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Moderator Ladies and gentlemen, good morning; this is Roehahe Chorus Call
Conference operator. Welcome to the Blue Star Q1EFMsults conference
call. We have with us here Mr. Vir Advani - Presitle Corporate Affairs
and Mr. B Thiagarajan, President — Channel Busi@ssip from Blue Star.
As a reminder, for the duration of this presentatdi participant lines are in
a listen-only mode and the conference is being rdszb After the
presentation, there will be an opportunity for youask questions. Should
anyone need assistance during this conference tbaly, may signal an
operator by pressing * and then 0 on their touctetelephone. At this time
| would like to hand the proceedings over to Mrr ¥dvani of Blue Star,

thank you and over to you Mr. Advani.

Vir Advani Good morning ladies and gentlemen, this is Vivda. | have with me Mr B
Thiagarajan and we will be giving you an overviefittoe results for Blue
Star Limited for the quarter ended June 30, 2009.

The following are the financial highlights for t®mpany for the quarter

* We reported a Total Income of Rs 539.81 crore F& quarter ended June 30, 2009,

representing a 14% decline over the correspondiagter in the previous year.

* For the quarter, Gross Margin increased from 24t4%6.7%, due to softening of the raw

material prices.

* Operating profit (PBIDT excluding Other Income) ftire quarter grew 9% to Rs 61.23
crore. Operating Margin increased significantly1tb.4% compared to 8.9% in Q1FYQ09
owing to tight control on operating costs and adsales.

* Net Profit at Rs 41.17 crore registered growth3fflcompared to 36.41 crore in Q1FYO09.

» Earnings per share for the quarter (Face valuesd?.B0) stood at Rs 4.58 vis-a-vis Rs 4.05

in the corresponding quarter of the previous year.

e Carry Forward Order Book as on June 30, 2009 isetdo Rs 1717 crore compared to Rs
1410 crore as at June 30, 2008, representing alyai21%.
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* Order Inflow during the quarter declined from Rs79%ore in Q1FY09 to Rs 903 crore.
While the order inflow is lower than the same perilo the prior year, it is heartening to see
that this is the first sequential quarterly growthhe past four quarters.

I will now spend some time on each of our linedbo$iness and give you both financial as well as

operating highlights for the quarter.

The central airconditioning and electrical contiragtousiness, collectively called Electro Mechahica
Projects and Packaged Airconditioning Systems degdlby 15% during the quarter. Segment results
declined by 21% in the quarter compared to theesponding quarter in the previous year. The
Operating Margin of this business in Q1FY10 was¥compared to 11.4% in Q1FY09, mainly due
to slower billings in segments adversely affected the economic recession. In the central
airconditioning business, the Company saw good paats from the infrastructure, healthcare,
hospitality and education segments. Despite thedsdavn in the core IT segment, the Company
witnessed growing business opportunities in thiedtyp data storage which houses and maintains
high-end electronic servers to provide support mynleading business houses to park their data in
electronic format. During the quarter, the Compatyengthened its foothold in the healthcare
segment with prestigious orders from Bangalore EEdCollege and ESIC hospitals at Jaipur and
Bangalore, together valued at Rs 27 crore. The @ompgontinued to aggressively pursue business
from the Government of India and won prestigioudeos from CPWD for Hall No 18 at Pragati
Maidan and for the Hatsoff project by HAL, BangalorBlue Star also booked an integrated M&E

order for the proposed state-of-the-art Tamil N&thte Legislative Assembly Complex.

In packaged/ducted airconditioning and small ctslleffices continued to be the major driver for
growth. While the IT/ITES segments continued toddwersely affected due to the slowdown, the
retail segment showed some signs of revival. Thaeiness also withnessed enhanced demand for
industrial applications. The Company sustainete#slership position in the telecom segment with its
customized array of telepac airconditioners esfigai@signed for the telecom industry. Blue Star’s
Precision Control Packaged Airconditioners (PCR#ich have been specially designed for the data
centre segment performed exceptionally well.

The newly formed electrical projects business paréa impressively. Apart from cross-selling its

services to existing HVAC customers and bookingegrited M&E/MEP orders, the Company

booked several stand-alone electrical contractidgrs.
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Overall, as indicated earlier, this was the firshder of sequential growth in Order Inflow. Whitlés

too early to extrapolate this into a positive trigre] we are seeing owners and operators cautiously
returning to the drawing board on old projects.sTélould translate into an improvement in order
inflow toward the end of the financial year for Mghile this is indeed positive, we remain concerned

about price realization in these projects.

The cooling products business comprises room ailiioners and refrigeration products and
systems. The Cooling Products segment declined28y ih revenue during the quarter. However,
segment results registered a healthy increase % The Operating Margin increased significantly
from 12.8% in Q1FY09 to 17.3% in Q1FY10, due tdaliéntiated products resulting in higher price
realizations and softening of raw material pricése room airconditioner business performed
impressively in the quarter with enhanced busiriess the education and banking segments. Sales
from the residential segment were also impresgjiw&n the harsh summer season. The refrigeration

products business continued to perform well withwgh from the ice cream and dairy segments.

The Professional Electronics and Industrial Systbosiness has an innovative business model of a
system integrator and value added re-seller. Dutiegjuarter, this business registered a 28% declin
in revenues. The topline of this business is pradanily commission income and domestic value
addition since most of the equipment is sold totamers on a high-sea basis by its Principals.
Segment results registered a growth of 31% duhiegyuarter. The main highlight for the quarter was
the award of a prestigious turnkey project ordemfrindian Iron & Steel Company, Burnpur, valued
at Rs 42 crore. This is the largest order ever byothe division and is the first order for a celitexd
compressed air station. The company sees good quissfor similar projects in the Iron & Steel,

Power Generation and Oil & Gas industries.

In conclusion, the dull economic situation has @fd demand in several segments, leading to delays
in project execution and decline in topline growtdowever, the Company's focus on value
engineering and stringent cost control measureshabled it to significantly enhance margins and
profitability. Further, the carry forward order Bogontinues to be reasonable with several large
infrastructure-related jobs expected to get execoter the next few quarters. Though the overall
economic scenario is not very clear, the Compargpigident that its diverse experience, leadership
position and strong credentials will see it throdigbse current conditions and enhance its prospects

for the future.

With that ladies and gentlemen, | am done with mgrong remark. | would like to now pass it back

to the moderator, who will open up floor to questioBetween Thyag and me, we will try and answer
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as many questions as we can. To the extent wenatdeuto, we will get back to you all as well. With

that, we are open for questions.

Moderator

Rahul Bhangadia

Vir Advani

Rahul Bhangadia

Vir Advani

Rahul Bhangadia

Vir Advani

Thank you Mr. Advani. Ladies and gentlemen we wilw begin with the
question and answer session. Anyone who wisheskaeajuestion at this
time may please press * followed by 1 on their letome telephone; our first
question is from the line dRahul Bhangadia of Lucky Securities please

go ahead.

Sir, could you help me with few debtor pointsite end of the quarter what

was your inventory and sundry debtors in absokres?

We do not give you the balance sheet data juastpaecedure but you can see
from the numbers where capital employed is up;gHatgely on account of
debtors increasing. Inventory is very much undentmd, so actually
compared to the same quarter in the prior yearretie a dramatic
improvement in inventory. The reason is that yoyy memember last year the
entire industry had overproduced on room air comuétrs, and so there was a
lot of stock piled up across the board includinghwis - that took us about 2
quarters to clear out. This year we have not hads#me problem; in fact its
been the reverse; we had stock out on room airittoners and so inventory
is much under control but debtors have risen diighter Q4. You have the

Q4 numbers, they have well increased marginally the.

Okay so it is above the March number as of noveatl?

Yes itis.

Okay! Where do you see these margins, do you sem thustaining, of
course these margins have been helped by theHattraw material prices

have gone down but where do you see them overetkte34 quarters?

Yes, so you are asking the million dollar questidfe are struggling with
this as well, maybe we can look at the two mainmesgs that is probably

important, well | think | will cover all three.

In segment | you can see margins are down. The draiar for that is price

realization being down significantly. However, ftiie rest of the year
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margins should be slightly better than what we hsaen in Q1 and in this
business looking at quarterly margins is not veepsible, because what
happens is we have closed a couple of large-olfeqt that finally got

commissioned in this quarter. These projects, givean they were booked,
which was maybe over 24-36 months ago, by the tihey have been

commissioned, the margins have been affected mejatSome of that have
come into this quarter numbers and brought downogberating margin to

about 10.5%. | think that going forward we see hilig better margins.

Probably, as good as last year and hopefully la ktetter if things hold out

the way we are hoping.

As far as Segment Il goes, there you have seearaatic jump in margins. |
think there it would be difficult to sustain thied¢ause as you know raw
material pricing is now stabilized, marginally ieasing as well and in this
segment, raw material flows through the system niaster than in Segment
1. So, we should expect lower margins than Q1,ghave are still aiming to
maintain last year's margins on an overall basithitk in the next few

quarters you will see more realistic margins coniing

As far as Segment Il goes, it is very difficultlomk at revenue and margins
and make any sense of it. Overall Segment 3 wél denuted year which
means that there will be some growth. Again, wendblook at revenue as
much as the profit because that is really what toimthat business. So, on
the profit line we will see some marginal growthwill not be exceptional
because many of the segments that we are sellintheoCAPEX cycles,
while they have returned, have been slow. The siekistry for example,
even the oil & gas industry and in power, whileréhés a fair amount of
buying, there is still some time before things rangp So, overall probably
there will be some growth in segment Il but noteptional and the margin
should hold compared to last year.

Okay and you said the pricing in the central aindittoning division was
under pressure, could you give us an idea of howhnmaduction we have

seen in the pricing in a year-on-year or a quartequarter basis?

Well, the problem is that these are projects.
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| know..... | just need a rough sense, | understhadgrojects basis.
Yes, | would hazard a guess of somewhere aroundt@d%%.

But would not that also be correspondingly nettéfidby the fact that raw

material prices would have gone down?

Well, again in our projects business, you will bepsised to know that we do
not buy too much raw material, most of it is fireshgoods including ducting
which we buy profile, we do not buy a sheet. Sogthhr it is chillers,

pumps, and air handlers, whether they come fronfabtry or they come
from outside, these are equipment suppliers so irgies have come down,
but equipment pricings does not drop as dramayiealproject pricing does.
But again like | said, | think this Q1 is bit of amomaly. We are fairly
confident that margins will improve. Even thoughcprg is under severe
pressure | am expecting our input cost to be madtdhereduction. So, |

would look at Q1 as an exceptional quarter, a megaceptional quarter for

this business, | think going forward it should lsttér.
Thank you sir, that is it, thank you very much.

Thank you Mr. Bhangadia. Our next question is frma line of Nirmal

Shah of Alchemy Sharesplease go ahead.

Sir, | just wanted to have a sectoral breakup efaitder book and the average

execution period for the same?

See, what we gave you in last conference calletieno significant change
from that at all. We made a rough estimate of wlsehtors are giving us
what kind of order inflow. All that we can tell yought now is that the
majority of the order inflows are from infrastrucdurelated projects. IT/ITES
as well as retail are not showing any revival. We bheginning to see
inquiries coming in from retail, hotels & educati@ectors. Other than
infrastructure, these are the three segments axd agentioned, the telecom
sector has been doing well and it will continuedtowell for the rest of the

year.
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And sir considering the project execution delagsthiere any change in the

average execution period for the order book?

Yes, there will be. Frankly, we have not done arsific calculation of it.

But last year was a funny year because the firdtara second half were
completely different. We go back a year before, tha&t had said that average
execution has come down to about 7 months. Letsdalast year because
we do not quite know what it was. Currently, nowve ttnings have settled
down and we are seeing movement, | think that edemt 7 months may
have crept up to maybe about 10 months or so manhaccount of two

things - one is of course the jobs are slow thaamaecustomers are moving
slower than expected and secondly the share ddsifrcture project as a
percentage of the order book has grown dramatiealty these will naturally

be slower moving, so it is a combination of both.

Okay thanks a lot sir.

Thank you Mr. Shah. Our next question is from the bf Sanjay Sathpathy
Merrill Lynch , please go ahead.

Sir, | wanted to understand the revenue growthdtdryour cooling products
segment, while you are saying that your inventoniest down substantially
but the revenue is down from 12% year-on-year @nths been showing

declining trend for last 3 quarters, can you givme sense on that?

Yes this is a combination of three businesses stamwmnoom air conditioners,
refrigeration products and cold chain businessc@irse, the big one out of
all of them is room air conditioners so that's whedlly drives the numbers.
So, let us talk about room air conditioners. Bdicavhat happened for the
entire industry for last summer, the summer fostasts in about March and
runs to about June. So, everyone had built up tovenfor last year's

summer. Business revenues did not close, salesafiiappen, so the entire
industry got saddled with a huge amount of invgnincluding us that lasted
till about November-December. We spent most of yastr's time to reduce
inventory. When January 2009 came to decide allusitcurrent summer,
because this is a 3 months cycle on deciding ptauc/olume, we all

budgeted for somewhere between 0 and some ned@tvgrowth as far as

Page 8 of 24



BLUE STAR

July 30, 2009

the industry is concerned and therefore for eaakspbut | mean pretty much
everyone in the industry did that. So, what endpdhappening is that,
surprisingly the sales did quite well, | do not Wwnavhat the number is but |
believe that there was an overall growth in roontanditioner sales over the
prior year. So, because of that we stocked ouheffoblem, so you will see
revenues dropping in spite of me saying that theritory was under control.
Second thing is we had an internal issue whichaswe moved over to SAP
as our ERP backbone on Aprif and generally the right practice is to start on
the first day of the financial year and in any ratgpn you lose about 15
days. There is a blackout in which you cannot dlgtwan any transactions.
So, we had two weeks blackout in the month of Apidw, for the rest of the
businesses it is not significant because businessncies, wherein room air
conditioners is very sensitive to even a day or blazkouts of transactions.
So, the combination of the blackout as well ashraMing produced enough
because of our fear of the market situation ledotwer revenue. Going
forward for this year, we are expecting there tonterginal improvement
over the prior year as far as both volumes andmévés concerned for room
air conditioners.

Sanjay Sathpathy Sir, can | just ask what proportion of the segnrentnue is from the room

air conditioner?

B Thiagarajan Again for the quarter it will be very high becauswas a summer period for
the year. We do not actually give you that butihithon an annual basis it
should be about half the segment. However, fordhisrter it maybe higher

given that it was a summer quarter.

Sanjay Sathpathy Sir, in this segment are you worried that you lmst in terms of having a
stock out situation and that opportunity may neaillyecome back again and

so that is a major opportunity loss, is that wiat gre trying to say?

Vir Advani Yes | mean in room air conditioners if you are k&mtout then you lost the
sale because no one waits three months for a raoeoraditioner. So, to that
extent you are right but | think most of the playén the industry | think
landed up with the same situation. But | think @stbas against a revenue de-
growth of some 10%, we may have seen a revenuetlymivsome 5%, | am
not saying that the demand grew by 30% or somethimtgwe lost out 50 or
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100 Crores of business. We are talking about welgtismall differential but

even though it is a loss of business.

So, that is precisely the reason why you managectgort a much better

margin for the segment?

Yes, | will say that we held on to our pricing besa we were stocking out,
we were able to be selective about the business dwinot think we charge
some 20% premium over the market frankly. It was a®though we were
rationing out room air conditioners. So, | would $hat as against having to
maybe drop prices we are able to hold it. So, toesextent the margins have
been positively impacted by this situation. Like, everyone else in the
industry has obviously increased production so veeret expecting stock
outs for the rest of the year and so to that exdgain the margin should float

down to more realistic levels.

Yes we have another reason as well. Due to theuktsrpackage Cenvat
reduction that has gone as a reduction in the eowmting duty of all
imported components, it is a very significant pafrtthe cost reduction as

well, going forward.....

Can you quantify that sir?

Cenvat reduction was 6% due to stimulus packagehatame into effect in
Q3-Q4 of last year. Last year's Q1 to this yearks &frictly speaking 6%
should be the reduction in the input cost itselie do Cenvateduction.
Going forward, if the markets are not picking upe tmanufacturers will
reduce price, because obviously they will be i@ in increasing the
volumes rather than increasing the margins; thathiat is going to happen.
So, going forward | think the margins will be loweg, you can see that trend

very clearly.

Okay, so you think that though the summer was gdtsequently there
may not be a really good amount of demand?

In June itself the market showed that the rougimes¢ of the industry is flat
compared to last June. There is no growth to be,ssbereas April-May
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might have seen a growth of 15%. And also ourdhfeedback is that July
again is flat. This is basically because the redide sector would have
bought more, rather than commercial or industrial.

Okay so sir on the commercial space, both in roo@ As well as your
project business that you are still not too suretvér it will grow or not in

this quarter but do you see enough signs of reuivdle second half?

We are seeing revival in the sense that first binainfrastructure there was
never a slowdown. There is nothing to complain abailway or power or
telecom, these sectors never slowed down and thiiegomtinue to grow. As
far as other sectors are concerned we are defirgeding order finalization
taking place in hotels, there is some activityetail and in healthcare. Quite
a few people have gone back to the drawing boarsijppose there are

enough signs that the second half of the year dhmeigrowth.

Okay thanks a lot sir.

Thank you Mr. Sathpathy. Our next question is fitia lineof Kirti Dalvi
of Enam AMC, please go ahead.

Just wanted to check, our order book belongs tosegment EMP only or

there are some cooling product orders also?

There will be all segments; even electronics fromgr8ent 3 is included but
when we talk about pending orders predominantiyatild be from Segment
1.

Okay, what is the proportion of packaged air caadihg in our segment
EMP?

It all depends on how one defines packaged airtionérs. It is very
difficult to say that because packaged aircondéisris a product, which may
go into large central airconditioning, in the sawey a chiller may go into
packaged airconditioning project. The way to lobk & what is defined as a
packaged airconditioner? Like a VRF is also called packaged

airconditioners by some. So, all that you shoulddrecerned is that it relates
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to medium and the large spaces, starting from shomy restaurant,

boutique, hotel, to airports & power plants.

And just to add | think what is clear is that thedium segment has been

more impacted than the larger applications for sceasons.

Okay the question is because | think this is thestrsralable business
compared to a project business, because probabledid time could be one
or two months, correct me if | am wrong?

No you are right.

You are absolutely right. The question is whenrthaval is taking place. In
hospitals or retail, for space to be occupied adiriterior decoration to
happen it takes 8 to 10 months of time for us toveat it into revenues.
Retail shops, showrooms, boutiques or a smallcclmia small hospital can
happen in 3 months of time. And if it is a splitc@inditioners, it can happen
within 1 month. Therefore, to that extent it isr#ically important business

for us.
Sir, was there any kind of FOREX gain or loss ia fiinst quarter Q1-FY10?

Frankly, we have not tracked that this quarter,ibwas nothing significant.

What we will do is we will get that and circulate i
Okay and what is the share of the exports in tta tevenue in 1 Quarter?

Relatively small, because we had said in the sebalfdast year, most of our
exports go to the Middle East and we had explaihed there has been a
huge collapse in the Middle East and to that extentvere rebuilding. | do

not have the revenues ready but my guess is thaiutd perhaps be down

maybe 30% or so over the last year.
Okay, that is similar quarter last year?
Similar quarter last year, Yes.

And sir the question on tax rate, apart from FBThisre any other reason

why the tax rate is low?
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No, it is only FBT. FBT is less than Rs.50 lakht the earnings itself is less,
right.

Yes, so is that we utilized more of our tax benefliere we get those

facilities more, whatever we have earned in thisrtgs?

Well, yes to the extent | think that room air cditdiers becomes the larger
percentage of the revenue, maybe to that exter¢ ibesome benefit there.
But beyond that there is no significant change ur tax structure or
approach.

Okay and sir during our last conference call yountioemed that we were
bidding for some 600 odd crore orders in this pubdictor kind of & Chennai
and Kolkata, which had gone to Voltas obviouslywswt is the status of the
balance orders?

We have won some business out of that, | am unabigve you specifics
because we are waiting for client approval to isdethe news. As soon as we
get that we will be announcing it so please givalbsut 2 maybe 3 weeks to
do so, but those projects have been finalized aedlost Chennai and
Kolkata, but we won the rest. So, you will be hegrrom us in another 2-3

weeks.

Okay. And sir final question what would be your &P and tax rate for
FY10?

FY10 the CAPEX will be less than Rs 40 crore.

Okay and expected tax rate would be?

Tax Rate, you take it as last year with some maitdircrease. Last year tax
rate was 26% if | am not mistaken; you have to adduple of percentages
more, because last year we received some credihéoprevious year. So, |
have a feeling the same tax rate for your projactbould be somewhere
around 28%, that is what | would recommend.

Okay sir thanks a lot and wish you good luck.
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Thank you Mr. Dalvi. Our next question is from tire of Sanjeev Zarbade

of Kotak Securities PCG please go ahead.

Sir, | have two questions one is on the professielegtronics side wherein |
have seen that the capital employed has increageiastially at the end of
the T Quarter. So is there any inventory piled up thevhjch will get

translated into this quarter?
No, the electronics business is connected witldéieors actually.

Yes there are two important things; one is of ceusbtors have gone up.
Secondly there is a project business that is agiatiat business. That was
much smaller last year. | have mentioned that wikéo a large project from
[ISCO Burnpur. Like that there are others, maybk adalozen fairly large
projects that the business is now executing. Tsietleo years we were trying
to migrate from being just a box seller or impoistigbutor, to a system
integrator. What that means; however, when you taike project where our
Principal's product is a large part of that ovepathject, even so it is a typical
project. So, to that extent there is working cdgftat is now tied up in these
projects just like our EMP business. Now, the prbfausiness is not 50% of
this division, so do not misunderstand me. But eseit is contributing to the
capital employed. So, going forward | think we doéng fairly well on these
projects and so you will see the capital employethd higher than prior
years. But we are not worried about that becauseisipart of the plan that

we have.

And sir at the end of thé"Quarter you had said that we are in talks for some
large projects, were these airport projects or sother sector projects that
we were talking about and have they already beakdubin ' Quarter
orders?

Yes so what | mentioned to the prior caller, thpegjects were finalized &
they are included in the order book. However, Iraohable to give you the
names because we have not got client's approvalsgeds soon as we get

that we will be announcing that.
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Sir, just last question, we are seeing lot of cdiitipa from the South Korean
companies in the electrical equipment segmenheeeta similar kind of risk

in our business also?

In which business actually?

In the central air conditioning business.

In Central air conditioning, there are no East Asiantractors as far as we
know that are entering India, so that is one. Secanswer is as far as
equipment is concerned in the air conditioning stdu the equipment
vendors are all American or Japanese. There are §amropean but nothing
significant and no Korean or any other East Asiamganies and not even
surprisingly Chinese vendors in central air conditig. Of course Chinese
vendors are very strong in the room air conditiomarket and even in the
packaged air conditioner market, but not reallyjttie central, in the large

tonnage.

Okay sir thanks and all the best.

Thank you Mr. Zarbade. Our next question is frore tme of Aditya
Khemani of HSBC Mutual Fund, please go ahead.

Sir, on our competency side, what are the prodapsg@r industry gaps we
currently have and for example | think we weretant@aker on the hotel side,

so what gaps do we currently have?

The first part of your question was product gae, $kecond one was | think
industry, which question are you asking?

Both Sir, in terms of product gaps, what do we haueently and what plans

do we have over the next few years to bridge thpPg

Okay, on the segment side there is no gap peresewé were not active in
the hotel segment. But that was more because whgindss was going well
you tend to pick segments that pay better eithgn margins or better terms
of payment and typically hotels were lower on bottthose accounts and so

we chose to take other businesses. Now, of conreilast 12 months since
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business has been slower, obviously we have bredddére reach. We are
now in the hotel segment quite actively no différran anyone else, we are
in the government sector and like that across thado So, on a sector

perspective | would not say that there is any gap.

As far as product is concerned there are some lgatpsothing glaring. What
we are trying to do is of course is to expand e like said one of our key
strategies for margin growth as well as differdidia in the market is to
promote more Blue Star equipment as part of oujeptcsale. So, to that
extent we have a certain range of chillers andhamdling units, we want to
expand those both in terms of size as well asringef technology so to that
extent there are some gaps as that kind of tecpadonot easy to grow in-
house, but we have been working on it for 10 yearsthat has been part of

our internal strategy. So | would expect.....

So, those are basically minor improvement whichpeag year-over-year,

nothing kind of major gaps we have?

No, | will not say they are minor. They are quitajor in the sense that if |
were to hazard a guess, in the chillers marketorrent range probably only
addresses about 60% of the market demand, | atalkotg about volume, |
am talking about diversity of equipment. So to taatent it is 40% of the
market that is not open for us to participate in.riiove, there is not an easy
matter. It requires additional technology that we taying to build. So, it is
work-in progress. It will be a 3 to 5 year progrémt we are running right
now on the central air conditioning side. On thekaged & room air
conditioners, | will ask Thyag to maybe talk abd@dubecause he is running
those businesses now.

See, in a manner of speaking, our product range i8ide that at some point
we feel that we should rationalize some of thent. &uthe market grows, it
is difficult to decide which one to pursue and whane to buy out and stop
manufacturing. So, we are not constantly addingym@oducts and ranges
within those categories. One area that we needots further is connected
this VRF. The technology that we have is ‘Digitalr@l’. There is another
technology called ‘Inverters’ and both can serve #pplication but there

could be customer preferences between Inverter gitédiScroll. We would
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like to be present in both, so we are doing a lowork in VRF as a

technology.

But for these technologies do we need to make @nisition or we are pretty

confident that we will do that in-house itself?

Well, acquisition may not be the route here. We rhaye to license the

technology or we have to source some part of thigetent.

Sir, and you mentioned that your order inflow wa8 @rore this quarter and
that is the best ever order inflow over the lastgi@rters barring that 950
what came in last year same quarter, so that igypheartening to see
actually. So, could you share more color as fomgda IT you mentioned
that it has completely gone off, so is this trentstainable or that will
improve going forward on this side sir?

So, | will just clarify, | do not think it was thbeighest order inflow of 10
quarters, | am not sure. | have not looked baclgd#rters all my point is

Sir last year same quarter was around 984 croerord

947, | think is what we did.

Yes, 947 was the highest ever and after that $hise highest ever quarter for
you.

There you go, alright so you know more than | dkgyo So actually | was
not commenting on the absolute volume. What is nmoportant is the trend
line. It is still too early to see because | anitttelconcerned. There were a
couple of large projects that are part of this tpraiWe have to see how Q2
does because | am not sure that this trend linedtamed to sort of absolute
growth. My best guess is maybe we are still twortgua or maybe three

away from serious recovery.

Okay, so basically we need to see further whethersustainable or not?
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Yes | do not want to sound negative. What | amregytat part of this order
inflow for Q1 was actually delayed finalizations Q#, so to that extent it
maybe the second highest quarter in 10 quarterkthink Q4 was pretty bad

quarter for order inflow. So, we are not exactlpieng right now.

Okay and so do you feel that we will be able tovslsome kind of positive

growth on the top-line this year?

Are you referring to the company overall?

Yes.

Let me put it this way, we have the order book xeceite/to meet that
because we can see boakd bill, we know what the order book is, so
technically it can be done. It's just really abonbney coming back into
clients’ hands and then wanting to execute thesg@is and then reducing
our debtors and then subsequently ramping up dil8o, we are still holding
back execution, because you can see the debtostilaiecreasing. So, | am
not so sure, if we are still aiming for some maagjigrowth but it is quite

likely to be a flat year.

Okay, you mentioned inquiries comeback on espgctakt retail side plus
education. Are these projects more at planningestalgere construction has
not started or these would be project basicallyre/lvenstruction had started
but stopped due to paucity of funds or whatever?

Mix of the two, actually not too many.....

Because in case of the first one, order inflowusmwill still take around 3 to

6 months.

Yes, so basically what happened is that theseldrprojects in a sense that
they have the same name and they are on the sageqfiland. But besides
that the whole thing is being redesigned - eithewmbsized or the

specification has been redone to a lower costifSomeone was planning 2
million square feet built up, he is now asking tmasultant to redesign at 1
million. So, it's that kind of work going on so,ig still 6 months away before

it comes into our order book & 9 months away befeeestart to bill it.
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So, basically these are projects, where constmti@s not started at all?

Correct.

Okay thank you sir and all the best.

Thank you Mr. Khemani. Our next question is frone time of Sandeep

Somani of HSBC please go ahead.

Sir, | have one question regarding the volumesaad room air conditioners
is concerned. As you indicated there was a stotksort of a situation, so
does it mean that the volume growth has reallycumhe as far as overall
sector is concerned and if it is then what couldhgeapproximate number of

volume growth?

| think Thyag mentioned that if March, April, Mayowld have seen about
10% growth or maybe even 15% for the industry, diwuig is flat, so totally

we will probably be around 10%.

Okay, thanks, thanks a lot sir.

Thank you Mr. Somani. Our next question is from lihe of Ankur Arora

of ING Investment Management please go ahead.

Hi, most of my questions have been answered, jugtiek question on
cooling products only. You said that margins arteiaty skewedor a couple
of reasons. Without the stock out situation youlddwave been more choosy.
On the Cenvat reduction which happened somewherBecember, the
proportion of the benefit should have come in #st fuarter itself not in this
quarter alone. The benefit did not come in lastrignawe have seen the
improvement only happened in this quarter onwaiisl second thing is
about the raw material only, especially what is flé in the raw material
price in this segment particularly over a periodtiofie, if you can just

quantify that for me?

As far as the first part of your question is conegf the full benefit of the
Cenvat reduction indeed would have come in Janidaatyruary, March itself

and in split air conditioners roughly around 40%tloé value is completely
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imported. We are more of a split air conditioneayglr than a window air
conditioner player. This particular material istjrstime kind of a thing; it is
one-one and a half month of an inventory especiallihe summer season.
And the countervailing duty on that product woullzé been 6% lower than
what was in the earlier part of the quarter, whigtone part of the story.
Compared to Q4 to Q1, the margin improvement isdeshan quarter-on-
quarter basis because you would have seen the @dmitgelf was high.

Q4 margin | see to around 10.4% on EBIT side, cbmee if | am wrong

especially on that?

No, it would not have been that low, | will chedk.the meanwhile coming
back to the second part of your question, ovelrallimport content, if you
take even the compressor part of it, the raw nalteriz0%.

That is okay, but how much of the reduction in taev material cost over

period of time, | mean absolute side, how muclptiiees have fallen by?
It should have fallen by around 7.5- 8%, over tiedthe previous year.

Well, in the beginning you said about the SAP impdatation impacting us
for around 15 days, | mean it was just bit hardriderstand that and can you
just explain it a bit better. Essentially what yane saying is that because of
implementation you could not bill anything on tlirstf 15 days of the month.
Am | correct in my understanding in that?

Yes before that | will clarify this first. See, opéing margin of Q4-FY09 that
is January 2009 to March 2009 that period was lA8aperating margins
now is 17 odd, so you can see that increase isrlésan quarter-on-quarter

increase. Okay, & what was your question on thddys....?

Yes the SAP implementation impacted your billing i% days; can you

explain that part a bit better?

See, when we implement SAP company-wide includimg manufacturing
units, you need to have a blackout period of arotigiéys of time or so. He
had the option to either keep it closed betweefl t843T" of March or in

April, because you migrate the completed auditddriz@ sheet numbers into
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inventory, debtors, etc. So, we chose frofh AIpriI—?th April to have a
blackout period but it got extended by 3 more daysour time. So,
practically between SLof April to 10" of April, there was no production in
the factory. We were only auditing the inventoryark-in progress, loading
in the new system, getting it audited and certifigdhe auditors. As Vir had
mentioned the entire industry was not expecting aoge growth in the
summer month. Normally in January, February, andcMaeople produce
and keep it as an inventory. After last year’sd@asve all decided not to do
anything and meet as the market opens up. If weldvbave produced,
probably in hindsight we feel we could have soldenoumbers in the month
of April and May, but what | gather is many bramds undergone the same
problem.

Okay, so eventually having lesser inventory thajuired probably?
Yes.
Thank you, thanks a lot.

Thank you Mr. Arora. Our next question is from time of Bhavna Jagwani
of HDFC Securities please go ahead.

| just wanted to know the split in the order boakvieeen private orders and

government orders?

See, in last conference call we have given youeakup of government,
public sector, public-private partnership, etc.d dmat ratio would not have
changed at all, roughly it remains the same.

Right, even the segmental ratios remain the same.

Yes, if you refer to the last conference call, tame thing should be

applicable. It should probably change in the congjugrter is what we feel.
Okay and that will go more towards the governméetdes
| think private will be opening up.

Yes, | think so too.
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There are private hotels, retailers opening ugadtlin the smaller segments,

so we feel in the coming quarter it should moveais private.

Right okay. Now with our debtors increasing, is debt situation changing
in anyway because we had drastically brought downdebt last year in the
last quarter and now are we seeing some sort oéasse on that front.

See our borrowings have gone up slightly. It is sighificant. Probably in
the coming quarter it might because we will hawdividdend payout as well.
But on the whole we are not too much worried altbatcash flow part of it

because our profit generation continues to be good.

Right and as far as fixed price orders are conckinis still about 70% of

our order book?

Yes nothing would have changed there.

Right but now for example if we book certain ordbetween January and
March, when raw material prices were much lowenttiey are right now
because most raw materials have gone up by at38&sthow do we foresee

our margins for the rest of the year?

Yes, so what we had said is on the cooling produde we expect the
margins to drop. On the project side of businesgsstill except to do better
than what you saw in Q1 only because there weree spacific things that
happened in this quarter. So on an aggregate b#sisk there is a lag. So
probably towards the end of the year or beginnigext year, this raw
material price increase will begin to affect bijirmargins because there
would be fair amount of projects that were bookadier at higher cost, so
even though raw material has gone up by about i8have not seen 30%
anywhere, most of these projects would have beekdibwhen costs were
significantly higher than even this increase. Bouyknow this is like a
rolling sort of situation where at any given time Wwave 500 active projects
at least and if | include the smaller though wendbneed to refer to them as
projects, but if | do, it is going to over 1000 azath at a different stage of its
life. 1 think | have mentioned in the last analgstl or maybe with some

individuals is that you have to look at the sameqggeof last year when Q4
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and Q1 - 12-15 months ago in that period - raw natprices really shot up,

I mean at that time they went up by 50% and what@ar operating margins
were under pressure but they came down by 1%-1it5#gs not as low as
50% drop. It is like a weighted-average situatiwhgere projects are at such
different stages at the point you booked it to vehgsu are right now, there is
a big variation. So, | think that our margins on aggregate basis for the
current year should hold compared to last year. aMgefirst trying to do
better but | do not know whether we will succeedkey because while cost
is under control, price realization is down quitb&antially. And | think
price realization will get worse before it gets tbetbecause as months
proceed and there is not enough business in thketmaveryone gets more
desperate, so prices continue to drop. So, | waootdbe surprised if prices
drop another 10% or 15% in the coming 3 to 6 mob#fsre | think we will
see a bottom and then as new projects are on #verdy board right now,
come back for re-tendering. | think at that poprices will start to increase
for two reasons. One is of course raw material wasild have gone up by
then. And secondly, | think vendors/players wouddlbss desperate. So we
are going to go through some kind of U-curve ougjto or whatever you call

it before we come out of it.

Okay, | get that thanks and that will be all.

Thank you Ms. Jagwani. Our next question is frora time of Aparna

Shankar of SBI Mutual Fund, please go ahead.

Yes good morning sir, | just wanted to have whatlkbf work are we doing

in the airport segment and what kind of outlook Yawe on the segment?

Currently, we are only doing airconditioning wolk/e are not doing any
electrical or plumbing work in any airport. We al@ing about 15-16 airports
if | am not mistaken. These are the small regiairglorts. We, as you know,
lost the two large ones Chennai and Kolkata thaewecently finalized on
price. So what has happened really since Januampwg the whole airport
modernization program has slowed down, that's oae pf infrastructure
that has clearly slowed down for two reasons. Atrgathority, while it is

very cash rich, is not generating enough revenOesside Delhi, Kolkata,

Chennai, their general philosophy has been thathaogernization has to be
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funded by revenue and to the extent that airlimesnat paying their dues,
traffic is down, and cost is out of control, all thfat taken together airport
authority has slowed down on the modernization pldowever, let me
clarify whatever had been tendered and awardedoupecember 2008 is
going as a planned, so whatever we have bookediewdrais in the order
book is proceeding on original schedules. Howewerhad expected another
6 airports to be finalized between January and rmwwv,including Chennai
and Kolkata, which have not happened and are beélgyed. However,
Airport Authority says that they are now coming lbaand they will be
issued, etc., so | think by the time everythinglisme we would have lost

about 9 months or so in the whole airport modetitngplan.

Okay, so in your view still the momentum of this deonization of airports
has not caught up and maybe it will take 3 or 6 enmonths for airports
authority to actually start working on that or hatreey already started

working and then maybe...2.

No, | think it is about 3 to 6 months out beforeaiGBune; those are the two
other big ones left and then some of the smallespso | think we are still 6

months away.

Okay thanks a lot that is all from my side.

Thank you Ms. Shankar. Ladies and gentlemen duami@-constraints that
was the last question, | would now like to hand ¢baference over to Mr.

Advani for closing comments.

Thank you very much everyone for attending our ewsrice call as |
mentioned, | hope we have answered all your questid there are any other
questions that remain unanswered please contabrasgh Adfactors or on
email and we will be happy to get back to you, Ksaagain, bye.

Thank you Mr. Advani, thank you Mr. Thiagarajimadies and gentlemen on
behalf of Blue Star that concludes this conferezade Thank you for joining
us on the Chorus Call Conferencing Service and ryay now disconnect

your lines. Thank you.
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