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Key Indicators

[1]Atlas Copco AB
3/31/2015(L) 12/31/2014 12/31/2013 12/31/2012 12/31/2011

Revenue (USD Billion) $13.4 $13.7 $12.9 $13.4 $12.5
EBITA Margin 18.7% 18.4% 20.1% 21.2% 22.6%
EBITA / Interest Expense 16.2x 16.5x 16.9x 20.6x 19.1x
Debt / EBITDA 1.5x 1.6x 1.5x 1.2x 1.1x
Retained Cash Flow / Net Debt 33.4% 32.6% 55.5% 74.4% 59.1%
Free Cash Flow / Debt 23.1% 21.7% 12.0% 19.8% 6.1%

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. Source: Moody's Financial Metrics

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.

Opinion

Rating Drivers

Market leadership positions in core business areas and well-diversified global footprint

Profitability and cash flow generation consistently among strongest in rated EMEA manufacturing universe

Good resilience to cyclical end markets with low sales visibility

Generally conservative financial policies, with some M&A risk and periodic resumption of share redemptions

Corporate Profile

http://www.moodys.com/corpcreditstatsdefinitions


Headquartered in Stockholm, Sweden, Atlas Copco AB is an international manufacturer of compressed air and
gas equipment, generators, industrial tools and assembly systems, as well as a large variety of construction and
mining equipment. It also provides related aftermarket and rental services. Atlas Copco operates through its four
business areas: Compressor Technique (45% of group sales 2014), Industrial Technique (12%), Mining and Rock
Excavation Technique (27%) and Construction Technique (16%). The group generated sales of SEK94 billion
(around $11 billion) in 2014. Atlas Copco is publicly listed and its largest shareholder, Investor AB (A1 stable),
controlled nearly 22% of the voting rights as of 31 December 2014.

Rating Rationale

The A2/Prime-1 ratings are supported by Atlas Copco's (1) leading market positions for majority of its products
and well-diversified global footprint, creating a strong barrier to entry; (2) very high profitability and resulting strong
cash flows enabled by pricing power and a high share of profitable aftermarket business; (3) very good operational
resilience to the cyclical end market, owing to stable and predictable aftermarket and fairly asset-light operations;
(4) well-diversified customer base; and (5) healthy liquidity profile and generally conservative financial policies, as
exemplified by a Moody's-adjusted gross debt/EBITDA ratio consistently around a healthy 1.5x.

The ratings are constrained by the group's low sales visibility resulting from its shorter-cycle business portfolio,
with short lead time and limited backlog and its exposure to cyclical end markets, such as mining and
construction. Although we view Atlas Copco's financial policies as conservative relative to its strong cash flow
generation capabilities, we note that there is a risk of the group undertaking an opportunistic larger acquisition or
periodically resuming share redemptions, such as that announced in early 2015 in an amount of around SEK7
billion. We generally tolerate some period of weaker credit metrics (especially on a net debt basis), provided that
deleveraging plans appear reasonable, after a share redemption or a large acquisition takes place.

DETAILED RATING CONSIDERATIONS

MARKET LEADERSHIP POSITIONS IN CORE BUSINESS AREAS AND WELL-DIVERSIFIED GLOBAL
FOOTPRINT

Atlas Copco is the global market leader in its largest business area Compressor Technique, as well as in the
smaller business area Industrial Technique, operating in fairly consolidated markets. The company also holds
leading positions in most of its operations in the Construction as well as Mining and Rock Excavation Technique
business areas. Globally, Atlas Copco has relatively few competitors of a comparable size. The main competitors
include Ingersoll-Rand (Baa2 stable) for both compressors and industrial tools, Gardner Denver (B2 stable) in the
industrial compressor market, Sandvik (unrated) in most product areas of mining and construction tools, as well as
Caterpillar (A2 stable) for road construction and mining equipment. Atlas Copco also faces local or regional
competition in all of its business areas.

Atlas Copco benefits from a very wide geographic diversification. The company has continuously increased its
market presence in China, India, Brazil and other emerging markets, reducing its reliance on European markets:
Europe accounted for only 31% of total sales in 2014 vs. 42% in 2007. During 2014, around 47% of total order
intake came from growth markets (Asia/Australia, Africa/Middle East and South America). We expect that the
share of emerging markets will continue to increase. We also note that global presence and global service footprint
enabling customer proximity also create an important entry barrier.

PROFITABILITY AND CASH FLOW GENERATION CONSISTENTLY AMONG STRONGEST IN RATED
EMEA MANUFACTURING UNIVERSE

With Moody's-adjusted EBITA margin around 20% in the last six years, Atlas Copco is consistently one of the
most profitable rated manufacturers in EMEA. The maintenance of such high profitability reflects (1) Atlas Copco's
focus on products, which are relatively inexpensive but operation-critical for its customers, giving the company
pricing power; (2) a high share of aftermarket business (more than 40% of group revenues), consisting
predominantly of selling spare and wear parts, which is much more profitable than the new equipment business;
and (3) the company's focus on a direct sales model, in which it primarily distributes products and services
directly to the end customer and which is generally more profitable than selling through distributors.

High profitability translates into very healthy operating cash flows through the cycle. This is further underpinned by
modest capex needs at roughly below 3% of sales, which reflects its fairly asset-light operations, in which Atlas
Copco manufacturers only critical components representing only around 25% of production costs. We also note
that the debt is essentially used to finance the group's working capital, which has a self-liquidating character in



downturns helping to protect free cash flows in cyclical downturns. As a result, Atlas Copco has consistently
generated meaningful free cash flow since 2009 in double-digit percentages of Moody's-adjusted debt (with the
exception of one year).

GOOD RESILIENCE TO CYCLICAL END MARKETS WITH LOW SALES VISIBILITY

Atlas Copco's business is dependent on its customers' capital goods investment and production levels. We
believe the company's susceptibility to cyclicality is relatively high, given its exposure to cyclical end markets
(2014: 20% Mining, 20% Construction, 33% Manufacturing, 14% Process industry). We also note that Atlas Copco
has a shorter-cycle business portfolio, with short lead times and a limited backlog, which constrains revenue
visibility.

Nevertheless, Atlas Copco's operating performance has been fairly resilient in the past, also relative to peers,
such as Caterpillar (A2 stable). Despite around a 20% organic revenue decline during the 2008-09 global
economic downturn, which was unprecedented in its magnitude, Atlas Copco's EBITA margin remained at a very
healthy level of above 16%. In addition, even with the current downturn in the mining sector, the EBITA margin
remains in the high-teens in percentage terms.

This resilience through the cycle is a reflection of Atlas Copco's (1) fairly flexible cost structure resulting from a
high share of purchased components; (2) large share of aftermarket business, which is more dependent on
customers' production levels rather than their capex decisions, resulting in aftermarket's fairly high stability and
predictability; (3) well-diversified customer base, which under normal circumstances somewhat bolsters end-
market volatility; and (4) continuous focus on operating efficiency and cost-cutting measures taken at an early
stage in anticipation of a decline in demand.

GENERALLY CONSERVATIVE FINANCIAL POLICIES, WITH SOME M&A RISK AND PERIODIC
RESUMPTION OF SHARE REDEMPTIONS

Given Atlas Copco's robust business profile, the key driver for the rating is its financial policies. We continue to
view the policies as conservative, despite the fact that from time to time Atlas Copco resumes share redemptions
(on the top of ordinary dividend set at around 50% of net income) and undertakes larger acquisitions to
complement organic growth. For instance, in 2014, Atlas Copco acquired Edwards for roughly SEK7 billion,
followed by another around SEK7 billion share redemption announced in 2015. As both transactions have been
financed from generated cash flows and cash balances, Moody's-adjusted gross debt/EBITDA has remained
unchanged at a very healthy level of around 1.5x.

After a share redemption or a larger acquisition takes place, we generally tolerate some period of weaker credit
metrics (especially on net debt basis), provided that deleveraging plans appear reasonable and taking into
consideration very strong cash flow generating capabilities of the company. In next 12-18 months, we do not
expect any further share redemptions, with acquisition flow of roughly SEK2 billion p.a., which should be
comfortably covered from internally generated free cash flow and which is in line with our assessment of Atlas
Copco's conservative financial policies.

Liquidity

We consider Atlas Copco's liquidity profile to be very good. As of March 2015, Atlas Copco reported a cash
position of around SEK10 billion, backed by undrawn committed back-up credit lines totaling SEK13 billion
maturing in 2019. This credit facility represents a high quality source of liquidity as it does not contain any
covenants or repeating material adverse change clause. We expect Atlas Copco to continue generating positive
free cash flow in the next 12-18 months, albeit with some seasonality of working capital, which we expect to be
comfortably covered from available sources. As of March 2015, Atlas Copco reported short-term debt maturities of
SEK2.3 billion. We consider Atlas Copco's maturity profile to be well spread over time.

Rating Outlook

The stable outlook reflects our expectation that Atlas Copco will maintain an adequate capital structure, as
reflected by Moody's-adjusted leverage well below 2x debt/EBITDA. Despite the uncertain economic environment
in the near term, particularly in the mining business, the stable outlook anticipates that the group will sustain its
solid operating performance, such as Moody's-adjusted EBITA margin around 20%.

What Could Change the Rating - Up

We would consider raising the rating if Atlas Copco were able to (1) maintain its very strong business profile over



a prolonged period, with a Moody's-adjusted gross debt/EBITDA ratio consistently below 1.5x as well as an EBITA
margin of around 20%; and (2) demonstrate a commitment to a conservative financial policy.

What Could Change the Rating - Down

Downward pressure on the rating could develop from a weakening of Atlas Copco's business profile, as indicated
by a Moody's-adjusted EBITA margin falling sustainably towards the mid-teens in percentage terms, indicating a
weakening competitive position. Downward pressure could also result from the application of more aggressive
financial policies, resulting in a Moody's-adjusted gross debt/EBITDA ratio exceeding 2x on a sustainable basis.

Other Considerations

The principal methodology used in rating Atlas Copco is "Global Manufacturing Companies Rating Methodology",
published in July 2014. The methodology grid indicates an A2 rating for the last 12 months to March 2015 as well
as for our 12-18 month forward-looking view, in line with the assigned rating.

Rating Factors

Atlas Copco AB
                                        

Manufacturing Industry Grid
[1][2]

Current LTM
3/31/2015

                    [3]Moody's 12-18 Month Forward ViewAs
of 6/23/2015

          

Factor 1 : Business Profile
(20%)

Measure Score           Measure Score

a) Business Profile A A           A A
Factor 2 : Scale (20%)                                                   
a) Revenue (USD Billion) $13.4 A           $13 - $14 A
Factor 3 : Profitability (10%)                                                   
a) EBITA Margin 18.7% A           18% - 20% A
Factor 4 : Coverage and
Leverage (40%)

                                                  

a) EBITA / Interest Expense 16.2x Aaa           15x - 17x Aaa
b) Debt / EBITDA 1.5x A           1.4x - 1.6x A
c) Retained Cash Flow / Net
Debt

33.4% Baa           40% - 45% A

d) Free Cash Flow / Debt 23.1% Aa           15% - 20% A
Factor 5 : Financial Policy (10%)                                                   
a) Financial Policy A A           A A
Rating:                                                   
a) Indicated Rating from Grid           A2                     A2
b) Actual Rating Assigned                                         A2

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. [2] As of 3/31/2015(L); Source: Moody's Financial Metrics [3] This represents Moody's
forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions
and divestitures

This publication does not announce a credit rating action. For any credit ratings referenced in this publication,
please see the ratings tab on the issuer/entity page on http://www.moodys.com for the most updated credit rating
action information and rating history.

http://www.moodys.com/


© 2015 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and
affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES
(“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES,
CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY’S (“MOODY’S PUBLICATIONS”) MAY INCLUDE MOODY’S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE
QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. CREDIT RATINGS AND MOODY’S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S
PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH
THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS
OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE. 

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY’S CREDIT
RATINGS OR MOODY’S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT. 

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody’s Publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.



NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”),
hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes
and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of
any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees
ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address
the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also
publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder
Affiliation Policy.”

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY’S that you are, or are
accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to “retail clients” within the meaning of
section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for “retail clients” to make any investment decision based on MOODY’S credit
rating. If in doubt you should contact your financial or other professional adviser. 

For Japan only: MOODY'S Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of MOODY'S
Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of
MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a
Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are
Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and,
consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ
are credit rating agencies registered with the Japan Financial Services Agency and their registration numbers are
FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal
and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000. 
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.


