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Rating: €4»  Target price: ¥ EPS: V¥ Rs. 371

Absolute ADD

Relative Underperform

Disappointing results, Reiterate Underperform

Blue Star (BS) reported 3QFY11 sales of Rs. 6bn, up 4% yoy, 13% below our expectation. Persistent weakness in the
Electro mechanical projects (EMP) more than offset the 35% growth in Cooling Products. EBITDA margin contracted by
270bps yoy and 125bps qoq to 6.7%, due to weak revenue momentum and higher input cost. Effective tax rate increased
to 29% as compared to 24% in FY10 due to expiration of tax shelters resulting in a PAT of Rs. 224mn a 37% drop yoy.
Incorporating the 3Q’s poor performance, we have downgraded our FY11E & FY12E PAT estimates by 15% and 7%.

Our thesis on oversupply in commercial realty, vulnerability of fixed cost contracts (at competitive rates) to
rising commodity prices and deteriorating working capital burdening profits & capital efficiency, has been
clearly panning out for the last couple of quarters — witnessed by deteriorating performance and plunge in stock
price (27% in 3M). Although on absolute basis our TP of Rs. 371 (15x FY12E earnings) provides an upside of 9%
on CMP driving us to change our absolute rating to ADD, the stock would continue to underperform owing to
multiple headwinds — ongoing earnings downgrades, gloomy outlook in project biz, and worsening capital
efficiency (ROCEs 51% in FY09 to 23% in FY12E).

Key takeaways from the post results conference call

« EMP - Tardy execution, gloomy outlook: Segment sales de-grew by 4.9% yoy on delays from customers and slow
down in execution from BS as receivables stretch. EBIT margin contracted by 411bps to 6.7% on the back of low
revenue and higher input costs. Commercial realty (50% of project book) continues to be a laggard and recovery is a
year away, in our view. While there was some pick up in enquiries in Sept’10, the enquiry levels have subsided now.
Further, the company has raised its margin and WC threshold for bidding which would further restrain inflows, good for
long term though. Inflows in project biz declined by ~5% yoy leading to an order book of Rs. 21bn (BTB 1.1x FY11E)
Cooling products continues to stand tall: Cooling product division continues to contribute positively with revs
growing 35% yoy to Rs. 1.2bn. However, EBIT margin contracted by 75bps yoy to 7.9% despite 2% price hike, due to
high competition and increasing RM cost.

High Debt levels amidst rising interest cost environment: Current debt of ~Rs. 3.5bn (Rs. 800mn for D.S Gupta)
implies a D/E of 0.6x. Given the rising trend in working capital (Cap employed up ~20% vs. rev growth of 4% yoy),
debt levels are likely to remain high despite management efforts to be selective in new orders

Financial summary (Consolidated — *including DS Gupta)

Revenue (Rs. mn) | EBITDA (Rs. mn) | PAT (Rs. mn) EPS (Rs.) P/E(x) EV/EBITDA

3QFY11 Update
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Quarterly financial results (Standalone)

Rs. mn\Period 31-Dec-10 31-Dec-09 yoy Growth 30-Sep-10 goq Growth FY10 FY11E yoy Growth

Revenues 6,068 5,862 3.5% 6,818 -11.0% 25,250 28,514 12.9%
Cost of Goods Sold 4,641 4,491 3.4% 5,307 -12.5% 18,821 21,899 16.4%
Employee Costs 520 430 20.9% 508 2.3% 1,849 2,025 9.5%
Other expense 501 390 28.5% 461 8.7% 1,833 2,082 13.5%
Total operating expense 5,661 5,310 6.6% 6,275 -9.8% 22,503 26,005 15.6%
EBITDA 407 552 -26.3% 542 -25.0% 2,747 2,509 -8.7%
Margins 6.7% 9.4% -271 bps 8.0% -125 bps 10.9% 8.8% -208 bps
Depreciation 80 88 -8.4% 79 1.9% 347 317 -8.6%
EBIT 327 464 -29.7% 464 -29.5% 2,400 2,192 -8.7%
Other income 66 28 132.7% 146 -54.7% 311 375 20.4%
Interest expense 79 23 248.5% 49 62.4% 85 190 124.8%
PBT (underlying) 314 470 -33.3% 561 -44.1% 2,627 2,377 -9.5%
Exceptional items 0 87.3 nm 0 nm 140 4 -96.9%
PBT 314 557 -43.7% 561 -44.1% 2,766 2,381 -13.9%
Tax 90 134 -32.9% 174 -48.4% 651 700 7.5%
effective tax rate % 29% 24% 462 bps 31% -240 bps 24% 29% 586 bps
PAT (Reported) 224 423 -47.2% 386 -42.1% 2,115 1,681 -20.5%
PAT (Adjusted) 224 357 -37.4% 386 -42.1% 2,008 1,678 -16.4%
Margins % 4% 6% -240 bps 6% -198 bps 8% 6% -207 bps
Adj. EPS (Rs.) 2.5 4.0 -37.4% 4.3 -42.1% 22.3 18.7 -16%
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Segment Analysis (Standalone)
Rs. mn\Period 31-Dec-10 31-Dec-09 yoy Growth 30-Sep-10 goq Growth FY09 FY10 yoy Growth

Revenues

Electro Mech. Projects 4,342 4,567 -4.9% 4,704 -1.7% 17,331 17,940 3.5%
Cooling Products 1,278 948 34.8% 1,439 -11.2% 5,975 5,830 -2.4%
Professional Electronics 448 346 29.3% 674 -33.6% 1,721 1,480 -14.0%
Total 6,068 5,862 3.5% 6,818 -11.0% 25,026 25,250 0.9%
EBIT

Electro Mech. Projects 292 495 -40.95% 444 -34.2% 2,182 2,126 -2.6%
Cooling Products 101 82 23.1% 165 -38.4% 754 835 10.8%
Professional Electronics 117 88 33.3% 163 -28.2% 383 457 19.3%

EBIT Margins (%)

Electro Mech. Projects 6.7% 10.8% -411 bps 9.4% -272 bps 13% 12% -74 bps
Cooling Products 7.9% 8.7% -75 bps 11.5% -352 bps 13% 14% 171 bps
Professional Electronics 26.1% 25.3% 77 bps 24.1% 195 bps 22% 31% 861 bps
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Revenues and margins on a downward trend

Key estimate revision (cons. including DS Gupta)
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Abridged Financial Statem ents
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Profit & Loss Growth ratios (%)
Revenues 25,026 25,250 28,514 34,534 Sales 12.7% 0.9% 12.9% 21.1%
EBITDA 2,596 2,747 2,509 3,246 EBITDA 16.4% 5.8% -8.7% 29.4%
Depreciation 259 347 317 328 Adj. Net Profit 21.5% 11.4% -16.4% 26.2%
EBIT 2,337 2,400 2,192 2,918 Margin ratios (%)
Other Income 218 451 379 425 EBITDA 10.4% 10.9% 8.8% 9.4%
Interest 173 85 190 360 EBIT 9.3% 9.5% 7.7% 8.4%
PBT 2,382 2,766 2,381 2,983 Adj. Net Profit 7.2% 8.0% 5.9% 6.1%
Net Profit 1,803 2,115 1,681 2,118 Performance ratios
Adjusted Net Profit 1,803 2,008 1,678 2,118 ROA (%) 51.6 44.8 24.7 23.3
Balance Sheet ROE (%) 57.2 46.8 31.9 36.5
Shareholders Equity 3,671 4,917 5,598 6,611 RoCE (%) 50.9 41.0 22.7 22.8
Total debt 273 89 3,000 3,000 Sales / Total Assets (x) 7.16 5.64 4.19 3.79
Total Netw orth & Liabilities 3,950 5,006 8,598 9,611 Fixed Assets Turnover (x) 13.6 12.3 14.6 18.3
Net fixed assets 1,876 1,977 1,809 1,681 Financial stability ratios
cwWIP 248 16 116 166 Total Debt to Equity () 0.07 0.02 0.54 0.45
Investments 44 42 1,083 1,083 Inventory & Debtor days 119.1 180.3 190.0 190.0
Current assets 10,379 13,928 17,673 21,073 Creditor days 1255 158.6 140.0 140.0
Current liabilities 8,602 10,971 12,097 14,406 Valuation metrics
Net current assets 1,777 2,957 5,576 6,667  Current Share Price (Rs.) 340
Total Assets 3,950 5,006 8,598 9,611  Market Cap (Rs.mn) 30,578 30,578 30,578 30,578
Cash Flows Fully Diluted Shares (mn) 90 90 90 90
Cash flow s from Operations 1,697 1,070 374 1,197 Adjusted EPS (Rs.) 20.0 22.3 18.7 235
Cash flow s from Investing (808) (112) (912) 175 P/E (x) 17.0 15.2 18.2 14.4
Cash flow s from Financing (860) (920) 1,911 (1,105) EV (Rs.mn) 30,715 30,493 30,990 30,723
Cash Generated 30 38 1,373 267  EVtoSales (x) 1.2 1.2 1.1 0.9
Opening Cash 27 92 132 1,506 EV/ EBITDA (x) 11.8 11.1 11.7 9.0
Closing Cash 92 132 1,506 1,772 Dividend Yield (%) 2.06 2.35 2.79 3.09
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Absolute Rating Interpretation Recommendation History
Stock expected to provide positive returns of > 15% over a 1-year horizon . Absolute Relative
Date CMP Target price Rating Rating
435 398 U-PF

Stock expected to provide positive returns of <=15% over a 1-year horizon

6-Jan-11 Reduce -

Stock expected to fall <=15% over a 1-year horizon

14-Dec-10 424 398 Reduce U-PF
Stock expected to fall >15% over a 1-year horizon
3-Nov-10 458 398 U-PF
Relative Rating Interpretation
. . 8-Oct-10 477 342 U-PF
OUTPERFORM Stock expected to outperform sector index /sector peers in our coverage
BI\|p=21EI=RIZ01RIN  Stock expected to underperform sector index/ sector peers in our coverage 30-Jul-10 440 342 U-PF

Analyst Certification

The Research Analyst(s) who prepared the research report hereby certify that the views expressed in this research report accurately reflect the analyst(s) personal views about the subject
companies and their securities. The Research Analyst(s) also certify that the Analyst(s) have not been, are not, and will not be receiving direct or indirect compensation for expressing the
specific recommendation(s) or view(s) in this report.

Spark Disclaimer

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document should be construed as
investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred to in this document.
Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. This document is being supplied to you solely for
your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose.

This document does not constitute or form part of any offer for sale or subscription or incitation of any offer to buy or subscribe to any securities. This material should not be construed as an
offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. Spark Capital Advisors (India) Private Limited makes no
representation or warranty, express or implied, as to the accuracy, completeness or fairness of the information and opinions contained in this document. Spark Capital Advisors (India) Private
Limited, its affiliates, and the employees of Spark Capital Advisors (India) Private Limited and its affiliates may, from time to time, effect or have effected an own account transaction in, or deal as
principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment banking or other
business from, any company referred to in this report. This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through the
independent analysis of Spark Capital Advisors (India) Private Limited
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