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Abstract: The aim of this report is to analyse the key factors that have determined the
current situation of the company Abengoa. Noting the various changes in management,
changes in its financial structure and the circumstances of their environment the reader
can be closer to explaining its almost bankruptcy.
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1. INTRODUCTION

Abengoa is a Spanish company founded in 1941 which is set in the manufacturing
industry and grows until it becomes a worldwide reference in innovating technologies

solutions for the growth in energy and environment.

When we hear about Abengoa in the last few months we remind the sentence “In
the case it becomes efficient we would be speaking about the great arrangement with
creditors in the history of Spain”. The news was on the media in November 2015 and it
got several controversies about why this situation about bankruptcy in a firm which for
more than 60 years had been working in an increase sector such as renewable energy
with good results. Therefore the goal of this work is making a historical analysis of the
company. Have a general view of the firm in order to know from what point it starts,
what are its initial fundamentals and how it has develop the traditional business to the
company today. This analysis focuses mainly on the economical ambit but it also

emphasises on organizational and strategic changes reached during years.

The structure of this work is divided into several phases. The first one explains the
historical evolution of the firm until the current situation. Once we know the history of
the company and the different ways in which has been decanting the business
management we arrived at the stage of deeper economic analysis covering the years
2010 to 2014. These are the key years that determine the mainly solvency and liquidity
problems of the company. As it will be seen through the work, there is a clear business
change at the beginning of the century due to the distancing to the traditional model
company. At first Abengoa was financed by reinvestment of projects' profits but
gradually it started to choose bank debt to finance its activity. The increasing
indebtedness made the financial liability increased tenfold and it was the reason of the
current problems. This is magnified knowing their presence in areas of clear
government regulation, highly linked to economic fluctuations and political decisions,
which created doubts investors and speculators. At this point the company announced
at the end of November that it could enter into an arrangement with creditors. These

conclusions will be introduced more closely in this work.
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2. HISTORY OF THE COMPANY

2.1 Founding period (1941-1950)

The 4™ of January 1941 Javier Benjumea Puigcerver and José Manuel Abaurre
Ferndndez-Pasalagua, engineers of the Catholic High School of Arts and Science
(ICAC), founded in Sevilla the Sociedad Abengoa S.L. with 180.000 pesetas (1.082
euros) with the support of friends and close relatives of the Seville aristocracy. The
name of the company was born by the acronym of the first letter of the founders’
surname like Benjumea and others. The initial goal was create a five-amp-monophasic
meter. But the growth experienced by the Spanish economy in the early twentieth
century was abruptly interrupted during the Civil War and the Franco’s years. As José
Luis Garcia Delgado says (2015, pp. 24-25) it was a time of strong interventionism,
autarchy and international isolation with a nationalist component that deteriorated the
equipment and infrastructure destroyed during the war. It was not the most favourable
situation to undertaken a project in manufacturing, due to shortages of materials so,

Abengoa decided to change its initial goal.

Following this situation the company reoriented its activities to the sector of
engineering, conducting technical and electrical projects. The Civil War had seriously
affected industrial production, by physical destruction but also by disorganization in
general, the fragmentation of markets, disruption of communications, lack of raw
materials, work or energy. All it worsened by foreign military situation during Second
Civil War. (Tortella Casares, 1994)

It can be said that Abengoa was born in a time full of opportunities to carry out
projects to rebuild the destroyed industrial fabric. The company undertook numerous
projects and technical studies and thus gradually diversified its activities and its
geographic scope. Benjumea opted for a concentric growth that led him to settle in
Andalusia during the 1940s. Then, sales exceeded 45 million pesetas in that moment
(270.456 €).
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2.2. National expansion and consolidation (1951-1960)

In the 50s the economic conditions were improving. Spain joined UNO, and
Agreements were signed in the United States, we can see a certain process of opening
and convergence. It is a period of economic growth and industrialization made by the
National Institute of Industry which was created to enforce the industrial public sector
and to enforce the private initiative which was stock at that moment.

The electrical sector started to spring after some years of restrictions made by
frozen electrical tariffs and the stopping of its productive capacity. (Carreras & Tafunell,
2005) The change in the industrial policy, the availability of foreign exchange to import
oil, the unified tariffs and the creation of an organisation to get the interchanges of
energy between companies were some of the causes of the boom in this sector.
Between 1949 and 1952 the electricity generation raised 94%. The prices of electricity
had risen —always controlled by the government- which made private companies to get
for this sector. The arising demand was being equilibrated with the arising of the supply,
the built of new centrals and the improvement in the connexion of the nets. (Carreras &
Tafunell, 2004, pp. 307-317) Abengoa made profit of this situation increasing the
number of projects to develop.

The company became a Limited Company on March 20™ in 1952. It was a
decade of settling in the national territory carrying on projects whose sales were over
827 million of pesetas (4.940.371€), a very important figure for the industry at that
moment. Moreover, after reinforcing the initial organizational model, it started to offer
services to the navy, railway, cold, watering and automobile sectors.

2.3. International expansion (1961-1970)

At the end of 1959 the government approved the main measures of a liberalization
and stabilization programme which opened the way towards an exterior opening and
the integration of the economy in the international view. The Stabilization Plan had a
main goal which was correcting the macroeconomic imbalances at that moment in
order to line the Spanish economy with the countries in the occidental world and to free
from former interventions. That reorientation in the economic policy besides the
foundation of the European Economic Community or the European Union of payments
among others, gave the monetary stability to the system which guaranteed more

balance for the commerce and the international movements of capital and labour.
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The company, inside the energetic sector, participated in different projects which
we can stress the starting of the first Spanish nuclear central: José Cabrera set in
Zorita, Guadalajara. As we can see in Figure 1 which represents the index of industrial
productions from 1900 to 1985, it is between the period of the 60s and 70s when the
industrial sector was its maximum growth point. Abengoa benefited of the opportunities
in the iron, steel, chemical, miner and petrol sectors, as well as telecommunications

and electronic sectors, which began to be important in the company.

Figure 1. Industrial Production Index 1900 — 1985 (1985=100)
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Operations began in the international market creating the first office in Teyma,
Argentina, and carrying out projects in Colombia, Venezuela and Guatemala. In this
period the sales of the company raised 4.880 million of pesetas (29.329.391€). Its size,
which was getting bigger, was pushing to get a correctly internal organization which
was able to arise the complex structure which gave way to six sectors of activity:

energy, industry, transport, environment, telecommunication and electronic.
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2.4, Continuous growth (1971-1990)

At the beginning of the decade of 1970 the production of the electrical energy had
tripled its weight which was around 56.500 GWh with an installed potency of 17.925
MW. The generation structure had been modified lightly when the electric production
failed from 84% in 1960 to 50% in 1970. Besides, the fuel-oil production rose. (Energia
y sociedad, 2016)

This situation of apparently bonanza would be stuck by the crisis of oil in 1973
which had no effects in Spain until 1974 but it went on until 1983. Such recession was
made by several factors from the sunk of international monetary system of Bretton
Woods, the raising competence of the industrialized countries or the inefficacy of the
European economies. (Carreras & Tafunell, 2004, pp. 367-378) The measures which
government started at that moment weren’t enough to avoid that the price of petrol
grew at the rhythm of the inflation which untied around the politic instability in the
country, the Transition. The high dependency of the energetic sector in the country
made the creation of the First National Energetic Plan (1978-1987) which was thought
to soften the dependency of the Spanish companies with the petrol. Among its goals a

new question about electronic system was found mainly in nuclear energy and coal.

Abengoa could make profit of this new business and took it inside its activities.
It is now when they get a new project: the supplying an installation of the electrical net
and assembly of the trains of Uninsa which would allow to doubling its capacity. It is
also important the activities in the telecommunication sector. Such activities were
supported by the boom of Telefonica at that moment in fully international spreading and
main client of Abengoa. On the other hand we have to mention the great interest for
environmental activities (wastes dumps and integral treatment of the water), and the
control systems (electronic, informatics and communications used in areas such as
traffic, space, electricity, petrol, gas, transport, weather, water or defence) as well as
the cogeneration, renewable energy and distribution (Lopez Mielgo & Lorenzo
Fernandez, 2011)

Referring to its international purpose, it bits for Latinoamerica although it starts
modest projects in countries of North-Africa, such as Libia or Egypt as well as other
European countries. In the decade of 80s Abengoa started to be present in a

permanent way in Peru, Chile, Mexico, USA and China.
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The international presence as well as the diversification of activities, different
from traditional energetic business helped to diminish the minor activity of this. Besides,
the company bet for the technological growth in a moment of scarce evolution of itself.
The productivity of a country is determined by the capitalization (growing of the human
and physical capital) and the technological process. This comprises concepts such as:
the qualification of the labour force, the giving of physical capital by every worker, the
advance of scientific knowledge and its application in the production, the importance of
the investigation and development, etc (Garcia Delgado, Myro Sanchez, Alvarez Lopez,
Verga Crespo, Alonso, & Lopez Morale, 2015). In that moment Abengoa stood out by
its efforts in these aspects because it programmed and installed the first computer and
the first remote control and system of electronic protections, as well as the works in the
intense training of its staff. The company bet for making better the policies of staff
management searching for a correct and productive working atmosphere. We can also
observe in Figure 2 how the staff multiplied year by year becoming 149 employees in

1950 to 5.468 at the beginning of 1990, even in the crisis periods.

Figure 2. Evolution of the firm's employees 1950-1990
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Source: Data from Abengoa’s corporate website

The company was able to adapt to the current demands in market meanwhile it
supported the effects of both crisis in the decade. The development of new
technologies and innovation or the introduction of new activities to each business
model as well as the policies of staff management searching a better working
environment, were some of the factors that allowed the company to get sales of over
52.300 million of pesetas (314.906.303€).
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2.5. Innovation period (1991-2003)

The decade of the 90s picked up some circumstances, both inner and outer, which
would condition the corporative strategy of Abengoa until that moment. In 1991 Javier
Benjumea left as president of the company who had been for more than 50 years
giving the power to his sons Javier and Felipe. Many changes happened which rolled
around rethinking of the traditional business because the electrical sector, although it
had a raising demand, it was at the end of an investor cycle with a regulatory system
little predictable, highly fluctuations and prices sensitive to variations in the
environment as well as in telecommunications. We have to add that its main client
Telefonica was in the same situation ending its more aggressive investor cycle and all
of it obstructed Abengoa to get the maximum benefit of all resources it disposed at the
moment. Other reason which Benjumea brothers considered at the moment of
business’ rethinking is the difficulty to handle in an efficient way the set of diversified

and internationalized services.

It was in 1996 when the company made its first strategic plan, followed by the
reorganization of its business lines and its organisational structure and the coming in
November in the world of stock market. The general international scene was in a
commercial expansion, the opening of the borders and the good economic relationship
between countries. It is in 1995 when Commercial World Organization was created with
the goal to liberalize trade. It was like a kind of platform where governments negotiated
the commercial agreements resolved their differences and settled the fundamental
juridical bases in the international commerce. This atmosphere was good for the

business activity getting more and more exterior presence.

One of the other changes which benefited the business situation was the
innovations in the financial system in the last years of the twenty century. We can stand
out the removing of restrictions such as the regulation of the interest rates which
difficulty the competence between banks, the failing of the barriers to entry in the
foreign banks, the development of the alternative services for the users or the
technological progress and communications allowing financial companies or no

financial to offer bank products. (Garcia Delgado, et al., 2015)

A set of improvements were disposed to companies: new instruments to finance
some projects with a mayor grade of leverage and to reduce the necessities of money.

This allowed the company to be far away from the traditional business which consisted

10
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of reinvest the benefits got in its projects to finance some new ones. The benefit
became from the difference between one and the others. Due to such evolution of the
financial system, a mayor quantity of economic resources became to the approach of
the companies in order to pay for its activity.

We can see the following Figure 3 in which we see this phenomenon in the
Abengoa case. The company came from a ratio of payable notes to own sources from
the 193.10% in 1994 to 525.37% in 2003. Its financial structure was changing, its
liability represented in 2003 more than 50% of its financing. The debt ratio stands out
by the impact which it has over the value of the company and we have to bear it in

main when we consider the business strategy.

Figure 3. Leverage rate 1994-2003
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Figure 4 shows the composition of the financial structure. As we have said
formerly the liabilities were the most important specially the current liabilities where the
debts with credit institutions were more and more important. The financing following
own resources represented a half of 22.87% to the whole of the financing. The
reinvestment of the funds got by the projects was following behind and they preferred

the external debt.

11
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Figure 4. Evolution composition of debt 1994-2003
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We have to stand out that the change in the tendency to get financing is highly
tied to the entry in sectors of high growth potential which required high initial inversions.
The company redirected to provide two types of services. On the one hand, it kept the
traditional services of engineering with seventy years of experience with an own know-
how and a well-known international leadership. In this sense it limited to design,
construction and maintenance these ones. On the other hand, integrated products get
more and more importance, in which Abengoa assumed the responsibility of all value
chain (promotion, inversion, building, maintenance and operation), with own
technological support. In the firsts, the financing came through the client and in the
seconds, which were based on vertical integration, the specific financing became
important tied to the bank and the new services which were offered by them. (Lépez

Mielgo & Lorenzo Fernandez, 2011)

The company bed for sectors in which they could extract more value of the
activities. This was a stage of reconfiguration the own limits of the company. At that
moment we can stand out the entry in business such as solar system energy or the
production of bio-fuels. That is because the company was in a moment whose
objective was to develop from the line of the conventional products to the range of
distinct activities with mayor technological components. Figure 5 shows the evolution of
the inversion in intangible assets during this period, most of it belong to research and

development costs as well as concessions, patents, licences, trades and similar.

12
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Figure 5. Evolution of the investment in Property, Plant and Equipment
1994-2003
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This type of internal changes was accompanied at the same time by corporative
operations, disinvestments and acquisitions purchases which facilitated the

diversification and internationalization of the company.

This stage of growing and innovation translated in terms of profitability was the

following:

Table 1: ROE historical evolution

1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003

ROE | 2,87% 3,48% 9,45% |9,69%  10,55%  10,94% 11,15%  11,60% 12,85% 12,65%

Source: Calculations based on data of SABI

The profitability got by shareholders by the invested money during the period
had been highly increased going by 2.87% in 1994 to a 12, 65% in 2003. The
calculation of the ROE as we know makes reference to the quotient between net
income and the shareholder’s equity, but following the strategic decomposition of this
variable we can explain its tendency. That is to say, ROE has a direct relation with the
profitability of the assets and the financial leverage of the company. The return on

assets or ROA, is the relation between the earnings in a period and its total assets. The

13
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financial leverage is the product of the financial margin — relation between the gotten
profitability and the financial cost that it concerns - and the financial leverage which
makes reference to debts.

In the case of Abengoa in this period we can see that return on assets wasn’t
specially affected, there is certain fluctuation during the first years but from 1997 to
2003 the variability follows a line around 5% without standing out, although like it was

falling down.

Figure 6. Evolution of ROA 1994-2003
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As the ROA doesn’t explain the growing of ROE we can find the answer
in the financial leverage. Related to the boom of financial system in that age explained
formerly, it isn’t strange that the financial leverage of Abengoa is a key parameter in the
period. In the one hand because of the grade of leverage or debts as it is reflected in
Figure 3 was very high and on the other hand, the margin which the company got in
such debts was positive, that is to say, the profitability which they got by being in debt
was m than the cost. That is that ROA was around 5.10% forwards to 4.25% of the
financial cost. So they stuck to the idea that if ROA is bigger than the cost of financing
the debts will be a positive factor and this will make the financial profitability bigger.
Such positive leverage was a great help at that moment, because it was in consonance
with the restructuration of its corporate strategy which required bigger capital

expenditures as it increased its expansion and diversification.

14



ABENGOA CASE: Origin, evolution and discussion of its situation Julia Sales Adell

Figure 7. Financial leverage
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The company came to the end of the millennium with sales over 144.000 million of
pesetas (865.457.431€). Good news for Abengoa and especially for the shareholders.
Apart from the economic data we have to mention an inner fact especially important:
the pass away of Javier Benjumea Puigcerver on the 4™ January 2001 of 86 years old
after being all his life in the management of the company. Benjumea had already
delegated his powers to his children years ago but it continued being a relevant
character in the company. It was at the moment of this event when arguments appear
between brothers Javier and Felipe. But they got a solution when Felipe started to get

the total control of the company whereas Javier concentrated on institutional tasks.

2.6. International leadership stage (2004-2010)

The second period of the millennium stands out for Abengoa by its international
leadership. By several different projects set in different geographic localizations and it
could increase its presence and to settle as a model company in the countries in which

it is set up such as United States, India or China.

As the own company explains with it Management Report in 2010, the activity in
the exterior increased during this stage both in volume and in diversification. Of the

556.1 million of euros of consolidated sales of the exercise, 4.135.8 M€ (34.3%) were

15
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from outer sales, 5.6 points per cent more than a year before. The activity in Spain was
falling down going by 1.296.4M€ (31.3%) in 2009 to 1430.3M€ (25.7%) in the exercise
in 2010. We can observe in Table 2 that respect to the outer Latin America
concentrates the biggest company efforts follow by United States and Europe, although
every time it spreads more and more in Asia and Africa.

Table 2- International presence. Comparision 2009-2010

Actividad Exterior Var 10-09
Exportacién y Ventas de Sociedades % %
Locales

- Estados Unidos BB43 759 576.S 13,9 53,2
- |peroarmiérica - d 1.911.8 343 1159589 280 54,8
- Buropa (excluida Espana) 873,55 15,7 641.5 15,5 36,7
- Africa 2056,7 3,7 327E . . 79 (37.2)
- Asia 2537 4.6 140 4 3.4 80,7
- Joeania 6,7 0.1 44 0,1 52,3
- Espana 14303 257 1.296.4 31,3 10,3
Total Consolidado _ 5.566,1 41473
Exterior Consclidado 41358 74,3 2 B50.9 68,7 451
Espafia Consclidado . . 14303 257 | L2964 . 313 . - 103

Total Consolidado . _ 5.566,1 100,0 4.1473 100,00 34,27

Source: Abengoa Management Report 2010

Between the more outstanding performances of international character in the
season we find the acquisition in 2006 of the German Group AB by 330ME€, the
acquisition in 2007 of hundred per hundred of the capital of the group of Dedini Agro,
one of the biggest Brazilian companies of bioethanol and sugar, the acquisition in 2008
of the American company DTN Holding Company, Inc, the building in 2008 of four solar
system panels (PS 20, Solnova 1, Solnova 3 and Solnova 4) and three firm of etanol

(Rotterdam, India and lllinois) and another 7 new firms in 2010, among them.

During this period the company, as technologic firm which have innovating
solutions for the growing in the sectors of infrastructures, environment and energy,
operates through five groups of business each one of them with its following heading

society.

-Solucar centred its activity in the promotion, design, building and development

of electric power plants getting the sun as a source of energy.

16
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-Abengoa Bioenergia, was dedicated to the production and developing of fuels

for transport which used biomass as a raw material.

-Befesa Medio Ambiente was the heading in the environmental services whose
main activity was industrial services and the building of environmental infrastructures
developing recycling activities of aluminium, zinc, industrial wastes and environmental

engineering.

-Telvent was making solution of high value added to the energetic traffic,

transport and environment sectors.

At last, Abeinsa was the heading of the group of engineering and industrial
building and was in charge of engineering, building and keeping of electrical
infrastructures, mechanical, instrumental for several sectors, as well as promotion,
building and exploitation of industrial, energetic and renewable firms, as well as turnkey

nets and projects of telecommunications.

Figure 8 : Groups of business

1 ABENGOA
— I

Servicios Tecnaiogms de ingenieria y
ia Informacidn Consiruccion

_industrial

Bioe . ;
onnergia . I'-%e{floambtemales

ki Desarrolle Sostenible

Source: Annual Accounts of Abengoa 2006

It is true that the group, every time more presented in new markets and new

areas of business, had a tendency to focus on energetic activities, water and wastes,

17
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highly dependent of regulation and external factors. The company was following the

tendencies of the moment which preceded hopeful future in these sectors.

In 2004 the European Conference was being celebrated in Berlin whose main
goal was that renewable energies supposed at 20% of total energy consumption for the
year 2020. As we can observe in Figure 10 Spain had very low rates representing a 5.9%
where the primary source of energy was petrol oil followed by natural gas, coal and

nuclear energy.

Figure 9: Primary energy consumption in Spain in 2004
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Source: Minetur

Starting by that dependency of oil Abengoa also paid attention in the
statements of the american bank of inversion Goldman Sach forecast prices of tonne
around 200 dollars. For this reason it bed for building solar panels, a project that
nowadays has been affected by the low price of the tonne which pushes the grate fixed
cost which the centrals have. As well as the water scarce in 2008 with grate necessities
of desalinates. This entire atmosphere pointed to great opportunities of business and it
was being financed thanks to financial entities which trusted on firm projects. The stage
ended with the sold of 40% of Telvent with the purpose of focus on activity and strategy
of the company in the sectors of energy and environment. Later it also sold other

assets as Befesa.

The company apparently could solve the difficulties of financial crisis increasing
its sales respect last year a 34% until 5.566M€ and the net income a 22% getting the
207M€E.

18
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3. ABENGOA TODAY (2010-2016)

The historical analysis made until the moment pretends to expose the backgrounds of
one of the Spanish technological societies of major controversial in the last few months.
Knowing its evolution can help us to understand its current situation with the following

financial analysis which will be carried on.

The following part is the last stage analyses of the company with the goal of identify the
changes which have been reflecting that something was happening in the company
and which would carry the necessity of applying for the creditors contest. We

ca