreciation  38  39  39  43  85  123.9  98.8  159  152  4.5

 PBT (before exceptional)  1,368  1,499  1,320  1,317  1,766  29.1  34.1  5,504  3,812  44.4

 PBT (Reported)  1,368  1,499  1,320  1,317  1,766  29.1  34.1  5,504  3,812  44.4

 Tax  496  525  463  476  625  1,961  1,315

 Tax rate (%) 36.3% 35.0% 35.1% 36.1% 35.4% 35.6% 34.5%

 Reported PAT  872  974  856  841  1,141  30.9  35.6  3,543  2,497  41.9

 Adjusted PAT  872  974  856  841  1,141  30.9  35.6  3,543  2,497  41.9

 PAT Margin (%) 11.3% 12.4% 10.5% 10.4% 13.3% 11.2% 9.3%

 EPS (Rs)  98.6  110.2  96.9  95.2  129.1  30.9  35.6  400.8  282.5  41.9

Source: Company, Antique
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Financials
Profit and loss account (INRm)
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
Net Revenue  24,101  26,900  31,747  36,509  43,811

Op. Expenses  21,242  23,264  26,714  30,500  36,612

EBITDA  2,859  3,636  5,034  6,009  7,199

Depreciation  164  152  159  165  166

EBIT  2,695  3,484  4,875  5,844  7,033

Other income  380  331  709  935  1,015

Interest Exp.  3  3  35  -  -

Extra Ordinary Items -gain/(loss)  (291)  -  -  -  -

Reported PBT  2,782  3,812  5,549  6,779  8,048

Tax  1,088  1,315  1,961  2,339  2,656

Reported PAT  1,695  2,497  3,588  4,440  5,392

Net Profit  1,695  2,497  3,588  4,440  5,392

Adjusted PAT  1,986  2,497  3,588  4,440  5,392

Adjusted EPS (INR)  224.6  282.5  405.9  502.3  610.0

Balance sheet (INRm)
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
Share capital  88  88  88  88  88

Reserves & Surplus  11,714  14,098  17,386  21,667  26,847

Networth  11,803  14,187  17,475  21,755  26,935

Net deferred Tax liabilities  (684)  (767)  (745)  (745)  (745)

Capital Employed  11,118  13,420  16,729  21,010  26,190

Gross Fixed Assets  1,091  1,259  1,387  1,587  1,787

Accumulated Depreciation  301  421  536  701  867

Capital work in progress  27  11  80  80  80

Net Fixed Assets  817  849  932  967  1,001

Investments  828  778  -  -  -

Current Investments  828  778  -  -  -

Current Assets, Loans & Adv  17,185  21,926  27,229  32,302  39,638

Inventory  969  798  1,051  1,278  1,533

Debtors  5,003  5,911  5,171  7,302  9,638

Cash & Bank balance  5,785  8,414  12,245  16,162  19,810

Loans & advances and others  5,428  6,802  8,763  7,561  8,657

Current Liabilities & Prov  7,712  10,132  11,431  12,259  14,449

Liabilities  6,876  9,127  10,125  10,953  13,143

Provisions  836  1,005  1,306  1,306  1,306

Net Current Assets  9,473  11,793  15,798  20,044  25,189

Application of Funds  11,118  13,420  16,729  21,010  26,190

Per share data
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
No. of shares (m)  8.8  8.8  8.8  8.8  8.8

Diluted no. of shares (m)  8.8  8.8  8.8  8.8  8.8

BVPS (INR)  1,335.2  1,604.8  1,976.8  2,461.0  3,046.9

CEPS (INR)  210.2  299.7  423.9  521.0  628.8

DPS (INR)  10.0  10.0  12.0  15.0  20.0

Source: Company, Antique

Cash flow statement (INRm)
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
PBT  3,073  3,812  5,549  6,779  8,048

Depreciation & amortisation  164  152  159  165  166

Interest expense  3  3  35  -  -

(Inc)/Dec in working capital  453  310  (174)  (330)  (1,497)

Tax paid  (1,088)  (1,315)  (1,961)  (2,339)  (2,656)

CF from operating activities  2,604  2,962  3,608  4,276  4,061

Inc/(Dec) in investments  862  (152)  (365)  (200)  (200)

CF from investing activities  862  (152)  (365)  (200)  (200)

Inc/(Dec) in share capital  (5)  (7)  (173)  -  -

Dividend Paid  (109)  (109)  (162)  (160)  (213)

Others  (1,284)  (64)  923

CF from financing activities  (1,398)  (180)  588  (160)  (213)

Net cash flow  2,069  2,630  3,831  3,916  3,649

Opening balance  3,716  5,784  8,414  12,245  16,162

Closing balance  5,784  8,414  12,245  16,162  19,810

Growth indicators (%)
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
Revenue 8.5 11.6 18.0 15.0 20.0

EBITDA 31.2 27.2 38.4 19.4 19.8

Adj PAT 40.6 25.8 43.7 23.8 21.4

Adj EPS 40.6 25.8 43.7 23.8 21.4

Valuation (x)
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
P/E  103.1  82.0  57.1  46.1  38.0

P/BV  17.3  14.4  11.7  9.4  7.6

EV/EBITDA  70.0  54.5  38.8  32.0  26.2

EV/Sales  830.7  736.5  615.9  527.2  430.4

Dividend Yield (%)  0.0  0.0  0.1  0.1  0.1

Financial ratios
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
RoE (%)  18.0  19.2  22.7  22.6  22.1

RoCE (%)  29.8  31.1  37.0  35.9  34.1

Asset/T.O (x)  3.0  2.8  2.8  2.5  2.3

EBIT/Interest (x)  1,183.0  1,362.5  160.4  -  -

Margins (%)
Year-ended March 31 FY17 FY18 FY19 FY20e FY21e
EBITDA Margin(%)  11.9  13.5  15.9  16.5  16.4

EBIT Margin  11.2  13.0  15.4  16.0  16.1

PAT Margin  8.2  9.3  11.3  12.2  12.3

Source: Company, Antique
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