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Earnings revision

(%) FY22E FY23E
Sales 1 0.0 1t 1.9
EBITDA ! 0.0 123
EPS ! 0.0 129

Target price revision
Rs813 from Rs765

Shareholding pattern

Sep Dec Mar

’20 ’20 21

Promoters 38.8 38.8 388
Institutional

investors 32.3 328 326
MFs and others 21.9 21.0 20.0
Insurance 0.4 0.5 0.8
Flls 100 11.3 11.8
Others 289 284 28.6
Source: NSE
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Blue Star HOLD

Upgrade from REDUCE
Focusing on core competencies Rs821

Blue Star, in its recent analyst meet, highlighted the strategic decision to focus on

its core competency of room AC, commercial refrigeration, commercial and

packaged AC solutions, rather than diversifying into other whitegoods categories.

The company will be investing in a plant in Sri-city which will reduce logistics and

related-cost to cater to South Indian markets. In the near term, the company

targets to attain 15% domestic room AC market share and then focus on exports
of these products. It expects the implementation of new energy efficiency norms

January 2022 onwards which can lead to ~7% price increase. Given the focus

towards margins, cash and core competency, we upgrade the stock to HOLD with

a revised target price of Rs813 (previously: Rs765).

» Consolidate on domestic market share, then target exports: The company has
worked on introducing new models in entry-level segments and is prepared to
address the requirement of new energy norms. It has a near-term target of 15%
domestic market share in room AC and post this it will try to grow in overseas
geographies. Some of the key overseas markets that the company is currently
targeting are 16 countries spread across SAARC, Middle-East and Africa.

» Likely implementation of new efficiency norms from January 2022: The
management is of the view that given the government push towards climate control,
the change in energy efficiency norm is likely to be implemented during January 2022.
This may further increase the overall price of room AC by 7%. Blue Star is geared up
to address this with future-ready product offerings.

> e-commerce gradually gaining relevance: The company is witnessing a gradual
increase in presence of e-commerce channel along with other channels. As per the
company in FY21, ~18% of room AC sales were through e-commerce and Blue Star
sold 15% through the same. Under water purifier category, majority of company’s
sales are through e-commerce and it plans to increase market share to 5% from 3%.

> Expect no major impact due to second wave, though the overall secondary sales
have slowed down and growth may be impacted in April and May 2021. The company
expects rebound June/July onwards. However, the industry target of 30% growth in
summer sales is likely to come down depending on the opening up of the economy.

» Upgrade to HOLD on increased focus towards margins: Given the focus towards
margins, cashflow and core competencies, we believe, Blue Star will be able to
deliver long-term value. Hence, we upgrade the stock to HOLD with a revised target
price of Rs813 (previously: Rs765).

Market Cap Rs79bn/US$1.1bn  Year to Mar FY20 FY21 FY22E FY23E
Reuters/Bloomberg BLUS.BO/BLSTRIN  Revenue (Rs bn) 53,602 42,636 50,578 59,226
Shares Outstanding (mn) 96.3 Rec. Net Income (Rs bn) 1,447 981 2,013 2,565
52-week Range (Rs) 1,025/451  EPS (Rs) 15.1 10.2 21.0 26.7
Free Float (%) 61.2 % Chg YoY (29.9) (32.2) 105.3 27.4
FIl (%) 122  P/E (x) 54.5 80.4 39.2 30.7
Daily Volume (US$/'000) 1,786  CEPS (Rs) 5.9 0.6 12.6 16.7
Absolute Return 3m (%) 0.7  EVIE (x) (Incl. Indus) 28.4 32.2 23.4 18.9
Absolute Return 12m (%) 73.0 Dividend Yield (%) 1.2 0.5 1.2 1.2
Sensex Return 3m (%) (5.4) RoCE (%) 12.9 10.6 16.0 18.9
Sensex Return 12m (%) 56.9 RoE (%) 17.5 11.8 22.6 27.6

Please refer to important disclosures at the end of this report
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Outlook and valuation

The stock is currently trading at 39.2x FY22E EPS of Rs21 and 30.7x FY23E EPS of
Rs26.7. Increase in freight costs, commodity prices, pricing pressures and higher
spend towards branding and marketing are likely to keep overall margins under stress.
Given the focus towards margins, cashflow and core competencies, we believe, Blue
Star will be able to deliver long-term value, hence, we upgrade the stock to HOLD
from REDUCE with a revised target price of Rs813 from Rs765 earlier.

The second wave of the pandemic is likely to impact overall growth prospects in near
term. We value the stock at a target P/E multiple of 30.4x FY23E earnings. Our target
multiple of 30.4x FY’23E earnings is based on a weighted EBIT contribution average
of 40x for UCP segment, 20x for EMP segment (increased from 18x earlier), and 20x
for professional electronics and industrial equipment segment (table-1). Focus on
technology, in-house manufacturing and introduction of new products will be long-term
growth drivers for Blue Star.

Chart 1: One-year forward P/E chart
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Table 1: Valuation multiple for FY23E
EBIT contribution APAT APAT Contribution Multiple Value (Rs Consolidated
(%) (A) FY23E (B) (Rs mn) (AxB=C) (D) mn) (CxD=E) Multiple (E/B)
EMP 37.8 968 20 19,366
UCP 52.1 1,337 40 53,487
Professional Elec. & Industrial equip. 10.1 259 20 5,181
Total 2,565 2,565 78,034 30.4

Source: Company data, I-Sec research

Note: We have arrived at PAT contribution from each of the segments by assigning them weightages same as their respective contribution to total
EBIT. Further, we value each segment on the basis of the earnings multiple assigned to each segment individually, to arrive at a combined
valuation of Rs78bn. This at FY23E earnings of Rs2.6bn, leads to a target multiple of 30.4x FY23E.

Table 2: Earnings revision (consolidated)

FY22E FY23E
Rs mn Earlier Revised YoY (%) Earlier Revised YoY (%)
Revenue 50,578 50,578 0.0 58,105 59,226 1.9
EBIDTA 3,377 3,377 0.0 4,108 4,204 23
PAT 2,013 2,013 0.0 2,493 2,565 2.9

Source: Company data, I-Sec research
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Other key takeaways

Commercial refrigeration - is poised for a big take off in India , Blue Star is
expanding its capacity in Wada, Maharashtra, with a deep freezer factory to
commence operations from September 2021.

Water purifier has only 3% penetration in India currently, most peers have contract
manufacturing and work in multiple channels. The company has currently decided
to focus on e-commerce and gradually increase share to 5% from the current 3%.

~45% of the first time room AC buyer is through commercial finance and this is
gaining traction.

Blue Star has successfully penetrated in the modern trade channel and is the 2nd
of three players in room AC in ~60% large modern trade outlets.

e The current size of room AC market in India is ~Rs175bn with 7% penetration.

Table 3: Financial assumptions (consolidated)

(Rs mn)

FY16 FY17 FY18 FY19 FY20 FY21 FY22E FY23E
EMP projects 18,760 22,334 23,611 27,481 28,267 22,187 26,181 30,108
Growth YoY (%) 10.1 19.1 5.7 16.4 2.9 -21.5 18.0 15.0
Unitary products 15,797 19,974 20,887 22,690 23,006 18,683 22,419 26,903
Growth YoY (%) 18.6 26.4 4.6 8.6 1.4 -18.8 20.0 20.0
Prof electr 1,690 1,915 1,983 2,178 2,329 1,766 1,978 2,215
Growth YoY (%) 15.2 13.3 3.6 9.8 7.0 -24.2 12.0 12.0
Others 2,051 -370 - - - - - -
Net revenue 38,298 43,852 46,481 52,348 53,602 42,636 50,578 59,226
EBIT
EMP projects 781 907 1,220 1,509 1,203 1,065 1,309 1,656
Unitary products 1,621 1,679 1,681 1,859 1,623 1,088 1,794 2,287
Prof electronics 304 325 240 438 543 338 396 443
Others - - - - - - - -
Total 2,705 2,910 3,140 3,806 3,369 2,491 3,498 4,386
EBIT margin (%)
EMP projects 4.2 4.1 5.2 5.5 4.3 4.8 5.0 5.5
Unitary products 10.3 8.4 8.0 8.2 71 5.8 8.0 8.5
Prof electronics 18.0 17.0 121 20.1 23.3 19.1 20.0 20.0
Total 71 6.6 6.8 7.3 6.3 5.8 6.9 7.4

Source: Company data,

|-Sec research
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Financial summary (consolidated)

Table 4: Profit & loss statement

(Rs mn, year ending March 31)

FY20 FY21 FY22E FY23E
Total Income 53,602 42,636 50,578 59,226
Operating Expenses 50,774 40,238 47,201 55,023
EBITDA 2,828 2,398 3,377 4,204
% margins 5.3 5.6 6.7 7.1
Depreciation & Amortisation 880 923 808 958
EBIT 1,948 1,475 2,569 3,246
Gross Interest 295 647 351 391
Other Income 447 624 480 580
Recurring PBT 2,100 1,452 2,698 3,435
Add: Extraordinaries (40) - - -
Add: Share in associates - - - -
PBT 2,060 1,452 2,698 3,435
Less: Taxes 653 471 680 866
Less: Minority Interest &
Share in associates (26) (23) 5 5
Net Income (Reported) 1,432 1,004 2,013 2,565
Adjusted Net Income 1,447 981 2,013 2,565
Source: Company data, I-Sec research
Table 5: Balance sheet
(Rs mn, year ending March 31)
FY20 FY21 FY22E FY23E
Assets
Total Current Assets 26,5612 28,596 26,565 30,068
of which cash & cash eqv. 2,939 6,112 4,844 5,004
Total Current Liabilities &
Provisions 22,056 22,100 20,194 23,283
Net Current Assets 4,456 6,496 6,371 6,786
Investments 796 279 297 317
Other Non-Current Assets 3,155 2,690 2,895 3,131
Net Fixed Assets 3,930 3,931 4,446 4,998
Goodwill - - - -
Total Assets 12,336 13,395 14,008 15,232
Liabilities
Borrowings 4,489 4,516 5,019 5,579
Deferred Tax Liability - - - -
Minority Interest 23 27 32 37
Equity Share Capital 193 193 193 193
Face Value per share (Rs) 2.00 2.00 2.00 2.00
Reserves & Surplus 7,631 8,659 8,765 9,423
Net Worth 7,824 8,852 8,958 9,615
Total Liabilities 12,336 13,395 14,008 15,232

Source: Company data, I-Sec research

Table 6: Cashflow statement

(Rs mn, year ending March 31)

FY20 FY21 FY22E FY23E
Operating Cashflow 2,839 2,893 3,186 3,927
Working Capital Changes 2,353 1,934 (1,735) (274)
Capital Commitments (1,080) (924) (1,323) (1,510)
Free Cashflow 4112 3,904 128 2,144
Cashflow from Investing
Activities 198 (1,472) (230) (263)
Issue of Share Capital - - - -
Buyback of shares - - - -
Inc (Dec) in Borrowings 1,044 27 503 561
Interest paid (295) (647) (351) (391)
Dividend paid (1,152) (384) (960)  (960)
Extraordinary Items/Others (1,977) (1,045) (358) (932)
Chg. in Cash & Bank balance 1,930 382 (1,268) 159
Source: Company data, I-Sec research
Table 7: Key ratios
(Year ending March 31)
FY20 FY21 FY22E FY23E
Per Share Data (in Rs.)
Diluted adjusted EPS 15.1 10.2 21.0 26.7
Recurring Cash EPS 5.9 0.6 12.6 16.7
Dividend per share (DPS) 10.0 4.0 10.0 10.0
Book Value per share (BV) 81.7 92.5 93.6 100.5
Growth Ratios (%)
Operating Income 24  (20.5) 18.6 171
EBITDA (18.4) (15.2) 40.8 245
Recurring Net Income (29.9) (32.2) 105.3 27.4
Diluted adjusted EPS (29.9) (32.2) 105.3 27.4
Diluted Recurring CEPS (56.9) (89.8) 1,988.9 33.3
Valuation Ratios
P/E 54.5 80.4 39.2 30.7
P/CEPS 139.0 1,366.0 65.4 491
P/BV 10.0 8.9 8.8 8.2
EV / EBITDA 28.4 32.2 234 18.9
EV / Operating Income 1.5 1.8 1.6 1.3
EV / Operating FCF (pre -
Capex) 15.5 16.0 54.4 21.7
Operating Ratios
Raw Material/Sales (%) 75.0 76.7 74.0 74.0
SG&A/Sales (%) 10.7 8.7 10.6 10.4
Other Income / PBT (%) 213 43.0 17.8 16.9
Effective Tax Rate (%) 31.7 324 25.2 25.2
NWC / Total Assets (%) 12.3 29 10.9 1.7
Inventory Turnover (days) 59.2 75.5 58.4 56.6
Receivables (days) 57.0 69.4 54.8 54.8
Payables (days) 113.8 1456 1186 118.6
Net D/E Ratio (x) 0.2 -0.2 0.0 0.1
Return/Profitability Ratios (%)
Recurring Net Income Margins 2.7 23 4.0 4.3
RoCE 12.9 10.6 16.0 18.9
RoNW 17.5 11.8 22.6 27.6
Dividend Payout Ratio 0.8 0.4 0.5 0.4
Dividend Yield 1.2 0.5 1.2 1.2
EBITDA Margins 5.3 5.6 6.7 71

Source: Company data, I-Sec research
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