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Equity Shares (m) 89.9 
52-Week Range 459/122 
1, 6, 12 Rel. Perf. (%) 28/-26/-27 
M. Cap. (Rs b) 22.5 
M. Cap. (US$ b) 0.5 

 
 4QFY09 profits above expectation: Blue Star’s 4QFY09 operating income is broadly in line at Rs7.25b (our 

estimate Rs7.17b), up just 2% YoY. However, adjusted PAT is up 55% YoY at Rs668m (our estimate Rs459m). 
The main reason for this is a significant higher EBITDA margin at 13% (our estimate 10.4%), up 280bp YoY. 
This can be attributed to: (1) softening of raw material prices, (2) tight cost control measures, and (3) enhanced 
price realizations. 

 FY10 to be a year of consolidation: In the post-results concall, the management guided for FY10 to be a year of 
consolidation. Visibility for 1HFY10 is reasonably high due to an order backlog of Rs13.4b. However, 4QFY09 
order inflow growth is negative YoY for the first time ever in the last 8 quarters. Thus, performance in 2HFY10 is 
contingent on order inflow during FY10. We believe the company will be able to slightly better its FY09 margins 
through a combination of: (1) lower material costs, (2) judicious price hikes, and (3) cost savings through value 
engineering and check on overheads. 

 16-22% upgrade in EPS estimates, FY09-11E EPS CAGR of 13%: We have modified our estimates to 
incorporate: (1) Lower capex in FY09 and FY10, (2) Lower working capital, hence, lower debt and interest, and 
(3) lower tax rates going forward. Based on the same, Blue Star’s FY10E EPS is upgraded by 22.5% to Rs22.6 (up 
13% YoY) and FY11E EPS by 16% to Rs25.7 (up 14% YoY). 

 Near zero debt, high RoE and payout, P/E of 11x FY10E, maintain Buy: Blue Star has only Rs230m debt as 
on end-FY09. Its RoE is consistently over 40%, as is dividend payout. We believe this merits premium valuation. 
The stock is trading at 11x FY10E EPS. We maintain Buy with a target price of Rs308 (12x FY11E). 
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STOCK INFO. BLOOMBERG 
BSE Sensex:  14,302 BLSTR IN 
 REUTERS CODE 
S&P CNX:  4,318 BLUS.BO 

YEAR NET SALES PAT EPS EPS P/E P/BV RoE RoCE EV/ EV/ 
END (RS M) (RS M) (RS) GRTH (%) (X) (X) (%) (%) SALES EBITDA 

03/08A 22,330 1,468 16.3 106.2   73.1 58.5   
03/09E 25,691 1,803 20.0 22.8 12.5 6.1 56.9 72.2 0.9 8.3 
03/10E 28,257 2,031 22.6 12.6 11.1 4.6 47.1 62.3 0.8 7.3 
03/11E 32,400 2,311 25.7 13.8 9.7 3.6 41.2 57.3 0.7 6.3 
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4QFY09 profits above expectation 
Blue Star’s 4QFY09 operating income is broadly in line at Rs7.25b (our estimate 
Rs7.17b), up just 2% YoY. However, EBITDA margin at 13% (up 280bp YoY) is 
significantly higher than our estimated 10.4%. EBITDA at Rs945m (our estimate 
Rs746m) is up 30.5% YoY. 
 
Adjusted PAT is up 55% YoY at Rs668m (our estimate Rs459m). The main reason for 
this is a significant higher EBITDA margin at 13% (our estimate 10.4%), up 280bp 
YoY. This can be attributed to: (1) softening of raw material prices, (2) tight cost 
control measures, and (3) enhanced price realizations. 
 
Profit performance is strong across all business segments 
Blue Star’s 4QFY09 sales appear low due to pass through of fall in raw material prices. 
However, profitability is good in all its business segments. 
 
SEGMENT ANALYSIS (RS M) 

  4QFY08 4QFY09 YOY (%) FY08 FY09 YOY (%) 

Segment income 7,081 7,247 2.3 22,330 25,689 15.0 
Electro-mechanical projects 5,014 5,132 2.4 15,563 17,909 15.1 
Cooling products 1,704 1,634 -4.1 5,324 6,039 13.4 
Prof. Electronics 364 481 32.0 1,443 1,741 20.6 

        
Segment EBIT 849 1,096 29.1 2,767 3,240 17.1 

Electro-mechanical projects 597 766 28.3 1,897 2,131 12.3 
Cooling products 179 228 27.2 581 749 28.9 
Prof. Electronics 73 102 40.8 289 360 24.6 

        
Unallocable exps (net) 179 201 12.4 624 722 15.7 
Total EBIT 670 895 33.6 2,142 2,518 17.5 
        
Seg. EBIT Margin (%) 12.0 15.1 3.1 12.4 12.6 0.2 

Electro-mechanical projects 11.9 14.9 3.0 12.2 11.9 -0.3 
Cooling products 10.5 14.0 3.4 10.9 12.4 1.5 
Prof. Electronics 19.9 21.2 1.3 20.0 20.7 0.7 

        
Total EBIT Margin (%) 9.5 12.3 2.9 9.6 9.8 0.2 

Source: Company / MOSL 

 
FY10 to be a year of consolidation 
In the post-results concall, the management guided for FY10 to be a year of 
consolidation. Visibility for 1HFY10 is reasonably high due to an order backlog of 
Rs13.4b. However, 4QFY09 order inflow growth is negative YoY for the first time ever 
in the last 8 quarters. Thus, performance in 2HFY10 is contingent on order inflow 
during FY10. 
 
We believe the company will be able to slightly better its FY09 margins through a 
combination of: (1) lower material costs, (2) judicious price hikes, and (3) cost savings 
through value engineering and check on overheads. 
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 BLUE STAR’S ORDER BOOK AT RS13.4B AS ON 1 APRIL 2009 
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Source: Company / MOSL 

 
BLUE STAR’S ORDER INFLOW REFLECTING ECONOMY SLOWDOWN (RS B) 
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16-22% upgrade in EPS estimates, FY09-11E EPS CAGR of 13% 
The following are our major assumptions for Blue Star’s FY10 and FY11 earnings 
estimates (including change in assumptions): 
 Sales growth unchanged at 10% for FY10 and 15% for FY11 
 EBITDA margin raised from 10.2-10.3% to 10.9-11% due to fall in raw material 

prices, and Blue Star’s own cost control strategy including value engineering and 
SAP. 

 Lower capex of Rs800m (Rs1,000m earlier) for FY09 and Rs500m (Rs600m 
earlier) for FY10. 

 Lower finished goods inventory at 20 days of sales against 35 earlier. 
 Lower debt and interest due to better working capital management (incidentally, 

Blue Star is now virtually a debt-fee company with only Rs236m debt on the 
balance sheet as of March 2009. 
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 Lower tax rate of 26% for FY10 and 28% for FY11, against 29% earlier for both 
years. 

 
Incorporating the above, we arrive at FY10 EPS of Rs22.5 (22.5% upgrade, +13% 
YoY) and for FY11 Rs25.7 (16% upgrade, +14% YoY). FY09-11E EPS CAGR works 
out to a steady 13%. 
 
Near zero debt, high RoE and payout, P/E of 11x FY10E, maintain Buy 
Blue Star is a near zero debt company with March 2009 debt figure of just Rs236m. Its 
FY09 RoE is a high 57%. Blue Star has a long, uninterrupted dividend track record, and 
its payout in the past few years has been over 40% of profits. We believe Blue Star 
stock merits premium valuation. 
 
The stock is trading at 11x FY10E EPS and 10x FY11E EPS. We maintain Buy with a 
target price of Rs308 (12x FY11E). 
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Blue Star: an investment profile 
Company description 
Blue Star is India’s leading Central Air-conditioning 
company with a market share of over 30%. Besides, it 
also makes a wide range of window and split ACs, 
and refrigeration products such as deep freezers, cold 
storages, water dispensers, visi-coolers, etc. 

 
Key investment arguments 
 Blue Star’s products and services cater to a wide 

range of industries – IT, Healthcare, Hospitality, 
Retail, Power, Railways, Banks, Education, etc. 

 Blue Star has several national accounts (i.e. large 
all-India customers) leading to high repeat 
business. These include names like Infosys, Wipro, 
Bharti Airtel, DLF, Aditya Birla Retail, etc. 

 The company has attained critical mass of cash 
flows to support its own growth and also manage 
healthy dividend payout of over 40% of profits 

 
Key investment risks 
 Prolonged slowdown in user industries, led by 

global recession. 
 Sharp increases in input prices such as copper and 

steel, affecting margins. 
 
 
 
COMPARATIVE VALUATIONS 

  BLUE STAR VOLTAS 

P/E (x)  FY10E 11.1 11.6 
  FY11E 9.7 10.4 
Price / Book (x)  FY10E 4.6 3.1 
  FY11E 3.6 2.5 
EV / Sales (x)  FY10E 0.8 0.5 
  FY11E 0.7 0.5 
EV / EBITDA (x) FY10E 7.3 8.0 
  FY11E 6.3 7.0 

 
 
SHAREHOLDING PATTERN (%) 

  MAR-09 DEC-08  MAR-08 

Promoters 40.1 40.1 40.2 
Domestic Inst   7.3 8.1 9.9 
Foreign   8.3 7.8 8.3 
Others   44.3 44.0 41.6 

 

Recent developments 
 February 2008: Blue Star completes acquisition of 

Naseer Electricals, an electrical contracting 
company, for a consideration of Rs420m. 

 January 2008: Blue Star sells 29% stake in ducting 
JV company, Rolastar Pvt Ltd, to Tomkins Plc for 
Rs367m; balance 20% to be sold by September 
2009. 

 
Valuation and view 
 13% EPS CAGR FY09-FY11E; valuations at 11x 

FY10E EPS of Rs22.6. 
 Maintain Buy with a price target of Rs308 (12x 

FY11E). 
 
Sector view 
 The AC and refrigeration equipment sector is in the 

midst of a lull after a high-growth phase. 
 Demand for central AC is shifting from IT and 

retail sectors to airports, metro rail and power 
plants. Growth in room ACs is led by higher 
income levels and lifestyle aspirations. 

 Investments in SEZs and cold chain are expected to 
sustain the growth momentum over the long term. 

 
 
 
EPS (RS): MOST FORECAST VS CONSENSUS 

 MOST CONSENSUS VARIATION 

 FORECAST FORECAST (%) 

FY10 22.6 20.5 10.2 
FY11 25.7 25.7 - 

 
 
TARGET PRICE AND RECOMMENDATION 

CURRENT TARGET UPSIDE RECO. 

PRICE (RS) PRICE (RS) (%)  

250 308 23 Buy 

 
STOCK PERFOMANCE (1 YEAR) 
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N O T E S 
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For more copies or other information, contact  

Institutional: Navin Agarwal.   Retail: Manish Shah 
Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com 

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021 
 
 
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. Motilal Oswal Securities
Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely for your 
information and should not be reproduced or redistributed to any other person in any form. 
  
The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt 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. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this 
report should rely on their own investigations. 
 
MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt 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 Blue Star 
1. Analyst ownership of the stock  No 
2. Group/Directors ownership of the stock  No 
3. Broking relationship with company covered No 
4. Investment Banking relationship with company covered No 

 
This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required from
time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide information in 
response to specific client queries.  
 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


