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Figure 1: Company Data 

Key Statistics   

Closing Price ($) 82.44 

52-Week Range ($) 62.31 – 92.84 

Shares Outstanding (m) 424.962 

Market Cap ($ m) 35,033.87 

Enterprise Value ($ m) 39,472,87 

Dividend Yield (%) 1.12% 

Float (%) 100% 

Avg Daily Vol (3 Mo – Millions) 2.383 

Institutional Holdings (%) 86.2% 

Source: FactSet 

Figure 2: Key Metrics (FYE Dec) 

 
Source: Company Filings and Internal 

Research 
 

 
 
 
 
 
 
 
 

 
 

Figure 3: Price Performance 
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Executive Summary______________________________________________________ 
Otis Worldwide Corporation (“Otis”, “OTIS”, or the “Company”) is the leading elevator and escalator 

manufacturing, installation, and service company in the world. With operations in over 200 countries, and an 

employee base of roughly 69,000 people, we believe that Otis is posed for significant growth in a fundamentally 

attractive industry (proxy statement). 

 
 

Investment Recommendation_______________________________________________ 
 

We issue a BUY recommendation on OTIS with a 12-month target price of $107.75, representing a 30.7% 

upside from the stock’s closing price of $82.44 on February 4, 2022. We calculate this target price from an 

average of the following three valuation methodologies: discounted cash flow model, comparable company 

analysis, and a sum of the parts valuation analysis. 

 
 

Investment Summary and Outline___________________________________________ 
 

With a positive industry outlook, an enticing and durable business model, as well as strong upside potential 

supported by our valuation analyses, we believe that Otis is currently undervalued in the market and positioned 

well for future growth driven by the following catalysts: 1) leverage Internet of Things (“IoT”) solutions, which 

should allow for service portfolio growth and lower servicing costs, in order to capture market share from the 

Independent Service Providers (“ISPs”) who comprise roughly 50% of the global service market (Barclays 

Initaiting Coverage Report, 15 April 2020, Analyst: Julian Mitchell). 2) Capitalize on the current modernization 

prospect in the industry, where approximately 6 million (33%) of the 19 million global installed elevator units 

are greater than 20 years old, which should allow the Company to capture off-portfolio units and increase its 

leading service portfolio even further. 3) Supported by favorable industry tailwinds, harness the intellectual 

property and revolutionary new products in order to grow new equipment market share. 

 

 

1) The IoT – The Key To Service Portfolio Growth 
At the Sanford C. Bernstein Strategic Decision Conference in June of 2021, Judith Marks – CEO of Otis 

Worldwide Corporation – expressed that there are currently 2 million installed Otis elevators globally who are 

being serviced by lower cost ISPs. Specifically,  Marks noted that although there are 3.5 million installed Otis 

units globally, only 1.5 million of those units are in the Company’s industry leading service portfolio of 2.1 

million units. Thus, there are roughly 2 million Otis elevators in the market currently being serviced by lower-

cost ISPs. It is our belief that through Otis’ commitment to investment in technological and digital solutions, 

like Otis One and Gen360, the Company should be able to not only recapture a large portion of these 2 million 

units back into their portfolio, but they should be able to also capture off-portfolio units from many of the the 

ISPs as well. While management plans to continue to leverage its digital offerings across many regions, we 

believe that China remains the most attractive opportunity for the Company to drive service portfolio growth. 

Composing roughly 60% of the total new equipment units sold each year and comprising 40% of the global 

service industry installed base, China remains the world’s largest new equipment and service region in the 

industry (Otis Investor Day Presentation 2019). With consolidation occurring in the industry amongst the 

largest real-estate developers, it is our belief that Otis and the other large OEMs have an attractive opportunity 

to outcompete the ISPs due to the scale, sales coverage, and resources (Otis Investor Day 2019). 
 
 

2) Modernization – A Two for One Punch! 
There is an attractive and lucrative modernization opportunity within the industry, with roughly 33% of the 

global installed base being older than 20 years old, according to management. With roughly 60% of that figure 

residing in EMEA, and an emerging modernization opportunity arising in China in the coming years, we expect 

that Otis should be able to capitalize on this favorable industry trend through the use of its IoT solutions and 

other digital offerings that provide an attractive value proposition that benefits both clients and Otis itself. Not 

only will this modernization opportunity allow Otis to increase their share in the modernization space, but it 

should also allow them to capture off-portfolio units and convert them into their service portfolio and 

consequently locking the customers into a recurring maintenance contract - a two for one punch! 

 

 

3) Favorable Industry Tailwinds Support New Equipment Growth 
In an ever-increasing digital world where connectivity, data-analytics, and productivity are cherished, it is our 

belief that Otis’ technological advances and new products, supported by favorable industry trends, should allow 

them to increase their industry-leading portfolio in a competitive $80 billion industry. It is our belief that Otis’ 

commitment to increasing their global density, by increasing their salesforce strategically, in addition to their 

new products and Internet of Things technology, should allow them to offer customers a value-added 

proposition that is hard to refuse. These innovative solutions, coupled with favorable macroeconomic tailwinds 

including a rise in the global urban population, a growing middle class, and the increased demand for connected 

IoT devices should only help catapult Otis' growth in this segment. According to their investor day presentation 

in 2019, it is estimated that by 2050 the global urban population is estimated to make up 70% of the total 

population, in addition to the middle class to around 5.5 billion by 2030, as well. As a result, Otis’ strong brand 

name, long-history- and recent commitment to innovation since their spin-off, creates an immense moat around 

the company that we believe should allow them to continue to grow their new equipment segment at a time 

when the industry is ripe with opportunity and tailwinds. 
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Figure 4: Business Model  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Repurposed from Company Investor 

Day 2019 

 

 

Figure 5: Otis 2021 Revenue Breakdown by 

Business Segment  

 
Source: Company Filings 

 

 

Figure 6: Otis 2021 Operating Profit 

Breakdown by Business Segment  

 

 

 

 

 

 

 

 

 

 

 

Source: Company Filings 

 

 

Figure 7: Otis Products  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company Filings and Company 
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Business Description______________________________________________________ 
Otis Worldwide Corporation was founded in 1853 and is the world’s market leading elevator and escalator 

manufacturing, installation, and service company physically located in over 80 countries today. In addition to 

elevators and escalators, Otis also designs, manufactures, sells, and installs a range of moving walkways. The 

Company operates and delivers its products and services in 3 main property sectors. These sectors include 

infrastructure (i.e. airports, railways, or metros),commercial (i.e. office spaces, hospitals, malls), and 

residential. Aside from their new equipment business, Otis provides servicing needs for its own products, as 

well as many off-portfolio customers. These services include regular maintenance and repairs, in addition to 

modernization services. Modernization services consist of upgrades on aging elevators and escalators, typically 

greater than 20 years old, which can range from a simple aesthetical upgrade to complete operational upgrades 

to the unit itself. In order to serve their customers, Otis typically sells directly to the end-customer through its 

network of 4,200 sales representatives, in addition to agents and distributors in different regions. While Otis 

became a publicly listed company in 1920, in 1976 the Company was acquired by United Technologies 

(“UTC”), consequently taking the company back to its private form. However, in April of 2020, the Company 

was spun off from UTC, forming Otis into a public and independent company once again (Otis SEC Form 10 

and 2021 10-K). 

 
 

Business Model__________________________________________________________ 
 

At the Sanford Bernstein Strategic Decision Conference, Judith Marks described Otis’ business model, like 

others in the elevator industry, as being characteristic of the “razor blade model” (Otis Worldwide. (2021) 2021 

Bernstein Strategic Decisions Conference. https://www.otis.com). The sale of Otis’ new equipment signifies 

the “razor” of its business model which generates 45% of the Company’s revenue, but only 20% of its total 

profit (Otis 2021 10k). Yet, it is important to note that unlike many other companies who institute the razor-

blade model, Otis and the other players in the elevator industry actually generate a profit on the sale of their 

new equipment (razor) segment. According to management, typically the first 1-2 years of maintenance service 

is included within the contract of the new equipment. This period is what the Company deems as the “warranty 

period” (Bernstein). Once this period ends, Otis aims to attach the new unit to their service portfolio by locking 

the customer into a maintenance service contract of 4 years on average (range of 1-5 years). It is important to 

note that once the 1 year warranty period ends, it is not guaranteed that the OEM who sold the new equipment 

will win the maintenance contract that follows. Nonetheless, the attachment rate (the rate at which the warranty 

period ends and the customer decides to stay with the OEM), is very high within the industry. Globally, this 

rate is approximately 80% for the OEMs, but varies drastically by region with China having an attachment rate 

of only ~50% (MBI Deep Dives). After the 4 year maintenance contract ends, Otis hopes to continue to reattach 

the customer into additional 4 year contracts for a period of about 20 years - the average useful life of an 

elevator before it needs an upgrade. It is also important to note that once the OEM has gained control of the 

recurring maintenance contract, the renewal rate from the customer is immensely high, with Otis maintaining 

the industry leading renewal rate of 93-94% globally. Thus, it is clear that the maintenance and repair division 

of Otis’ service segment resembles a subscription or annuity-like revenue stream that is predictable, durable, 

and resilient in times of economic distress such as Covid-19. After continuing to re-initiate maintenance 

contracts, once the equipment reaches an age of 20 years, Otis aims to modernize the equipment through 

aesthetic or operational upgrades such as new hoistways, controllers, door operators, and more. It is after this 

modernization period, that Otis aims to re-sign the customer to its service portfolio again, initiating the service 

cycle and maintenance contracts again. In short, Otis’ services segment is the “blade” of the business model, 

providing a stable, consistent revenue stream and high-margin division that shelters the company in times of 

downturns. With this segment comprising 55% of its revenue and 80% of its total profit, it is clear why 

management has deemed the Company a “business services company” at the heart (Berstein conference). 

 
 

Business Segments________________________________________________________ 
 

1) New Equipment 
Within the new equipment industry, 1 million new equipment units are sold each year globally, of which Otis 

estimates to have the industry leading market share of 16%. In 2020, the company generated new equipment 

sales of $5.4 billion, with $318 million in operating profit. Otis currently has 14 manufacturing facilities located 

in Brazil, China, the Czech Republic, France, India, South Korea, Russia, Spain, and the United States, who 

are supported by roughly the Firm’s 1,500 new equipment sales representatives and 7,200 installation 

employees. As mentioned previously, Otis’ new equipment segment can be broken down into 3 main end 

markets for their customers: residential, commercial, and infrastructure. In order to meet the needs and demands 

of their customers within these respective segments, Otis has a variety of products that it offers to its clients. It 

is important to note, in 2019, over 50% of the new equipment orders received were for elevators using the Gen2 

system - the basis for low and mid-rise elevator solutions (Form 10 - 2020). The customers Otis serves in the 

new-equipment segment consists of real-estate and building developers, as well as general contractors who 

develop and/or design buildings for residential, commercial, retail, or mixed-use activity (Company 2021 

10k).  According to MBI Deep Dives, who conducted an internal call with a member from Otis’ Investor 

Relations, roughly 60-70% of the 1 million new equipment units sold each year stem from the residential sector, 

with the remaining 30-40% being attributed to both the infrastructure and commercial sectors. Specific to Otis, 

management notes that their end market exposure is more than 50% driven by residential, which aligns well 

with the global figures just stated (Q22020 Earnings Transcript). All in all, management expects the new 

equipment segment to trend in line with Gross Domestic Product (GDP), growing at a low to mid-single digit 

figure in the medium term according to their Investor Day presentation in 2019 (Otis Investor Day 2019).  

 
 

2) Services 
With roughly 2 million elevator units under maintenance contract, Otis also maintains the market leading share 

of approximately 12% of the service industry. These 2 million units under contract are inclusive of both Otis’ 

own products and units from other OEMs. In 2019, Otis’ service segment generated sales of $7.5 billion, with  
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Figure 8: 2021 Service Revenue Breakdown 
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Figure 9: 2019 Total Revenue by 

Geography 
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Figure 10: 2019 New Equipment Revenue 

by Geography 
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Figure 11: 2019 Service Revenue by 

Geography 
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Figure 12: Maintenance Portfolio 

Breakdown (~2.1 million Units) 
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operating profit of $1.6 billion. Within this business segment, the company offers inspections to ensure 

compliance with code, maintenance offerings to prevent accidents, as well as customized offerings to meet 

specific customer needs. In order to deliver on these services, Otis leverages its 33,000 field technicians who 

operate out of the Firm’s 1,4000 branches and offices which are typically situated closely to their end-

customers. Furthermore, the Company offers and sells these services directly to customers through its network 

of roughly 2,700 dedicated service sales employees. These customers include building owners, facility 

managers, housing associations, and government agencies that operate and run buildings where elevators and 

escalators are installed (Form 10). As we have mentioned, Otis’ service segment consists of two business units 

that will be explained next. These are 1) maintenance and repairs and 2) modernization. 

 
 

a) Maintenance and Repair 
As described earlier, the maintenance and repair segment contributes 80% of Otis’s overall service segment 

revenue and serves as the high-margin, annuity-like revenue stream that proves resilient in times of economic 

distress and downturns. Otis’ service portfolio of 2.1 million units is the leader in the industry, which is 

supported by their industry leading conversion rate of 94%. By using Covid-19 as a stress-test and example for 

analysis, it is evident that this segment truly provides a shield to the company in times of economic uncertainty, 

and we find the business model extremely attractive due to its free-cash flow visibility, its predictability, and 

durability. 

 
 

b) Modernization 
While only 20% of service revenue, the modernization sub-segment provides an attractive opportunity for the 

business as a whole. As Judith Marks continues to comment in her investor calls, there is immense opportunity 

within the modernization segment. Over 5 million global units are over twenty years old and in need of 

modernization. In EMEA alone, there are 3 million units that are over 20 years old as well. Management sees 

modernization as an attractive opportunity for the company moving forward not only to bolster revenue in this 

segment, but to then convert these modernization units into the service portfolio as well. 

 
 

Geographical Perspective__________________________________________________ 
The Company maintains a diverse revenue base spread across the 3 main regions where the Company operates. 

These are 1) the Americas, 2) Europe, Middle East, and Africa (“EMEA”), and 3) Asia. 

 
 

Americas: 
In 2019, of the $13.1 billion the Company generated in total revenue, 4.3$ billion (32.82%) came from the 

Americas. Furthermore, management notes, of this $4.3 billion, 63% came from service revenue with the 

remaining 37% coming from new equipment revenue. As mentioned with 1,400 branches and offices globally, 

in addition to 69,000 employees, Otis maintains 200 offices and branches (14.29%) in the Americas with 15,000 

(21.74%) of their workforce located in the region as well.  

 

EMEA: 
Similar to the Americas, in 2019, Otis generated $4.2 billion in sales in EMEA, comprising 32% of the 

Company’s total revenue for the year. The revenue split of this $4.2 billion matches almost identical to that of 

the Americas as well, with 65% stemming from services and 35% from new Equipment. The company 

maintains 700 branches and offices (50%) in the region with 37.68% (26,000) of their employee base located 

in the region as well. 

 
 

Asia: 
In 2019, Asia contributed 35.11% of the company’s total sales, with service comprising 44% of this amount 

and new equipment covering the remaining 56%. Within Asia, Otis currently holds 500 offices (35.71%) and 

28,000 employees (40.58%) of the total 69,000 employees.  

 
 

Overview of Portfolio_____________________________________________________ 
With the industry leading portfolio, in both new equipment share and maintenance units under contract, as of 

2020 43% of Otis revenue stemmed from new equipment with the remaining 57% being allocated to the service 

segment. Within the service segment, as has been mentioned, roughly 82% of the segment's revenue is driven 

from maintenance and repair, with the remaining 18% coming from modernization revenue. Given the durable, 

predictable nature of the service segment, we are attracted to this revenue mix and find the skew towards service 

revenue an admirable quality of the quality. From Otis’ Investor Day Presentation in 2019, of the leading 2-

million-unit maintenance portfolio, 50% of the portfolio rests in EMEA and the region accounts for 45% of the 

total installed base worldwide. The remaining ~50% of Otis’ portfolio can be broken down almost evenly 

between the Americas at 15%, China at 15%, and Asia-ex China at 15% as well. 

 
 

Market Strategy – New Equipment Segment__________________________________ 
Within their earnings calls and other presentations, management has continued to outline numerous priorities 

and goals for the medium to long term in order to create value for shareholders. In order to clearly understand 

the Company’s vision moving forward, it is important to analyze these strategies from both of the company’s 

business units. Despite this, it is clear that since the spin-off in 2020, Otis has made it a priority to transform 

itself into a growth company that prioritizes innovation and technology at the forefront in an ever increasing 

digital and connected world. 

 

1. Increase Sales Coverage and Effectiveness:  
In order to grow new equipment share, Otis believes a large driver will be the pure density and reach of the 

Company. As such, in order to capture more of the growing new equipment market, Otis has plans to increase 

its sales force and address an additional 20% of the new equipment market where the company currently does 

not have sufficient reach. Management notes that especially within China, a huge market for OEMs, Otis has 

increased its sales coverage by a mid-single digit growth rate (adding more than 850 agents and distributors in  

 

 



  

NYSE: OTIS Providence College Team B 4 

Figure 13: 2019 Example New Equipment 

Share by Country / Region 

 

 

 

 

 

 

 

 

 

 

 
Source: Repurposed from 2019 Company 

Investor Day Presentation 

 

Figure 14: Otis ONE Features 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Text and Features Paraphrased from 

Company Otis One Brochure  

 

Figure 15: Modernization Opportunity in 

Industry  

 

 

 

 

 

 

 

 

 

Source: 2019 Company Investor Day 
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Figure 17: Units > 20 Years Old in Industry 

(~5.5M of Total Global Installed Base) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: 2019 Company Investor Day 

Presentation 

 
 

 

 

in China), which led to a 7% increase in the amount of new equipment proposals the Company  

received (Bernstein Earnings Call). Furthermore, through the use of Otis Create - a website that allows 

customers to custom build and configure an Otis elevator - management hopes to increase the effectiveness of 

their sales team by allowing them more easily provide customer quotes and specs for clients in a timely fashion.  
 
 

2. Expand Product Offering / Introduce New Solutions: 

At Investor Day, Otis highlighted their efforts to introduce new products and solutions in segments of the new 

equipment market that the Company was previously lacking in. To that end, within the broader Gen2 product 

segment, Otis recently launched the Gen2Prime in India which allowed them to address the entry-level new 

equipment segment in emerging markets and is expected to address an additional 50,000 new units annually 

(2019 Otis Investor Day). In addition to this, Otis recently launched their Gen3 and Gen360 offerings, a next 

generation elevator that provides energy efficient solutions to meet a growing ESG demand, and integrated IoT 

technology and connectivity to meet customers’ needs in a digital world. All of these efforts aim to increase 

share in the new equipment market, while also improving conversion rates. 

 
 

Market Strategy – Services Segment_________________________________________ 

1. Enhance Subscription Services: 
In the past few years, Otis has made a conscious effort to increase their revenue per unit on their service 

subscriptions through various add-ons and incremental offerings including access to APIs, their eView offering, 

and other solutions such as Compass360. Otis estimates through these offerings, it will be able to increase its 

sales per unit by 30% (2019 Investor Day).  

 
 

2. Capitalize on Modernization Opportunity: 
As mentioned previously, Otis has made it clear that the modernization opportunity in the industry is immensely 

attractive with more than 33% of the global elevator installed base being over 20 years old (approx. 6 million 

units), and 61% of these units resting in EMEA. By 20204, Otis estimates that more than 1 million units will 

be older than 15 years in China, another great modernization trend emerging. Through the IoT technology and 

other strategic plans, management believes it is well positioned to take advantage of this opportunity in the 

market. 

 
 

3. Harness IoT Technology: 
Otis believes that through digital solutions such as Otis One and its other innovative technology, the Company 

will be able to offer value-added services that please not only the customers, but also increase productivity for 

the Company as well. With Otis One reducing the time per visit and decreasing the occurrence rate as well, 

customers will have more uptime on their elevators - a win for both parties. Management believes through 

leveraging this technology, they will be able to reduce costs, while also making the role of service technicians 

more fulfilling. 

 
 

Revenue Drivers_________________________________________________________ 

New Equipment Segment 
From looking at the regression analysis below, it is evident that a variety of key indicatros play a large role in 

driving revenue growth for the company. This data, sourced from Bloomberg, exhibits these key indicators and 

shows how closely they track to actual revenue for the Company. Thus, they should be given close attention. 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Expense Drivers__________________________________________________________ 
 

At Otis’ Investor Day presentation in 2019, the Company outlined their major costs which contribute to the 

company’s operations. While management has not disclosed this detail around the cost of goods sold 

breakdown since Investor Day, these figures can be used as a rough proxy for the company’s operations today. 

Thus, when it comes to the cost of goods sold for Otis, management outlined during Investor Day that 

approximately 67% of their cost of goods sold could be attributed to installation and field costs, with the 

remaining 33% being attributed to manufacturing costs. 

 

Installation & Field Costs: 
With installation and field costs comprising the majority of the company’s cost of sales at 67%, management 

has made a conscious effort to reduce these costs in order to improve their margins and lower their expenses. 

With installation and field costs comprising the majority of the company’s cost of sales at 67%, management 

has made a conscious effort to reduce these costs in order to improve their margins and lower their expenses. 

According to their Investor Day presentation, management decreased their callback rate from 2017-2019 and 

lowered their average maintenance hours per visit by 2% in the same time period. As such, we expect this 

figure to continue to trend lower through the company’s IoT technology and Otis One which should lower the 

amount of visits and increase productivity overall. At the Sanford Bernstein Strategic Conference, management 

noted that 70% of their cost base is labor on the service side of the business and 30% on the new equipment 

 

Figure 16: Revenue Back test Regression Source: Bloomberg and FactSet 
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Figure 18: Otis COGS Breakdown 2019 

 

 

 

 

 

 

 

 

 

 

Source: 2019 Company Investor Day 

Presentation 

 

Figure 19: Otis 2019 Material Costs 

Breakdown 

 

 

 

 

 

 

 

 

 

 

Source: 2019 Company Investor Day 

Presentation 

 

 

Figure 20: Kone 2021 Raw Material 

Exposure (Used as a Proxy for Otis) 

 

 

 

 

 

 

 

 

 

 

 

Source: Kone 2021 Equity Story 

 

Figure 21: Otis SG&A as a % of Sales 

 

 

 

 

 

 

 

 

 

Source: Company Filings 

 

Figure 23: Global Elevator & Escalator 

Industry Market Value and Estimate 

 

 

 

 

 

 

 

 

 

 

 

 

side. Thus, through the continued implementation of IoT technology, we expect this figure to continue to trend 

lower as well. 

 

 

Material Costs: 
With the remaining 33% of cost of sales being attributed to manufacturing costs, these costs can be broken 

down further into labor & overhead, and material costs. While labor and overhead comprises an estimated 26% 

of their manufacturing costs, we estimate 74% of this amount can be attributed to material costs, made up of 

both global material suppliers (33%) and local material suppliers (67%). Through reducing the number of 

suppliers the Company uses, cost reductions, and other methods, Otis hopes to reduce their material costs 3% 

annually in the medium term (Investor Day). At the Otis Worldwide Corp at Morgan Stanley Laguna 

Conference, Judith Marks noted that of about the $2.5 billion per year the Company spends on material, $300 

million of that is raw materials, of which 75%-80% is  steel. While Otis does not break out the remainder of 

their raw material spend, Kone – a direct competitor of Otis – can be used as a proxy for the remaining raw 

material exposure. As you can see in the figure to the left, the remaining raw material exposure consists of raw 

earths, aluminum, car fuel, and copper. Thus, all of these components are important to the company and must 

be tracked in order to understand the drivers of the company’s expenses in any given quarter and year. 

 
 

Selling, General, and Administrative Expenses (SG&A): 
While management does not provide a breakdown of the Company’s SG&A expenses, it is important to note 

that the Company has set a medium term goal to reduce its SG&A as a percentage of sales by 100-150 bps over 

the next 3 to 5 years. Management expects to yield this reduction by consolidating its back-office structure, 

implementing ERPs and digital technologies, and seeing cost savings as a standalone company. Their increased 

emphasis on building a network connected with Otis One and IoT products will allow increased efficiency on 

the service side, hopefully growing margins and reducing SG&A expense.  
 
 

Industry Analysis and Competitive Positioning________________________________ 
According to Precedence Research, the global elevator and escalator industry was valued at $71.68 billion in 

2019 and is expected to reach over $114.90 billion by 2027, growing at a compounded annual growth rate of 

6.3% from 2020-2027. In terms of the global original equipment market, the market is worth roughly 1 million 

new units per year and has grown at a CAGR of 1-1.5% from 2016-2020. Of these 1 million new units sold per 

year, China represents 60% of this figure (~600,000 units). On the service side, the global installed base is 

estimated to be around 18 million units as of 2020 and has grown at a roughly 6% CAGR from 2016-2020. 

Otis’ installed base of roughly 2 million units under contract agreement is also the market leader, with the next 

largest competitor lagging the Company by roughly 25%. 

 
 

Industry Dynamics_______________________________________________________ 
When it comes to the elevator and escalator industry, there are several key industry dynamics that are 

characteristic of many of the players in the market. These include favorable working capital dynamics, low 

cap-ex intensity, and strong Free Cash Flow generation and conversion. It is for these reasons, and the many 

other favorable characteristics of the industry, that we see the global elevator industry as fundamentally 

attractive.  
 
 

Strong Working Capital Dynamics: 
elevator begins, the OEM begins to receive periodic payments based on certain progresses and checkpoints 

made with the project. As a result, companies in this industry do not need to undergo a long wait time in order 

to get paid on their projects. Through the graph shown to the left, it is evident that the working capital figures 

as a percentage of sales for all of the companies in the industry is relatively low. This dynamic ultimately makes 

the elevator industry less precarious from an investment standpoint. 
 
 

Figure 22: Working Capital as a % of Sales (Constantly Below 3%) 

 

 

 

 

 

 

 

 
Source: Company Filings and 2019 Company Investor Day Presentation 

 

Low Capital Expenditure Requirements: 
While new developments have been made within the industry recently to invest in IoT technology and energy-

efficient solutions, given the high barriers to entry on the new equipment side of the business, the elevator 

industry exhibits extremely low capital expenditure spend each year. As you can see from the graph shown, for 

Otis and many of the other large OEMs, capex as a % of sales remains around 1-1.5% - a low figure which 

makes the business very attractive as well.  

 

Figure 24: Capex as a % of Revenue for Companies in the Elevator Industry 
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Figure 25: Otis and Kone Historical FCF to 

Net Income Conversion 
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Strong FCF Dynamics: 
As a result of consistent negative working capital and low capital expenditures, the elevator industry is 

characterized by high free cash to net income conversions of 110-120% and strong FCF generation. With 

favorable working capital dynamics, low capex spend, and high FCF generation and conversation, we see the 

elevator industry as a fundamentally attractive industry with strong business dynamics. 
 

China – The Real Opportunity Amongst OEMs:_________________________________ 
Given that China makes up 50-60% of the industry’s new equipment growth each year, it is no surprise that all 

of the big four OEMs see China as the real opportunity to spur future portfolio growth and market share. With 

the top national developers consolidating in the real estate market who represent 50% of sales in the region, 

and favorable macro growth trends in the region, Otis believes that it will be able to leverage its IoT technology 

in order to win share in the region.  

 

 

 

 

 

 

 

 

 
 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 26: China Macro Trend Growth Opportunity 

Source: FactSet and Bloomberg 

Demand Drivers – New Equipment________________________________________________________________________ 
We predict robust growth in the new equipment elevator industry, propelled by several demand drivers: 1) urbanization, 2) growing middle class, 3) aging 

populations, 4) accelerating demand for digitization, 5) GDP growth, and 6) the construction market 

 
 

Urbanization: 

The macro tailwind of urbanization provides favorable demographics for Otis’s growing service portfolio, which accounts for almost 80% of the company’s 

total profits. In addition, Otis’s service segment makes its earnings much more resilient in economic downturns compared to other industrial companies, 

making this extremely favorable. Currently 55% of the global population lives in urban areas now and is expected to increase to 70% by 2050. This means 

an increase in the urban population from 4.2 billion today to 5 billion by 2030. With more people expected to migrate into cities, more skyscrapers will 

need to be built in order to accommodate their living and working spaces. This will be beneficial to Otis, as these tall buildings will need vertical lifts to 

transport people (Otis Investor Day 2019 Presentation).  

Growing Middle Class: 
The global middle-class population is estimated to grow a substantial 60% in the next decade, driving up the average household wealth, suggesting that the 

economy should continue to grow steadily as well. Historically, a growing middle-class correlate to a growing economy. Industrial companies in general are 

cyclical, as they tend to ebb and flow in line with the growth of the economy. Elevator companies like Otis will benefit from the increase in infrastructure 

and construction that typically comes with a growing economy (Otis Investor Day 2019 Presentation). 

 

Digitalization: 
At the Company’s Investor Day in 2019, management noted the increased trend in digitalization and connected IoT devices within the elevator industry that 

they expect will play an influential role in the demand for elevators moving forward. According to management, by 2025, there will be approximately 25 

billion connected IoT devices in the industry, from an estimated 12 billion in 2020 - a 4.5% CAGR. Furthermore, according to Verified Market Research, the 

IoT in elevators market size was valued at $15.66 billion in 2018 and is projected to be valued at $49.73 billion by 2026 - a 15.46% CAGR from 2019-2026. 

Thus, it is immensely clear that connectivity and digitalization is a powerful trend in the industry that is reshaping not only the demand for new equipment 

elevators moving forward, but also the products and solutions companies offer as well (Otis Investor Day Presentation 2019). 

 

 

GDP Growth: 
As management has noted several times within their earnings calls and investor presentations, new equipment revenue tends to grow at a low single digit 

growth rate that tracks well with a global Gross Domestic Product indicator. As such, the global economic activity and growth during any one particular year 

and moving forward, is a key demand driver on the new equipment side of the business.  
 

 

Construction Market: 
Given the elevator industry relies on infrastructure growth and demand, the development of the construction market is an important metric to forecast and 

watch, in order to understand the coming demand for new equipment elevators. According to Research and Markets, the global construction market was 

valued at $7.28 trillion in 2021 and is projected to reach $14.41 trillion by 2030 - a 7.3% CAGR from 2022-2030. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company Investor Day 

Presentation 2019 

 

Figure 28: Growth of Middle 

Class 
 

Figure 27: Growth of Urban 

Population 
 

Figure 29: Estimated Connected 

IoT Devices (Digitalization Trend) 
 

Source: Company Investor Day 

Presentation 2019 

 

 

Source: Company Investor Day 

Presentation 2019 

 

Figure 30: Global Gross Domestic 

Product (GDP) Growth Forecasts 

Source: Statista 
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Supply Drivers_________________________________________________________________________________________ 

High Barriers to Entry: 
Multiple factors have created a competitive moat isolating Otis and the rest of the “big four” of the elevator and escalator manufacturing industry into an 

oligopolistic market for their equipment business. These companies: Otis, Kone, Thyssenkrupp, and Schindler, all have very similar market shares that control 

over 67% of the industry. The intense competition between them in terms of pricing and generating organic revenue creates an environment that would be 

very difficult to enter and compete. Entering the market and gaining share in these companies would require producing a superior product on a scale and 

convincing buyers to leave companies with long track records of success. Regulatory pressures from governments to ensure elevator and escalator safety also 

pose a barrier to new entrants, as conforming to regulations can require additional cost.  

 

 

High Competition in the Market: 
The elevator industry is dominated by four main companies, each that have a similar market share and compete across the globe. These top four companies 

all battle to innovate and outperform, competing on price and contracts for new builds and service commitments. Building elevators and escalators is expensive 

and challenging, while servicing them is much cheaper and easier to do. There are thousands of independent servicing providers across all areas where Otis 

operates, who can compete heavily on price. New entrants in this segment can steal business from Otis and other main players and eat away at forecasted 

growth in services revenue if Otis is unable to retain contracts from current existing customers and new equipment customers in the future. Renewal rates for 

contracts with customers are high and contracts are long-term in nature, so it is more challenging to acquire existing business from competitors. Therefore, 

most of the competition is for new businesses in areas of opportunity. Otis is investing in growing its sales force and operations in these opportunity areas 

like China. 

Leveraging Technology: 
In a world that has been completely transformed by digitization, people are demanding technology to make life more efficient, accessible, and adaptable. 

Therefore, the top elevator companies must compete with each other through innovating, making their products and services extremely efficient, convenient, 

and cost-effective. Otis has recently focused on innovating and investing in digitizing their services in order to grow its business faster and more efficiently 

than the rest of the market. Improving their IoT capabilities and building a connected network have helped differentiate their product in the short term, and 

they plan to continuously improve their business and products to grow market share and remain the leader in their industry.  

 

Competitive Positioning_________________________________________________________________________________ 
As the elevator pioneer, Otis is the largest company in the industry and holds the largest market share of 17%, with 16% in new equipment and 18% in 

maintenance. The top four elevator companies, including Otis, Kone, ThyssenKrupp, and Schindler Group, represent 67% of the entire industry. Otis’s sales 

are equally split between the Americas, EMEA, and China, providing a well-diversified geographical portfolio for both their new equipment and service 

sectors. Otis is the top company in the Americas for both new equipment and services. They are also the leading service provider in the EMEA, which has 

the world’s largest installed base. In China, the largest new equipment and service country, Otis is number two, following its competitor Kone. The barriers 

to entry into the elevator industry are relatively high since it is a highly regulated industry  

The Global Leader – A Key Scale Advantage: 
As we discussed, in a consolidated market where the top five main players roughly 50% of the market, Otis Worldwide Corporation maintains the market 

leading market share of roughly 18%. On the new equipment side of the business, where an annual 1 million units are sold, Otis holds the market leading 

position of 16%, and on the service side the Company maintains a leading 12% share of the 18 million global installed units. Given that the service segment 

of the business is where the true profit potential stems from, it is our belief that Otis’ pure scale and size compared to its competitors gives the Company a 

key strategic advantage as a result of economies of scale / density. 70% of Otis’ aftermarket / service costs stems from labor, maximizing the amount of units 

a mechanic services is crucial. Given that Otis’ service portfolio is estimated to be 38% larger than the next competitor, we believe this offers a true cost 

advantage over competitors,as Otis’ technicians are able to service more elevators per technician. With more mechanics, Otis is able to service more electors 

than their peers, decrease fuel costs and travel time, and ultimately increase customer satisfaction by allowing for quicker service to their clients. 

 

 

The Otis Name and Brand – A Key Intangible Moat: 

While the services side of the business remains highly fragmented with low barriers to entry, the new equipment business possesses an intangible moat due 

to the high barriers to entry and regulation that has deferred a major new entrant into the market in over 30 years. Elisha Otis, who developed the industry’s 

first ratchet safety break for passengers, founded Otis in 1852, creating the elevator industry as we know it today. 18 billion people take elevator trips every 

year in the United States and incidents involving elevators and escalators kill roughly 30 people each year (0.00000016%). Even more important, half of 

these deaths are the result of people working in the elevator shafts or near them (MBI Deep Dives). As such, while these figures demonstrate that elevators 

are extremely safe products, real estate developers and other customers want to do business with a company that has a strong brand reputation, history, and a 

track record of providing safety and exceptional products to clients. This 165 years of business and success in completing complex projects gives Otis a key 

intangible moat around its business, that we believe comes from the premium embedded in the Otis name that is characteristic  of safety, expertise, and more. 

With key buildings such as the Eiffel Tower and the Empire State Building having Otis elevators, it is clear the Otis brand is synonymous with industry 

leadership and safety. 
 
 

Industry Leading Retention Rate: 
One of the most important metrics within the elevator and escalator industry is the retention rate – the rate at which customers renew their service subscription 

with the company after coming off the warranty period. With an industry leading global retention rate of 93-94%, Otis sees this figure rising to the high 90’s 

due to the onset of the IoT and Otis One technology. In India, for example, where the Company has roughly 250,000 units connected via an IoT device, the 

retention rate is even higher with 98-99% retention. Thus, it is our belief that as the company continues to leverage its IoT technology and connectivity, it 

has room to continue to improve its already leading retention rate, and use this technology to leverage off-portfolio customers as well. This, to us, is a key 

competitive advantage of the company, that speaks to their competitive position as a firm.  

.  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 31: Growth of Urban 

Population 
 

Source: Company Filings and 

Fortune Business Insights 

Figure 32: Maintenance Portfolio of 

Top OEMs (Source: Company Filings) 

 

Figure 33: Reported Retention Rate for Top 

OEMs (Schindler Does not Report this 

Figure) 

 

Source: Company Filings 
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Source: Company Filings 

 

Figure 35: Estimated Elevators Serviced 

Per Technician 
 

 

 

 

 

 

 

 

 

 
 

 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Valuation_____________________________________________________________________________________________ 
In order to arrive at our target price of $107.75, representing a 30.7% upside from the closing price on February 4, 2022, our team utilized a combination of 

discounted cash flow analysis, sum of the parts analysis, and a comparable company analysis. 
 

Discounted Cash Flow Analysis: 
From our discounted cash flow model, we derived an intrinsic equity value per share of $107.75, utilizing the exit EBITDA multiple approach. In order to 

derive this figure, our group utilized the forecasted projected EBIT of the Company from our projected three statement model, and multiplied this figure by 

our projected tax rate. After yielding NOPAT for each year, we added back our projected depreciation and amortization in the year, our change in working 

capital, and subtracted capital expenditures to yield projected free cash flow to firm (“FCFF”) figures through 2027. Each projected FCFF figure was then 

discounted back to the present by the firm’s calculated weighted average cost of capital (WACC) of 5.7%. The sum of these figures represents the present 

value of stage 1 cash flows. In order to derive our terminal value, our group utilized the projected 2027 EBITDA of the firm and multiplied this by an exit 

EV/EBITDA multiple of 18.0x. This multiple was justified through our comparable company’s analysis which derived a mean peer group LTM EV/EBITDA 

multiple of 18.0x. This terminal enterprise value was added to the present value of the stage 1 cash flows to derive a total enterprise value of the firm. After 

subtracting the current net debt of the firm and dividing this figure by the current diluted shares outstanding, we derived our target price of $107.75, 

representing a 30.7% upside from the close on February 4, 2022. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 36: DCF Equity Value per Share Sensitivity to 

Long Term Growth Rate and WACC 

Figure 37: DCF Equity Value per Share Sensitivity to 

Exit EBITDA Multiple and WACC 

Figure 34: Estimated Elevators 

Serviced Per Technician 
 

Source: Company Filings 

Source: Team Analysis Source: Team Analysis 

Comparable Company Analysis: 
In order to derive our target price of $85.50 from our comparable company analysis, we first utilized two different peer groups. Given that Otis has a different 

peer group for its new equipment segment versus its servicing segment, we decided to incorporate two peer groups into our analysis. On the new equipment 

side, we utilized the other three major new equipment manufacturers in the industry: Kone, Schindler, and ThyssenKrupp. On the service side of the business, 

we utilized JP Morgan’s Equity Research industry peer group to identify other pure play service companies that matched Otis’ service division. These 

companies include Carrier, General Electric, Rockell Automation, amongst a few others. After the financials and projections of each company were spread, 

we created an output table that derived the market capitalization, enterprise value, as well as the net debt and current diluted shares outstanding of each firm. 

In addition to this, the revenues, EBITDA, EBIT, and EPS of each firm were calculated on a LTM, year 1, and year 2 forecast. With this information, we 

were able to calculate the following multiples: EV/Revenue, EV/EBITDA, EV/EBIT, and P/E on a LTM basis, year 1 forecast, and year 2 forecast basis. 

Next, we created a valuation matrix that triangulated the data from the output tab to derive equity values for Otis based on these multiples. As such, to be 

conservative, utilizing the median LTM comps-derived Otis value, we averaged the four values to derive an average LTM Otis value of $85.50, representing 

a 8.52% upside from its closing price on February 4, 2022. 

 

Sum of the Parts: 
In order to derive our target price of $103.54 from our sum of the parts analysis, we pulled our 2027 forecasted EBITDA for both the new equipment segment 

and the services segment. Given that each of these segments is distinct in their growth prospects, customer base, and operations, we believe it makes sense to 

value this business as two separate entities combined. As such, in order to derive an implied terminal enterprise value of each segment, we first needed to 

establish an appropriate EV/EBITDA multiple for each business unit. Going back to our comparable company analysis, we isolated the “Big 4” new equipment 

manufacturers including Otis, Kone, Schindler, and ThyssenKrupp to determine an appropriate new equipment multiple. While Otis has  

the second highest LTM EV/EBITDA multiple of the group of 16.5x, and with Schindler having the lead with a 20.0x LTM EV/EBITDA multiple, we believe 

Otis’ high multiple is warranted. In fact, we attached a 9% premium to its current 16.5x multiple, to utilize a new equipment exit multiple of 18x. Given the 

iconic global brand, trust, and leading market share of the company, we believe Otis deserves a premium valuation over the competition. In addition, given 

the long run growth runway of the segment, as well as the high consolidation occurring in the field, we believe this high multiple is warranted. On the service 

side of the business, we followed the same procedure, isolating the pure-play industrial companies from our comps analysis to yield a mean LTM EV/EBITDA 

multiple of 22.0x. Given the immense durability of this segment, its predictability, and its attractive growth properties, we believe this peer derived 22x 

EV/EBITDA service segment multiple is acceptable. Multiplying our 2027 EBITDA for each segment by their appropriate multiples, we derived terminal 

values for each business segment, and added them together to yield a total enterprise value of the firm in 2027. Subtracting the net debt, and dividing them 

by the current shares outstanding, we derived a projected equity value per share of $129.80 in 2026. After discounting this figure back to the present by the 

cost of equity, we yielded an implied equity per share value of $103.54, representing a 25.60% upside from the close on February 4, 2022. 

 

 

 

 

 

Figure 35: Estimated Revenue Per 

Employee 
 

Source: Company Filings 
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Financial Analysis______________________________________________________________________________________ 

Scaling Revenue for International Macro Trend Growth 
Forecasting revenues over a 6-year period, we estimate a CAGR of 2.5%. Otis’s revenue is split into two main segments – New Equipment and Maintenance 

and Repairs. We decided to project both main segments revenues separately based on company guidance. The New Equipment segment has been growing at 

a CAGR of 0.58% over the previous five-year period and given forecasting we expect to see a new CAGR of 3.49% over the next six years. Otis will continue 

to hold a majority market share of over 50% globally and will play a major role in macro trends and modernization that are changing the landscape of the 

industry. Urbanization and modernization will continue to grow New Equipment sales, while Otis’s ingenuity with the new Otis One system will bring their 

services to the forefront of the industry. The Otis One system will shorten the time needed for maintenance, while maximizing the utility of a visit, thus 

raising revenues, and cutting excess costs as a result. The Service segment of the company makes up around 45% of revenues, with New Equipment sales 

making up the remainder. Servicing is expected to gain greater market share over the elevators and escalators already in use due to the introduction of the 

Otis One. With just under 17% of revenues coming from China, and growing infrastructural developments in both EMEA and Asia, we expect the large 

international presence that Otis has in order to continue to grow with the market. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 38: First Forecast Year (2022) New Equipment 

EBIT Sensitivity  

Source: Team Analysis 

Figure 39: First Forecast Year (2022) New Equipment 

EBIT Sensitivity  

Source: Team Analysis 

Figure 41: First Forecast Year (2022) Service EBIT 

Sensitivity  
Figure 40: First Forecast Year (2022) New Equipment 

EBIT Sensitivity  

Source: Team Analysis 
Source: Team Analysis 

Hedging Commodities Volatility and New Technology Help to Expand 
Otis has continued to lead the industry in operating margin with a margin of 14.11% against the industry average of 8.63%. Otis has continued to cut cost 

margins even through the pandemic and going forward looks to continue cutting operating costs. The management has said that volatile commodities prices 

do not have a great effect on costs by using hedging techniques and long-term contracts that would allow for volatility to calm. The introduction of the Otis 

One system also seeks to improve cost cutting strategies by shortening the time needed to find issues and allowing for service workers to digitally assess 

issues prior to visits. By making visits timelier and more efficient, Otis seeks to cut costs, while also boosting the experience of its customers and expects to 

see gains in their Service segment as a result.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Raising Capex to Continue Industry Leading Margins 
We expect Capex to be increased steadily going forward through 2026. Starting next year we expect to see $210 million and reaching all the way to $245 

million in 2026. The industry as a whole is lower on Capex due to barriers to entry and the increase is expected in order to capture the macro demand for both 

elevator and escalator sales, along with servicing. Investing more will also help to continue the growth in market share that Otis already dominates globally 

and will keep them at the forefront of the industry. Otis’s industry leading return on invested capital is important to note and we believe that this increase in 

Capex over the next 5 years will serve to increase their revenues and continue the strong cash flow growth that we have forecasted. The increase in Capex we 

forecasted through 2026 is expected to boost revenues even more, with Otis having industry leading Return on Invested Capital averaging around 190% since 

going public in 2019. With rising Capex to further develop their product line along with historically high ROIC, Otis is positioned to strengthen their already 

sturdy financials.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Environmental, Social, and Governance____________________________________________________________________ 

Environmental 
Otis holds a strong belief that “Financial performance and Corporate Responsibility go hand in hand”. Otis has implemented strong ESG initiatives to help 

all major stakeholders: passengers, customers, colleagues, and the broader society. Since March of 2021, Otis has been a signatory member of the U.N. Global 

Compact, proving to investors their commitment to ESG. The company has set goals to reduce Scope 1 and Scope 2 Emissions by 50% by 2030. Scope 1 and 

2 emissions include direct emissions from sources they own or control, as well as indirect emissions from purchased electricity, steam, heat, and cooling. 

This initiative will help Otis reach their factory short term goals of carbon neutrality by 2030, zero waste to landfill certification by 2025, and help the 

completion of the ISO 14001 certification for all Otis factories by 2025. In order to make progress towards these goals, from 2015-2020, management notes 

that they have reduced their factory greenhouse gas emissions by over 30%, in addition reducing their water usage by 40%, and recycling 99% of their factory 

waste all during this timeframe. 85% of the Company’s manufacturing facilities are ISO14001 certified, in addition to 6 of their European manufacturing 

center being ISO 50001 - an international accolade around energy performance. Through their recent product development in solutions such as their ReGen 

system, Gen2 Switch, Compass 360, and more, it is clear that management has made a financial commitment to better their environmental footprint not only 

from a corporate responsibility standpoint, but from a financial standpoint as well. Otis believes these solutions are not only better for the earth but are better 

for productivity and performance as well.  In comparison to its peers, Otis shines in the Environmental portion of ESG. 

 

 

 

 



  

NYSE: OTIS Providence College Team B 10 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Their GHG Emissions Intensity (Metric Tons CO2 e/$M net sales) was reported at 16.4 for 2020, 21.53 less than the industry average at 37.6.  Otis is currently 

in 15 ETF’s that focus on ESG, proving that ETF portfolio managers value the commitments and performance Otis has made (Otis 10k and Company website). 

 

 

Social: 

Otis has strong geographic colleague diversity across EMEA, Americas, China, and APAC. This allows their employees to have a fluid understanding of 

their local clients and provides the best service possible given the geographic distribution. In the aftermath of 2020, Otis created a “Commitment to Change” 

initiative to ensure that all employees felt like their voices were heard. Otis also recognizes the unique skills that their business needs in order to thrive, which 

is why they are continuing to commit funds and resources to invest and educate local communities about vocational occupations, as well at STEM related 

education. The firm is focusing on six pillars to integrate into their business, ensuring transparency, inclusion, and social justice. Specifically for employees 

wishing to voice opinions on improving the company overall, Perspectives on Inclusions was created to continue their improvement on diversity and inclusion. 

Otis has also pledged to promote and widen the availability of mental health resources available to employees, as well as broaden the employee benefits 

packages to include well-being benefits for employees to utilize. All employees of Otis can take advantage of a subsidized education program to continue 

their education in any field of study applicable to Otis. Furthermore, Otis was the first company in the industry to sign the Paradigm for Parity® Coalition, 

committing to gender equality in its workplace by 2030. Plus, Otis was recognized in 2020 as one of the best places to work for the LGBTQ community by 

the Human Rights Campaign - an impressive accolade. Lastly, in 2021, the company received the prestigious Corporate Citizenship award given by the 

Conference Board’s Committee for Economic Development. It is through these accolades and the many efforts the company has taken with its company, that 

we believe Otis is a Company that is not solely focused on profit. Instead, the safety, wellbeing, and growth of their employees is at the forefront of their 

minds and is an important lifeblood of the Company overall (Otis 10k and Company Website). 

Governance:  
Board of Directors:  

The Board of Directors is composed of nine members with various backgrounds to bring a multitude of perspectives to support Otis. The board is formed of 

three females and six males and is headed by Executive Chairman, Christopher J. Kearney. For a company that has three quarters of their revenue coming 

from outside of the United States, all their Board members live in the United States. The board should work towards filling a board that is split equally 

between males and females, in alignment with their company goal of reaching gender parity in executive directors by 2030. All members of the board must 

have long-term stock ownership with Otis and must continue to meet the minimum ownership requirements.  

Executive Directors:  

Located across the world, the 17 members of the executive team manage the company with their extensive and impressive backgrounds. Currently, only 35% 

of the executive team is female. Current CEO Judy Marks has 37 years of experience in the industry, with past positions held as CEO of Siemens USA and 

Dresser-Rand, a Siemens business, as well as leadership positions at IBM and Lockheed Martin.  

The Otis Absolutes:  

The Otis Absolutes is the sum of what is most important to the Otis leadership team: Safety, Ethics, and Quality. Whether you work in the corporate office 

in Connecticut, or are an elevator technician in Beijing, Otis wants all employees to consistently live out their values each day to keep safety as the top 

priority. The Otis Absolutes even helps with the ethical decision-making process, to help employees make decisions that make the most situational sense. 

The document provides employees with examples of how to best stand for themselves in and outside of the workforce, as well as promoting workplace 

practices with other competitors, in a “fierce but fair way” (Otis 10K and Company Website). 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Investment Risks_______________________________________________________________________________________ 

Raw Materials: 
Otis has stated that they do not believe the current supply chain is a problem for their business. However, both new equipment and service rely on raw 

materials, mainly steel, to ensure the business runs smoothly. With a heavy reliance on suppliers to secure these, Otis is directly affected by price volatility 

and availability of raw materials. Management has acknowledged to investors that high inflation continues to raise prices of their raw materials essential to 

the business such as steel and has budgeted projected impacts of commodity inflation in 2021 and forecasted for 2022, so they are prepared to face cost 

increases. A decrease in raw materials can have an adverse effect on the company's overall competitive position in the market, as well as adversely affect 

cash flows. Steel is a readily available commodity in all areas where Otis does business, so these price hikes should be as mitigated as possible thanks to their 

robust supply chain network. 

 

 

China: 
China has been and will continue to be a growth prospect for OTIS, with 60% of new annual equipment sales coming from China. Otis needs to continue to 

not only sell new equipment, but keep the service growing as well, as they only have about 40% of these service contracts. Battling against numerous ISP’s 

in this market, Otis needs to leverage its new IoT advantage in OTIS One to gain share in this area. A slowdown in the Chinese Real Estate market, one that 

has seen consistent growth for recent years, is another important risk in area. However, management addressed these issues, stating that growth in their 

backlog for China orders in 2021 will help offset what they see to be a flat or slightly decreased market in 2022. A major competitor that Otis needs to 

compete with is Kone, who they have lost market share to over the past decade. Through investments in the APAC region, Otis can ensure they become the 

dominant leader in China as urbanization grows over the next 30 years in the region.  

 

 

Labor: 
Since becoming a publicly traded company, Otis has won numerous awards highlighting the positive work environment and inclusivity towards its diverse 

workforce. This is very important since labor consists of 70% of costs on the service end of their business, the segment that management is looking to as a 

growth driver in the future. The Otis workforce is unionized, with around 64% of their employees falling under a collective bargaining agreement (2020 

10K). This upcoming June, Otis will have to renegotiate contracts with these unions, something that has not been done since 2017. A current inflationary 

environment and societal desires for higher pay will likely lead to Unions demanding higher wages, which could affect margins. The past negotiation in 

2017 was a success for the company and they do not anticipate any difficulties this time around, but the macro environment creates a small but noticeable 

risk for Otis. 

 

 

Currency Risk: 
According to their most recent annual report, 74% of Otis’s revenue comes from outside the United States. As a result, much of their business is done in local 

denominated currencies, making exchange rates very important to how the company performs. Bloomberg Intelligence lists two exchange rates as mainly 

important to Otis, EUR/USD and EUR/CNY. The Euro/Dollar rate represents much of Otis’s business done in the EMEA region, where it services 1.1 million 

units, the same amount as its main competitors service globally. The Euro/Chinese Yen is indicative of the increasing importance of the Chinese market to 

Otis’s growth and success in the future. Exchange rate fluctuations accounted for a $43 million decrease in cash value for the company in 2021 (10K), and 

management forecasted that strengthening of the Euro and Yen against the dollar will be a $0.07 EPS headwind this upcoming fiscal year. 
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Appendix F1 – Income Statement 

 

 

 

 

 

 

 

 

 

 

 

Appendix F2 – Balance Sheet 

  

Income Statement  Growth %

Revenues 12,323.00   12,915.00   13,118.00   12,756.00   14,298.00   14,787.92    15,160.60    15,744.10    16,373.86    17,028.82    17,709.97      3.05%

- COGS (8,621.00)    (9,189.00)    (9,292.00)    (8,977.00)    (10,105.00)  (10,414.46)  (10,641.99)  (11,028.57)  (11,455.74)  (11,913.97)  (12,390.53)     

Gross Profit 3,702.00     3,726.00     3,826.00     3,779.00     4,193.00     4,373.46      4,518.62      4,715.53      4,918.13      5,114.85      5,319.45        3.32%

- SG&A Expense (1,609.00)    (1,701.00)    (1,832.00)    (1,949.00)    (1,882.00)    (1,996.37)    (2,001.20)    (2,046.73)    (2,128.60)    (2,213.75)    (2,353.05)       

EBITDA 2,093.00     2,025.00     1,994.00     1,830.00     2,311.00     2,377.09      2,517.42      2,668.79      2,789.52      2,901.10      2,966.40        3.76%

- D&A Expense (177.00)       (190.00)       (180.00)       (191.00)       (203.00)       (200.77)       (209.14)       (220.62)       (233.02)       (246.06)       (259.77)          

EBIT 1,916.00     1,835.00     1,814.00     1,639.00     2,108.00     2,176.31      2,308.28      2,448.17      2,556.50      2,655.05      2,706.63        3.70%

- Interest Expense (21.00)         (14.00)         (14.00)         122.00        136.00        (21.00)         (21.00)         (21.00)         (21.00)         (21.00)         (21.00)            

- Non-Service Pension Cost (20.00)         (44.00)         (33.00)         6.00            11.00          11.00           11.00           11.00           11.00           11.00           11.00             

Pretax Profit 1,957.00     1,893.00     1,861.00     1,511.00     1,961.00     2,029.00      2,161.00      2,301.00      2,410.00      2,435.00      2,560.00        3.95%

- Total Taxes (1,148.00)    (683.00)       (594.00)       (455.00)       (541.00)       (584.00)       (605.00)       (621.00)       (626.00)       (609.00)       (640.00)          

Net Income 809.00        1,210.00     1,267.00     1,056.00     1,420.00     1,445.00      1,556.00      1,680.00      1,783.00      1,827.00      1,920.00        4.85%

- Noncontrolling Interest (173.00)       (161.00)       (151.00)       (150.00)       (174.00)       (174.00)       (174.00)       (174.00)       (174.00)       (174.00)       (174.00)          

Net Income Attributable to Common Shareholders 636.00        1,049.00     1,116.00     906.00        1,246.00     1,271.00      1,382.00      1,506.00      1,609.00      1,653.00      1,746.00        5.43%

Basic Shares Outstanding -              -              432.70        433.20        424.96        420.18         411.02         401.91         392.86         383.85         374.87           

Basic EPS -              -              2.58$          2.09$          2.93$          3.02$           3.36$           3.75$           4.10$           4.31$           4.66$             7.50%

Diluted Shares Outstanding -              -              436.00        434.60        425.50        418.75         409.62         400.51         391.46         382.45         373.47           

Diluted EPS -              -              2.56$          2.08$          2.93$          3.03$           3.37$           3.76$           4.11$           4.32$           4.67$             7.48%

Historical Forecasted

2017A 2018A 2019A 2020A 2022E 2023E 2024E2021A 2025E 2026E 6-Y CAGR %2027EYear

Balance Sheet

Cash & equivalents -               1,329.00      1,446.00      1,782.00      3,475.00      4,213.00      4,158.00      4,155.00      4,195.00      4,247.00      4,346.00         

Accounts receivable -               2,720.00      2,861.00      3,148.00      3,232.00      3,343.00      3,427.00      3,559.00      3,701.00      3,849.00      4,003.00         

Contract Assets -               657.00         529.00         458.00         550.00         569.00         583.00         606.00         630.00         655.00         681.00            

Inventories -               637.00         571.00         659.00         622.00         641.00         655.00         679.00         705.00         733.00         763.00            

Other current assets -               269.00        251.00        446.00        382.00        395.00         405.00         421.00         437.00         455.00         473.00           
Current Assets -               5,612.00      5,658.00      6,493.00      8,261.00      9,161.00      9,228.00      9,420.00      9,668.00      9,944.00      10,266.00       

Future income tax benefits -               364.00         373.00         334.00         335.00         335.00         335.00         335.00         335.00         335.00         335.00            

PPE, net -               678.00         721.00         774.00         774.00         932.00         1,091.00      1,252.00      1,417.00      1,584.00      1,754.00         

Operating Lease right-of-use assets -               -               535.00         542.00         526.00         526.00         526.00         526.00         526.00         526.00         526.00            

Intangible Assets -               569.00         490.00         484.00         419.00         433.00         444.00         461.00         480.00         499.00         519.00            

Goodwill -               1,688.00      1,647.00      1,773.00      1,667.00      1,667.00      1,667.00      1,667.00      1,667.00      1,667.00      1,667.00         

Other non current assets -               224.00        263.00        310.00        297.00        307.00         315.00         327.00         340.00         354.00         368.00           
Total Assets -               9,135.00      9,687.00      10,710.00   12,279.00   13,361.00    13,606.00    13,988.00    14,433.00    14,909.00    15,435.00       

Accounts payable -               1,351.00     1,331.00     1,453.00     1,556.00     1,603.65     1,638.69     1,698.21     1,763.99     1,834.55     1,907.93        

Accrued Liabilities -               1,599.00     1,739.00     1,977.00     1,993.00     2,114.11     2,119.23     2,167.45     2,254.15     2,344.31     2,491.83        

Contract Liabilities, current -               2,326.00     2,270.00     2,542.00     2,674.00     2,765.62     2,835.32     2,944.45     3,062.23     3,184.72     3,312.10        

Other current liabilities -               -               -               -               -               -               -               -               -               -               -                  

Current Liabilities -               5,276.00     5,340.00     5,972.00     6,223.00     6,483.38     6,593.24     6,810.11     7,080.37     7,363.58     7,711.86        

Future Pension/Retirement Obligations -               527.00         590.00         654.00         558.00         577.12         591.66         614.44         639.01         664.57         691.16            

Operating Lease Liabilities -               -               386.00         367.00         336.00         347.51         356.27         369.98         384.78         400.17         416.18            

Future income tax obligations -               750.00         695.00         321.00         267.00         276.15         283.11         294.00         305.76         318.00         330.71            

Short Term Borrowings -               -               -               701.00         24.00           700.00         700.00         700.00         700.00         700.00         700.00            

Long term debt -               27.00           34.00           5,262.00      7,249.00      7,249.00      7,249.00      7,249.00      7,249.00      7,249.00      7,249.00         

Other non current liabilities -               340.00         316.00         634.00         606.00         626.76         642.56         667.29         693.98         721.74         750.61            

Total liabilities -               6,920.00     7,361.00     13,911.00   15,263.00   16,259.92    16,415.84    16,704.82    17,052.90    17,417.06    17,849.52      

Redeemable noncontrolling interest -               109.00         95.00           83.00           160.00         160.00         160.00         160.00         160.00         160.00         160.00            

UTC Net Investment (Deficit) -               2,277.00      2,458.00      -               -               -                -                -                -                -                -                   

Noncontrolling interest -               537.00         531.00         548.00         481.00         481.00         481.00         481.00         481.00         481.00         481.00            

Common stock /Additional Paid in Capital -               -               -               59.00           119.00         186.00         255.00         327.00         401.00         479.00         559.00            

Retained earnings -               (708.00)        (758.00)        (3,076.00)    (2,256.00)    (2,238.00)     (2,218.00)     (2,197.00)     (2,174.00)     (2,151.00)     (2,126.00)       

Treasury Stock -               -               -               -               (725.00)        (725.00)        (725.00)        (725.00)        (725.00)        (725.00)        (725.00)           

Other comprehensive income (loss) -               -               -               (815.00)        (763.00)        (763.00)        (763.00)        (763.00)        (763.00)        (763.00)        (763.00)           

Total equity -               2,215.00      2,326.00      (3,201.00)    (2,984.00)    (2,899.00)     (2,810.00)     (2,717.00)     (2,620.00)     (2,519.00)     (2,414.00)       

Balance Check 0 0 0 0 0 0 0 0 0 0 0

2025E2021A

Liabilities

Equity

Historical Forecasted

Year 2017A 2018A 2019A 2020A 2022E 2023E 2024E

Assets

2027E2026E
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Appendix F3 – Cash Flow Statement 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  Appendix G1 - Discounted Cash Flow Model
Unlevered Free Cash Flows

LTM Actual Forecasts

Fiscal year ended 2/22/2022 12/31/21 12/31/22 12/31/23 12/31/24 12/31/25 12/31/26 12/31/27

Total Revenue 14,367 14,298 14,788 15,161 15,744 16,374 17,029 17,710

% growth 3.4% 2.5% 3.8% 4.0% 4.0% 4.0%

EBITDA 2,320 2,311 2,377 2,517 2,669 2,790 2,901 2,966

% margin 16.2% 16.1% 16.6% 17.0% 17.0% 17.0% 16.7%

EBIT 2,118 2,108 2,176 2,308 2,448 2,557 2,655 2,707

% margin 14.7% 14.7% 15.2% 15.5% 15.6% 15.6% 15.3%

Tax on EBIT 582 627 646 661 665 664 677

Tax rate 27.6% 28.8% 28.0% 27.0% 26.0% 25.0% 25.0%

NOPAT (aka EBIAT) 1,526 1,550 1,662 1,787 1,892 1,991 2,030

Depreciation & amortization 203 201 209 221 233 246 260

Changes in net working capital 99 (13) 23 61 64 121

Capital expenditures (156) (161) (165) (172) (179) (186)

as % of revenue 1.1% 1.1% 1.1% 1.0% 1.0% 1.0%

Unlevered free cash flows (UFCF) - FCFF 1,693 1,697 1,866 2,014 2,123 2,225

Net working capital (WC Assets - WC liabilities) (1,437) (1,536) (1,523) (1,546) (1,607) (1,671) (1,792)

as % of revenue (10.4%) (10.0%) (9.8%) (9.8%) (9.8%) (10.1%)

Present value of UFCF on Feb 22, 2022 valuation date

Val date Yr 1 - Stub Year 2 Year 3 Year 4 Year 5 Year 6

Date for discounting cash flows 2/22/2022 12/31/2022 12/31/2023 12/31/2024 12/31/2025 12/31/2026 12/31/2026

Unlevered free cash flows (UFCF) stub adjusted 85.8% 1,453 1,697 1,866 2,014 2,123 2,225

Present value of of unlevered free cash flows 1,386 1,532 1,593 1,627 1,623 1,701
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Terminal value - growth in perpetuity approach Terminal value - EBITDA multiple approach

Long term growth rate 1.5% Terminal year EBITDA 2,966

2026 FCF x (1+g) 2,258 EBITDA multiple 18.0x

Terminal value in 2027 53,959 Terminal value in 2027 53,395

Present value of terminal value 41,251 Present value of terminal value 40,819

Present value of stage 1 cash flows 9,461 Present value of stage 1 cash flows 9,461

Total enterprise value (TEV) 50,712 Enterprise value (stage 1 + 2) 50,280

Terminal value as % of TEV 81.3% Terminal value as % of TEV 81.2%

Stage 1 cash flows as % of TEV 18.7% Cash flows as % of TEV 18.8%

Implied TV exit EBITDA multiple 18.2x Implied terminal growth rate 1.5%

Net debt Shares outstanding

Source doc Q3 2021 10Q

Source date 9/30/2021 Source doc Date Shares

Gross debt and equivalents Basic shares Q3 2021 10Q 9/30/2021 424.962

Debt 7,273 Restricted stock / RSUs Q1 2020 10Q 12/28/2019 0.000

Convertible debt 0 Options / warrants 0.000

Preferred stock 0 Convertible debt 0.000

Noncontrolling (minority) interests 641 Convertible preferred stock 0.000

Nonoperating assets Net diluted shares outstanding 424.962

Cash 3,475

Equity investments 0

Net debt 4,439

Valuation

Perpetuity EBITDA

Enterprise value 50,712 50,280

Net debt 4,439 4,439

Equity value 46,273 45,841

Shares outstanding 425 425

Equity value per share $108.89 $107.87

% Upside 32.1% 30.8%

Last twelve months (LTM)

Perpetuity EBITDA

EV / Revenue 3.5x 3.5x

EV / EBITDA 21.9 21.7

EV / EBIT 23.9 23.7

Year 1

Perpetuity EBITDA

EV / Revenue 3.4x 3.4x

EV / EBITDA 21.3 21.2

EV / EBIT 23.3 23.1
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Appendix G4 – Sum of The Parts Analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


