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Target Rs961 Upside 15%

Revenue was down 18% yoy due to supply chain disruptions, lower

Stock data (as on May 14, 2020)

. . . Sensex: 31,123
service revenues on the account of national lockdown & non-receipt
of delivery clearances. Lockdown impact was Rs2bn. Industrial 52 Week b/l (Rs) 1504/795
Automation (IA)/ Electrification (EL)/ Motion (MO)/ Robotics & Market cap (Rs/USD bn) 181/2.4
Discrete Automation (RA) revenues declined by 19%/15%/21%/46%. Outstanding Shares (mn) 212
6m Avg t/o (Rs mn): 95
Order inflow grew by 18% (ex-solar inverter) to Rs19.5 led by deal wins Div yield (%): 0.6
in Energy & Turbocharging Industries, large contract by Indian Railways Bloomberg code: ABB IN
HIGHLIGHTS & good traction in export orders of motors. Robotics & Discrete NSE code: ABB

automation continues face headwinds from auto sector. Order backlog
stood at Rs44.4bn (~0.7x TTM sales)

Stock performance

EBITDAM contracted 691bps yoy to ~1% due to volume shortfall, 150 ABB Sensex
adverse mix with shortfall in service revenues, forex & commodity 130
MTM impact of ~Rs350mn & ECL impact in Industrial automation. 110

90
No material deterioration in working capital on qoq basis. Cash position 70
remains strong at ~Rs15bn. 50 + T T T

May-19 Sep-19 Jan-20 May-20
We like ABB, given its niche business related to products and services

M 3M 1Y

and a pure play on Digitalization and Automation. Postponement of
major capex to subsequent quarters due to COVID-19 has led to
greater focus on plant upkeep, optimization, automation & digital
solutions which should augur well for ABB.

Absolute return (5.7%) (32.6%) (29.5%)

Shareholding pattern (As of Jun’19 end)

ABB is well positioned to focus on pockets of growth and specific Promoter 75.0%
customer segments post lockdown like Utility infra, Pharma & FlI+DlII 14.9%
Chemicals. F&B, Data Center, Railways, Water and Smart infra Others 10.1%
Our View
We expect sharp EBITDAM recovery in CY21 led by i) Increasing . . .
. ! . P ) X A'in earnings estimates

contribution of high margin ‘electrification products’, ii) Exit from solar
inverter business which has wafer thin margins, iii) Higher sales CY20e CY2le
contribution by exports, products and services, iv) Increase in local EPS (New) 117 19.8
content & v) Efficiency improvement through cost rationalization EPS (Old) 23.6 300

% change (50.0%) (34.0%)

Valuation

Risk to our
call

We cut our CY20/CY21 EPS estimates by 50%/34% (revision from
Q4CY19 est.) to factor in the severe impact of COVID-19 pandemic,
weakening global macros, crash in oil prices & trade uncertainties.

The Stock is currently trading at 58x TTM earnings vs 15-yr average
trailing P/E of ~64x, implying ~10% discount. We retain ‘BUY’ rating
with TP of Rs961 at 45x on Mar'22 earnings.

INR depreciation might impact on margins as ABB is a net importer.
Prolonged Covid episode causing deeper impact on growth

Exhibit 1: Financial Summary

Y/e 31 Dec (Rs mn) CY17 CY18 CY19 CY20E CY21E

Revenues 60,937 66,901 73,151 59,179 68,873

yoy growth (%) (29.5) 9.8 9.3 (19.1) 16.4

EBITDA 4,194 4,578 5,312 3,107 5,343

EBITDAM (%) 6.9 6.8 7.3 5.2 7.8

Adjusted PAT 2,255 2,542 3,719 2,472 4,197

yoy growth (%) (39.8) 12.7 46.3 (33.5) 69.8 UMESH RAUT
EPS (Rs) 10.6 12.0 17.6 11.7 19.8 Lead Analyst

P/E (x) 78.7 69.8 47.7 71.7 42.3 umesh.raut@ysil.in
P/BV (x) 4.9 4.4 5.0 4.7 4.3 +91 22 3347 9663
EV/EBITDA (x) 38.1 35.5 30.4 51.0 29.1

D/E (x) (0.5) (0.4) (0.5) (0.5) (0.5)

ROE (%) 6.5 6.7 9.9 6.8 10.7 AMAR AMBANI, Sr. President, Head of Research
ROCE (%) 8.7 9.9 13.2 7.7 15.7

Source: Company, YES Sec - Research
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CON-CALL HIGHLIGHTS

Demand outlook

v

Management indicates that it will have a better visibility as the markets open up in end of
May and mid-June as to how the upcoming quarters will pan out. Q2CY20 would be very
difficult for ABB in terms of top line and orders given already one and a half months have
been lost. But management is looking into gaining back in Q2 and further in Q3 & Q4CY20

All the business segments of ABB are exposed to different sectors and market segments and
the demands and the orders for the same have panned out accordingly

Electrification and motions division had a fairly good run according to the management as
both of them are majorly products-based and the products go to the end users, EPCs, OEMs
and channel partners, distributors, integrators. There was a fairly good uptake by these
market segments which shows that the underlying markets for these were good and ABB
also gained market share in these business segments.

Industrial automation segment which is exposed to oil and gas, pulp & papers, cement, steel,
metals, all these areas last year there was a soft demand but the demand picked up in CY20
especially in the energy sector

As the robotics and discrete automation primarily serves the auto sector, the demand was
subdued. The robotics division has diversified into new areas which are pharma, food and
beverages, packing and the management sees a pick up in growth in the future. Management
continues to invest in the robotics and discrete automation division

Going forward, management expects utility infrastructure, power generation infrastructure,
food and beverages, pharma and chemical sectors to rebound quickly and hence the business
segments serving the aforementioned sectors is likely to ramp up

Good uptake of exports for Q1CY20 and a good visibility for the future

v

For Q1CY20 the exports have contributed well majorly due to a continued focus of the
company to connect to the export markets. The brand equity within ABB Global as well as
the markets ABB serves is pretty solid. So as the markets open up, and the demand picks up,
management sees a continuous progression in a positive direction on the export side

Supply-chain perspective for the business segments

v

Suppliers are opening up gradually and depending upon the Covid-19 affected zones their
ramp up will get impacted accordingly. ABB had engaged with its vendors during the one
month of lockdown to smoothen the operations once the lockdown is lifted. ABB is also in
communication with its suppliers in the green zones to efficiently manage the transport. And
most importantly, the company is looking for the availability products form the suppliers they
need in priority so it can serve the customers efficiently

Gradual opening up of the plants and factories and ramping up of the operations

v

The short, mid and long-term strategies put in place by the management continues to remain
stable and there are no changes in these strategies. Focus on serving customers with the
products and services remains intact and all the ABB product lines and business leaders are
engaged with the customers. The ability of ABB to connect with the customers was strong
and during last one and a half months of lockdown, ABB has developed a good customer
interface by educating them about the technologies through various webinars conducted by
ABB.

Direct sales contribute to ~40% of the revenues and sales through the distributers contribute
to ~26% of the revenues

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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Most of the customers and corporates were shut down as well since the last few weeks and
supply chain was also affected. Fortunately, since the last one and a half weeks there is a
gradual re-opening of the industry as well as ABB’s factories that were shut between 24th
March to 4th May. Post the reopening, the management is confident that the operations will
ramp up gradually and so will the customer demand.

Management focus changed given the unprecedented lockdown conditions

v

ABB made sure that everybody had right communication on a daily basis and all employees
and sub-contractors well communicated and stable in the unfortunate period. As ABB
restarted, the communication and the alignment were quite helpful and the supply-chain
responded well too. ABB mobilized its workforce on a graduated basis.

Cash collection from the customers would also be a critical focus. Management has a strong
cost mitigation plan for ABB wherein different aspects of costs have been covered whether
it is material, personal or discretionary spend and various other line items

Good Revenue visibility in the upcoming quarters backed by strong orders in
motions and industrial automation division

v

ABB has a strong order backlog (Rs44.4bn as ofQ1CY20) with a visibility to convert into
revenues in the upcoming quarters

Orders were nearly flat on the electrification side (3% growth). Since the focus is on building
airports, data centers, metros, automotive etc. there was an impact that came from there.

30% order growth in the motion division was driven by a large order from the Indian railways.

Industrial automation segment observed an order growth of 10% majorly contributed by the
energy business and the turbo-charging business. There was a good cash collection in the
Industrial automation segment

Robotics segment remained subdued because its primary focused towards the automotive
and auto-ancillary industry segment which are highly impacted due to the Covid-19
pandemic. Management is focusing on cost rationalization in the robotics segment.

All the divisions had a shortfall in revenues compared to the previous quarters majorly due
to logistic hurdles, delaying of the payment as well as accepting the deliveries on the
customer side and supply-chain challenges

Other income was up majorly because of income tax refund of 1.8bn and a decline of material
cost which was beneficial for the company

Other expenses were high majorly due to foreign exchange loss of around Rs350mn and
personal expenses which were up byRs78-80mn, electricity, rent, and third-party services
expenses

Various costs have also been incurred in shifting the materials in and outside the factories
for the manufacturing activities

Product sales (80% of the revenues) a key revenue contributor, services lag

v

Product sales contribute to about 80% of the revenue mix, followed by 6% in project revenue
and 14% from services.

As the plants were shut down at the customer level and the people could not travel, ABB
was not able to render services to its customers which impacted the service business

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 3
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Exhibit 2: Quarterly result table

Y/e 31 Dec (Rs mn) Q1CY20 Q1CY19 % yoy Q4CY19 % qoq
Order book 44,440 47,260 (6.0) 41,230 7.8
Order inflow 19,530 17,800 9.7 15,960 22.4
Total sales 15,222 18,503 (17.7) 19,533 (22.1)
EBITDA 145 1,455 (90.0) 1,384 (89.5)
EBITDAM (%) 1.0 7.9 (691.2) 71 (613.3)
Depreciation (271) (233) 16.1 (224) 20.7
Interest (34) (26) 284 (47) (28.3)
Other income 458 191 139.4 384 19.2
PBT 298 1,387 (78.5) 1,497 (80.1)
Tax (71) (497) (85.7) (153) (53.7)
Adj. PAT 227 890 (74.5) 1,344 (83.1)
Exceptionals 433 0 (697)

Reported PAT 660 890 (25.9) 647 21
Adj. PATM (%) 1.5 4.8 (331.8) 6.9 (538.5)

Source: Company, YES Sec - Research
Exhibit 3: Cost analysis

As a % of net sales Q1CY20 Q1CY19 bps yoy Q4CY19 bps goq
COGS 61.7 66.1 (436.5) 63.0 (122.3)
Employee cost 10.7 8.5 221.9 7.5 322.9
Other expenses 26.6 17.5 905.7 22.5 412.6
Total costs 613.3

Source: Company, YES Sec - Research

Exhibit 4: Segmental details

99.0 921

691.2

92.9

Y/e 31 Dec

Revenues (Rs mn)

Robotics and Discrete Automation
Motion

Electrification

Industrial Automation

PBIT (Rs mn)

Robotics and Discrete Automation
Motion

Electrification

Industrial Automation

PBIT margins (%)

Robotics and Discrete Automation
Motion

Electrification

Industrial Automation

Q1CY20 Q1CY19
426 796
5,674 7,201
6,229 7,307
2,935 3,614
(42) 90
210 703
397 641
28 365
(9.8) 114
37 9.8
6.4 8.8
1.0 101

(46.5)
(21.2)
(14.8)
(18.8)

(146.0)
(70.1)
(38.1)
(92.3)

(2,114.1)
(605.3)
(239.9)
(914.7)

Q4CY19

652
6,848
8,331
4,140

79
632
998

10

12.2
9.2
12.0
0.2

(2,194.1)
(551.9)
(560.4)

715

Source: Company, YES Sec - Research
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Exhibit 5: Volume shortfall impact, mix led to 24% revenue decline in RA+MO
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Source: Company, YES Sec - Research

Exhibit 6: EA sales was down 15% yoy due to delay in clearances & lower offtake
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Source: Company, YES Sec - Research

Exhibit 7: 1A revenue de-grew by 19% yoy in Q4FY 19 owing to auto sector headwinds
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FINANCIALS

Exhibit 8: Balance sheet

Year ending December CcY17 CY18 CY19 CY20E CY21E
SOURCE OF FUNDS

Share capital 424 424 424 424 424
Reserve & Surplus 35,645 39,649 34,777 37,196 40,484
Total shareholder's funds 36,069 40,073 35,201 37,620 40,907
Minority Interest 0 0 0 0 0
Debt 41 20 71 0 0
Other LT liabilities 465 358 485 556 556
TOTAL 36,576 40,451 35,757 38,175 41,463
APPLICATION OF FUNDS

Gross block 15,251 11,419 10,809 11,809 12,809
Less: Depn. and amort. 3,064 2,488 3,392 4,364 5,375
Net block 12,187 8,931 7,417 7,445 7,434
Capital WIP 1,165 831 595 200 100
Long term investments 2 1 0 0 0
Other long term assets 6,200 5,755 5,015 5,410 5,510
Inventories 11,536 9,279 8,617 8,107 9,435
Debtors 27,641 16,869 19,475 15,403 17,926
Cash & cash equivalents 17,621 14,752 15,976 18,943 21,868
Loans & advances 12,530 34,352 19,913 28,335 32,340
Creditors 27,131 18,745 19,016 25,941 30,191
Other current liabilities 25,174 31,573 22,235 19,726 22,958
Net current assets 17,023 24,934 22,730 25,120 28,419
TOTAL 36,576 40,451 35,757 38,175 41,463

Exhibit 9: Income statement

Year ending December CY17 Cy18 CY19 CY20E CY21E
Total revenues 60,937 66,901 73,151 59,179 68,873
Growth (%) (29.5) 9.8 9.3 (19.1) 16.4
EBITDA 4,194 4,578 5,312 3,107 5,343
EBITDA margin (%) 6.9 6.8 7.3 5.2 7.8
Growth (%) (40.9) 9.2 16.0 (41.5) 72.0
Depreciation 1,012 928 904 972 1,012
EBIT 3,182 3,650 4,408 2,135 4,331
EBIT margin (%) 5.2 5.5 6.0 3.6 6.3
Interest 621 539 214 154 120
Other income 777 840 943 1,318 1,400
PBT 3,338 3,951 5,137 3,299 5,611
Tax 1,084 1,410 1,418 827 1,414
Adjusted PAT 2,255 2,542 3,719 2,472 4,197
Extraordinary items 0 0 -697 433 0
Reported PAT 2,255 2,542 3,022 2,905 4,197
Adjusted PAT margin (%) 3.7 3.8 5.1 4.2 6.1
Diluted EPS (INR) 10.6 12.0 17.6 11.7 19.8
Growth (%) (39.8) 12.7 46.3 (33.5) 69.8

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 10: Cash flow statement

Year ending December CY17 CY18 CY19 CY20E CY21E
PBT 6,218 7,942 4,457 3,299 5,611
Depreciation 1,580 1,458 1,040 972 1,012
Others 516 743 64 433 0
Tax Paid (2,799) (2,248) (1,738) (827) (1,414)
Changes in Working Capital 2,403 (1,641) 2,846 577 (374)
Net Cash from Operations 7,917 6,255 6,669 4,453 4,835
Capex (1,847) (2,360) (1,215) (1,000) (1,000)
Change in Investment (2,462) 2,826 1 0 0
Others 1,124 971 (2,693) (0) 0
Net Cash from Investing (3,184) 1,437 (3,907) (1,000) (1,000)
Change in debt (0) (6,014) 50 (71) 0
Change in Equity 0 0 0 0 (0)
Others (1,710) (1,923) (1,518) (416) (909)
Net Cash from Financing (1,710) (7,937) (1,467) (486) (909)
Net Change in Cash 3,023 (245) 1,295 2,967 2,925
Free cash flow (FCF) 5,152 8,038 2,917 3,569 3,924

Exhibit 11: Ratio analysis

Year ending December

PROFITABILITY RATIOS

EBITDA Margin (%) 6.9 6.8 7.3 52 7.8
Adjusted net margin (%) 3.7 3.8 4.1 4.2 6.1
Return on invested capital (%) 8.7 9.9 13.2 77 15.7
Return on equity (%) 6.5 6.7 9.9 6.8 10.7
EFFICIENCY RATIOS

Asset Turnover 4.6 6.9 9.1 1.5 1.7
Debt to equity 0.0 0.0 0.0 0.0 0.0
Net debt to equity (0.5) (0.4) (0.5) (0.5) (0.5)
Interest coverage 5.1 6.8 20.6 13.9 36.1
Debtor days 165.6 92.0 97.2 95.0 95.0
Inventory days 69.1 50.6 43.0 50.0 50.0
Payable days 261.2 159.6 149.6 160.0 160.0
PER SHARE DATA

Diluted EPS (Rs) 10.6 120 17.6 11.7 19.8
Book value per share (Rs) 170.2 189.1 166.1 177.5 193.0
DPS (Rs) 4.4 4.8 4.8 2.0 3.6
VALUATION RATIOS

P/E 78.7 69.8 47.7 71.7 42.3
P/BV 4.9 4.4 5.0 4.7 4.3
EV/EBITDA 38.1 355 304 51.0 291
Dividend Yield (%) 0.5 0.6 0.6 0.2 0.4

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 7
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Umesh Raut

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Particulars Yes/No

Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject
company in the past twelve months

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18

months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE and MCX. YSL is also a SEBI
registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL offers,
inter alia, trading/investment in equity and other financial products along with various value
added services. We hereby declare that there are no disciplinary actions taken against YSL by
SEBI/Stock Exchanges.
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