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CROMPTON GREAVES

| Not out of the woods; maintain Neutral

Crompton Greaves Q2FY12 results missed ours and consensus estimates,
primarily on a sharp dip in margins across domestic and overseas businesses. This
is the 3" quarter in a row when Crompton has disappointed the street. We maintain
our Neutral rating but cut our target price to Rs 150 (earlier Rs160).

Q2FY12 results highlights

»

»

»

»

»

»

»

Sales for Q212 at Rs27.8bn (+12% YoY) were higher than our estimate of
Rs27bn. This was on account of higher-than-expected sales at the overseas
subsidiaries (+31% YoY growth) which compensated for the lower growth at the
consumer division (+3.6% YoY) and domestic power business (-7% YoY).
EBITDA at Rs2.26bn (-32% YoY) versus consensus Rs2.66bn; margins at 8.4%
(13.9% in Q211) were down 550bps on a sharp rise in raw material costs by
520bps. PAT at Rs1.17bn (-45% YoY) versus consensus of Rs1.44bn was hurt
by an increase in depreciation costs (+59% YaoY).

Domestic consumer segment was extremely weak at Rs4.8bn; up 3.6% YoY in
Q212 which is a continuation of the trend seen in Q112. Management attributes
the rise in inflation and interest rate for the fall in demand. EBIT margins were at
11.3% (-320bps YoY),

Overseas subsidiaries reported sales of Rs12.5bn (+31% YoY in rupee and 22%
YoY in euro) and margins of 5.2% (-550bps YoY); sharp growth in revenues
attributed to deliveries deferred from Q112 to Q212 while drop in margins on
account of an adverse mix and pricing pressures.

Power segment had sales of Rs 17.6bn (+11% YoY) primarily on growth in
overseas subs which compensated for the weak growth in the domestic power
revenues (-7% YoY); EBIT margins fell to 5.3% (-700bps YoY) driven by a dip in
domestic margins, down on intense competition and higher raw material costs.
Industrial segment had sales of Rs 4.7bn (+29% YoY) driven by consolidation of
Emotron revenues; EBIT margins of 12% (-750bps YoY); management attributed
the fall in margins to lower margins contribution from Emotron.

Orders were weak at Rs 22.6bn (-17% YoY) in Q112. Book to bill down to 0.6x.

Valuations: We retain our Neutral rating on Crompton Greaves, but cut our
earnings estimates for FY12E by 14% and FY13e by 9%. We reduce our target
price to Rs 150 on a cut in our earnings. We expect concerns on margins for
Crompton to weigh on the stock which should cap any significant upside.
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QUARTERLY RESULTS

Y/E MAR, RS MN Q212 Q211 % CHANGE FY11
NET SALES 27,055 23,979 13% 100,051
RAW MATERIAL 15,698 12,203 29% 50,787
% OF SALES 58.0% 50.9% 7.1% 50.8%
PURCHASE OF TRADED GOODS 2,502 2,434 3% 11,902
% OF SALES 9% 10% -1% 12%
EMPLOYEE COST 3,574 3,003 16% 11811.40
% OF SALES 13% 13% 0% 12%
OTHER EXPENSES 3,021 2,917 4% 12113.30
% OF SALES 11% 12% -1% 12%
EBITDA 2,260 3,332 -32% 13,438
EBITDA MARGINS (%) 8.4% 13.9% -6% 13%
DEPRECIATION 726 458 59% 1,936
EBIT 1,534 2,875 -A47% 11,502
EBIT MARGINS (%) 5.7% 12.0% -6% 11%
INTEREST 102 49 111% 209
OTHER INCOME 215 228 -6% 999
PBT 1,646 3,054 -46% 12,291
TAX 463 920 -50% 3,100
PAT 1,167 2,136 -45% 9,268
PAT MARGIN (%) 4% 9% -5% 9%
EPS 18 3.3 -45% 145
Source: MF Global India Research

SEGMENTAL RESULTS (CONSOLIDATED)

Y/E MAR, RS MN Q212 Q211 % CHANGE FY11
SALES

POWER 17,611 15,778 11.6% 65,029
CONSUMER 4,801 4,634 3.6% 20,212
INDUSTRIAL 4,655 3,606 29.1% 14,971
EBIT

POWER 934 1,935 -51.7% 8,069
CONSUMER 543 671 -19.1% 2,928
INDUSTRIAL 558 702 -20.5% 2,642
EBIT MARGINS (%)

POWER 5.3% 12.3% -T% 12%
CONSUMER 11.3% 14.5% -3% 14%
INDUSTRIAL 12.0% 19.5% -T% 18%
Source: MF Global India Research

PARENT AND OVERSEAS BREAK-UP

Y/E MAR, RS MN Q212 Q211 % CHANGE FY11
PARENT

SALES 14,515 14,448 0% 59,515
EBITDA 1,614 2,309 -30% 9,325
MARGIN (%) 11% 16% -5% 16%
PAT 1,123 1,585 -29% 6,943
OVERSEAS SUBS

SALES 12,541 9,531 32% 40,536
EBITDA 646 1,023 -371% 4,113
MARGIN (%) 5.1% 10.7% -6% 10.1%
PAT 43 551 -92% 2,325
CONSOLIDATED

SALES 27,055 23,979 12.8% 100,051
EBITDA 2,260 3,332 -32.2% 13,438
MARGIN (%) 8.4% 13.9% -5.5% 13.4%
PAT 1,167 2,136 -45.4% 9,268

Source: MF Global India Research
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CHANGE IN ESTIMATES

Y/E MAR, RS MN NEW ESTIMATES OLD ESTIMATES % CHANGE

2011A 2012E 2013E 2012E 2013E 2012E 2013E
SALES 100,051 111,550 123,140 112,592 124,217 -1% -1
EBITDA 13,438 10,221 13,683 11,433 14,338 -11% 5
MARGINS (%) 13.4% 9.2% 11.1% 10.2% 11.5% -1% -0.4
PAT 9,268 6,210 7,887 7,241 8,704 -14% -9
EPS 144 9.7 12.3 113 13.6 -14% -9
YOY GROWTH (%) 12.4% -33.0% 27.0% -22% 20%

Source: MF Global India Research
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INCOME STATEMENT

Y/E MAR, RS MN FY2009 FY2010 FY2011 FY2012E FY2013E
NET SALES 87,373 91,409 100,051 111,550 123,140
GROWTH, % 28 5 9 11 10
TOTAL INCOME 87,373 91,409 100,051 111,550 123,140
OPERATING EXPENSES 77,417 -78,639 -86,613 -101,329 -109,457
EBITDA (CORE) 9,956 12,770 13,438 10,221 13,683
GROWTH, % 33.8 28.3 5.2 (23.9) 339
MARGIN, % 11.4 14.0 13.4 9.2 11.1
DEPRECIATION -1,216 -1,551 -1,936 2,422 -2,810
EBIT 8,740 11,219 11,502 7,798 10,874
GROWTH, % 415 284 25 (32.2) 39.4
MARGIN, % 10.0 12.3 11.5 7.0 8.8
INTEREST PAID -808 -428 -352 -526 714
OTHER NON-OPERATING INCOME 740 1,100 1,142 1,016 395
PRE-TAX PROFIT 8,663 11,922 12,372 8,369 10,635
TAX PROVIDED -3,047 -3,650 -3,100 -2,155 2,744
PROFIT AFTER TAX 5,616 8,272 9,272 6,214 7,891
NET PROFIT 5,599 8,247 9,268 6,210 7,887
MF NET PROFIT 5,599 8,247 9,268 6,210 7,887
GROWTH, % 317 473 12.4 (33.0) 27.0
NET PROFIT (ADJUSTED) 5,599 8,247 9,268 6,210 7,887
EXTRAORDINARY ITEMS: GAINS/(LOSSES) 0 352 -381 0 0
UNADJ. SHARES (M) 642 642 642 642 642
WTD AVG SHARES (M) 642 642 642 642 642
Source: MF Global India Research

CASH FLOW

Y/E MAR, RS MN FY2009 FY2010 FY2011 FY2012E FY2013E
PRE-TAX PROFIT 8,663 11,922 12,372 8,369 10,635
DEPRECIATION 1,216 1,551 1,936 2,422 2,810
CHG IN WORKING CAPITAL 1,113 -125 -4,459 5,458 -1,909
TOTAL TAX PAID -2,941 -3,119 -2,989 -2,155 2,744
CASH FLOW FROM OPERATING ACTIVITIES 8,051 10,229 6,860 3,179 8,791
CAPITAL EXPENDITURE -2,557 -1,526 -7,593 -9,037 -4,500
CHG IN INVESTMENTS -738 -3,864 -1,211 0 0
CASH FLOW FROM INVESTING ACTIVITIES -3,295 -5,389 -8,804 -9,037 -4,500
FREE CASH FLOW 4,756 4,840 -1,944 -5,858 4,291
EQUITY RAISED/(REPAID) 0 550 0 0 0
DEBT RAISED/(REPAID) -1,238 2,173 -306 5,100 100
DIVIDEND (INCL. TAX) -859 -947 -1,658 -1,507 -1,914
OTHER FINANCING ACTIVITIES 552 -1,117 94 0 0
CASH FLOW FROM FINANCING ACTIVITIES -1,545 -3,808 -1,760 3,586 -1,821
NET CHG IN CASH 3,211 1,032 -3,704 2,273 2,470

Source: MF Global India Research
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BALANCE SHEET

AS AT 31ST MAR, RS MN FY2009 FY2010 FY2011 FY2012E FY2013E
CASH & BANK 5,656 6,688 2,984 636 3,033
DEBTORS 20,556 21,463 25,427 30,183 33,319
INVENTORY 10,949 10,412 11,893 15,399 16,999
LOANS & ADVANCES 2,290 2,455 4,677 5,215 5,757
TOTAL CURRENT ASSETS 39,452 41,018 45,496 52,007 59,742
INVESTMENTS 1,672 5,536 6,747 6,747 6,747
GROSS FIXED ASSETS 30,289 29,858 37,805 46,842 51,342
LESS: DEPRECIATION -17,040 -17,234 -19,490 -21,913 24,722
ADD: CAPITAL WIP 537 1,137 1,102 1,102 1,102
NET FIXED ASSETS 13,785 13,760 19,417 26,031 21,722
TOTAL ASSETS 56,239 61,210 72,744 85,870 95,295
CURRENT LIABILITIES 26,022 26,567 29,595 32,996 36,424
PROVISIONS 3,739 3,603 4,298 4,298 4,298
TOTAL CURRENT LIABILITIES 29,760 30,170 33,892 37,294 40,722
NON-CURRENT LIABILITIES 8,030 5,955 5,947 11,047 11,147
TOTAL LIABILITIES 37,790 36,125 39,840 48,341 51,870
PAID-UP CAPITAL 733 1,283 1,283 1,283 1,283
RESERVES & SURPLUS 17,577 23,760 31,464 36,167 42,140
SHAREHOLDERS' EQUITY 18,449 25,086 32,904 37,528 43,425
TOTAL EQUITY & LIABILITIES 56,239 61,210 72,744 85,869 95,294
Source: MF Global India Research
PER-SHARE DATA

FY2009 FY2010 FY2011 FY2012E FY2013E
MF EPS (INR) 8.7 12.9 14.4 9.7 12.3
GROWTH, % 377 473 12.4 (33.0) 27.0
BOOK NAV/SHARE (INR) 28.8 39.1 51.3 58.5 67.7
FDEPS (INR) 8.7 12.9 14.4 9.7 12.3
CEPS (INR) 10.6 15.3 17.5 135 16.7
CFPS (INR) 114 14.2 8.8 3.2 13.0
DPS (INR) 1.1 1.3 2.2 2.0 2.5
Source: MF Global India Research
FINANCIAL STRUCTURE

FY2009 FY2010 FY2011 FY2012E FY2013E
TOTAL DEBT/EQUITY (%) 38.9 20.0 14.3 26.1 22.8
NET DEBT/EQUITY (%) 8.3 (6.7) 5.2 24.4 15.8

Source: MF Global India Research
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PROFITABILITY, PRODUCTIVITY, LIQUIDITY AND VALUATION RATIOS

FY2009 FY2010 FY2011 FY2012E FY2013E
RETURN ON ASSETS (%) 117 146 142 8.3 9.2
RETURN ON EQUITY (%) 354 379 320 176 195
RETURN ON INVESTED CAPITAL (%) 25.8 36.1 32,0 15.1 175
ROIC/COST OF CAPITAL (X) 30 43 39 18 21
ROIC - COST OF CAPITAL (%) 172 278 238 6.6 9.1
RETURN ON CAPITAL EMPLOYED (%) 214 26.4 24.4 136 14.9
COST OF CAPITAL (%) 8.6 8.3 8.2 8.4 8.4
ROCE - COST OF CAPITAL (%) 1238 180 162 5.2 6.5
ASSET TURNOVER (X) 40 42 37 2.9 2.7
SALESITOTAL ASSETS (X) 17 16 15 1.4 14
SALES/NET FA (X) 6.7 6.6 6.0 49 46
WORKING CAPITAL/SALES (X) 0.09 0.08 013 0.16 0.16
FIXED CAPITAL/SALES (X) 0.15 0.14 0.18 0.22 0.22
RECEIVABLE DAYS 85.9 85.7 92.8 98.8 98.8
INVENTORY DAYS 457 416 434 50.4 50.4
PAYABLE DAYS 122.7 1233 124.7 118.9 1215
CURRENT RATIO (X) 15 15 15 16 16
QUICK RATIO (X) 11 12 11 11 1.2
INTEREST COVER (X) 10.8 26.2 327 1438 152
DIVIDEND COVER (X) 76 102 6.6 48 48
PER (X) 16.0 109 9.7 145 114
PEG (X) - Y-O-Y GROWTH 0.4 0.2 08 (0.4) 04
PRICE/BOOK (X) 49 36 2.7 24 21
YIELD (%) 08 0.9 16 14 18
EVINET SALES (X) 1.0 1.0 0.9 0.9 08
EV/EBITDA (X) 9.2 6.9 6.8 9.7 71
EVIEBIT (X) 105 79 8.0 127 8.9
EVINOPLAT (X) 132 9.7 8.9 123 8.8
EVICE 30 25 21 19 16
EVIIC (X) 42 41 34 26 21

Source: Company, MF Global India Research Estimates
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RECOMMENDATION HISTORY

RECOMMENDATION TARGET, RS CMP, RS DATE

NEU 150 140 20 OCT, 2011
NEU 160 175 20 JUL, 2011
NEU 260 253 29 APR 2011
NEU 290 284 20 APR 2011
BUY 290 250 9 MAR 2011

Source: MF Global India Research
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Rating Rationale
BUY and SELL recommendations are used to draw attention to stocks, which we believe are under-priced or over-priced by circa 15%, that is, price differential of +/- 15% between our
price target and the market price. Stocks which do not achieve this price differential are NEUTRAL. Price targets are established in the context of a flat market.

Disclosures and Disclaimers

MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report
has been prepared by Institutional Equities Research. The views and opinions expressed in this document may or may not match or may be contrary at times with the views,
estimates, rating, target price of the other equity research groups of MF Global Sify Securities India Pvt. Ltd.

This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd.
References to "MFGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by
MFGSSIPL for information purposes only and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as
offering advice for the purposes of the purchase or sale of any security, investment or derivatives. The information and opinions contained in the Report were considered by
MFGSSIPL to be valid when published. The report also contains information provided to MFGSSIPL by third parties. The source of such information will usually be disclosed in the
report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL does not offer any warranty as to the accuracy or completeness of such
information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL does not accept any liability as a result. Securities
and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. MF Global Sify Securities India Pvt. Ltd. or any of its group companies do not guarantee that such
information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.
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be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject
issuers in the next three (3) months. The Firm is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short
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Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
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objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither
the Firm nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed
herein are current opinions as of the date appearing on this material and are subject to change without notice.

Furthermore, the Firm is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction,
in whole or in part, is permitted without the Firm’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources
and other relevant circumstances.
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