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The Edge Intelligence: Data Shows Ideal Time to Participate in Large-Cap Break-Ups / RTX Becomes Second-Largest Aviation & Defense Player Post-Spin of Industry Leaders 

United Technologies Corp. (UTX) is performing a 3-way break-up of Carrier Global Corp. (CARR, Spinoff) and Otis Worldwide Corp. (OTIS, Spinoff) by April 
2020 and subsequently will merge with Raytheon Co. (RTN) to create an aerospace giant called Raytheon Technologies Corp. (RTX), the second largest 
aviation company by revenue (FY21E revenue of $78.7bn) behind Boeing Co. (BA, FY21E revenue of $113bn). The respective Spinoffs (CARR & OTIS) will be 
the top players in their respective spaces. Of the two Spinoff entities, OTIS is a compelling investment considering it has a market leading position (with a 
market share of 17%), an industry leading EBITDA margin profile (15.9%) and longer-term cash flow visibility on the back of longer-term service contracts. 

What Does the Spinoff Data Say? Analyzing tax-free break-ups over the past 10 years where the Spinoff was large enough to enter the S&P 500, we have 
identified these types of break-ups in the US are very rare (only 23 break-ups out of a total 194). Not only are they rare, but these investments can be highly 
profitable when entered at the right period. By examining all different periods in the life cycle of a Spinoff, we found that the best opportunity to make 
money in these S&P 500 listed Spins is after three months of trading. This means the highest hit-rate of finding opportunities to make money or outperform 
the index starts from the 3-month mark post-Spin. 

The Edge View – Raytheon Technologies Corp. (RTX, Parent-Merged Entity): Post-merger, RTX will be a leader in the commercial and military aviation market with the second highest margin profile among 
its peers (FY21E EBITDA margin profile of 18.9%), only behind Honeywell’s (HON) overall EBITDA margin profile of 25%. In addition, the company’s favorable FY21E leverage position at 1.6x (in-line with its 
peer and lower than the current UTX’s 2.8x) remains a key positive. Though Pratt & Whitney’s GTF Engine (PW1000G) current troubles will remain with RTX for some time, the expected resolution of these 
issues in the next couple of years will bring additional growth to RTX. Therefore, we remain positive on RTX (Parent post-merger). 

Carrier Global Corp. (CARR, Spinoff): CARR will be one of the leaders in the HVAC and climate control space. However, the high leverage profile of 3.3x compared to its peer average of 1.7x (Daikin: 0.6x, 
Lennox: 2.3x, Midea: 0.5x and IR: 1.8x) and low growth of an average 0.8% in FY20E and FY21E (lower than its peer average of 4.6%) remains a concern for the company once it has been separated. 

Otis Worldwide Corp. (OTIS, Spinoff): OTIS will have a strong position to capitalize on growth potential in China. Additionally, it has a leading market positioning (17% share), higher EBITDA margin profile 
of 15.9% in FY21E compared to its peers (Kone’s 15.5% and Schindler’s 14.3%), and long-term cash flow visibility based on longer-term service contracts, which offer a compelling opportunity for investors. 

Management Rational for the Spinoff: Gregory Hayes, UTX Chairman & CEO, said he was always confident about CARR and OTIS being standalone businesses, though he has expressed concern about the 
Aerospace business due to its long investment cycles and cash returns. However, with the acquisition of Rockwell Collins for $30bn in November 2018 and the upcoming merger with Raytheon Co. (RTN) by 
April 2020, the new Raytheon Technologies Corp. (RTX) will become the second largest entity in the defense and aerospace industry behind Boeing Co. (BA) in terms of revenues. 

Transaction Process: The first step of this Spinoff and merger is the separation of Carrier Global Corp. (CARR) and Otis Worldwide Corp. (OTIS) from United Technologies Corp. (UTX), at distribution ratios 
of 1:1 and 0.5:1, respectively. This means for every share of UTX owned as of the record date (currently undisclosed), shareholders will receive one CARR share and half an OTIS share. Following the Spinoff, 
UTX and Raytheon Co. (RTN) will merge at a ratio of 2.3348:1 (for RTN shareholders) and 1:1 (for UTX shareholders) to form the new Parent-merged entity Raytheon Technologies Corp. (RTX). 

Index Plays in RTX, CARR & OTIS: Due to their expected post-Spin and post-merger market caps, the resulting separated companies Raytheon Technologies Corp. (RTX, Parent-merged entity), Carrier Global 
Corp. (CARR) and Otis Worldwide Corp. (OTIS) are all expected to remain and enter the S&P 500 Index, meaning there is no expected index play in this transaction. 

Our Take on the “Spinoff of Leaders”: The Spinoffs and subsequent merger with RTN will create three market leaders in their respective industries. With a handful of big players present in each industry, 
each business offers long-term cash flow visibility. As there is no weak segment here, we believe this Spinoff and merger transaction is a positive for shareholders. 

The Edge Valuations: Base Case (RTX, Combined): $106.99 (+13% Upside) / Base Case (CARR, Spinoff): $33.15 (+10% Upside) / Base Case (OTIS, Spinoff): $68.68 (+11% Upside). 

UTX and RTN Graph vs. Index RTX (Parent-merged) FCF & FCF yield Trading Statistics (in $) Key Financial Metrics (in $ m) 

  

Particulars Base Bull Bear Particulars FY19 FY20E FY21E 

RTX (parent-merged entity)  RTX (parent-merged entity) 
Target Price 106.99 119.55 86.47 Total Revenue 74,496 76,983 78,689 

Parent-Merged Price $94.38 Growth %  3.3% 2.2% 

Upside % +13.4% +26.7% -8.4% Adj. EBITDA 13,784 14,510 14,848 

CARR (Spinoff) Margin % 18.5% 18.8% 18.9% 

Target Price 33.15 36.60 26.59 CARR (Spinoff) 
Technical-Split Price $30.26 Total Revenue 18,608 18,733 18,920 

Upside % +9.5% +21.0% -12.1% Growth %  0.7% 1.0% 

OTIS (Spinoff) Adj EBITDA 2,974 3,098 3,139 

Key Spinoff Details Key Metrics Target Price 68.68 76.94 56.98 Margin % 16.0% 16.5% 16.6% 

Announcement Date November 26, 2018 Expected RTX Market Cap (in $m) 143,573 When-issued Price $61.86 OTIS (Spinoff) 

Record Date (expected) April 2020  
Current CARR technical split Market 
Cap (in $m) 

26,046 Upside % +11.0% +24.4% -7.9% Total Revenue 13,118 13,453 13,722 

Completion Date (expected) April 2020  
Current OTIS technical split Market 
Cap (in $m) 

26,623 Investment Horizon 12 months Adj. EBITDA  2,052 2,115 2,180 

Spinoff Ratio (CARR / OTIS) 1:1 / 0.5:1 Enterprise Value of RTX (in $m) 167,196 Risk Medium (Parent-Merged) / Medium (Spinoff) Margin % 15.6% 15.7% 15.9% 
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Raytheon Technologies Corp. (RTX) / Carrier Global Corp. (CARR) / Otis Worldwide Corp. (OTIS)  

10 Years of Spinoff Data Points Toward Post-Spin Opportunity 

 

✓ Parent Findings (90% of Deals Made Money): Out of the 21 Parent companies that have 
completed a year of trading as a new entity (DuPont (DD) has yet to hit its 1-year trading status), 
90% of Parent companies made money over that 9-month holding period (entering after three 
months and exiting after 1 year of trading). This leaves only two names that gave a negative 
return, indicated in the table below. 

Parent Companies (3-month to 1 year /  
9-month holding period) 

No. of 
Parents % Perf. 

Average 
Return S&P 

Outperformed S&P Index 13 62% 38.1% 9.9% 

Made Money (under-performed S&P) 6 29% 7.4% 15.9% 

Lost Money (under-performed S&P) 2 10% -8.2% 7.3% 

 21 100% 25.0% 11.4% 

✓ Further Extending Parent Findings in the Long-Term (80% Made Money): Out of these 21 Parent 
companies, Computer Sciences Corp (CSC) became DXC Technologies (DXC) via a Spin-merger 
transaction in April 2017. Therefore, excluding CSC (now DXC), 80% of the 20 Parent companies 
made money over a 1-year and 9-month holding period (or 21-month period, entering after three 
months and exiting after 2 year of trading). This left only four names that gave a negative return, 
indicated in the table below. 

Parent Companies (3-month to 2 years /  
1-year and 9-month holding period) 

No. of 
Parents % Perf. 

Average 
Return S&P 

Outperformed S&P Index  15 75% 56.3% 28.4% 

Made Money (under-performed S&P) 1 5% 39.4% 39.8% 

Lost Money (under-performed S&P) 4 20% -8.5% 13.3% 

  20 100% 42.5% 25.9% 
 

✓ Removing S&P MidCap 400 Parents (94% of Deals Made Money): Since listing on the S&P MidCap 
400 is not applicable to UTX after its 3-way split (due to its market cap), we removed situations where 
the Parent wasn’t large enough to stay within the S&P 500 Index. In our dataset, there were 4 
instances where the Parent ex-Spin was too small for the S&P 500 and entered the S&P MidCap 400. 
Focused solely on S&P 500 Parents post-Spin, there is an even higher hit-rate of finding a Parent that 
made money. The percent of deals that made money in this case increased from 90% to 94%. 

Parent Companies  
(removing MidCap 400 Names) 

No. of 
Parents % Perf. 

Average 
Return S&P 

Outperformed S&P Index 11 65% 33.1% 8.9% 

Made Money (under-performed S&P) 5 29% 8.2% 14.7% 

Lost Money (under-performed S&P) 1 6% -13.2% 10.0% 

  17 100.0% 23.1% 10.6% 

✓ Spinoff Findings (78% of Deals Made Money): Out of the 23 Spinoffs that have completed a year of 
trading as a new entity (Dow, Inc. (DOW) and Corteva (CTVA) have yet to hit their 1-year trading 
status), 78% of Spinoff entities made money over that 9-month holding period (entering after three 
months and exiting after 1 year of trading). This shows a smaller hit-rate of finding a profitable Spinoff 
entering the S&P 500 than its Parent company. However, you have a greater chance to see a Spinoff 
outperforming the S&P 500 over that 9-month holding period. 

Spinoff Companies (3-month to 1 year /  
9-month holding period) 

No. of 
Spinoffs % Perf. 

Average 
Return S&P 

Outperformed S&P Index 17 74% 36.4% 11.2% 

Made Money (under-performed S&P) 1 4% 11.4% 16.5% 

Lost Money (under-performed S&P) 5 22% -11.1% 9.9% 

 23 100% 25.0% 11.2% 

✓ Further Extending Spinoff Findings in the Long-Term (71% Made Money): Out of the 21 Spinoff 
companies, 71% made money over the 1-year and 9-month holding period (or 21-month period, 
entering after three months and exiting after 2 years of trading). This left only six names that gave a 
negative return, as indicated in the table below. 

Spinoff Companies (3-month to 2 years /  
1-year and 9-month holding period) 

No. of 
Spinoffs % Perf. 

Average 
Return S&P 

Outperformed S&P Index 11 52% 83.6% 52.9% 

Made Money (under-performed S&P) 4 19% 22.0% 34.9% 

Lost Money (under-performed S&P) 6 29% -13.8% 19.7% 

 21 100% 44.0% 40.0% 

 

Sources: The Edge® Spinoff Research Department

A Decade of S&P 500 Listed Spinoffs: 

✓ What the Data Can Mean for UTX and Its Upcoming Spins… While the past events highlighted 
in our “Decade of S&P 500 Listed Spinoffs” isn’t a prediction of future performances, our 
valuable data is a good measuring stick to help uncover the edge in upcoming situations, the 
S&P 500 listed 3-way split in UTX in particular. 

In examining the last 10 years of Spinoff data, there have been 23 US break-up cases where 
the Spinoff was big enough and fit the eligibility to enter the S&P 500 Index. This figure is out 
of the 194 US break-ups over the same 10 year period, meaning only 12% of all Spins end 
up in the S&P 500 or, looking at it another way, just over one new S&P 500 listing a year 
from a Spinoff transaction over the last 10 years. 

As these are rare events, and UTX being only one of the few companies on the US Calendar 
with Spinoffs big enough to list on the S&P 500 for 2020 (out of a total of 22 US break-ups), 
we decided to dig deeper into the numbers to find out what this can mean for investors. 

✓ The “Three-Month” Rule: When looking through all different periods in the life cycle of a 
Spinoff (when-issued trading, first week, 1m, 3m, 6m, 1-year and 2-year periods post-Spin), 
we found the best opportunity to make money in these rare S&P 500 listed Spins is after three 
months of trading. In other words, the highest hit-rate of finding opportunities to make 
money or outperform the index starts from the 3-month mark post-Spin. 

The Edge View: Our 10-year Spinoff data has shown there is a high hit-rate of generating 
positives returns in both Parent (90% hit-rate) and Spinoff (78% hit-rate) entities when taking a 
position at the 3-month mark post-Spin in these rare S&P 500 listed break-ups. 



February 19, 2020 

Raytheon Technologies Corp. (RTX, Parent-Merged Entity) 

V
a 

What’s Interesting? 

✓ Creation of an Aerospace Giant: Raytheon Technologies Corp. (RTX, Parent-
merged entity) will be the second largest aviation company by revenue (FY21E 
revenue of $78.7bn) behind Boeing (BA, FY21E revenue of $113bn). From a margin 
standpoint, RTX will also command the second highest EBITDA margin among 
peers at a FY21E margin profile of 18.9% behind Honeywell’s (HON) overall 
EBITDA margin profile of 25% in the same period, which is well above the peer 
average EBITDA margin profile of 16.5% in FY21E. 

✓ Contrasting Payday for Managements Related to the Merger: UTX’s CEO Gregory 
Hayes mentioned his management have waived any type of executive 
compensation related to the UTX-RTN merger of equals. Therefore, no 
management personnel at UTX will receive any proceeds related to the merger, 
although retiring executives will receive their severance and other benefits. 

Conversely, RTN’s management will receive compensation related to the merger. 
Chairman & CEO Thomas Kennedy will get $44.5m in proceeds, nearly doubling 
his total 2018 compensation of $22.4m. Anthony O’Brian (CFO) will receive 
$14.7m, 2.4x his total 2018 compensation of $6.1m. David Wajsgras (President of 
Intelligence, Information and Services) will receive $16.4m, 3x his total 2018 
compensation of $5.5m, and Wesley Kremer (President, Missile Systems) will 
receive $16m, 3x his total 2018 compensation of $5.3m. 

✓ Activist Investor Still Invested in UTX: From pushing for the three-way split to 
opposing the potential merger between UTX and RTN, activist investors Dan Loeb 
(Third Point) and Bill Ackman (Pershing Square) have fought a long battle with 
UTX’s CEO Gregory Hayes. However, as the merger plan went ahead, Ackman 
exited his entire stake in UTX in August 2019 with the belief the merger was going 
to destroy value. In the same month, Loeb trimmed his stake by 0.5m shares and 
again by 0.8m in Q4FY19. Third Point still holds 5.2m shares (0.6% stake, worth 
$796m) in UTX, and we see this as positive for shareholders. 

✓ Favorable Leverage Position: Raytheon Technologies Corp. (RTX) will be a leader 
in the commercial Aerospace and Defense space, with a favorable FY21E leverage 
position of 1.6x, which is in-line with its peer average and lower than UTX’s current 
2.8x leverage. The growth at RTX will be particularly driven by Raytheon’s Patriot 
missile system (overall growth of 7% compared to UTX’s (ex-Spin) growth of 1% in 
FY20E), supported by international orders as Raytheon’s order book now consists 
of 40% international orders compared to the current 30% revenue share. 

✓ Pratt & Whitney’s GTF Engine (PW1000G) Issues Will Ease Going Forward: The 
engine troubles with the PW1000G are related to its peripheral parts, while the 
engine design remains superior compared to CFM International LEAP engines, 
considering the PW1000G achieved a 21% fuel reduction in its test flight compared 
to the LEAP’s 15% reduction. Additionally, the duopoly in the commercial engine 
manufacturing for Airbus A320neo Family, the fastest selling aircraft to date, will 
work in the PW1000G engine’s favor once the peripheral troubles are fixed. 

✓ Gregory Hayes Will Remain CEO and Thomas Kennedy Will Become Chairman: 
After spearheading the UTX-RTN merger, Gregory Hayes will remain as CEO of RTX. 
As previously described, he even waived any executive compensation related to 
the merger. Thomas Kennedy (current CEO of RTN) will remain as Chairman of the 
combined entity over the next 2 years. 

 

Valuation Matrix Peer Comparison Matrix 

Valuation of RTX (Parent-Merged Entity) based on relative valuation 
(in $m except per share data) 

FY21E EBITDA 14,848  

FY21E EV/EBITDA 12.6x 

Value of business based on EV/EBITDA 186,378 

Less: Net debt 23,623 

Total equity value 162,755 

Shares outstanding 1,521 

Target value per share (in $) 106.99 

Technical parent-merged share price (in $) 94.38 

Upside/Downside 13.4% 
 

Company Ticker Mkt cap $m EV $m 
EV/EBITDA 

FY19 FY20E FY21E 

Honeywell International, Inc. HON 129,137  136,299  15.5x 14.6x 13.8x 

General Dynamics Corp. GD 54,860  69,288  12.7x 12.1x 11.4x 

Lockheed Martin Corp. LMT 122,620  134,777  14.2x 13.4x 12.5x 

Northrop Grumman Corp. NOC 61,690  75,998  15.3x 14.2x 12.5x 

Raytheon Technologies Corp. RTX 143,573  167,196  12.1x 11.5x 11.3x 

Peer Avg.    14.4x 13.6x 12.6x 
 

Sources: The Edge® Spinoff Research Department, Company filings  

The Edge View: Post-merger, RTX will be the leader in the commercial and 
military aviation market with the second highest margin profile among its 
peers at a FY21E EBITDA margin profile of 18.9%, behind Honeywell‘s (HON) 
overall EBITDA margin profile of 25%. In addition, a favorable FY21E leverage 
position of 1.6x (in-line with peers and lower than UTX’s current 2.8x) remains a 
key positive. Though Pratt & Whitney’s GTF Engine (PW1000G) issues will 
remain with RTX for some time, the expected resolution of these troubles over 
the next couple years will bring additional growth to RTX. Therefore, we remain 
positive on RTX. 

Valuation 
Our one-year Base case 
target price is $106.99 or a 
target equity value of 
$162.8bn for RTX (Parent-
merged entity), implying a 
potential upside of +13.4% 
from the Parent-merged 
technical split price of $94.38. 

We have valued RTX (Parent-
merged entity) on an 
EV/EBITDA multiple valuation 
method. For this, we have 
applied an FY21E EV/EBITDA 
multiple of 12.6x (in-line 
with its peer average, 
however excluding peers like 
GE, Thales, Rolls Royce and 
BAE as they were outliers). 

We have calculated the 
outstanding shares at 1,521m 
for RTX considering the 
merger ratio of 2.3348 
shares (RTN shareholders) 
and one for one (UTX 
shareholders). 



February 19, 2020 

Carrier Global Corp. (CARR, Spinoff) 

V
a 

What’s Interesting? 

✓ Leader in HVAC, Refrigeration and Fire & Security: Carrier Global Corp. 
(CARR) will be listed as a separate company by April 2020 and is one of the top 
companies in the HVAC (FY21E revenue of $9.9bn), Refrigeration (FY21E 
revenue of $3.8bn) and Fire & Security (FY21E revenue of $5.6bn) industries. 
Having said this, CARR (Spinoff) is only expected to grow by an average +0.8% 
in FY20E and FY21E, lower than its peer average of 4.6%, which is a concern. 

✓ High Leverage: As part of the Spinoff, UTX will transfer net debt of $10.4bn to 
CARR, which translates to a high leverage profile of 3.3x compared to the peer 
average of 1.7x (Daikin: 0.6x, Lennox: 2.3x, Midea: 0.5x and IR: 1.8x). This is an 
initial concern for the company as CARR will need to shed some of its assets 
post-Spin in order to lower its high leverage (detailed below). 

✓ Potential Sale of Fire and Security Brands: To address these leverage 
concerns, UTX’s management appointed Timothy McLevish as the new CFO of 
CARR on September 13, 2019. With his extensive experience in mergers, 
acquisitions and strategic partnerships, CARR’s management team may look 
to sell some of CARR’s Fire Safety brands like Fireye and Security brands like 
Delta and Interlogix in order to lower its high leverage post-Spin. The sale of 
some of these brands can raise around $1bn, which will help in the reduction 
of CARR’s leverage in the near-term. 

✓ Newly Appointed President and CEO: On June 10, 2019, David Gitlin (who 
previously served in various leadership positions at UTX’s Aerospace division) 
was appointed President & CEO of CARR. He has expertise in mergers and 
acquisitions and his experience can help on the leverage side in selling some 
of CARR’s brands (highlighted above) in the Fire and Security division. 

✓ Increased Capex Guidance: To address growth concerns, CARR’s management have 
guided its capital expenditure up to a range of $350 to $400m in FY21E (1.9% to 2.1% 
of total sales) from an earlier Capex of $243m in FY19 (1.3% of total sales). We 
believe this is a positive step toward focusing on top-line growth post-Spin. 

✓ Dividend Payment to Offer 2.1% Dividend Yield: According to the management, 
CARR will pay a dividend of $550m in FY21E. This translates to an annual dividend 
payment of $0.60 to $65 per share, a post Spin dividend yield of around 2.1% at our 
technical split price of $30.26. 

✓ Executive Compensation Linked to EBIT Growth and Free Cash Flow (FCF): At CARR, 
the executives’ bonus pay will be linked to specific EBIT targets ($2.8bn for 50% 
bonus pay-out, $3.2bn for 100%, and $3.5bn for 200% in FY19) and FCF targets 
($1.7bn for 50% bonus pay-out, $2.3bn for 100%, and $2.8bn for 200% in FY19), 
where the actual performance bonus pay-out was 69%. In FY19, CEO David Gitlin 
received 70% of his compensation as variable pay at $5.4m (bonus: $1.2m, stock 
awards: $2.1m and option awards: $2.1m) and the remaining 30% at $2.3m as fixed 
(base salary: $1m, pension: $1m and other: $0.4m). Therefore, CARR’s executive 
compensation is incentivised toward achieving key financial targets that prioritizes 
shareholders’ interests. 

 

Valuation Matrix Peer Comparison Matrix 

Valuation of Carrier Global Corp. (CARR, Spinoff) 
(in $m except per share data) 

FY21E EBITDA 3,139  

FY21E EV/EBITDA 12.4x 

Value of business based on EV/EBITDA 38,956 

Less: Net debt 10,423 

Total equity value 28,533 

Shares outstanding 861 

Target value per share (in $) 33.15 

Technical split share price (in $) 30.26 

Upside/Downside 9.5% 
 

Company Ticker Mkt cap $m EV $m 
EV/EBITDA 

FY19 FY20E FY21E 

Daikin Industries Ltd 6367 JT 40,786  43,102  12.2x 11.3x 10.4x 

Lennox International, Inc. LII 9,310  10,890  18.0x 16.0x 15.7x 

Midea Group Co Ltd 000333 CH 53,974  56,918  12.7x 11.3x 10.2x 

Ingersoll-Rand Plc IR 34,704  40,050  15.2x 14.1x 13.3x 

Carrier Global Corp. CARR 26,046  36,469  12.3x 11.8x 11.6x 

Peer Avg.       14.5x 13.2x 12.4x 

 

Sources: The Edge® Spinoff Research Department, Company filings  

The Edge View: CARR will be one of the leaders in the HVAC space. However, the 
high leverage profile of 3.3x compared to its peer average of 1.7x and low 
growth of an average +0.8% in FY20E and FY21E remains a near-term concern. 

Valuation 

Our one-year Base case 
target price is $33.15 or a 
target equity value of 
$28.5bn for CARR (Spinoff), 
implying a potential upside of 
+9.5% from the technical split 
price of $30.26. 

We have valued CARR 
(Spinoff) on an EBITDA 
multiple valuation method. 
For this, we have applied an 
FY21E EBITDA multiple of 
12.4x (in-line with its peer 
average, excluding peers like 
JCI and Gree as they were 
outliers). 

The Spinoff ratio for CARR is 
1:1, meaning one CARR share 
received for every UTX share 
owned. 



February 19, 2020 

Otis Worldwide Corp. (OTIS, Spinoff) 

V
a 

What’s Interesting? 

✓ The Largest Player in the Space with Leading Margins: Otis Worldwide Corp. 
(OTIS) will become an independently listed entity by April 2020 and is the 
largest player in the escalators and elevators market, with a leading market 
share of 17% in FY19 ahead of peers like Schindler (SHR, 15%) and Kone Oyj 
(KNEBV FH, 14%). OTIS has an industry leading EBITDA margin profile of 15.9% 
in FY21E compared to Kone’s 15.5% and Schindler’s 14.3% in the same period. 
OTIS’ growth profile in FY20E and FY21E will remain low with an average of 
2.3% compared to its peer average growth of 4.4% in the same periods, which 
is unlikely to impact the average valuation multiple of 15.9x for FY21E due to 
the company’s industry leadership position and leading margin profile. 

✓ China is the Key Market for Growth: In previous years, OTIS has relinquished 
some of its global market share (particularly to Kone) due to its 
underinvestment in the growing Chinese market. However, with the Spinoff, 
OTIS is guided to increase its Capex to a range of $190m to $210m in FY20, 
translating into 1.4% to 1.6% of sales, up from Capex of $145m (1.1% of sales) 
in FY19. Additionally in FY19, OTIS’ New Equipment segment’s revenue 
contribution in Asia is the highest at 56% ($2.6bn) compared to 35% ($1.5bn) 
in EMEA and 37% ($1.6bn) in the Americas. Therefore, we are likely to see 
increased service revenue from China on the back of the increase in installed 
base, translating into growth of 5% to 7% compared to OTIS’ overall FY20E 
growth of 2% to 3%. 

✓ Comfortable Leverage Position: OTIS will have a leverage profile of 2.4x 
compared to its peers’ average of 0.3x (Otis, Mitsubishi & Schindler: no 
leverage, Thyssenkrupp: 1.9x). Although this leverage seems higher compared 
to its peers, 2.4x appears to be a comfortable level due to OTIS’ industry 
leading EBITDA margin profile of 15.9% in FY21E. 

✓ Experienced CEO Will Lead OTIS Post-Spin: Judy Marks, appointed OTIS’ President & 
CEO in October 2017, will continue in those roles post-Spin. As she has indicated, the 
last two years have been transformational for OTIS. The Spinoff will help tap organic 
growth potential (particularly in China) and the company will also seek bolt-on 
acquisitions for inorganic growth opportunities. 

✓ Dividend Pay-Out Offers a 1.5% Dividend Yield: As highlighted by the management, 
OTIS will have a 40% dividend pay-out ratio. This translates into an annual dividend 
payment of $0.90 to $0.95 per share, meaning a post Spin dividend yield of 1.5%. 

✓ Executive Compensation Linked to EBIT Growth and Free Cash Flow (FCF): OTIS’ 
executive bonus pay is linked to specific EBIT targets ($1.8bn for 50% bonus pay-out, 
$2.0bn for 100%, and $2.1bn for 200% in FY19) and FCF targets ($1.0bn for 50% 
bonus pay-out, $1.4bn for 100%, and $1.7bn for 200% in FY19), where the actual 
performance bonus pay-out was 127%. In FY19, CEO Judy Marks received 82% of her 
compensation as variable pay at $5.7m (bonus: $1.5m, stock awards: $2.1m and 
option awards: $2.1m) and rest 18% at $1.2m as fixed (base salary: $1m and other: 
$0.2m). OTIS’ executive compensation is incentivised toward achieving key financial 
targets that prioritize shareholders’ interests. 

 

Valuation Matrix Peer Comparison Matrix 

Valuation of Otis Worldwide Corp. (OTIS, Spinoff) 
(in $m except per share data) 
FY21E EBITDA 2,180  

FY21E EV/EBITDA 15.9x 

Value of business based on EV/EBITDA 34,703 

Less: Net debt 5,149 

Total equity value 29,554 

Shares outstanding 430 

Target value per share (in $) 68.68 

Technical split share price (in $) 61.86 
Upside/Downside 11.0% 

 

Company Ticker Mkt cap $m EV $m 
EV/EBITDA 

FY19 FY20E FY21E 

Kone Oyj KNYJF 32,806  32,800  20.7x 18.9x 17.5x 

Schindler Holdings AG SHR GF 26,859  25,766  16.7x 15.4x 14.3x 

Otis Worldwide Corp. OTIS 26,623  31,772  15.5x 15.0x 14.6x 

Peer Avg.       18.7x 17.1x 15.9x 
 

Sources: The Edge® Spinoff Research Department, Company filings 
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The Edge View: OTIS is in a strong position to capitalize on growth potential in 
China. Additionally, it has a leading market position (17% share) and higher EBITDA 
margin profile (15.9% in FY21E) compared to its peers, as well as long-term cash 
flow visibility on the back of longer-term service contracts. OTIS offers a compelling 
opportunity for investors. 

Valuation 

Our one-year Base case 
target price is $68.68 or 
target equity value of 
$29.6bn for OTIS (Spinoff), 
implying a potential upside of 
+11% from the current 
technical split price of $61.86.  

We have valued OTIS 
(Spinoff) on an EBITDA 
multiple valuation method. 
For this, we have applied an 
FY21E EBITDA multiple of 
15.9x (in-line with the peer 
average, excluding peers like 
Thyssenkrupp and Mitsubishi 
as they were outliers). 

The Spinoff ratio for OTIS is 
0.5:1, meaning shareholders 
will receive half an OTIS share 
for every UTX share owned. 


