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BSE Sensex: 10,170 CRG IN 22 October 2008 Neutral
REUTERS CODE
S&P CNX: 3,065 CROM.BO Previous Recommendation: Neutral Rs166
Equity Shares (m) 366.6 YEAR NET SALES PAT*  EPS* EPS* P/E P/BV  ROE ROCE  EV/ EV/
52-Week Range 454/163 END (RSM) (RSM) (RS) GROWTH (% (X) (X) (% (%)  SALES EBITDA
1,6,12 Rel. Perf. (%) -6/2/-10 3/07A 33,676 2,283 6.2 0.6 26.6 9.0 30.7 38.3 1.8 18.1
M.C (Rs b) 60.7 3/08A 38,758 3,654 10.0 60.0 16.6 6.5 34.3 50.0 1.5 12.4
~8p- (RS ' 3/09E 46,231 5047 138 381 120 50 341 466 13 103
M.Cap. (US$ b) 12 3/10E 54,751 6,074 16.6 20.3 100 40 309 439 10 8.6

* Consolidated nos, pre exceptionals

« Robust 2QFY09 performance: Crompton reported robust 2QFY 09 performance driven by EBITDA margin

expansion of 140bpY oY to 13.2%, while revenues at Rs10.9b (up 20% YoY) werein line with estimates. EBITDA
margin expanded due to 270bp savings in raw material cost (as % of revenues) to 68.2% in 2QFY09. EBITDA
margins have expanded to 11.1% in 2QFYQ9 (up 140bp), largely due to turnaround of Ganz. During 2QFY 09,
consolidated order book stands at Rs68b (+13%Qo0Q, +31%YaY).

Key takeaways from Conference call: 1) The management indicated strong confidence in sustaining the growth
ratesin power T& D business, given the strong cash flows of utilities, bothin Indiaand US/ Europe, 2) For overseas
operations, power distribution accounts for 55% of revenues, which could possibly be impacted from slowdown in
housing demand, 3) CG Power has entered into long term contract of Euro200m for supply of power transformersfor
wind turbines, 4) EBITDA expansionin 1IHFY 09 is driven by improved operational parameters and commodity price
decline unlikely to add significantly to margins given PVC clauses, 5) Industrial division is withessing slowdown in
terms of enquiries from sted, cement, petrochemicals, etc.

FY09 guidance maintained: The management has guided for 18-20% revenue growth in FY09 and 15-20% in
FY10. EBIDTA marginsin FY09/ FY 10 are expected to be maintained. Tax rate for Pauwels, Ganz, etc in 2QFY 09
stands at 48%, vs 27% during 1QFY 09, largely dueto increasein tax ratesin US and higher deferred tax component.
Valuations and view: We have upgraded FY 09 earnings estimates and now expect Crompton to report consolidated
EPS of Rs13.8/sh in FY09 (up 38% YoY, upgrade of 9.1%) and Rs16.6/sh in FY10 (up 20% YaoY). At CMP of
Rs166sh, the stock trades at PER of 12x FY09E and 10x FY 10E. Maintain Neutral with price target of Rs199/sh.

QUARTERLY PERFORMANCE (STANDALONE) (Rs Million)
FY08 FY09 FY08 FYO9E

1Q 2Q 3Q 4Q 1Q 2Q 3QE 4QE
Sales 8,961 9,050 9,152 11,595 10,829 10,862 10,808 13,732 38,758 46,231
Change (%) 21.0 9.8 12.6 17.1 20.8 20.0 18.1 18.4 15.1 19.3
EBITDA 1,045 1,068 1,160 1,566 1,381 1,435 1,281 1,645 4,838 5,741
Change (%) 44.8 45.2 41.8 36.9 32.2 34.4 10.5 5.1 41.5 18.7
As of % Sales (Adj) 11.7 11.8 12.7 13.5 12.8 13.2 11.9 12.0 12.5 12.4
Depreciation 105 113 115 74 108 120 132 152 407 512
Interest 66 60 72 74 22 39 25 40 271 126
Other Income 126 185 144 241 81 102 108 123 696 415
PBT 1,000 1,080 1,117 1,659 1,332 1,379 1,232 1,575 4,856 5,518
Tax 313 339 438 628 443 453 431 549 1,717 1,876
Effective Tax Rate (%) 31.2 31.4 39.2 37.8 33.3 32.9 35.0 34.8 35.4 34.0
Reported PAT 688 742 679 1,031 889 925 801 1,027 3,139 3,642
Adj PAT 538 642 629 944 889 925 801 1,027 2,752 3,642
Change (%) 47.8 65.9 38.5 26.0 65.3 44.3 27.3 8.8 40.9 32.3

E: MOSt Estimates
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REVENUE GROWTH TREND (RS M)
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Raw material savingsis
mainly due operational
parameters. Declinein
commodity price is unlikely
to add to EBITDA margins
due to PVC clause

Increasein the other costsis
mainly due to higher
exports, resulting in
increased freight and
insurance costs

Power division continued

to witness slower than
anticipated revenue growth
at 16.2%YoY during 2QFY09
to Rs5.3b

Crompton Greaves

2QFY09 MARGINS DRIVEN BY 270BP YOY SAVINGS IN RM COST (% OF SALES)
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SEGMENTAL - REVENUE TREND (RS M) AND % YOY
1QFY08 2QFY08 3QFY08 4QFY08 1QFY09 2QFY09
Power Systems 4,326 4,601 4,731 6,064 4,906 5,348
YoY growth (%) 24.7 50.8 11.0 8.3 13.4 16.2
Consumer Prod 3,016 2,528 2,603 3522 3,771 3,138
YoY growth (%) 13.5 27.9 15.0 27.3 34.8 24.1
Industrial Systems 2,508 2,583 2,634 2,855 3,006 3,179
YoY growth (%) 32.3 28.5 14.0 18.6 27.8 23.1
Others 31 270 89 127 72 126
YoY growth (%) -57.1 3.0 56.0 146.3 0.7 -53.3
Total 9,880 9,982 10,057 12,568 11,755 11,792
Inter-segment 87 57 58 59 91 75
Total Revenue 9,793 9,925 9,999 12,509 11,664 11,717

Source: Company
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Sandalone EBITDA margin
expansion of 140bp to
13.2% during 2QFY09 is
mainly led by improvement
in profitability of the power
division. Industrial EBIT is
likely to be under pressure
due to aggressive pricing

During 2FY09, subsidiaries
(Pauwels, Ganz and
Microsal) reported revenues
of Rs10(up 50 Yov), largely
due to 18YoY Euro
appreciation against rupee.
Excluding this, growmth is at
27YoY in line with estimates

SEGMENTAL - EBIT (RS M) AND EBIT MARGINS (%)

Crompton Greaves

1QFY08 2QFY08 3QFY08 4QFY08 1QFY09 1QFYO09 VARI,
BP YOY
Power Systems 499 550 589 948 614 737
Margin % 11.5 11.9 12.4 15.6 12.5 13.8 180
Consumer Products 316 267 255 370 422 321
Margin % 10.5 10.6 9.8 10.5 11.2 10.2 -100
Industrial Systems 447 469 482 548 522 546
Margin % 17.8 18.1 18.3 19.2 17.4 17.2 -30
Others -23 -9 -32 -17 -23 -2
Margin % -74.8 -3.1 -35.6 -13.7 -37.7 -1.7
Total 1,239 1,277 1,294 1849 1,535 1,601
Source: Company
ROBUST SUBSIDIARY PERFORMANCE (RS M)
1QFY08 2QFY08 3QFY08 4QFY08 1QFY09 2FY09 % YOY
Revenues 6,265 8,425 7,983 8,612 9,519 10,065 50
EBIDTA 259 461 704 1,190 702 883 97
EBIDTA (%) 4.1 5.5 8.8 13.8 7.4 7.4
Depreciation 165 179 281 231 215 223
Interest 112 80 117 121 115 127
Other Income 197 0 -63 -153 90 24
Tax -26 10 81 271 124 271
PAT 205 170 162 414 338 276 67
PAT (%) 3.3 2.0 2.0 4.8 3.6 2.7
Source: Company
Consolidated financials
CONSOLIDATED NET PROFIT (REPORTED, RS M)
NET PROFIT FY04 FY05 FY06 FYO7 FYos FYO9E FY10E
Crompton 711 1396 1630 1924 3140 3642 4212
Pauwels -9 52 699 644 1751 1683 1972
Ganz 207 -860 -278 -111
Others 1 0 0 0
Consolidated 701 1447 2329 2775 4031 5047 6074
% YoY 19.1 45.2 24.9 20.3
CONSOLIDATED NET PROFIT (PRE-EXCEPTIONAL, RS M)
NET PROFIT FY04 FYO05 FY06 FYO7 FYO8E FYO9E FY10E
Crompton 711 1,396 1,933 1,924 2,990 3,642 4,212
Pauwels -9 52 559 644 1,751 1,683 1,972
Ganz -193 -860 -278 -111
Others 1 0 0 0
Consolidated 701 1,447 2,492 2,375 3,881 5,047 6,074
% YoY -4.7 63.4 38.1 20.3

Source: Company/Motilal Oswal Securities
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Crompton Greaves

Key takeaways from Conference call

Vot

The management indicated strong confidence in sustaining the growth rates in power
T&D business, given the strong cash flows of utilities, both in Indiaand US/ Europe,
For the overseas operations, power distribution accounts for 55% of revenues, which
could possibly be impacted from slowdown in housing demand

CG Power has entered into long term contract of Euro200m for supply of power
transformers for wind turbines, which will compensate for slowdown in distribution
transformers

EBITDA expansion in 1HFYQ9 is driven by improved operational parameters and
commodity price decline unlikely to add to significantly margins given PV C clauses
Industrial division is witnessing slowdown in terms of enquiries from stedl, cement,
petrochemicals, etc, which could impact growth in FY 10, and EBIT margin pressure
(73bp in 1H) was due to aggressive pricing.

FY 09 guidance maintained: The management has guided for 18-20% revenue growth
in FY09 and 15-20% in FY10. EBIDTA margins in FY09 / FY 10 are expected to be
maintained. Tax rate for Pauwels, Ganz, etc in 2QFY09 stands at 48%, vs 27% during
1QFY09, largdy dueto increase in tax rates in US and higher deferred tax component.

Valuation and view

We have upgraded FY09 earnings estimates and now expect Crompton to report
consolidated EPS of Rs13.8/shin FY 09 (up 38% YoY, upgrade of 9.1%) and Rs16.6/shin
FY 10 (up 20% YoY). At CMP of Rs166/sh, the stock trades at PER of 12x FY09E and
10x FY10E. Maintain Neutral with price target of Rs199/sh.
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Crompton Greaves: an investment profile

Company description

Crompton Greaves (CG), established in 1937, isthe market
leader in power systems, industrial motors and consumer
fansin India. The recent acquisition of Pauwels and Ganz
has catapulted it to the world's seventh largest transformer
manufacturer in the world, with a global market share of
~4%. The company now has access to US and European
markets, and is poised to leverage the advantage of global
scale with Indian cost economics.

Key investment arguments

Acquisition of Pauwels, Ganz has catapulted Crompton
as the seventh largest transformer manufacturer
globally, with a market share of ~4%.

Successful turnaround of Pauwels indicates the
management bandwidth in managing large acquisitions.
Strong net profit CAGR of 29% till FY10 on
consolidated basis.

&

Key investment risks

Slowdown of power sector reforms, deterioration of
financial health of SEBs and downturn in theindustrial
capex cycle may hamper growth

Competitive pressures from domestic and MNC
companies.

&

EPS: MOST FORECAST VS CONSENSUS (RS)

Crompton Greaves

Recent developments
&« Acquisition of rights for distribution of power in the
Nagpur circle of Maharashtra.

Valuation and view

= At CMP of Rs166sh, the stock trades at PER of 12x
FYO9E and 10x FY10E. Maintain Neutral with price
target of Rs199/sh.

Sector view

T&D projects could get delayed due to back ended
generation capacity addition during 11" plan.

Credit crunch is likely to delay the proposed and few
existing generation projects, thus impacting the order
intake for T& D players like Crompton.

We remain neutral view on the sector.

Vot

TARGET PRICE AND RECOMMENDATION

MOST CONSENSUS VARIATION CURRENT TARGET UPSIDE RECO.
FORECAST FORECAST (%) PRICE (RS) PRICE (RS) (%)
FY09 13.8 13.8 -0.2 166 199 20.0 Neutral
FY10 16.6 17.9 -7.1
STOCK PERFORMANCE (1 YEAR)
Crompton Greaves (Rs) - LHS
Rel. to Sensex (%) - RHS
525 40
SHAREHOLDING PATTERN (%) 425 mpal 20
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Crompton Greaves

INCOME STATEMENT (Rs Million) RATIOS
Y/E MARCH 2006 2007 2008 2009E 2010  Y/E MARCH 2006 2007 2008 2009E 2010E
Net Sales 25,206 33,676 38,758 46,231 54,751  Basic (Rs)
Change (%) 27.8 336 5.1 03 184  Adjusted EPS 7.4 5.0 7.5 9.9 15
Growth (%) 385 32 50.2 323 5.7
Raw M aterials 7,704 24643 2720 32482 38763 8. 62 0.0 158 56
Staff Cost 1695 1vas 2010 23L 2658 o0 06) 60.3 0.6 60.0 381 203
Other Mfg. Expenses 3,481 3,872 4,700 5,696 6,677 Cash EPS 91 6.1 86 13 B1
EBITDA 2,326 3,418 4,838 5,741 6,653  BookValue 19.9 8.4 25.4 3258 415
%of Net Sales 0.4 10.2 »5 .4 2.2 DPS 14 13 16 2.2 25
Depreciation 442 394 407 51 581  Payout (incl. Div. Tax.) 225 245 B7 22,0 22.0
Interest 264 304 271 ©6 B0 ation (0
Other Income 27 349 696 45 548 p/E (standalone) 33.2 221 6.7 w4
Extra-ordinary Items (as rep.) 0 0 0 0 0 P/E (consolidated) 26.6 66 20 00
PBT 1,948 3,070 4,856 5,518 6,481 Cash P/E 27.3 0.2 u.e 27
Tax 318 146 1,717 1876 2,268  EV/EBITDA B1 ra 03 8.6
Rate (%) 6.3 37.3 35.4 34.0 35.0 EV/Sales 18 15 13 10
Reported PAT 1630 1924 3,130 3,642 4,212  Price/BookValue 9.0 65 50 4.0
Extra-ordinary Inc.(netof expe  -303 92 387 0 o  Dividend Yield (%) 08 10 13 15
Adjusted PAT 1,933 1,832 2,752 3,642 4,212 Profitability Ratios (%)
Change (%) 38.5 -5.2 50.2 32.3 5.7 ROE 42.3 30.7 34.3 34.1 30.9
Consolidated PAT 2,320 2,283 3,654 5047 6,074 L o 207 8.3 0.0 66 3.9
Change (%) 60.3 -16 600 381 203 _
Turnover Ratios
Debtors (Days) 88 80 83 81 81
BALANCE SHEET (Rs Million) Inventory (Days) 26 25 23 25 25
Y/E MARCH 2006 2007 2008 2009 2010  Ccreditors. (Days) 72 65 67 66 66
Share Capital 524 733 733 733 733 AssetTurnover (x) 32 34 36 34 33
Reserves 4,688 6,010 8,574 11,304 14,462 Leverage Ratio
Net Worth 5211 6,743 9,307 12,038 15,195  Debt/Equity (x) 05 04 0.1 0.1 0.1
Loans 2498 2,700 876 952 952
Deffered Tax Liability m 376 523 523 523
Capital Employed 7,820 9,819 10,706 13,512 16,670  CASH FLOW STATEMENT (Rs Million)
Gross Fixed Assets 8322  9B3 10555 11381 10631 —LLMARCH 2006 2007 2008 2009E 2010E
Less: Depreciation 4977 5253 5628 6086 6667 O peforeEOIems 1948 3,070 4,856 5518 6,481
Net Fixed Assets 3,345 3,000 4,927 50204 5963 /dd:Depreciation 442 394 407 s °81
Capital WIP u1 434 226 00 00 Interest 264 304 ent e 1o
Investments 1021 1351 1943 2,000 2,000 Less : Direct Taxes Paid 318 146 1,717 1876 2,268
(Inc)/Dec in WC 240 -337 366 -1279 6D
Curr. Assets 1,337 14,608 16,562 20,744 25929 cpfrom Operations 2,576 2,284 4,183 3,001 4,323
Inventory 1918 2,470 2,630 3450 4,085
Debtors 6596 8039 9562  uw7 237 O Income 0 0 0 0 0
Cash & Bank Balance 1251 1736 1577 2,806 4,684 CF from Oper. incl. EO | 2,576 2,284 4,183 3,001 4,323
Loans & Advances 1571 2,364 2,794 3312 3922  (Inc)/DecinFA 569  -1242  -1226 754 -1250
Current Liab. & Prov. 8,024 10,474 12,953 14,627 17,322  (Pur/Saleof Investments -339 -330 -592 -57 0
Creditors 5398 6,497 770 9.107 10,786 CF from Investments -908 -1,572 -1,818 -810 -1,250
Other Liabilities 2025 2,397 2702 3450 4085  (Inc)/DecinNetworth 79 410 258 0 0
Provisions 600 1,580 2,541 2,070 2,451  (Inc)/Decin Debt -648 203 -1825 76 0
Net Current Assets 3,313 4,134 3,609 6,117 8,606  Less:InterestPaid 264 304 271 26 1o
Application of Funds 7,820 9,819 10,706 13,512 16,670 Dividend Paid 418 o317 686 oL 10%
E: MOSt Estimates CF from Fin. Activity -1,150 -228 -2,524 -961 -1,195
Inc/Dec of Cash 517 484 -159 1,229 1,878
Add: Beginning Balance 734 1251 1736 1577 2,806
Closing Balance 1,251 1736 1576 2,806 4,684
-
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For more copies or other information, contact
Institutional: Navin Agarwal. Retail: Manish Shah
Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com

Motilal Oswal SecuritiesLtd, 3rd Floor, Hoechst House, Nariman Point, Mumbai 400 021

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. 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 information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible 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 its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Crompton Greaves
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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