COMPANY REPORT

Blue Star Ltd - HOLD

UCP segment growth to pickup

Blue Star managed to report strong results on the back of strong
execution in the project business and robust growth in commercial
refrigeration business. Project business grew 16% yoy led by faster
execution in factories and office space. This segment has witnessed
strong growth in FY19 as execution has picked up and the company
continued to gain market share in segments like chillers, ducted
products and VRF. Margins remain steady at 4.3% in Q4 and the
company expects this to improve close to 5%. EMP segment order
inflow remained strong at Rs.29.5bn in FY19 and order book at the end
of FY19 stood at Rs.17.2bn.

Unitary Cooling (UCP) segment registered 20.6% yoy growth, boosted
by robust growth in commercial refrigeration business. Room AC
business grew 6% yoy against de-growth for the industry. The company
has increased its market share to 12.3% in FY19 from 11.5% in FY18.
RAC segment margins expanded due to superior product mix,
marginal price hikes in room AC and cost optimization. AC demand
has picked up in majority of India as summer has kicked in. The
management expects to outgrow the market led by higher penetration
and strong product portfolio. We believe RAC segment would register
robust growth in FY20 as room AC demand has picked up and the
company witnesses strong traction in non-AC businesses. Debt levels
have corrected from their peak in H1 FY19 and are flat on a yoy basis at
the end of FY19. Improvement in margins coupled with robust revenue
growth would lead to 22% earnings CAGR over FY19-21E. However, at
23.7x FY21E P/E valuations appear reasonable. We recommend a Hold
rating with a price target of Rs.705.
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Exhibit 1: Result table (Consolidated)

(REF ] Q4 FY19 Q4FY18 % yoy Q3FY19 % qoq
Net sales 15,958 13,463 18.5 10,990 45.2
Operating profit 1,094 604 81.3 423 158.5
OPM (%) 6.9 45 237 Dbps 3.9 301 bps
Depreciation (237) (183) 29.5 (183) 29.7
Interest (110) (107) 2.7 (131) (16.0)
Other income 61 38 58.4 104 (41.7)
PBT 808 352 129.5 214 278.4
Tax (7) (82) (92.0) (10) (33.3)
Effective tax rate (%) 0.8 23.4 4.6
Adjusted PAT 802 270 197.2 204 293.5
Minority int/exceptional 3 47 - (213) (98.5)
OClI (17) 17 - ) 86.8
Reported PAT 781 334 133.7 (18) -

Source: Company, YES Sec - Research

— May 03, 2019

| Rahul Jain < rahul.jain@yessecuritiesltd.in

(For important information about YES SECURITIES (INDIA) LTD. and other disclosures, refer to the end of this material.)
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Blue Star Ltd

Segment 1: Electro-Mechanical Projects (EMP) and Packaged
Air Conditioning Systems (PAC)

v

EMP & PAC revenue grew 16% yoy and 20.6% yoy in FY19 and Q4
FY19 to Rs.27.5bn and Rs.8.4bn, respectively. The growth was
driven by robust execution of projects and healthy revenue from
chillers and VRF systems in commercial air conditioning business.
Faster execution was witnessed in factories and office space. Order
booking was strong in industrial EPC and substation projects,
leading the growth in FY109.

EMP segment witnessed strong order inflow of Rs.29.5bn in FY19 as
against Rs.24.9bn in FY18. Order book as at end of March'19 was
Rs.17.2bn as against Rs.14bn as on March’18. Orders from Office
space (both IT and non-IT) accounted for 41.8% of the total EMP
order book, while the remaining came from Hospitals (15.6%),
Industrial (12.7%), Malls (6.2%), Mixed use development (5.4%),
Metro (5.2%), Power generation and distribution (2.9%) and others
(10.1%).

Commercial air conditioning business grew faster than market in Q4
FY19 and FY19. Blue star market share in ducted products, chillers
and VRF systems improved to 39%, 15% and 17% respectively. Key
segment that contributed to the gain was government, hotels,
industrials, metro, hospitals, schools, educational institutional and
other retails spaces such as showrooms and boutiques.

International market for the company witnessed good growth with
robust performance from Africa, Middle East and SAARC countries.
JV in Qatar and Malaysia continue to post healthy growth.
Management is positive on the overall international business for the
coming years.

ECURITIES

INSTITUTIONAL EQUITIES

Segment 2: Unitary Cooling products (UCP)
v UCP segment revenue grew 9% and 19% in FY19 and Q4 FY19 to

Rs.22.7bn and Rs.7bn, respectively. Margin for the segment
expanded 353bps yoy to 10.4% in Q4 FY19. Improved profitability
was largely driven by better product mix inclined towards invertor
room air conditioners (RAC) which forms 47% of the company’s
total AC sales, better realization in commercial refrigeration
business, price hikes in the select RAC models and cost efficiencies.
EBITM for the segment is expected to touch 9% in FY20.

UCP EBIT margin in FY19 saw an impact of 150bps on account of
increased investments in water purifier and increased spends in
marketing, brand building and R&D.

Summer was tepid in FY19; however, it has picked up in March’'19
leading to demand revival in southern, central and some parts of
northern India. This lead to 6% increase in RAC segment in Q4 FY19
and 3% in FY19 (against the industry which de-grew 4-5% yoy). The
product category saw better realization on account of new rating
norms compared to last year, whereas the volume growth for this
category was lower. RAC market share for Blue Star improved from
11.5% in FY18 to 12.3% in FY19. RAC market is expected to grow 12-
15% in FY20.

In RAC segment, the company has launched 75 new SKU’s having
features such as inbuilt filter and precision and IOT enabled models.
RAC would witness rating change in January” 20.

The company has significantly expanded its presence in the
northern market. Currently, revenue contribution of the northern
market is similar to that of western region.

60% of the RAC inventory sold is manufactured inhouse. As part of
backward integration, the company is looking to manufacture IDU
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in-house and also plans to manufacture few more critical
components in the coming years.

Commercial refrigeration segment grew 34% yoy in FY19 (faster
than the industry) driven by ice-cream and frozen food segment.

ECURITIES
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v' Tax expense was Rs.420mn in FY19 as against of Rs.494mn in FY18.

This was largely due to a one-time deferred tax credit recognized by
the company’s subsidiary Blue Star Engineering & Electronics Ltd.
Management stated that the tax rate should remain in 27-28% range

Medical and retail commercial refrigeration is also showing healthy
sign of growth.

v Water purifier saw healthy growth in Q4 FY19 and witnessed 2x
volume growth in FY19. Blue star has gained market share in this
category by 200 bps yoy and aims to scale up this business
aggressively with a target to touch 10% market share by FY21. The
company has increased focus on marketing and trade promotions
and has a network of 2,800 touch points and 130 town and cities.

v' Management stated that hereon the company would spend less on
A&P for water purifier and air cooler category.

Segment 3: Professional Electronics and Industrial Systems

v' The segment revenue grew 10% yoy and de-grew 11.4% yoy in FY19
and Q4 FY19. EBIT margin saw significant spurt from 12.9% in Q4
FY18 to 32.2% in Q4 FY19 led by execution of high margin order.

v" Industrial capex has improved partially on the back of adoption of
industry 4.0 (IOT and BS VI).

v Pending order book is healthy, however execution should be
monitored for the segment growth.

Other key highlights

v" Blue Star would incur Rs.1bn as capex in FY20. Additionally, it
would spend Rs.800-900mn over the next 12-15 months on Wada
plant expansion to support its commercial refrigeration business.

in the coming years.

Exhibit 2: Cost analysis

As a % of net sales Q4FY19 Q4FY18 Dbpsyoy Q3FY19 bpsqoq
Material costs 75.1 70.2 489 76.2 (113)
Personnel Costs 6.8 8.0 (117) 9.7 (286)
Other overheads 11.2 17.3 (610) 10.2 98
Total costs 93.1 95.5 (237) 96.1 (301)
Source: Company, YES Sec - Research
Exhibit 3: Segmental analysis

(Rs m) Q4 FY19 Q4 FY18 % yoy Q3 FY19 % qoq
Revenue

EMP & AC 8,423 6,987 20.6 6,555 28.5
Cooling products 7,036 5,914 19.0 3,915 79.7
Prof. Elec. & Ind. sys. 499 563 (11.4) 520 4.0)
Total 15,958 13,463 18.5 10,990 45.2
EBIT

EMP & AC 363 318 14.1 301 20.5
Cooling products 733 408 79.9 94 680.8
Prof. Elec. & Ind. sys. 161 73 121.2 69 134.4
Total 1,257 798 57.5 464 171.1
EBIT margins bps yoy bps qoq
EMP & AC 4.3 4.6 (24) 4.6 (29)
Cooling products 10.4 6.9 353 2.4 802
Prof. Elec. & Ind. sys. 32.2 12.9 1,931 13.2 1,903
Blended 7.9 5.9 195 4.2 366

Source: Company, YES Sec - Research

____________________________________________________________________________________________________________________________JK
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Exhibit 4: Blue star has consistently gained market share Exhibit 6: Segmental contribution over the past eight quarters
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Exhibit 5: Total order book position has been inching upwards  Exhibit 7: Financial Summary (Consolidated)

(Rs mm) e Y/e 31 Mar (Rs mn) FY17 FY18 FY19  FY20E  FY2IE
30,000 1 e Yoy ere - 30% Revenues 43,852 46,390 52348 58,099 65,577
8 " | 0, yoy growth (%) 15.5 5.8 12.8 11.0 12.9

22000 1 Operating profit 2,221 2,659 3,465 4,183 4,918
20,000 4 - 10% OPM (%) 5.1 5.7 6.6 7.2 7.5
L 0% Pre-exceptional PAT 1,228 1,336 1,874 2,346 2,829

15,000 - Reported PAT 1,228 1,388 1,901 2,346 2,829
F-10% yoy growth (%) 47.9 13.1 36.9 234 20.6

10,000 ; o EPS (Rs) 12.8 13.9 195 244 294
P/E (x) 54.3 50.1 35.8 28.6 23.7

2,000 1 - -30% Price/Book (x) 8.8 8.4 77 6.8 5.8
0 . . . . . . . . o EV/EBITDA (x) 30.5 26.3 20.1 16.4 13.9
FY1l FY12 FY13 FYl4 FY15 FYle FY17 FY18  FY19 Debt/Equity (x) 0.3 0.5 0.4 0.4 0.3

ROE (%) 17.7 17.2 25 25.2 26.3

Source: Company, YES Sec - Research RoCE (%) 19.9 205 24.8 28.8 30.3

Source: Company, YES Sec - Research
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the current market price and the estimated target price. Depending on the expected
returns, the recommendations are categorized as mentioned below. The performance horizon is 12 to 18 months unless specified and the target price is defined as the analysts’
valuation for a stock. No benchmark is applicable to the ratings mentioned in this report.

BUY > 15%

ADD 5% to 15%

HOLD -15% to +5%

SELL > -15%

NOT RATED

UNDER REVIEW

POSITIVE: Positive is rating given to stocks we like but yet to be formally included in our coverage universe.

NEGATIVE: Negative is rating given to stocks yet to be formally included in our coverage universe, but we find valuations expensive vis-a-vis fundamentals.

NEUTRAL: Neutral rating is given to stocks that are not under our formal coverage yet, but we find current valuation fairly representing fundamentals.

ABOUT YES SECURITIES (INDIA) LIMITED

YES SECURITIES (INDIA) LIMITED (“YSL”) was incorporated on 14th March 2013 as a wholly owned subsidiary of YES BANK LIMITED. YSL does not have any other
associates. YSL is a SEBI registered stock broker holding membership of NSE and BSE. YSL is also a SEBI registered Category I Merchant Banker, Investment Adviser and a
Research Analyst. YSL offers, inter alia, trading/investment in equity and other financial products along with various value added services. We hereby declare that there are
no disciplinary actions taken against YSL by SEBI/Stock Exchanges.



DISCLAIMER

Investments in securities market are subject to market risks, read all the related documents carefully before
investing.

The information and opinions in this report have been prepared by YSL and are subject to change without
any notice. The report and information contained herein are strictly confidential and meant solely for the
intended recipient and may not be altered in any way, transmitted to, copied or redistributed, in part or in
whole, to any other person or to the media or reproduced in any form, without prior written consent of
YSL.

The information and opinions contained in the research report have been compiled or arrived at from
sources believed to be reliable and have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy, completeness, authenticity or validity. No
information or opinions expressed constitute an offer, or an invitation to make an offer, to buy or sell any
securities or any derivative instruments related to such securities. Investments in securities are subject to
market risk. The value and return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. Investors should note that each security's price or value may rise or fall
and, accordingly, investors may even receive amounts which are less than originally invested. The investor
is advised to take into consideration all risk factors including their own financial condition, suitability to
risk return profile and the like, and take independent professional and/or tax advice before investing.
Opinions expressed are our current opinions as of the date appearing on this report. Investor should
understand that statements regarding future prospects may not materialize and are of general nature which
may not be specifically suitable to any particular investor. Past performance may not necessarily be an
indicator of future performance. Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and trading turnover charts of securities
or its derivatives, as opposed to focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates accept no liabilities for any loss or
damage of any kind arising out of the use of this report. This report is not directed or intended for
distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject YSL and associates to any registration or licensing requirement
within such jurisdiction. The securities described herein may or may not be eligible for sale in all
jurisdictions or to certain category of investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

YES SECURITIES (INDIA) LIMITED
Registered Office: Unit No. 602 A, 6th Floor, Tower 1 & 2, Indiabulls Finance Centre,
Senapati Bapat Marg, Elphinstone Road, Mumbai - 400013, Maharashtra, India.
Tel: +91-22-71123123 | Email: research@yessecuritiesltd.in | Website: www.yesinvest.in
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DISCLOSURE OF INTEREST

Name of the Research Analyst : Tarang Bhanushali, Rahul Jain

The analyst hereby certifies that opinion expressed in this research report accurately reflect his or her
personal opinion about the subject securities and no part of his or her compensation was, is or will be
directly or indirectly related to the specific recommendation and opinion expressed in this research report.

Sr. No. Particulars

Yes/No

Research Analyst or his/her relative’s financial interest in the subject N
o

1 .
company(ies)
Research Analyst or his/her relative or YSL's actual/beneficial ownership of 1%

2 or more securities of the subject company(ies) at the end of the month No

immediately preceding the date of publication of the Research Report

Research Analyst or his/her relative or YSL has any other material conflict of

3 interest at the time of publication of the Research Report No

4 Research Analyst has served as an officer, director or employee of the subject No
company (ies)

5 YSL has received compensation or other benefits from the subject company(ies) No
or third party in connection with this research report

6 Broking/Investment Banking/Merchant Banking relationship with the subject No
company at the time of publication of Research Report

7 YSL has managed or co-managed public offering of securities for the subject No
company in the past twelve months

8 Research Analyst or YSL has been engaged in market making activity for the No

subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial services industry, they may
have financial interest or may have received compensation for investment banking or merchant banking or
brokerage services or for any other product or services of whatsoever nature from the subject company ies)
in the past twelve months or associates of YSL may have managed or co-managed public offering of
securities in the past twelve months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or other material conflict of
interest in the securities discussed herein.

CIN: U74992MH2013PLC240971 | SEBI Single Registration No.: NSE, BSE & MCX:
INZ000185632 | MERCHANT BANKER: INM000012227 | RESEARCH ANALYST:
INH000002376 |INVESTMENT ADVISER: INA000007331 | AMFI ARN Code - 94338 |
Details of Compliance Officer: Name: Vaibhav Purohit,

Email id: compliance@yessecuritiesltd.in, Contact No-+91-22-33479208
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