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Sensex 39,736
. Summary

Nifty 11,662

Blue Star Ltd. (BLUESTAR) reported strong revenue growth of ~13% YoY to ¥12,359.1mn,

Key Stock Data with the EMPS segment registering growth of ~16% YoY to ¥7,588mn driven by strong

execution and cost optimisation measures. The UCP segment grew 7.3% YoY/ 11.4% QoQ to

CMP 2836/- ¢ on me

. %4,202.3mn driven by late pickup in demand.

Target Price 3922 (+10.3%)

Market Cap (Imn.) 380,492 Key Result Highlights

52W High/Low 887/560

Shares o/s (mn.) 96.3 »  Revenue grew by ~13% YoY t0312,359.1mn (-1.1% QoQ from Z12,494.7mn) driven
primarily driven by EMPS segment with revenue growth of ~16% YoY (declined by

Bloomberg BLSTR:IN 3.2% QoQ) at I7,588mn.

S HHIEARES >  EBITDA grew by 34.7% YoY to T570.3mn (declined by 22.5% QoQ from 3735.8mn),

BSE Code 500067 other expenses grew by 8.7% YoY to 31,221.7mn, while Raw Material cost and Staff
expenses grew by 11.1% YoY and 18.2% YoY to 39,306.7mn (-0.4% QoQ from Imn)

Shareholding Pattern (%) and %1,260.4mn (+5.5% QoQ from %1,195mn) respectively.

Promoters 38.8 »  EBITDA Margins grew by 76 bps YoY to 4.9% (declined 127bps QoQ from 5.9%)

Flls & Dlls 29.8 attributing to order execution in the EMPS segment and better cost controls in the

Public & Others 31.4 commercial AC system business.

»  Other income declined 41.3% YoY to ¥60.9mn due to higher income tax refunds in

Comparison Chart Q3FY19.

Blue Star —Nifty 50 > Interest cost declined 42.4% YoY while grew 11.2% QoQ to I75.5mn due to effective
1000 13000 management of working capital and lower cost of borrowing.
800 12000
600 11000 » Tax expenses was at 3119.7mn compared to 39.9mn YoY due to reversal of tax asset
ggg 10000 created in FY 19, arising from higher profitability in Blue Star Engg and Electronics
0 9000 >  During the quarter, the company made loss to profit of ¥195.8mn YoY (-48.4% QoQ
22222222222 from I379.4mn) with net profit margin at 1.6%.
SELE NS DAL Y C
822837280282 . . S

Unitary Cooling products (UCP) Highlights

»  The Unitary cooling products (UCP) segment had sales of I4,202.3mn (+7.3% YoY/-
11.4.4% QoQ) driven by pickup in demand During Dec’20. 36% of sales were

FY20E EY21E EY22E consumer financed.

Net Sales 59,217 68,220 78,894 »  The EBIT declined 18.5% YoY /36% QoQ to I76.5mn due to pressure on prices

Growth (%) 13.1 15.2 15.6 realisation and higher Ad spend during the quarter.

izlll;_i 4,099 4,947 6,106 »  The company’s Room AC sales grew 10% YoY during the quarter higher than the

6.9 7.3 7.7 industry growth rate of 5%.

Margin (%) 79 °

PAT 2,175 2,801 3,699 > Commercial refrigeration products like deep freezers and other products grew 6-7%

EPS (%) 23.0 29.5 38.8 YoY with demand from companies like Reliance Retail, Jubilant Foodworks etc.

PECJ 370 287 218 »  As per the management there was no major demand impact of the company’s AC due
to low-priced entry-level products and there is likely to be visible price rationalizing
with no inventory overhang present.

» In the water purifier segment, the competition has intensified and the company has
reduced its revenue target to 600mn down from I800mn for FY20 with likely market
share at 2-2.5%. It also stated that this product segment is likely to breakeven with
expected market share of 3-3.5% in FY21.

Jayakanth Kasthuri »  The focus of the management will be in the Tier- 2, 3 & 4 cities with online sales for

Tel: +9122-4019 2914 certain products like water purifiers to also be launched.

iayakanthk@wayawealthcom 5 Revenue growth and margin are likely to be at 15% and 8-8.5% respectively for

FY20 as per the management guidance.
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Electro-Mech. Projects & Packaged AC Systems (EMPS) Highlights

»  The Electro-Mechanical Projects & Packaged AC Systems (EMPS) segment revenues
grew 15.8% YoY while declined 3.2% QoQ toX7,588mn driven by strong job
execution in the Electro-mechanical projects business and cost optimisation measures in
the commercial AC system.

»  For the quarter, the EBIT grew 29.5% YoY to ¥390mn with margins at 5.1% which
grew 55 bps YoY based on projects with better job execution and improved
profitability.

»  The company continues to face slow from real estate and infra space resulting in order
inflow de-growth of ~20% YoY from ¥6,847.1mn to ¥5,504.9mn for the quarter.

»  The management stated that it is seeing good traction from hospitality and rail orders.

»  International orders inflow and execution from Dubai and Qatar are seeing good
traction with order visibility from SAARC and African countries.

»  Order book as on 30-December-19 was at ¥28.12bn a growth of 23.5% YoY from
322.77bn.

»  The management stated that it will continue to focus on projects with good cash flows,
profitability and faster execution.

»  The management has guided margin of 4.5-5% with revenue growth of 10-12% for
FY20.

Other business Highlights

The professional electronics segment revenues grew 9.4% YoY to ¥568.8mn (-35.9% QoQ
from ¥887.2mn), with EBIT margins growth of 1843bps YoY/409bps QoQ to 31.6%, due to
regulatory requirements on data localization and increased thrust on digital payment
solutions creating short term opportunities for the Data security solutions.

Valuations & Recommendation

With expected normal onset of summer providing good demand for cooling products and
the government announced infra spend of I105tn in next 5 years augers well for the
company to get orders with improvement in margins. Based on these factors, we estimate a
CAGR earnings growth of 21% over FY19-22E and maintain our BUY with a target price
of I922 (P/E 24x FY22E)

Way2Wealth Brokers Pvt. Ltd. (CIN U67120KA2000PTC027628) SEBI Rgn. No. : INH200002739.

No. 14, Frontline Granduer, Walton Road, Bangalore-560001; Website: www.way2wealth.com Email: research@way2wealth.com \ ‘ WAYQWEALTH
A COFFEE DAY COMPANY

Way2wealthResearch is also available on Bloomberg WTWL<GO>


https://www.way2wealth.com/
https://www.way2wealth.com/

Blue Star Ltd.

\ “{ﬁ:‘:’zﬁﬁﬁjﬂ:H Result Update
ReésearchDesk <=5 ). February 1%, 2020
Consolidated Financials
(& mn)
Q3FY20 Q3FY19 VAR [%] Q2FY20 VAR [%]
Revenue from Operations 12,359.1 10,989.7 12.5 12,494.7 (1.1)
Raw Material Consumed 7,715.9 6,316.4 22.2 7,183.8 7.4
Purchase of stock in trade 1,762.5 1,452.2 21.4 1,783.1 (1.2)
Stock Adjustment (171.7) 607.9 (128.2) 373.8 (145.9)
RMC as a Y%age of sales 75.3% 76.2% 74.8%
Employee Expenses 1,260.4 1,065.9 18.2 1,146.5 55
EPC as a %age of sales 10.2% 9.7% 9.6%
Other Expenses 1,221.7 1,123.9 (25.2) 1,223.2 (0.1)
Other Expenses as a Y%age of sales 9.9% 10.2% 9.8%
EBIDTA 570.3 423.4 347 735.8 (22.5)
EBITDA Margins % 5.9% 3.9% 5.9%
Other Income 60.9 103.7 (41.3) 106.0 (42.5)
Depreciation 223.3 182.5 22.4 216.4 3.2
EBIT 407.9 344.6 184 625.4 (34.8)
Interest 75.5 131.0 (42.4) 67.9 (11.2)
Exceptional items (15.7) (71.7) (78.1) (17.1) (8.2)
PBT 540.4 141.9 70.5 540.4 (49.9)
Tax 119.7 9.9 1109.1 168.8 (29.1)
Profit/(Loss) from Associates & JVs 0.5 (140.9) 100.4 9.3 (94.6)
Minority Interest 1.7 0.5 240.0 1.5 13.3
Profit After Tax 195.8 (9.4) LTP 379.4 (50.6)
EPS 2.0 0.1 3.9
Segment Performance
(T mn)
Q3FY20 Q3FY19 VAR [%] Q2FY20 VAR [%]
REVENUES
Electro-Mech.Projects & Packaged AC Systems 7,588.0 6,554.7 15.8 7,835.4 (3.2)
Unitary Cooling products 4,202.3 3,915.2 7.3 3,772.1 11.4
Professional Electronics & Indus Systs. 568.8 519.8 9.4 887.2 (35.9)
Total Segment Revenue 12,359.1 10,989.7 12.5 12,494.7 (1.1)
EBIT
Electro-Mech. Projects & Packaged AC Systems 390.0 301.1 29.5 445.6 (12.5)
Margin % 5.1% 4.6% 57%
Unitary Cooling products 76.5 93.9 (18.5) 119.6 (36.0)
Margin % 1.8% 2.4% 3.2%
Professional Electronics & Indus Systs. 179.9 68.6 162.2 2443 (26.4)
Margin % 31.6% 13.2% 27.5%
Segment Capital Employed
Electro-Mech. Projects & Packaged AC Systems 5,615.0 5,394.1 4.1 5,841.0 (3.9)
Unitary Cooling products 3,169.5 4,511.4 (29.7) 3,303.3 (4.1)
Professional Electronics & Indus Systs. (132.6) 228.1 (158.1) 30.2 (539.1)
Unallocable 245.8 (2,165.3) 111.4 (119.1) 306.4
TOTAL 8,897.7 89.21 (11.7) 9,055.4 (1.7)
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Financials
(& mn)

Income Statement FY19 FY20E FY21E FY22E
Total Revenues 52,348 59,217 68,220 78,894
Total Expense 48,883 55,118 63,273 72,788
COGS 39,312 44,045 50,482 58,113
Employee Cost 4,215 5152 5,799 6,390
Other Expenses 5,356 5,922 6,993 8,284
EBITDA 3,466 4,099 4,947 6,106
Depreciation 749 989 1,139 1,282
EBIT 2,716 3,110 3,808 4,824
Interest 479 489 492 503
Other Income 247 424 402 562
Exc. / E.O. items 27 27 27 27
PBT 2,512 3,405 4,528 4,528
Tax 420 897 944 1,237
Profit/Loss share of associates 0 30 30 30
Minority Interest 191 (27) (27) (27)
Net Earnings (Loss) After Provision for Losses/write offs/ Tax (PAT) 1,901 2,205 3,380 3,729

(¥mn)
Balance Sheet FY19 FY20E FY21E FY22E
Sources of Funds
Equity Capital 193 193 193 193
Reserves & Surplus 8,538 10,713 13,514 17,186
Minority Interest 18 18 18 18
Net Worth 8,731 10,905 13,706 17,379
L.T Borrowings 87 178 273 331
S.T Borrowings 3,359 3,553 3,752 3,945
Total Debt 3,445 3,731 4,025 4,276
Deferred Tax Liability (Net of Deferred Tax Assets) (1,076) (1,076) (1,076) (1,076)
Total Capital Employed 11,119 13,579 16,674 20,598
Applications of Funds
Net Block 3,422 3,533 3,394 3,112
CWIP 308 308 308 308
Investments 146 146 146 146
Current Assets, Loans & Advances
Inventories 8,693 6,191 7,281 8,376
Receivables 11,121 10,546 13,457 17,724
Cash and Bank Balances 1,009 1,057 1,605 2,058
Loans and Advances 312 474 546 599
Other Current Assets 7,149 8,914 10,192 11,687
Total: Current Assefs, Loans & Advances 28,283 27,182 33,080 40,444
Current Liabilities & Provisions
Payables 19,594 17,522 20,186 23,344
Total: Current Liabilities & Provisions (-) 20,464 17,590 20,254 23,413
Net Current Assets 7,820 9,591 12,826 17,032
Total Assets 11,119 13,579 16,674 20,598
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(¥ mn)
Cash Flow Statement FY19 FY20E FY21E FY22E
Net Profit / (Loss) Before Tax 2,714 3,107 3,805 4,821
Depreciation 749 989 1,139 1,282
Net Interest 247 424 402 562
Direct Taxes Paid (420) (897) (944) (1,237)
Change in Working Capital (Non-Cash) (351) (1,724) (2,687) (3,753)
Other (124) 897 897 1,180
(A) Net Cash Flow from Operating Activities 2,815 2,795 2,612 2,854
Capex {Inc./ (Dec.) in Fixed Assets n WIP} (924) (1,100) (1,000) (1,000)
Free Cash Flow 1,891 1,695 1,612 1,854
Inc./ (Dec.) in Investments (14) 0 0 0
(B) Cash Flow from Investing Activities (938) (1,100) (1,000) (1,000)
Issue of Equity/ Preference 1 0 0 0
Inc./(Dec.) in Debt (254) 285 294 251
Interest exp net (479) (489) (492) (503)
Dividend Paid (Incl. Tax) (1,127) (867) (867) (1,204)
(C) Net Cash Flow from Financing Activities (1,859) (1,070) (1,064) (1,455)
Net Change in Cash 201 48 548 399
Opening Cash balances 809 1,009 1,057 1,605
Closing Cash balances 1,009 1,057 1,605 2,058
Ratios FY19 FY20E FY21E FY22E
(A) Margin (%)
Gross Profit Margin 24.9 25.6 26.0 26.3
EBIDTA Margin 6.6 6.9 7.3 7.7
EBIT Margin 5.2 5.3 5.6 6.1
Tax Rate 16.7 29.5 25.4 25.2
Net Profit Margin 3.1 3.7 4.1 4.7
(B) As Percentage of Net Sales
COGS 75.1 74.4 74.0 737
Employee 8.1 8.7 8.5 8.1
Other 10.2 10.0 10.3 10.5
(C) Measures of Financial Status (x)
Gross Debt / Equity 0.4 0.3 0.3 0.2
Interest Coverage 57 6.4 7.7 9.6
Average Cost of Debt (%) 13.4 13.6 12.7 12.1
Debtors days 78 65 72 82
Inventory days 61 38 39 39
Payable days 107 108 108 108
Working Capital days 55 59 69 79
FAT/O 15.3 16.8 20.1 25.4
(D) Measures of Investment
EPS () (excl EO) 19.8 23.0 29.5 38.8
CEPS ) 27.6 33.3 414 52.2
DPS ) 11.7 10.6 10.6 13.2
Dividend Payout (%) 59.3 46.0 35.8 34.0
Profit Plough back (%) 40.7 64.0 64.2 66.0
Book Value (%) 91 114 143 181
RoANW (%) 22.8 22.5 23.0 24.0
RoACE (%) 23.5 21.4 21.6 22.3
RoAIC (%) (Excl. Cash & Invest.) 27.4 27.5 27.6 28.7
(E) Valuation Ratios
CMP }) 836 836 836 836
P/E (x) 423 37.0 28.7 21.8
Market Cap. (X Mn.) 80,492 80,492 80,492 80,492
MCap/ Sales (x) 1.5 1.4 1.2 1.0
EV X Mn.) 82,928 83,166 82,912 82,711
EV/Sales (x) 1.5 1.4 1.2 1.0
EV/EBDITA (x) 23.2 20.3 16.8 13.5
P/BV (x) 8.9 7.4 5.9 46
FCF/ Yield (%) 1.8 1.9 1.9 1.9
Dividend/Yield (%) 1.2 1.1 1.1 1.3
EBITDA/OCF 1.2 1.5 1.9 21
EBITDA /Free cash flow 1.8 24 3.1 3.3
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Disclaimer

Analyst Certification: I, Jayakanth Kasthuri, the research analyst and author of this report, hereby certify that the views expressed in this
research report accurately reflect our personal views about the subject securities, issuers, products, sectors or industries. It is also certified
that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations
or views in this research. The analyst(s), principally responsible for the preparation of this research report, receives compensation based on
overall revenues of the company (Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to
achieve and maintain independence and objectivity in making any recommendations.

It is confirmed that Jayakanth Kasthuri, the authors of this report has not received any compensation from the companies mentioned in the
report in the preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings
from other business. Neither Way2Wealth nor its directors, employees, agents or representatives shall be liable for any damages whether direct
or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information contained in this report.

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. Way2Wealth is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security
or product, or to engage in or refrain from engaging in any such transaction. The contents of this material are general and are neither
comprehensive nor appropriate for every individual and are solely for the informational purposes of the readers. This material does not take
into account the specific objectives, financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information
in this research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. Way2Wealth will not treat recipients as customers by virtue of their receiving this report. The distribution of this document in other
jurisdictions may be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should
inform themselves about, and observe any such restrictions.

The report is based upon information obtained from sources believed to be reliable, but we do not make any representation or warranty that it
is accurate, complete or up to date and it should not be relied upon as such. Way2Wealth or any of its affiliates or employees makes no
warranties, either express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of
suitability, fitness for a particular purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or
update the information or opinions in it. Way2Wealth 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. The recipients of this report should
rely on their own investigations. In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect,
special, incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has advised of the possibility of such
damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are
subject to significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These
uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities markets or in interest or foreign
exchange rates or indices; adverse impact from an economic slowdown; downturn in domestic or foreign securities and trading conditions or
markets; increased competition; unfavourable political and diplomatic developments; change in the governmental or regulatory policies; failure
of a corporate event and such others. This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to
participate in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or redistributed
without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute or otherwise reproduce any
information provided by Way2Wealth in any format to anyone. Way2Wealth and its affiliates, officers, directors and employees including persons
involved in the preparation or issuance of this report may from time to time have interest in securities / positions, financial or otherwise in the
securities related to the information contained in this report.

To enhance transparency, Way2Wealth 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 in Blue Star Ltd. as on February 01, 2020

Name of the Security Blue Star Ltd
Name of the analyst Jayakanth Kasthuri
Analysts’ ownership of any stock related to the information NIL
contained

Financial Interest

Analyst: No

Analyst’s Relative: Yes / No No

Analyst’s Associate/Firm: Yes/No No
Conflict of Interest No
Receipt of Compensation No
Way2Wealth ownership of any stock related to the information NIL
contained
Broking relationship with company covered NIL
Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth 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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