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Exhibit	  1.	  2015	  Segment	  Incomes	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
Exhibit	   2.	   Sales	   in	   the	   past	   five	   5	  
Years	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
	  
Exhibit	   3.	   Aerospace	   segment	   sales	  
in	  the	  past	  5	  Years	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
	  
Exhibit	   4.	   ACS	   segment	   sales	   in	   the	  
past	  5	  Years	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  

Executive	  Summary	  
	  
We	  issue	  a	  “BUY”	  recommendation	  on	  Honeywell	  International	  Inc.	  (HON)	  with	  a	  
one-‐year	  target	  price	  of	  $148.00.	  

Leading	  Market	  Position:	  Honeywell	  International	  holds	  a	  leading	  market	  position	  in	  
the	  markets	  in	  which	  it	  serves.	  

Competitive	  business	  Strategies:	  Honeywell	  has	  capability	  to	  generate	  stable	  
diversified	  revenue	  streams	  by	  combining	  strategic	  growth	  in	  its	  diverse	  businesses	  
and	  its	  cost	  discipline	  with	  a	  marked	  acceleration	  of	  its	  capital	  deployment	  strategy.	  

Positive	  Industry	  Outlook:	  Honeywell	  sees	  a	  lot	  of	  opportunities	  to	  grow	  in	  its	  all	  
business	  areas,	  benefiting	  from	  the	  positive	  industry	  outlook.	  

Business	  Description	  
	  

Company	  Overview	  

Honeywell	  International	  Inc.	  (NYSE:	  HON)	  is	  a	  Fortune	  100	  diversified	  technology	  and	  
manufacturing	   conglomerate	   headquartered	   in	   Delaware.	   Its	   products	   and	   services	  
include	  aerospace	  products	  and	  services,	  turbochargers,	  control,	  sensing	  and	  security	  
technologies	   for	   buildings,	   homes	   and	   industry,	   specialty	   chemicals,	   electronic	   and	  
advanced	  materials,	  process	  technology	  for	  refining	  and	  petrochemicals,	  and	  energy	  
efficient	   products	   and	   solutions	   for	   homes,	   business	   and	   transportation.	   HON	  
conducts	  business	  through	  three	  major	  operating	  segments:	  Aerospace,	  Automation	  
&	  Control	  Solutions,	  and	  Performance	  Materials	  and	  Technologies.	  

In	   2015,	   HON	   achieved	   sales	   of	   $38.6	   Billion.	   And	   the	   Aerospace,	   Automation	   &	  
Control	  Solution,	  and	  Performance	  Materials	  accounted	  for	  39.4%,	  36.5%,	  and	  24.1%	  
of	  sales	  respectively.	  (Exhibit	  1)	  In	  2015,	  the	  total	  sales	  went	  down	  by	  4.2%	  from	  2014	  
to	  2015,	  and	  grew	  about	  5.8%	  in	  the	  past	  five	  years.	  (Exhibit	  2)	  HON	  generated	  about	  
9.7%	   of	   sales	   from	   products	   sold	   to	   the	   U.S.	   government	   in	   2015.	   U.S.	   exports	  
comprised	   14%	   of	   total	   sales,	   while	   Non-‐U.S.	   manufactured	   products	   and	   services,	  
mainly	  in	  Europe	  and	  Asia,	  accounted	  for	  39%	  of	  total	  sales	  in	  2015.	  	  

Business	  Segment	  

The	   Aerospace	   sells	   a	   variety	   of	   products	   and	   services	   to	   aircraft	   manufacturers,	  
airlines,	  aircraft	  operators,	  military	  services,	  and	  defense	  and	  space	  contractors.	   It	   is	  
also	  a	   leading	  maker	  of	  turbochargers	  to	   improve	  the	  performance	  and	  efficiency	  of	  
passenger	  cars	  and	  commercial	  vehicles.	  The	  Aerospace	  segment	  sells	  its	  products	  to	  
original	   equipment	  manufacturers	   (OEMs),	   and	  provides	   spare	  parts	   and	   repair	   and	  
maintenance	  services	  for	  the	  aftermarket.	  Key	  competitors	  of	  this	  segment	  are	  Borg-‐
Warner	   (automotive),	   Garmin,	   General	   Electric,	   Rockwell	   Collins,	   Thales	   and	  United	  
Technologies.	  The	   segment	   sales	  grew	  2.6%	   to	  $15.7	  billion	   from	  2011	   to	  2013	  and	  



2016	  MBA	  SMF	  Analysis	  Report	  

	  
	  

2	  

Exhibit	   5.	   PMT	   segment	   sales	   in	   the	  
past	  5	  Years	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
	  
	  
Exhibit	   6.	   Total	   Air	   Freight	   and	  
Passenger	   Volumes	   in	   the	   past	   10	  
years	  

	  

Source:	  IATA	  website	  
	  
	  
	  
	  
	  
Exhibit	   7.	  Daily	  Crude	  Oil	  Price,	   June	  
2014	  –	  June	  2015	  
	  

	  
Source:	  www.zerohedge.com	  
	  
	  
	  
	  
	  
	  
	  

dropped	  down	  0.65%	  to	  15.2	  billion	  in	  2015.	  Sales	  of	  this	  segment	  kept	  stable	  in	  the	  
past	  five	  years.	  (Exhibit	  3)	  

The	  Automation	  and	  Control	  Solutions	  (ACS)	  is	  a	  global	  leader	  for	  environmental	  and	  
energy	   solutions;	   sensors,	   switches	   and	   controls	   for	   sensing	   and	   productivity	  
solutions;	   security	   and	   fire	   safety	   products;	   industrial	   safety	   products;	   and	   building	  
solutions	   and	   services	   for	   homes,	   commercial	   buildings	   and	   industrial	   facilities.	   Key	  
competitors	   of	   this	   segment	   are	   3M,	   Johnson	   Controls,	   Schneider,	   Siemens	   and	  
Zebra-‐Motorola.	  Sales	  of	  this	  segment	  grew	  12.8%	  to	  $14.1	  billion	  from	  2011	  to	  2015.	  
(Exhibit	  4)	  

The	   Performance	   Materials	   and	   Technology	   (PMT)	   segment	   develops	   and	  
manufactures	   advanced	   materials,	   process	   technologies	   and	   automation	   solutions.	  
Key	   competitors	   of	   this	   segment	   are	   Albemarle,	   BASF,	   Dow,	   DuPont,	   Emerson	   and	  
Sinopec.	  Sales	  of	  this	  segment	  grew	  5.7%	  to	  $9.2	  billion	  in	  the	  past	  five	  years.	  (Exhibit	  
5)	  

	  

Positive	  Industry	  Outlook	  

We	  are	  positive	  on	  aerospace	  &	  defense	  industry	  for	  the	  next	  12	  months.	  	  
	  
Improving	  Commercial	  Air	  Traffic	  

The	  International	  Air	  Transport	  Association	  (IATA)	  announced	  global	  passenger	  traffic	  
demand	  rose	  6.5%	  for	  the	  full	  year	  in	  2015	  compared	  to	  5.9%	  in	  2014.	  This	  was	  the	  
strongest	  result	  since	  the	  post-‐Global	  Financial	  Crisis	  rebound	  in	  2010	  and	  well	  above	  
the	  10-‐year	  average	  annual	  growth	  rate	  of	  5.5%.	  In	  Nov.	  2015,	  IATA	  released	  its	  
updated	  passenger	  growth	  forecast,	  projecting	  that	  passenger	  numbers	  are	  expected	  
to	  reach	  7	  billion	  by	  2034	  with	  a	  3.8%	  average	  annual	  growth	  in	  demand	  (2014	  
baseline	  year).	  That	  is	  more	  than	  double	  the	  3.3	  billion	  who	  flew	  in	  2014	  and	  exactly	  
twice	  as	  many	  as	  the	  3.5	  billion	  expected	  in	  2015.	  	  

Low	  Crude	  Oil	  Price	  

Crude	  Oil	  is	  at	  a	  very	  low	  price	  and	  is	  expected	  to	  remain	  low,	  reducing	  much	  cost	  for	  
all	  the	  airline	  operations	  now	  and	  in	  the	  future.	  (Exhibit	  7)	  IATA	  estimates	  global	  
airlines	  earned	  $36.3	  billion	  net	  profit	  in	  2016,	  compared	  to	  $33	  billion	  in	  2015	  and	  
$17.3	  billion	  in	  2014.	  	  

Rising	  Aircraft	  and	  Equipment	  Demands	  

Commercial	   aircraft	   demands	   from	   Asia	   and	   Latin	   America	   is	   rising	   driven	   by	   the	  
recovering	   global	   economic	   trends.	   Business	   Jets	   demand	   in	   North	   America	   and	  
emerging	  markets	  are	  recovering,	  and	  are	  expected	  to	  reach	  a	  peak	   in	  the	  next	   few	  
years.	  Jet	  deliveries	  from	  2014-‐2024	  are	  expected	  to	  increase	  by	  8%,	  from	  the	  earlier	  



2016	  MBA	  SMF	  Analysis	  Report	  

	  
	  

3	  

Exhibit	  8.	  Sub-‐industry	  performance	  

	  
Source:	  S&P	  Capital	  IQ	  
	  
	  
	  
	  
	  
Exhibit	  9.	  EPS	  in	  Last	  5	  Years	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
	  
	  
	  
Exhibit	  10.	  Segment	  Margin	  in	  Last	  5	  
Years	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
	  

2013	   forecast.	   Boeing	   and	   Airbus	   have	   announced	   continued	   production	   increases	  
over	  the	  next	  several	  years	  and	  new	  model	   introduction.	  Many	  commercial	  aircrafts	  
and	  Conventional	  military	  equipment	  is	  aging	  and	  less	  fuel-‐efficient,	  generating	  need	  
for	  replacement	  or	  repair.	  

Sector	  and	  sub-‐industry	  performance	  

In	  2015,	  the	  sub-‐industry	  outperformed	  the	  sector	  and	  the	  S&P	  1500.	  The	  sub-‐
industry	  index	  rose	  2.6%	  in	  2015,	  vs.	  a	  4.7%	  decline	  for	  Industrials	  and	  a	  1.0%	  decline	  
for	  the	  S&P	  1500.	  (Exhibit	  8)	  

In	  general,	  the	  improving	  commercial	  air	  traffic,	  low	  crude	  oil	  price,	  and	  rising	  aircraft	  
and	  equipment	  demand	  will	  benefit	  HON’s	  Aerospace	  segment,	  generating	  solid	  
demands	  for	  its	  products	  to	  OEMs	  and	  spare	  parts	  and	  repair	  and	  maintenance	  
services	  for	  the	  aftermarket.	  In	  addition,	  the	  company	  will	  not	  only	  benefit	  from	  the	  
favorable	  industry	  trend,	  but	  also	  its	  competitive	  business	  Strategies.	  

Competitive	  Company	  Strategies	  

In	   2015,	   Honeywell	   achieved	   a	   terrific	   financial	   outcome	   by	   combining	   strategic	  
growth	  in	  its	  diverse	  businesses	  and	  its	  cost	  discipline	  with	  a	  marked	  acceleration	  of	  
its	  capital	  deployment	  strategy.	  Earnings	  per	  share	  grew	  50.6%	  from	  $4.05	  per	  share	  
in	  2011	  to	  $6.04	  per	  share	  in	  2015.	  (Exhibit	  9)	  Segment	  margin	  reached	  18.8%	  in	  2015	  
compared	   14.7%	   in	   2011.	   (Exhibit	   10)	   Free	   cash	   flow	   grew	   about	   54.5%	   from	   $2.0	  
billion	   in	   2011	   to	   $4.4	   billion	   in	   2015.	   (Exhibit	   11)	   The	   company	   announced	   a	   15%	  
dividend	  increase	  in	  2015	  compared	  to	  2014,	  reaching	  its	  11th	  dividend	  increase	  since	  
2005.	   (Exhibit	   12)	   The	   terrific	   result	   in	   2015	   due	   to	   the	   company’s	   competitive	  
business	  strategies.	  

Operation	  improvement	  	  

HON	   spent	   $216	   million	   of	   repositioning	   investments	   in	   2015	   to	   improve	   its	  
operations	  and	  increased	  investment	  in	  High	  Growth	  Regions.	  	  

The	   company	   created	   Honeywell	   Operating	   System	   (HOS)	   Gold,	   an	   end-‐to-‐end	  
business	   management	   process	   focused	   on	   customers	   and	   markets,	   strategy	  
development	   and	   execution,	   robust	   management,	   standardized	   work	   and	   cross	  
functional	   engagement.	   HOS	   Gold	   is	   focusing	   on	   growing	   sales,	   becoming	   more	  
productive,	  and	  integrating	  all	  of	  the	  company’s	  major	  internal	  process	  initiatives	  into	  
a	  total	  business	  operating	  system.	  HON	  also	  launched	  the	  Honeywell	  User	  Experience	  
(HUE),	  a	  new	  approach	  to	  the	  design	  and	  development	  of	  new	  products	  and	  services.	  
HUE	   starts	   with	   the	   customer	   experience	   and	   deploys	   rapid	   prototyping	   and	   other	  
design	  principles,	  which	  enable	  faster	  cycle	  time	  and	  lead	  to	  increased	  customer	  value	  
and	   loyalty.	  HOS	  Gold	  and	  HUE	  are	  competitive	  differentiators	  that	  will	  enable	  HON	  
to	  deliver	  sustainable,	  exceptional	  financial	  and	  operating	  performance.	  (Exhibit	  13)	  
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Exhibit	   11.	   Free	   Cash	   Flow	   in	   Last	   5	  
Years	  

	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
	  
	  
	  
Exhibit	   12.	   Traffic	   and	   Capacity	  
Growth-‐	  October	  2014	  
	  

	  
	  
Source:	  Honeywell	  2016	  Fact	  Sheet	  
	  
	  
	  
Exhibit	  13.	  HOS	  GOLD	  
	  

	  
Source:	  Company	  financial	  release	  
	  
	  
	  
	  
	  
	  

Looking	  at	  the	  financial	  data	  in	  2015,	  although	  HON’s	  Sales	  went	  down	  by	  4%	  driven	  
by	  the	  stronger	  dollar,	  it	  generated	  a	  10%	  increase	  in	  EPS.	  The	  increase	  of	  EPS	  almost	  
entirely	  came	  from	  operations	  improvements,	  not	  share	  repurchase.	  	  

Strategic	  Acquisitions	  

In	  2015	  HON	  deployed	  over	  $5	  billion,	  acquiring	  businesses	  that	  will	  be	  integrated	  
into	  each	  of	  its	  three	  operating	  segments.	  These	  acquisitions	  all	  share	  a	  technology	  
that	  deep	  the	  alignment	  with	  global	  macro	  trends	  such	  as	  energy	  efficiency,	  clean	  
energy	  generation,	  safety	  and	  security,	  urbanization	  and	  customer	  productivity.	  These	  
acquisitions	  expected	  to	  add	  approximately	  $5-‐$8	  billion	  of	  sales	  over	  the	  next	  5	  
years,	  helping	  the	  company	  to	  achieve	  the	  goal	  of	  taking	  total	  company	  sales	  over	  $50	  
billion	  by	  2018.	  

Opportunistic	  Share	  Buybacks	  

HON	  continue	  to	  opportunistically	  repurchase	  its	  shares	  with	  the	  goal	  of	  generally	  
keeping	  share	  count	  flat	  and	  seeking	  to	  offset	  the	  dilutive	  impact	  of	  employee	  stock	  
based	  compensation	  plans.	  In	  2015,	  HON	  repurchased	  18.8	  million	  shares	  for	  $1.9	  
billion.	  	  

Capital	  Investment	  in	  Facilities	  

HON	  invested	  about	  $1.1	  billion	  in	  high-‐return	  capital	  expenditures	  (30-‐40%	  IRR)	  in	  
2015,	  focused	  on	  high-‐return	  projects	  such	  as	  new	  production	  capacity	  for	  its	  PMT	  
segment	  to	  support	  customer	  demand.	  These	  investments	  would	  help	  to	  drive	  growth	  
in	  sales	  and	  earnings	  in	  the	  long	  term.	  	  

Research	  and	  development	  

HON	   is	   maintaining	   its	   R&D	   expenditure	   at	   5%	   of	   sales	   in	   2015,	   2014,	   and	   2013,	  
developing	  new	  products	  aligned	  with	  global	  macro-‐economic	  trends	  in	  energy,	  safety	  
and	  security,	  and	  productivity.	  	  

Next	  Five-‐Year	  Plan	  

Over	  the	  next	  five	  years,	  HON	  expects	  to	  continue	  to	  expand	  margins,	  grow	  earnings	  
at	   a	   double-‐digit	   pace,	   and	   to	   nearly	   double	   free	   cash	   flow,	  which	  will	   support	   the	  
investment	   in	   global	   growth	   opportunities	   and	   strong	   shareholder	   returns.	   The	  
Company	  expects	  2018	  sales	  to	   increase	  organically	  $7-‐$12	  billion	  to	  $46-‐$51	  billion	  
and	  segment	  margins	  to	  increase	  220-‐370	  basis	  points	  over	  2013	  levels	  to	  18.5-‐20.0%.	  
(Exhibit	  14	  &	  15)	  The	  Company	  also	  expects	  to	  deliver	  on	  its	  previous	  five-‐year	  targets	  
ending	  this	  year.	  

	  
Favorable	  Market	  Positioning	  
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Exhibit	   14.	   Sales	   in	   Next	   Five-‐year	  
Plan	  
	  

	  
	  
	  
	  
	  
	  
	  
Exhibit	   15.	   Segment	  Margin	   Rate	   in	  
Next	  Five-‐year	  Plan	  
	  

	  
	  
	  
	  
	  
	  
Exhibit	  16.	  Peer	  Comparison	  
	  

	  
	  

	  
HON	   enjoys	   a	   leadership	   position	   in	   the	   industries	   of	   all	   of	   its	   three	   business	  
segments.	   In	  2015,	  the	  company	  achieved	  8.9%	  growth	   in	  net	   income,	  higher	  above	  
the	  company	  peer	  median,	  which	   is	   -‐4.6%.	  The	  growth	  of	   reported	  sales	  was	   -‐4.3%,	  
higher	  than	  the	  company	  peer	  median,	  which	  is	  -‐5.3%.	  And	  the	  EPS	  grew	  9.7%,	  much	  
higher	  than	  the	  company	  peer	  median,	  which	  is	  -‐1.0%.	  (Exhibit	  16)	  

	  
Social	  Responsibility	  
	  
Honeywell’s	   Sustainable	   Opportunity	   Policy	   is	   aligned	   with	   its	   Health,	   Safety	   and	  
Environment	   (HSE)	   Management	   System,	   which	   is	   integrated	   into	   the	   Honeywell	  
Operating	  System	  (HOS).	  Honeywell’s	  Vice	  President	  of	  Health,	  Safety,	  Environment,	  
and	   Sustainability	   (HSES)	   has	   overall	   responsibility	   for	   the	   sustainability	   program.	   A	  
Corporate	   Energy	  &	   Sustainability	   Team,	   led	   by	   the	  Vice	   President	   of	  HSES	   and	   the	  
Vice	  President	  of	  Global	  Real	  Estate,	  helps	  drive	  the	  company’s	  greenhouse	  gas	  and	  
energy	  efficiency	  goals.	  
	  
HON’s	   New	   Product	   Introduction	   Procedure	   requires	   each	   of	   its	   businesses	   to	  
establish	  and	  document	  a	  process	   to	  consider	  eco-‐efficiency	  criteria	   throughout	   the	  
product	   lifecycle	   during	   new	   product	   development.	   Criteria	   to	   consider	   include	  
reduction	  of	  natural	  resources	  during	  manufacture	  and	  distribution;	  increased	  energy	  
–	  efficiency	  of	  the	  product	  itself	  or	  because	  of	  its	  use;	  reduction	  in	  waste	  production;	  
product	   reuse	   or	   recycling	   opportunities;	   opportunities	   for	   use	   of	   recycled	   or	  
renewable	   production	   materials;	   reduction	   or	   elimination	   of	   classified	   toxic	   or	  
hazardous	  materials;	  reduction	  in	  packaging.	  
	  
Honeywell	  engages	  responsibly	   in	  the	  political	  process.	   Its	  products	  and	  services	  are	  
closely	   aligned	   with	   several	   key	   public	   policy	   priorities	   including	   safety,	   security,	  
energy	  efficiency	  and	  clean	  energy	  generation.	  

	  

Financial	  Analysis	  
	  

DuPont	  Analysis	  

From	   the	   DuPont	   Analysis	   (Refer	   to	   Appendix),	   we	   can	   see	   that	   the	   ROE	   has	   been	  
increasing	  during	   last	   five	  years.	   From	  measuring	   the	   four	  multiples	  of	  ROE,	  we	  can	  
see	   that	   the	   tax	  burden	  has	  been	  stable	   in	   the	   five	  years,	   interest	  burden	  has	  been	  
increasing	  slightly	  from	  2011	  to	  2015.	  The	  increase	  in	  interest	  burden	  shows	  that	  the	  
company	  paid	   less	   interest	  year	  by	  year.	  The	  company’s	  operating	  margin	  has	  been	  
increasing	   from	   7%	   to	   17%,	   which	   indicates	   the	   company	   has	   a	   higher	   operational	  
efficiency	  and	  a	  positive	  forecasting	  in	  2016.	  This	  is	  also	  relevant	  as	  the	  company	  has	  
been	  making	  strides	  in	  improving	  their	  operating	  efficiency	  in	  the	  last	  few	  years.	  Asset	  
Turnover	  decreased	  from	  2011	  to	  2015,	  which	  suggests	  that	  the	  company	  has	  more	  
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Source:	   Company	   Investor	   Conference	  
Presentation	  
	  
	  
	  
	  
	  
Exhibit	   17.	   Financial	   Analysis	   -‐	  
Current	  Ratio	  
	  

	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

capital	   tied	   up	   in	   its	   asset	   base,	   however	   HON	   employs	   in	   high	   capital	   industry.	   In	  
addition,	   the	   leverage	   ratio	   is	   decreasing	   during	   the	   five	   years,	   suggesting	   the	  
company	  has	  less	  debt	  or	  more	  equity.	  Therefore,	  the	  ROE	  increased	  in	  last	  five	  years	  
due	   to	   the	   increase	   in	   asset	   turnover	   and	   interest	   burden	   offset	   the	   decrease	   in	  
leverage	   ratio.	   Therefore,	   we	   conclude	   that	   the	   increase	   of	   ROE	   is	   not	   due	   to	   the	  
increase	  in	  the	  leverage,	  which	  will	  increase	  the	  company’s	  debt	  burden.	  Instead,	  it	  is	  
due	  to	  the	  more	  revenue	  generated	  by	  asset	  and	  less	  interest	  paid.	  Hence,	  we	  expect	  
the	  company	  will	  continue	  to	  have	  a	  positive	  ROE	  growth	  rate.	  

Liquidity	  Analysis	  

Liquidity	  Ratios	   (Cash	  Ratio,	  Current	  Ratio,	  and	  Quick	  Ratio)	  experienced	  a	  decrease	  
from	   2010	   to	   2015,	   suggesting	   the	   company's	   ability	   to	   satisfy	   its	   short-‐term	  
obligations	   became	   weaker.	   Solvency	   ratios	   (long-‐term	   Debt/Equity,	   Long-‐term	  
Debt/Capital,	  Long-‐term	  Debt/Total	  Asset)	  decreased	  significantly	  from	  2010	  to	  2015,	  
suggesting	  that	  the	  firm's	  ability	  to	  satisfy	  its	  long-‐term	  obligations	  become	  stronger.	  
And	   from	   the	   balance	   sheet	   we	   found	   that	   the	   company’s	   cash	   decreased	  
tremendously	  in	  2015	  and	  the	  company’s	  asset	  of	  property,	  plant	  and	  equipment	  has	  
been	  decreasing,	  which	  suggests	  that	  the	  company	  is	  reducing	  some	  of	  its	  capacity.	  

Activity	  Analysis	  

From	   the	   ratios	   table	   above,	   we	   found	   that	   the	   Account	   Receivable	   Turnover	   and	  
Days	   Sales	   Outstanding	   have	   kept	   stable	   during	   the	   last	   five	   years.	   The	   Account	  
Receivable	   Turnover	   is	   higher	   than	   the	   industry	   benchmark,	   suggesting	   that	   the	  
company’s	  ability	  to	  collect	  revenue	  is	  stronger	  than	  the	  level	  of	  the	  industry.	  	  

	  

Profitability	  Analysis	  

From	   the	   ratios	   table	   above,	  we	   found	   that	   the	   ROE	   and	   ROA	   of	   the	   company	   has	  
been	  increasing	  rapidly	  during	  last	  five	  years,	  and	  all	  became	  higher	  than	  the	  industry	  
benchmark	   in	  2015.	   In	  addition,	  the	  EBITDA	  Margin,	  Pretax	  Margin,	  and	  Net	   Income	  
Margin	  also	  have	  sharp	  increases	  from	  2011	  to	  2014,	  and	  all	  are	  much	  higher	  than	  the	  
industry	   benchmark	   in	   2015.	   Therefore,	  we	   can	   conclude	   that	   the	   company	   has	   an	  
above	  average	  profitability	  and	  we	  expect	  it	  to	  continue	  in	  the	  future.	  	  

Shareholder	  Analysis	  

0	  

1	  

2	  
Current	  Ramo	  
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Exhibit	   18.	  Financial	  Analysis	   -‐	  Quick	  
Ratio	  
	  	  

	  
	  
	  
	  
	  
Exhibit	   19.	   Financial	   Analysis	   –	   Long	  
Term	  Debt	  	  

	  
	  
	  
	  
	  
	  
Exhibit	   20.	   Financial	   Analysis	   –	  
Revenue	  	  

	  
	  
	  
	  

From	  the	  exhibit,	  we	  found	  that	  the	  company’s	  Earning	  per	  Share	   is	   increasing	  from	  
2011	   to	   2014.	   We	   expect	   the	   increasing	   EPS	   and	   positive	   forecast	   of	   the	   EPS	   will	  
positively	  influence	  the	  company’s	  stock	  in	  the	  near	  future.	  

VALUATION	  
Basic	  Assumptions	  

We	  assumed	  the	  10	  yr.	  Treasury	   rate	  of	  2.12%	  to	  be	   the	   risk	   free	   rate	  with	   the	   risk	  
premium	  of	  7.5%,	  HON’s	  beta	  1.16,	   leading	  to	  Cost	  of	  Equity	  of	  10.4%	  and	  WACC	  of	  
9.1%.	  

Historical	  Growth	  Rates:	  

We	   calculated	   historical	   growth	   rate	   based	   on	   last	   5	   years	   and	   get	   got	   an	   average	  
historical	  growth	  rate	  of	  3%.	  We	  also	  calculated	  perpetuity	  growth	  rate	  with	  free	  cash	  
flow	  and	  it	  comes	  out	  to	  be	  3.2%.	  

Intrinsic	  Value	  

Based	  on	  Honeywell’s	  diversified	  business	  model	  but	  unpredictable	  industry,	  we	  think	  
a	  conservative	  growth	  rate	  in	  next	  5	  years	  would	  be	  5%.	  We	  projected	  the	  perpetuity	  
growth	  rate	  to	  be	  3.2%.	  We	  calculated	  the	  free	  cash	  flow	  with	  data	  from	  Bloomberg.	  	  

By	  using	   the	  DCF	  model,	  we	  got	  an	   intrinsic	  value:	  $161	   (Perpetuity	  Model)	  &	  $148	  
(EBITDA	  Multiple	  Model)	  

	  

We	  also	  performed	  a	  sensitivity	  analysis	  (Appendix	  D)	  to	  see	  the	  range	  of	  intrinsic	  
values.	  While	  the	  projected	  growth	  rates	  were	  changed.	  So	  the	  intrinsic	  value	  should	  
be	  $114	  to	  $185,	  given	  the	  current	  economic	  situation.	  The	  median	  value	  is	  $148,	  
which	  is	  much	  higher	  than	  $115.02.	  So,	  considering	  all	  this,	  we	  believe	  Honeywell	  is	  
undervalued.	  	  
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Exhibit	   21.	   Financial	   Analysis	   –	  
Operating	  Income	  
	  

	  
	  
	  
	  
Exhibit	   22.	   Financial	   Analysis	   –	   Net	  
Income	  
	  

	  
	  
	  
	  
Exhibit	   23.	   Financial	   Analysis	   –	  
EBITDA	  	  
	  

	  
	  
	  
	  

The	  price	  of	  HON	  was	  $91.59	  on	  Sept	  28,	  2015.	  Now	  it	  is	  $115.02	  (April	  21,	  2016).	  
	  

Financial	  Risk	  
	  
Risk	  sensitivity	  
	  
According	  to	  Nasdaq,	  Honeywell	  has	  a	  risk	  of	  102,	  while	  S&P	  index	  has	  a	  risk	  of	  82.	  
Being	  in	  the	  industrial	  sector,	  the	  company	  does	  get	  affected	  by	  legal,	  international	  
and	  operational	  risks.	  	  
	  
Macro-‐Economic	  And	  Industry	  Risks	  
	  
Aerospace:	  	  

• Operating	  results	  of	  Aerospace	  are	  directly	  tied	  to	  cyclical	  industry	  and	  
economic	  conditions,	  as	  well	  as	  changes	  in	  customer	  buying	  patterns	  of	  
aftermarket	  parts,	  supplier	  stability,	  factory	  transitions	  and	  capacity	  
constraints.	  The	  operating	  results	  of	  Commercial	  Original	  Equipment	  and	  
Commercial	  Aftermarket	  business	  units	  may	  be	  adversely	  affected	  by	  
downturns	  in	  the	  global	  demand	  for	  air	  travel	  which	  impacts	  new	  aircraft	  
production	  or	  the	  delay	  or	  cancellation	  of	  new	  aircraft	  orders,	  delays	  in	  
launch	  schedules	  for	  new	  aircraft,	  the	  retirement	  of	  aircraft	  and	  global	  flying	  
hours,	  which	  impact	  business	  and	  general	  aviation	  aircraft	  utilization	  rates.	  	  

• Operating	  results	  in	  Defense	  and	  Space	  Systems	  business	  unit	  may	  be	  
affected	  by	  the	  mix	  of	  U.S.	  and	  foreign	  government	  appropriations	  for	  
defense	  and	  space	  programs.	  

• Operating	  results	  in	  Transportation	  Systems	  business	  unit	  may	  be	  affected	  by	  
the	  level	  of	  production	  and	  demand	  for	  automobiles	  and	  trucks	  equipped	  
with	  turbochargers,	  regulatory	  changes	  regarding	  automobile	  and	  truck	  
emissions	  and	  fuel	  economy,	  consumer	  demand	  and	  spending	  for	  automotive	  
aftermarket	  products	  and	  delays	  in	  launch	  schedules	  for	  new	  automobile	  and	  
truck	  platforms.	  

ACS:	  
Operating	  results	  may	  be	  adversely	  impacted	  by	  downturns	  in	  the	  level	  of	  global	  
residential	  and	  commercial	  construction	  (including	  retrofits	  and	  upgrades),	  capital	  
spending	  and	  operating	  expenditures	  on	  building	  and	  process	  automation,	  industrial	  
plant	  capacity	  utilization	  and	  expansion,	  and	  inventory	  levels	  in	  distribution	  channels.	  
	  
PMT:	  
Operating	  results	  may	  be	  adversely	  impacted	  by	  downturns	  in	  the	  capacity	  utilization	  
for	  chemical,	  industrial,	  refining,	  petrochemical	  and	  semiconductor	  plants,	  customers’	  
availability	  of	  capital	  for	  refinery	  construction	  and	  expansion,	  raw	  material	  demand	  
and	  supply	  volatility,	  and	  the	  company’s	  ability	  to	  maximize	  its	  facilities’	  production	  
capacity	  and	  minimize	  downtime.	  In	  particular,	  the	  volatility	  in	  oil	  and	  natural	  gas	  
prices	  have	  and	  will	  continue	  to	  impact	  customers’	  operating	  levels	  and	  capital	  
spending	  and	  thus	  demand	  for	  their	  products	  and	  6	  services.	  Pricing	  of	  certain	  
chemical	  products	  are	  driven	  by	  raw	  materials	  that	  are	  correlated	  to	  the	  price	  of	  oil,	  
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Exhibit	   24.	   Financial	  Analysis	  –	  Total	  
Cash	  	  
	  

	  
	  
	  
	  
	  
Exhibit	   25.	   Financial	   Analysis	   –	  
Current	  Asset	  
	  

	  
	  
	  
	  
Exhibit	   18.	   Financial	  Analysis	  –	  Total	  
Equity	  
	  

	  
	  
All	   Financial	   Analysis	   Charts	   Source:	  
Bloomberg	  	  

hence	  revenue	  could	  be	  significantly	  impacted	  by	  volatility	  in	  the	  price	  of	  oil.	  
	  
International	  Operations:	  	  
International	  operations,	  including	  U.S.	  exports,	  represent	  more	  than	  half	  of	  the	  
Company’s	  sales.	  Risks	  related	  to	  international	  operations	  include	  exchange	  control	  
regulations,	  wage	  and	  price	  controls,	  antitrust	  regulations,	  employment	  regulations,	  
foreign	  investment	  laws,	  import,	  export	  and	  other	  trade	  restrictions	  (such	  as	  
embargoes),	  violations	  by	  employees	  of	  anti-‐corruption	  laws,	  changes	  in	  regulations	  
regarding	  transactions	  with	  state-‐owned	  enterprises,	  nationalization	  of	  private	  
enterprises,	  acts	  of	  terrorism,	  and	  the	  ability	  to	  hire	  and	  maintain	  qualified	  staff	  and	  
maintain	  the	  safety	  of	  their	  employees	  in	  these	  regions.	  Instability	  and	  uncertainties	  
arising	  from	  the	  global	  geopolitical	  environment	  and	  the	  cost	  of	  compliance	  with	  
increasingly	  complex	  and	  often	  conflicting	  regulations	  worldwide	  can	  impair	  the	  
company’s	  flexibility	  in	  modifying	  product,	  marketing,	  pricing	  or	  other	  strategies	  for	  
growing	  businesses,	  as	  well	  as	  the	  company’s	  ability	  to	  improve	  productivity	  and	  
maintain	  acceptable	  operating	  margins.	  
	  
OPERATIONAL	  RISKS	  
	  
Raw	  material	  price	  fluctuations,	  the	  ability	  of	  key	  suppliers	  to	  meet	  quality	  and	  
delivery	  requirements,	  or	  catastrophic	  events	  can	  increase	  the	  cost	  of	  their	  products	  
and	  services.	  
	  
The	  cost	  of	  raw	  materials	  is	  a	  key	  element	  in	  the	  cost	  of	  their	  products,	  particularly	  in	  
PMT	  (cumene,	  fluorspar,	  R240,	  natural	  gas,	  perchloroethylene,	  sulfur	  and	  ethylene)	  
and	  Aerospace	  (nickel,	  steel,	  titanium	  and	  other	  metals).	  The	  company’s	  inability	  to	  
offset	  material	  price	  inflation	  through	  increased	  prices	  to	  customers,	  formula	  or	  long-‐
term	  fixed	  price	  contracts	  with	  suppliers,	  productivity	  actions	  or	  through	  commodity	  
hedges	  could	  adversely	  affect	  their	  results	  of	  operations.	  
The	  company’s	  future	  growth	  is	  largely	  dependent	  upon	  their	  ability	  to	  develop	  new	  
technologies	  and	  introduce	  new	  products	  that	  achieve	  market	  acceptance	  in	  
increasingly	  competitive	  markets	  with	  acceptable	  margins.	  
Future	  growth	  rate	  depends	  upon	  a	  number	  of	  factors,	  including	  their	  ability	  to	  	  

(i) Identify	  emerging	  technological	  trends	  in	  target	  end-‐markets	  	  
(ii) Develop	  and	  maintain	  competitive	  products	  and	  defend	  market	  share	  

against	  an	  ever-‐expanding	  number	  of	  competitors	  including	  many	  new	  
and	  non-‐traditional	  competitors	  

(iii) Enhance	  products	  by	  adding	  innovative	  features	  that	  differentiate	  
products	  from	  those	  of	  competitors	  and	  prevent	  commoditization	  of	  
products	  

(iv) Develop,	  manufacture	  and	  bring	  compelling	  new	  products	  to	  market	  
quickly	  and	  cost-‐effectively	  

(v) Attract,	  develop	  and	  retain	  individuals	  with	  the	  requisite	  technical	  
expertise	  and	  understanding	  of	  customers’	  needs	  to	  develop	  new	  
technologies	  and	  introduce	  new	  products.	  

	  
Legal	  and	  Regulatory	  Risks	  
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As	  a	  supplier	  of	  military	  and	  other	  equipment	  to	  the	  U.S.	  Government,	  they	  are	  
subject	  to	  unusual	  risks,	  such	  as	  the	  right	  of	  the	  U.S.	  Government	  to	  terminate	  
contracts	  for	  convenience	  and	  to	  conduct	  audits	  and	  investigations	  of	  their	  
operations	  and	  performance.	  

(i) U.S.	  and	  non-‐U.S.	  tax	  liabilities	  are	  dependent,	  in	  part,	  upon	  the	  
distribution	  of	  income	  among	  various	  jurisdictions	  in	  which	  we	  operate	  

(ii) Changes	  in	  legislation	  or	  government	  regulations	  or	  policies	  can	  have	  a	  
significant	  impact	  on	  their	  results	  of	  operations.	  

(iii) The	  company	  cannot	  predict	  with	  certainty	  the	  outcome	  of	  litigation	  
matters,	  government	  proceedings	  and	  other	  contingencies	  and	  
uncertainties.	  
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Appendix	  
Appendix	  A	  	  

DUPONT	  ANALYSIS	  

	  

Appendix	  B	  

FINANCIAL	  RATIOS	  
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Appendix	  C	  

HISTORICAL	  DATA	  AND	  PROJECTED	  ANALYSIS	  

	  

Appendix	  D	  

SENSITIVITY	  ANALYSIS	  
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Appendix	  E	  

INCOME	  STATEMENT	  
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Appendix	  F	  

BALANCE	  SHEET	  
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Appendix	  G	  

CASH	  FLOW	  STATEMENT	  
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Appendix	  H	  

STOCK	  PERFORMANCE	  
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2. Honeywell	  2015	  Annual	  Report	  

http://investor.honeywell.com/Cache/1001207904.PDF?O=PDF&T=&Y=&D=&FID=1001207904&
iid=4121346	  	  
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http://investor.honeywell.com/Cache/1001207905.PDF?O=PDF&T=&Y=&D=&FID=1001207905&
iid=4121346	  	  
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http://investor.honeywell.com/Cache/1500082600.PDF?O=PDF&T=&Y=&D=&FID=1500082600&
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e/sr/showStockReport.do	  	  
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8. Final	  Fortune	  Investment,	  “Understanding	  the	  Aerospace	  Industry”,	  May	  12,	  2015	  
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