
  
 

23 July 2014 
 

 2QCY14  Results Update | Sector:  Capital Goods 

ABB 
 

Satyam Agarwal  (AgarwalS@MotilalOswal.com); +91 22 3982 5410 

Amit Shah  (Amit.Shah@MotilalOswal.com) / Nirav Vasa  (Nirav.Vasa@MotilalOswal.com) 

 
         
 
  

BSE SENSEX S&P CNX   CMP: INR1,086  Neutral 26,147 7,796 

Bloomberg ABB IN 

Equity Shares (m) 211.9 

M.Cap. (INR b) / (USD b) 230.1/3.8 

52-Week Range (INR) 1,200/448 

1, 6, 12 Rel. Per (%) 0/48/61 

 

Financials & Valuation (INR billion) 

 Y/E Dec 2014E 2015E 2016E 

Net Sales 81.1 93.2 113.2 

EBITDA 6.3 8.2 11.2 

Adj PAT 2.8 4.1 6.4 

AdjEPS(INR) 13.0 19.4 30.3 

EPS Gr (%) 55.7 49.3 56.0 

BV/Sh (INR) 133.4 143.8 163.6 

RoE (%) 10.0 14.0 19.7 

RoCE (%) 14.7 20.4 26.1 

Payout (%) 40.0 40.0 30.0 

Valuations       

P/E (x) 83.6 56.0 35.9 

P/BV (x) 8.1 7.6 6.6 
EV/EBITDA 
( ) 

37.2 28.1 20.1 

Div. Yld (%) 0.6 0.8 1.0 
 

 Operational performance in-Iine with estimates: ABB’s 2QCY14 operational 
performance is in-line with estimates, with revenues at INR18b (up 4.1% YoY) and 
EBIDTA margins at 6.9% (up 74bps YoY). Operational EBIDTA margins stood at 7.4% 
(up 106bps YoY) and the management stated that the near term target is to reach 8% 
levels. Also, execution is expected to improve in 2HCY14, and thus margin expansion 
will also be supported by the operating leverage. 
RM costs fell further on the back of focused localization efforts: An important 
highlight of 2QCY14 is that material costs have declined to 67.7% from 68.5% YoY and 
are down meaningfully from peak levels of 75% in CY10. This has supported margins, 
despite a negative operating leverage with Employee costs at 9.3% (+38bps YoY). The 
management reiterated that the target is to lower the material cost to 65% in the 
medium term through the various initiatives. 
Order inflow increases 15% YoY despite a constrained environment: Order 
intake stood at INR20.2b, up 15% YoY and is supported by: i) Reliance Industries 
INR2b, ii) Bangladesh Sub-station INR1.7b iii) Railways, Robotics (Auto), etc INR1b. All 
the five divisions of the company reported increased intake. The management stated 
that exports continue to be an important driver, with growth in strong double digits; 
and project exports have contributed to intake in 2QCY14.  
Valuation and view: Management commentary suggests cautious optimism and 
expects continued traction in short cycle orders. Outstanding debt at end-2QCY14 
stood at INR5.7b v/s INR3b at end-CY13. We expect EPS to improve from INR8.3/sh in 
CY13 (up 29% YoY) to INR13/sh in CY14 (up 56% YoY) and INR19.4/sh in CY15 (up 49% 
YoY). At CMP of INR1,086, ABB quotes at PER of 84x CY14E and 56x CY15E. Maintain 
Neutral. 

 

 

Investors are advised to refer through disclosures made at the end of the Research Report. 
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Operational performance in-Iine with estimates 
 ABB’s 2QCY14 operational performance is in-line with estimates, with revenues 

at INR18b (up 4.1% YoY) and EBIDTA margins at 6.9% (up 74bps YoY).  
 The reported margins are encouraging and a reflection of the various initiatives 

taken over the last 3 years in terms of increased localization, rationalization of 
supply chain, improving efficiency, better project management capabilities, etc. 
Operational EBIDTA margins stood at 7.4% (up 106bps YoY) and the 
management stated that the near term target is to reach 8% levels. 

 Order intake at INR20.2b is up 15% YoY; and is supported by both large orders 
(INR750m+) and base orders; including strong traction in project exports. 
 

RM Costs dip further on the back of focused localization efforts  
 An important highlight of 2QCY14 is that material costs have declined to 67.7% 

from 68.5% in 2QCY13 and are down meaningfully from peak levels of 75% in 
CY10. This has supported margins, with operational EBIDTA at 7.4% (up 106bps 
YoY), despite a negative operating leverage with Employee costs at 9.3% 
(+38bps YoY).  

 In October 2013, ABB India had stated that there exists room for further 
rationalization of material costs, and the journey till date is just 50% of the 
targets. Thus, ABB India is very strongly leveraged to any volumes uptick, going 
forward. The management reiterated that the target is to lower the material 
cost to 65% in the medium term through these initiatives. 

 
RM costs dipped on QoQ basis as localization picks-up                   

 
Source: Company, MOSL 

EBITDA margins improved 74bp YoY 

 
Source: Company, MOSL 

 
Segmental analysis: Products business witness strong revenue growth; 
project business witness margin improvement 
 Margin expansion has been led by projects business, with both power systems 

(EBIT margins of 5.8%) and Process automation (9.4%) reporting sustained 
improvement YoY, despite negative operating leverage. We believe that a part 
of the profitability improvement is a reflection of the strategy reorientation, 
which includes: Higher share of manufactured products (vs just being a 
procurement agency which increases the risk profile), Preference for cash over 
revenues (and focus on projects where clearances are in-place, dispatch of 
materials post visibility of cash flows, etc) and Better risk return profiling 
(including for instance compensation for project delays for factors beyond 
control, etc). Still, projects business margins are also a function of accounting 
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provisions, related to cost estimations and thus sustainability will be keenly 
watched.  

 Products business reported strong revenue growth, with power products (+6% 
YoY, given increased exports and commissioning of transformer / switchgear 
factories in end CY13) and LV Products (+24% YoY, led by 6-8x capacity 
expansions in MCBs over last 3 years). Discrete automation revenues were 
stable (down 5% YoY) given constrained investment climate.  In MCBs, ABB had 
increased capacity meaningfully from 4m poles to 34m poles over the last 3 
years; and we expect revenues to improve further as the export capacity has 
recently been commissioned. During 4QCY13, ABB has commissioned new 
factories for localization of 400kv GIS substations, Dry type and Oil filled 
transformers, HT Motors upto 10MW, etc which has improved the competitive 
positioning. Margins in the products segment was constrained, largely given 
intense competitive pressures and also poor cost absorption, with expanded 
capacities. Margins in power products declined to 6.3% in 2QCY14 vs 8.6% YoY, 
given incremental provisions made towards the first GIS substation, etc shipped 
and should bounce back to normative levels in 2HCY14. 

 
Segmental analysis (INR m) 
  1QCY13 2QCY13 3QCY13 4QCY13 1QCY14 2QCY14  

Discrete Automation and Motion           

Revenue 4,420 4,084 4,554 4,973 4,353 3,955  

Growth YoY (%) 6.8 -9.4 9.2 0.8 -1.5 -5.4  

EBIT 332 253 280 390 192 210  

EBIT Margin (%) 7.5 6.2 6.1 7.8 4.4 5.3  

Low Voltage Products            

Revenue 1,414 1,563 1,733 2,058 1,815 1,932  

Growth YoY (%) -2.3 3.9 12.6 22.3 28.4 23.6  

EBIT 54 253 80 88 78 113  

EBIT Margin (%) 3.8 16.2 4.6 4.3 4.3 5.8  

Process Automation            

Revenue 2,803 3,211 3,008 3,458 2,891 3,019  

Growth YoY (%) -7.8 -2.5 -4.1 -15.6 3.1 -6.0  

EBIT 179 102 74 357 206 282  

EBIT Margin (%) 6.4 3.2 2.5 10.3 7.1 9.4   

Power Products            

Revenue 4,420 5,250 5,195 6,439 5,739 5,536  

Growth YoY (%) -3.5 -0.5 0.9 10.2 29.8 5.5  

EBIT 220 450 429 603 580 350  

EBIT Margin (%) 5 8.6 8.3 9.4 10.1 6.3   

Power Systems            

Revenue 7,519 5,035 4,533 4,973 4,766 5,385  

Growth YoY (%) 32.2 -11.5 -10.3 -17 -36.6 6.9  

EBIT 299 284 250 390 231 315  

EBIT Margin (%) 4 5.6 5.5 7.8 4.9 5.8   
 

Source: Company, MOSL 
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Order inflow increases 15% YoY despite constrained environment 
 Order intake stood at INR20.2b, up 15% YoY and is supported by: i) Reliance 

Industries E-BOP order of INR2b, ii) Bangladesh Sub-station orders of INR1.7b iii) 
Railways, Robotics (Auto players), etc of INR1b. Intake is also supported by short 
cycle orders in emerging segments like renewable (wind, while solar had 
witnessed muted intake) and exports. All the five divisions of the company 
reported increased order intake. 

 Order book at INR80.8b has declined by 2.1% YoY, and is down just 12% from 
peak levels of INR92b during 2QCY12 despite a constrained environment. 
Contribution of product business in intake / order book has increased to ~65% 
now and has offset the decline in project business.  

 
Order inflows improved 15% YoY 

 
Source: Company, MOSL 

Book to bill ~ 1.1x under the constrained environment 

 
Source: Company, MOSL 

 
 The management stated that exports continue to be an important driver, with 

revenue growth in strong double digits. For ABB, export has increased from 
INR5b in 2010 to INR10b in 2013 and is likely to increase to INR15b in 2015.  

 Also, the contribution of service business in revenues has increased from 10% in 
2010 to 12% in 2013 and target is 18% in 2015. Both these businesses entail 
improved margins, with margins on exports are better than domestic; and 
service segment enjoying high double digit margins. 

 
Net Working Capital remains at elevated levels 
 Outstanding debt at the end of 2QFY14 stands at INR5.7b vs INR3.0b at the end 

of 4QCY13. The management stated that debt levels should decline atleast 20% 
in 2HCY14. 

 Working capital remains at elevated levels, and is largely a function of the 
cyclical factors of customer advances and retention money. 
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Net Working capital remains at elevated levels 
Working Capital Analysis (in Days) CY11 2QCY12 CY12 2QCY13 CY13 2QCY14 
Debtors 151 147 158 151 153 152 
Inventory 45 45 44 47 47 48 
Loans and Advances 18 21 22 29 29 35 
Other Current Assets 17 19 17 20 20 20 
Trade Payables 96 89 92 86 99 89 
Other Current Liabilities 76 78 67 64 66 66 
Provisions 11 9 12 8 13 10 
Net Working Capital 47 57 70 88 71 90 
              
Net Cash / Debt (INR m)             
Debt / (Cash) 0 0 3,277 7,882 6,201 8,080 
Cash 2,560 1,109 768 1,582 3,167 2,383 
Debt / (Cash) -2,560 -1,109 2,509 6,300 3,035 5,697 
 

Source: Company, MOSL 

 
Key takeaway’s from the post results conference call 
 Muted growth in revenues in 2QCY14 was in line with ABB’s policy of cash over 

profits. The management expects strong revenue growth in 2HCY14. 
 Currently, Product vs Project revenue share stands at 65:35.  
 SVC / STATCOMS: PGCIL tenders have already been released (12 tenders of 

~USD100m each); also 4-5 major states are also going for such projects 
(including Gujarat, Maharashtra, etc). As per the PGCIL norms, 33% of the 
equipments have to be manufactured locally as per the clause in the contract. 

 
Valuation and view 
 Over the last 2-3 years, ABB’s material costs have declined from ~75% to 67-68% 

currently; led the various initiatives. However, the savings are not yet reflected 
in the reported EBIDTA margins given the poor operating cost absorption: staff 
costs have increased from ~7-7.5% to 9% currently while SG&A expenses have 
increased from ~13% to 16% in this period. Hence we believe that ABB is very 
strongly positioned to benefit from the market recovery in the next cycle. 

 Localization of manufacturing is an important priority, and the ongoing / 
recently commissioned capacity expansions include i) doubling MCB capacity, 
and will largely cater to the export market ii) capacity for GIS transformers and 
Distribution Transformers, iii) HT Motors, etc. In process automation, ABB is 
making efforts to build a service portfolio, which over a period of time will 
provide stability to margins.  

 Management mentioned that ‘In Country, for Country, by Country’ remains an 
important strategy and focus is on developing products that are suitable for 
Indian markets. 

 We believe that although recovery in margins is gradual, signs of profitability 
improvement are visible (1) ABB has largely exited RE works, and (2) the benefits 
of cost reduction measures have started to flow-in. In our view, improvement in 
Project business’ profitability is an important highlight and sustainability would 
be keenly watched. 

 We expect EPS to improve from INR8.3/sh in CY13 (up 29% YoY) to INR13/sh in 
CY14 (up 56% YoY) and INR19.4/sh in CY15 (up 49% YoY). At CMP of INR1086, 
ABB quotes at PER of 84x CY14E and 56x CY15E. Maintain Neutral. 
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ABB: an investment profile 
Company description 
ABB is a worldwide leader in power transmission and 
distribution and process automation space. ABB India is 
75% subsidiary of ABB with focus on power T&D and 
automation space. Besides power transmission and 
distribution, automation products and process 
automation are the larger areas of operations. Power 
T&D includes products and project services like 
switchgears, transformers, motors, generators, balance 
of plant activities etc. Exports contribute ~15% to the 
total revenues, and share of service sector stands at 
~12%. 
 
Key investment arguments 
 Medium term revenues will be driven by new 

growth segments (like Urbanization, Grid Reliability 
and inter-connectivity, Renewable energy and 
Energy Efficiency).  

 Exports have increased from INR5b in 2010 to 
INR10b in 2013, and likely to increase to INR15b in 
2015. Also, contribution of service business has 
increased from 10% in 2010 to 12% in 2013 and 
target is 18% in 2015. 

 Order backlog at end 2QCY14 is INR80.8b with BTB 
ratio of 1.1x. 

  Key investment risks 
 Delays in pace of project execution. 
 Investment climate, particularly for large projects 

remains constrained  
 
Recent developments  
 RM cost as % of Revenues have dropped to 67.7% 

in 1QFY14 from 69.3% in 4QCY13 / 72.3% in 
1QCY13 and are down meaningfully from peak 
levels of 75% in CY10. 

 ABB has commissioned 2 new factories in Gujarat 
for manufacturing of GIS equipments and Dry type 
power transformers, which are currently 
undergoing certification process from customers. 
First GIS units were dispatched in 2QCY14. 

 As part of the right sizing, employee count at end 
of CY13 was 6,371 vs 6,752 YoY; 2QCY14 was 
~6,200. 

 
Valuation and view 
 At CMP of INR1,086, ABB trades at PER of 84x 

CY14E and 56x CY15E. Maintain Neutral. 
 
Sector view 
 We remain Positive on the sector. 

Comparative valuations 
  ABB Siemens Crompton 

P/E (x) CY14E 83.6 80.1 28.2 
 CY15E 56.0 51.0 16.6 
P/BV (x) CY14E 8.1 5.7 3.8 
 CY15E 7.6 5.4 3.2 
EV/Sales (x) CY15E 2.9 2.0 0.9 
 CY14E 2.5 1.8 0.8 
EV/EBITDA (x) CY14E 37.2 31.0 15.2 
 CY15E 28.1 21.5 10.8 

 

EPS: MOSL forecast v/s consensus (INR) 
 MOSL 

Forecast 
Consensus 
Forecast 

Variation 
(%) 

CY14 13.0 8.3 56.6 

CY15 19.4 18.1 7.2% 
 

 

 

Shareholding pattern (%) 
 Jun-14 Mar-14 Jun-13 

Promoter 75.0 75.0 75.0 

DII 12.1 12.2 12.3 

FII 4.8 4.4 4.0 

Others 8.2 8.4 8.7 

Note: FII Includes depository receipts   
 

Stock performance (1-year) 
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Financials and valuation 
 
Income statement                                                        (INR Million) 
 Y/E December 2013 2014E 2015E 2016E 
Net Sales  77,220 81,097 93,189 113,186 
    Change (%) 2.1 5.0 14.9 21.5 
  

 
      

EBITDA 4,699 6,258 8,208 11,172 
    % of Net Sales 6.1 7.7 8.8 9.9 
Depreciation 1,033 1,222 1,398 1,527 
Interest 1,011 1,000 750 500 
Other Income 70 73 77 150 
Extra-ordinary Items (net) 24 0 0 0 
  

 
      

PBT 2,701 4,110 6,137 9,295 
Tax 956 1,356 2,025 2,881 
    Rate (%) 35.4 33.0 33.0 31.0 
  

 
      

PAT 1,745 2,753 4,112 6,413 
Adjusted PAT 1,769 2,753 4,112 6,413 
    Change (%) 28.7 55.7 49.3 56.0 

 
Balance sheet                             (INR Million) 
 Y/E December 2013 2014E 2015E 2016E 
Share Capital 424 424 424 424 
Reserves 26,352 27,834 30,047 34,239 
Net Worth 26,776 28,258 30,471 34,663 
Loans 6,201 5,891 2,946 2,356 
Net Def. Tax Liability -279 -279 -279 -279 
Capital Employed  32,697 33,869 33,137 36,740 
Gross Fixed Assets 18,620 20,490 22,513 24,485 
Less: Depreciation 4,712 5,934 7,332 8,859 
Net Fixed Assets 13,908 14,555 15,181 15,625 
Capital WIP 475 475 475 475 
Investments 166 165 165 165 
Curr. Assets 55,578 57,165 62,095 75,876 
Inventory 9,889 10,423 11,063 12,332 
Debtors 32,357 33,674 37,799 43,723 
Cash & Bank Balance 3,166 3,145 2,348 7,342 
Loans & Advances 10,166 9,923 10,884 12,478 
Current Liab. & Prov. 37,432 38,489 44,777 55,396 
Creditors 34,795 35,611 41,031 50,933 
Other Liabilities 0 0 0 0 
Provisions 2,637 2,878 3,746 4,464 
Net Current  Assets  18,146 18,676 17,318 20,479 
Application of Funds 32,694 33,871 33,138 36,744 

 E: MOSL Estimates 

 

Ratios  
  Y/E December 2013 2014E 2015E 2016E 
Basic (INR)                         
EPS  8.3 13.0 19.4 30.3 
Growth 28.7 55.7 49.3 56.0 
Cash EPS  13.2 18.8 26.0 37.5 
Book Value 126.4 133.4 143.8 163.6 
DPS 3.5 6.0 9.0 10.5 
Payout (incl. Div.Tax) 41.5 40.0 40.0 30.0 
Valuation (x) 

 
      

P/E 70.3 83.6 56.0 35.9 
Cash P/E 44.4 57.9 41.8 29.0 
EV/EBITDA 27.1 37.2 28.1 20.1 
EV/Sales 1.6 2.9 2.5 2.0 
Price/Book Value 4.6 8.1 7.6 6.6 
Dividend Yield (%) 0.6 0.6 0.8 1.0 
Profitability Ratios (%) 

 
      

RoE 6.7 10.0 14.0 19.7 
RoCE  11.1 14.7 20.4 26.1 
Turnover Ratios 

 
      

Debtors (Days) 153 152 148 141 
Inventory (Days) 47 47 43 40 
Creditors. (Days) 164 160 161 164 
Asset Turnover (x) 2.4 2.4 2.8 3.1 
Leverage Ratio 

 
      

Debt/Equity (x) 0.2 0.2 0.1 0.1 

 
Cash flow statement                                                   (INR Million) 
 Y/E December 2013 2014E 2015E 2016E 
PBT before EO Items 2,725 4,110 6,137 9,295 
Add : Depreciation  1,033 1,222 1,398 1,527 
            Interest  1,011 1,000 750 500 
Less : Direct taxes paid 956 1,356 2,025 2,881 
(Inc)/Dec in WC -406 -551 560 1,836 
CF from operations 3,407 4,425 6,820 10,277 
EO Income 24 0 0 0 
CF fr.Oper. incl.EO Items 3,432 4,425 6,820 10,277 
(Inc)/Dec in FA -2,174 -1,869 -2,023 -1,972 
(Pur)/Sale of Invest. 359 1 0 0 
CF from investments -1,815 -1,869 -2,023 -1,972 
(Inc)/Dec in Net Worth -385 0 0 0 
(Inc)/Dec in Debt 2,924 -310 -2,946 -589 
Less : Interest Paid 1,011 1,000 750 500 
           Dividend Paid 744 1,272 1,899 2,221 
CF from Fin. Activity 784 -2,582 -5,594 -3,310 
Inc/Dec of Cash 2,401 -26 -797 4,994 
Add: Beginning Balance 767 3,166 3,145 2,348 
Closing Balance 3,168 3,140 2,348 7,342 
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Disclosures 
This research report has been prepared by MOSt to provide information about the company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its affiliated company(ies). This 
report is for personal information of the select recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement to 
invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been 
furnished to you solely for your general information and should not be reproduced or redistributed to any other person in any form. This report does not constitute a personal recommendation or take into 
account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, investors should consider whether it is suitable 
for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go down as well as up, and 
investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. 
 

MOSt and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We and our affiliates have investment banking and other business 
relationships with a significant percentage of the companies covered by our Research Department Our research professionals provide important input into our investment banking and other business selection 
processes. Investors should assume that MOSt and/or its affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that 
the research professionals who were involved in preparing this material may participate in the solicitation of such business. The research professionals responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. Our research professionals are paid in part based on the 
profitability of MOSt which include earnings from investment banking and other business. MOSt generally prohibits its analysts, persons reporting to analysts, and members of their households from 
maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. Additionally, MOSt generally prohibits its analysts and persons reporting to analysts from serving as an 
officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals  or affiliates may provide oral or written market commentary or trading 
strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with 
the recommendations expressed herein. In reviewing these materials, you should be aware that any or all o the foregoing, among other things, may give rise to real or potential conflicts of interest . MOSt and 
its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in 
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or 
lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.   
 

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its 
affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to 
hold MOSt or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays. The 
information contained herein is based on publicly available data or other sources believed to be reliable. Any statements contained in this report attributed to a third party represent MOSt’s interpretation of the 
data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. This Report is not 
intended to be a complete statement or summary of the securities, markets or developments referred to in the document. While we would endeavor to update the information herein on reasonable basis, MOSt 
and/or its affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its 
affiliates or employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. MOSt or any of 
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