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Atlas Copco AB

Business Risk: STRONG

Vulnerable Excellent

Financial Risk: MODEST

Highly leveraged Minimal

a a a

Anchor Modifiers Group/Gov't

CORPORATE CREDIT RATING

A/Stable/A-1

Nordic Regional Scale

--/--/K-1

Rationale

Business Risk: Strong Financial Risk: Modest

• Leading market positions in core business areas and

a high share of stable aftermarket sales.

• Revenue diversity by geography and customer base,

which translates into significant earnings stability.

• Very stable and solid operating performance and

profitability.

• Cyclical demand patterns for the group's markets

and products.

• Weak market conditions for the group's mining

division.

• Strong and stable cash flow generation, supported

by robust and stable profitability.

• A shareholder-friendly financial policy, with

substantial parts of free cash flow generation paid in

dividends.

• Solid credit metrics for the rating.
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Outlook: Stable

The stable outlook on Swedish industrial machinery manufacturer Atlas Copco AB reflects our view that the group

will continue to demonstrate stable operating performance and sound cash flow over the next two years. However,

we expect to see negative discretionary cash flow (DCF) in 2015, due to its one-time large shareholder

remuneration in addition to annual dividends.

At the current rating level, we forecast adjusted funds from operations (FFO) to debt of at least 50% and adjusted

debt to EBITDA of 1.0x in 2015. In our view, the current debt metrics continue to give the group flexibility for

small to midsize debt-funded acquisitions, which we assume will amount to about Swedish krona (SEK) 3 billion

annually (approximately $300 million) in our forecasts.

Downside scenario

We could lower the ratings if Atlas Copco were to adopt what we would regard as a significantly more aggressive

financial stance, resulting in credit ratios that were no longer commensurate with the current rating. This could

follow repeatedly large debt-funded acquisitions or very generous shareholder returns. Should FFO to debt fall

below 45% on a sustained basis, this would likely lead to downward rating pressure.

Upside scenario

We see limited potential for an upgrade, as we believe Atlas Copco is less diversified than higher rated peers.

However, we could consider raising the ratings if the group were to demonstrate sustained strong financial

performance that exceeded our current expectations and management publicly committed to what we would

consider to be a conservative financial policy. Besides FFO to debt above 60%, we would likely require a DCF to

debt above 25% for an upgrade.

Standard & Poor's Base-Case Scenario

Our base-case scenario for 2015 includes revenue growth of about 3%-5% on a consolidated level, based on moderate

growth across all the divisions, except mining and rock excavation, where we expect flat revenue growth due to still

weak market conditions. We believe this will result in the group's overall EBITDA margin remaining largely unchanged

from 2014. Despite this, we expect continued strong credit ratios for the group, with adjusted leverage of about 1x at

year-end 2015. This includes a share redemption in the second quarter of 2015 of about Swedish krona (SEK) 7.3

billion, which, combined with annual proposed dividends, will result in SEK14.6 billion in shareholder remuneration.

We assume the group will undertake some bolt-on acquisitions of about SEK3 billion annually.
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Assumptions Key Metrics

• 1.0% GDP growth in the eurozone (European

Economic and Monetary Union) in 2015, with

stronger growth in the U.S. of 3.1% and in

Asia-Pacific of 5.3%.

• Consolidated revenue growth of about 5% in 2015

and about 4% in 2016.

• EBITDA margins remaining flat on the back of

somewhat slower demand, notably from the mining

segment.

• Continued very solid free operating cash flow

generation of about SEK11 billion-SEK12 billion

annually.

2014e 2015f 2016e

Reported EBITDA margin (%) 22.2§ 20-24 20-24

FFO/debt (%)* 85-95 65-75 75-85

Debt/EBITDA (x)* <1 About 1 About 1

*Standard & Poor's adjusted. §Actual. e--Estimate.

f--Forecast. FFO--Funds from operations.

Company Description

Sweden-based Atlas Copco is an international manufacturer of compressed air and gas equipment, vacuum solutions,

generators, construction and mining equipment, and industrial tools and assembly systems. It also provides related

aftermarket and rental equipment. The group operates a decentralized network spanning more than 180 countries. Its

operations are divided into four business areas: compressor technique, mining and rock excavation, construction

technique, and industrial technique.

In terms of specific strengths, the group is the world's market leader in compressors, with a one-third share of a

reasonably consolidated market. The compressor industry is very mature, although certain markets, such as China, are

expanding rapidly. Atlas Copco is also one of the global leaders in mining and rock excavation equipment.

Atlas Copco is publicly listed on the Nordic Exchange in Stockholm. The group's largest shareholder is Sweden-based

investment holding company Investor AB (AA-/Stable/A-1++; Nordic regional scale 'K-1'), which accounted for about

22.3% of the voting rights at year-end 2014.

Business Risk: Strong

The major factors supporting our assessment of Atlas Copco's business risk profile as "strong" are the combination of

its leading market positions in segments that focus on products crucially important to customer productivity and its

very stable and solid operating performance and profitability.

These strengths are underpinned by fairly high barriers to market entry, with a few well-established companies

dominating their industries. We think that Atlas Copco is well positioned in terms of product development capabilities,

branding and reputation, access to distribution channels, and cost efficiency--which also translates into strong pricing

power.
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Atlas Copco's profitability is consistently high and resilient to market downturns, due to good cost flexibility and high

operating efficiency. EBITDA margins are likely to remain in line with historical trends in the range of 22%-23%, which

is above average compared with those of its peers in the broader capital goods industry

The group's stable operating performance is supported by its broad geographic and customer diversity as well as a

high share of stable aftermarket sales, which contribute about 40% of revenues. This includes consumables,

maintenance contracts, service, and parts, and we believe this should enable the group to preserve healthy EBITDA

margins despite weak demand.

These positive factors are somewhat offset by exposure to cyclical demand patterns. Atlas Copco is predominantly

exposed to the cyclical nature of investment and capacity utilization in the construction, mining, and automotive

sectors, as well as cyclical demand from original equipment manufacturers for compressors. While demand for

industrial, construction, and automotive products have started to improve, the mining sector is not expected to show

meaningful recovery, barring any significant increase in commodity prices. The company is also exposed to what we

see as significant competition.

We asses Atlas Copco's management and governance score as "strong" on the back of the company's very stable

performance through the cycle and ability to deal with underperformers within the group. We expect Atlas Copco to

continue to report a stable operating performance in the coming two years, despite slightly lower EBITDA in the

current, somewhat slow economic environment.

S&P Base-Case Operating Scenario

• We assume that eurozone GDP will slowly recover in 2015 to about 1.0% and in 2016 to about 1.4%, a very mild

improvement from 2014. We continue to see stable growth in the U.S. economy and solid growth in Asia-Pacific

over the coming two years.

• We expect growth of 3%-5% in the coming two years as demand in Europe and the mining sector in general

remains slow. We believe stable demand outside Europe and in Atlas Copco's other product areas, such as

compressor technique, and from the substantial services business, should mitigate any further weakness in the

group's mining division. In 2015, the weak Swedish krona should also support cash flows.

• Following the steep declines experienced throughout 2014, we are not expecting further significant downside in

reported EBITDA margins in 2015, and expect it to remain in line with 2014.

Peer comparison
Table 1

Atlas Copco AB--Peer Comparison

Atlas Copco AB Sandvik AB Metso Corp. ABB Ltd. Caterpillar Inc.

Rating as of March 3, 2015 A/Stable/A-1 BBB/Negative/A-2 BBB/Stable/A-2 A/Stable/A-1 A/Stable/A-1

(Mil. $) --Average of past three fiscal years--

Revenues 12,895 13,723 6,530 39,725 57,718

EBITDA 3,137 2,710 859 6,091 10,114

Funds from operations (FFO) 2,402 1,904 562 4,510 7,836
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Table 1

Atlas Copco AB--Peer Comparison (cont.)

Net income from continued operations 1,969 1,012 376 2,894 4,799

Cash flow from operations 1,752 1,628 567 4,113 6,546

Capital expenditures 265 612 157 1,140 2,786

Free operating cash flow (FOCF) 1,486 1,017 410 2,973 3,760

Discretionary cash flow 593 564 71 1,210 2,464

Cash and short-term investments 457 304 339 1,908 724

Debt 1,963 4,507 1,208 5,213 13,548

Equity 5,124 4,830 2,484 17,663 16,017

Adjusted ratios

EBITDA margin (%) 24.3 19.8 13.2 15.3 17.5

Return on capital (%) 39.6 20.7 17.3 20.7 27.7

EBITDA interest coverage (x) 21.8 7.7 6.9 13.0 10.9

FFO cash interst coverage (X) 25.5 7.9 9.7 23.3 6.9

Debt/EBITDA (x) 0.6 1.7 1.4 0.9 1.3

FFO/debt (%) 122.0 42.3 46.5 86.5 57.8

Cash flow from operations/debt (%) 88.5 36.1 46.9 78.9 48.3

FOCF/debt (%) 75.0 22.6 33.9 57.0 27.8

Discretionary cash flow/debt (%) 29.9 12.5 5.9 23.2 18.2

Financial Risk: Modest

Our assessment of Atlas Copco's financial risk profile as "modest" is primarily underpinned by its very stable and

strong cash generation. This is thanks to strong profitability, a flexible operating structure, and low capital intensity--all

of which support Atlas Copco's consistently strong cash flow generation. FFO has exceeded SEK10 billion since 2005,

except for in 2009 when it fell to a low SEK8 billion.

Atlas Copco has "strong" liquidity and financial flexibility. The group had cash and liquid assets of about SEK9.4 billion

and a full undrawn SEK14 billion revolving credit facility (RCF) as of the year-end 2014.

These strengths are moderated by what we consider to be Atlas Copco's somewhat shareholder-friendly financial

policy, with high dividend payouts--the three-year average dividend payout is about 50% of net income--and recurring

share repurchases. Although DCF has remained positive in the past, we expect it to be negative in 2015, due to

mandatory share redemption and to the annual dividend payout.

Furthermore, the group's financial objectives are growth- and profit-oriented, and it has no clear capitalization- or

debt-protection-related targets. Along with some small adjustments for operating leases and pensions, we adjust Atlas

Copco's reported gross debt to include its customer finance operations, in total SEK3.4 billion at year end 2013, based

on additional information disclosed by management.
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S&P Base-Case Cash Flow And Capital Structure Scenario

• We expect Atlas Copco to continue to produce annual FFO of SEK15 billion-SEK17 billion over the coming two

years.

• At the same time, we expect fairly limited annual capital expenditures of 2%-3% of sales and bolt-on acquisitions

of about SEK3 billion annually.

• With its stable profitability and solid cash flow generation, we expect Atlas Copco to remain significantly above

the core credit metrics that we see as commensurate with the current rating, such as FFO to adjusted debt of

more than 50%.

Financial summary
Table 2

Atlas Copco AB--Financial Summary

--Fiscal year ended Dec. 31--

(Mil. SEK) 2013 2012 2011 2010 2009

Revenues 83,587 90,212 80,893 69,687 63,476

EBITDA 19,736 22,067 20,202 16,761 11,644

Funds from operations (FFO) 14,642 17,068 15,804 12,433 8,335

Net income from continuing operations 12,072 13,901 12,963 9,921 6,244

Cash flow from operations 12,236 13,772 8,462 10,908 14,773

Capital expenditures 1,562 1,956 1,728 868 954

Free operating cash flow (FOCF) 10,674 11,816 6,734 10,040 13,819

Discretionary cash flow 4,005 5,746 1,881 6,390 10,167

Cash and short-term investments 4,408 3,104 1,429 3,566 3,041

Debt 11,462 12,050 15,431 9,564 14,931

Equity 39,355 33,793 27,763 28,477 24,839

Adjusted ratios

EBITDA margin (%) 23.6 24.5 25.0 24.1 18.3

Return on capital (%) 34.4 42.0 43.0 36.0 20.9

EBITDA interest coverage (x) 19.5 23.5 22.8 16.4 8.2

FFO cash interst coverage (x) 29.9 23.9 23.9 16.3 7.9

Debt/EBITDA (x) 0.6 0.5 0.8 0.6 1.3

FFO/debt (%) 127.7 141.6 102.4 130.0 55.8

Cash flow from operations/debt (%) 106.7 114.3 54.8 114.1 98.9

FOCF/debt (%) 93.1 98.1 43.6 105.0 92.6

Discretionary cash flow/debt (%) 34.9 47.7 12.2 66.8 68.1

SEK--Swedish krona.

Liquidity: Strong

We asses Atlas Copco's liquidity as "strong" based on our projections that the group's ratio of potential sources of
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liquidity to uses will exceed 1.5x in the coming two years.

Principal Liquidity Sources Principal Liquidity Uses

• Cash and liquid assets of about SEK9.4 billion as of

Dec. 31, 2014.

• Undrawn committed RCFs of about SEK14 billion

maturing in 2019.

• Estimated FFO of at least SEK15 billion in the

forecast years.

• About SEK2.3 billion in short-term borrowings in the

coming 12 months.

• Shareholder remuneration of about SEK14.0 billion

in 2015, consisting of annual dividends and share

redemption. The dividend will be paid in two

tranches, one in May and one November.

Debt maturities(at year end 2013)
Table 3

Atlas Copco AB--Debt Maturities

At year-end 2013

(Bil. SEK)

Within one year 5.60

Within one to two years 1.95

Within two to three years 5.71

Thereafter 12.34

SEK--Swedish krona.

Ratings Score Snapshot

Corporate Credit Rating

A/Stable/A-1

Business risk: Strong

• Country risk: Intermediate

• Industry risk: Intermediate

• Competitive position: Strong

Financial risk: Modest

• Cash flow/Leverage: Modest

Anchor: a

Modifiers

• Diversification/Portfolio effect: Neutral (no impact)

• Capital structure: Neutral (no impact)

• Financial policy: Neutral (no impact)

• Liquidity: Strong (no impact)
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• Management and governance: Strong (no impact)

• Comparable rating analysis: Neutral (no impact)

Reconciliation

Table 4

Reconciliation Of Atlas Copco AB Reported Amounts With Standard & Poor's Adjusted Amounts

--Fiscal year ended Dec. 31, 2013--

(Mil. SEK) Debt

Shareholders'

equity Revenues EBITDA

Operating

income

Interest

expense EBITDA

Cash flow

from

operations

Dividends

paid

Capital

expenditures

Reported 25,592.0 39,647.0 83,888.0 19,759.0 17,056.0 829.0 19,759.0 11,867.0 6,669.0 2,264.0

Standard & Poor's

adjustments

-- -- -- -- -- -- -- -- -- --

Interest expense

(reported)

-- -- -- -- -- -- (829.0) -- -- --

Interest income

(reported)

-- -- -- -- -- -- 361.0 -- -- --

Current tax expense

(reported)

-- -- -- -- -- -- (4,286.0) -- -- --

Operating leases 1,611.7 -- -- 592.5 111.9 111.9 480.6 480.6 -- --

Postretirement

benefit

obligations/deferred

compensation

908.0 49.9 -- (8.0) (8.0) 71.0 (235.9) 556.1 -- --

Surplus cash (13,224.8) -- -- -- -- -- -- -- -- --

Capitalized

development costs

-- -- -- (702.0) (394.0) -- (702.0) (702.0) -- (702.0)

Share-based

compensation

expense

-- -- -- 56.0 -- -- 56.0 -- -- --

Captive finance

operations

(3,424.8) (489.3) (301.0) 34.0 -- -- 34.0 34.0 -- --

Nonoperating

income (expense)

-- -- -- -- 361.0 -- -- -- -- --

Noncontrolling

interest/minority

interest

-- 147.0 -- -- -- -- -- -- -- --

EBITDA--other

income/(expense)

-- -- -- 10.0 10.0 -- 10.0 -- -- --

EBITDA--other -- -- -- (6.0) (6.0) -- (6.0) -- -- --

Total adjustments (14,719.5) (376.6) (301.0) (23.5) 74.9 182.9 (5,117.2) 368.8 0.0 (702.0)

Standard & Poor's adjusted amounts

Debt Equity Revenues EBITDA EBIT

Interest

expense

Funds

from

operations

Cash flow

from

operations

Dividends

paid

Capital

expenditures

Adjusted 11,462.2 39,354.7 83,587.0 19,735.5 17,130.9 1,011.9 14,641.8 12,235.8 6,669.0 1,562.0

SEK--Swedish krona.
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Related Criteria And Research

Related Criteria

• Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014

• Corporate Methodology: Ratios and Adjustments, Nov. 19, 2013

• Corporate Methodology, Nov. 19, 2013

• Key Credit Factors For The Capital Goods Industry, Nov. 19, 2013

• Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012

Business And Financial Risk Matrix

Business Risk Profile

Financial Risk Profile

Minimal Modest Intermediate Significant Aggressive Highly leveraged

Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+

Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb

Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+

Fair bbb/bbb- bbb- bb+ bb bb- b

Weak bb+ bb+ bb bb- b+ b/b-

Vulnerable bb- bb- bb-/b+ b+ b b-

Ratings Detail (As Of March 12, 2015)

Atlas Copco AB

Corporate Credit Rating A/Stable/A-1

Nordic Regional Scale --/--/K-1

Commercial Paper

Local Currency A-1

Nordic Regional Scale K-1

Senior Unsecured A

Corporate Credit Ratings History

24-Feb-2011 A/Stable/A-1

30-Jul-1999 A-/Stable/A-2

28-Jun-1999 A/Watch Neg/A-1

01-Oct-2010 Nordic Regional Scale --/--/K-1

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable

across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:

Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com
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