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Cooling Business; Feeling The Heat
Air conditioners and electro-mechanical services providers Blue Star and Voltas are not comparable to each other in true sense. While Voltas makes
revenue from hawking engineering products and services for textile and mining industries, Blue Star’s business includes marketing and maintenance of
hi-tech professional electronic and industrial products. Devangi Joshi takes a look into the companies’ performance

BLUE STAR
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REMIER AIR-CONDITIONING and
commercial refrigeration provider Blue
star works under three business
segments and earns 7% of its total revenues
through exports. The electro mechanic project
and packaged air-conditioning system business
contributes the most to its top line. The
segment comprises central air-conditioning,
packaged air-conditioning and electrical
contracting businesses, besides after- sale
services and customised original equipment
manufacturing business. Under the segment,
the company provides HVA (heating,
ventilation and air-conditioning), M&E
(mechanical and engineering) and VRF
(variable refrigerant flow) products and
services. Blue Star is the country’s first and only
manufacturer of VRF systems and owns nearly
20% market share.
Blue Star offers a range of contemporary
window and split air-conditioners under
cooling products segment. It also manufactures
and markets a range of commercial
refrigeration products and services catering to
the industrial, commercial and hospitality
sectors.
The electronics segment exclusively
distributes hi-tech professional electronic equipment and industrial products . The company has
moved up in the value chain by offering system
integration, apart from distributing products like
analytical instruments, medical electronics, data
communication products, material testing, and
measuring instruments from global
manufacturers.

The company exports to middle-east
countries like the UAE, Qatar, Bahrain, Oman
and Kuwait.

FINANCIALS
Falling demand has affected the top line and
profitability in the electro mechanic (EM) and
cooling segments . Both the segments, which
contribute nearly 80% to the bottom line,
showed a negative growth in profitability in the
December quarter. On the other hand,
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electronics segment posted a 31% growth in
revenues and 19% growth in profits during the
quarter. On the export side, though the product
export business witnessed profitability, it was
contributable to a 10% dollar appreciation
against the rupee in the quarter. However tight
control over total expenses has helped profit
margins post stability in the last three quarters.

GROWTH POTENTIALS
Contracting global and domestic demands are
expected to have a significant effect on the
electro mechanic and cooling business, especially pertaining to the retail and building sectors.
However, the company is expecting to see good
prospects from the hospitality, healthcare and
education sectors. The company is aggressively

pursuing business from infrastructure sector,
especially government projects as it has
received several orders from government for air
conditioning various stadiums for the
Commonwealth Games in 2010.
The company also undertakes water management and LEED ( leadership in energy and environment design certification) consultancy for
green buildings as a part of its after sales services.
It has submitted bids for a number of such
projects, that can be implemented in the coming
months.
In the December quarter, the
order inflow has seen a rise of
12%, while carry forward order
book as of December 2008 has
grown by a 52% compared to the
same period last year.
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ACC, LIKE other players in the cement sector, grappled with rising costs
in the December 2008 quarter, especially those for power and fuel. This
resulted in a mere 1.4% rise in its operating profit at Rs 438.5 crore as
compared to a 14.3% rise in total operational income to Rs 2,045.8
crore.
The company grappled with power and fuel costs on a per tonne basis,
which rose by 14.5% y-o-y to Rs 855. This offset the estimated 5.3% yo-y rise in realisations to Rs 3831 per tonne on all- India basis. Higher
fuel costs for ACC is attributed to open-market purchases of domestic
coal at higher rates. In the September 2008 quarter, ACC's realisations
were estimated at Rs 3,713 per tonne, a rise of 3.75 % y-o-y.
Higher input costs resulted in ACC's operating profit margin declining
280 basis points to 21.4% in the fourth quarter of CY08. However, the results of the December 2008 quarter are not strictly comparable with
those of a year earlier, given the divestment of various subsidiaries in
CY07 and CY 08.
ACC's dispatches in the December 2008 quarter were 5.34 million
tonnes, a rise of 8.5 % y-o-y. Meanwhile, ACC's profit before exceptional
items grew 15% to Rs 392.6 crore in the last quarter, helped by higher
other income. However, its net profit declined 41.6 % y-o-y to Rs 260.3
crore in the last quarter.

Oil Margins Seesaw
THE QUARTER ended December 2008 witnessed a 17.5% drop in net
profit of Castrol India, even though net sales increased by 12.8%.
Factors like slowdown in demand, high raw material prices and depreciation of Indian rupee have had an adverse impact on the performance during the quarter.
The company managed to report a 20% increase in its net profits and
17% increase in revenues for the year ended December 2008. This was
due to a record first half performance driven by profitable growth and
margin expansion despite shortage and high raw material cost. However,
it witnessed a 20% increase in raw material prices during the year, along
with a marginal drop in volumes. The company's operating margin
increased from 17% in the previous year to 18%. The company's return
on net worth also increased from 52% in the previous year to 58%.
On a total dividend of Rs 15 per share, the company's dividend yield
now stands at 4.6%.
With the current market sentiment being uncertain, the company
faced volume contraction and de-stocking by distributors in anticipation
of a fall in prices during the December quarter. A good agricultural
season and the reduction in raw material cost may help the company in
achieving growth in business.
(Contributed by Ramkrishna Kashelkar, Amriteshwar Mathur, and Kiran Kabtta
Somvanshi)
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GROWTH STRATEGY
In last few years, it has changed its
business strategy to emerge as a onestop solution provider rather than a
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manufacturer. The strategy has paidit handsomely. At the end of September ‘08, its domestic order book in EM
projects and services segment stood at
Rs 1,000 crore, while international
order book stood at Rs 4,500 crore
with an average completion cycle of
24-30 months. For the domestic market, the company has formed
industrial verticals in order to focus
on areas like airports, power and
steel, which are likely to have
sustained growth.

RISKS
Historically, Voltas tends to sit on
higher inventories, which depressed

OPM (% of

its cash flows. In last few years, it has
cleaned up its act but, its cash flows
from operations continues to be
erratic.
The company is a big importer of
equipment and cooling products. The
recent depreciation in the rupee
raised the cost imported goods which
hurt its profitability.
Bulk of Voltas’ overseas business is
in West Asia especially UAE and
Qatar. The global credit crisis and
falling crude oil prices has hit these
economies hard leading to a
slowdown in construction activities.
This will have an adverse impact on
Voltas’s earnings in next few
quarters.

TO SUM IT UP
Voltas is expected to take a hit on
its earnings and profitability thanks
to its high exposure to the gulf
countries as well as slowing construction and engineering activities in
domestic market.
The company earns substantial
non-operating other income from recurring rental income and
investment of surplus funds.
However, this segment is likely to hit
due to a gloomy realty sector and fall
in yields across asset classes.
It doesn’t have a track record of
higher dividend pay. However, with a
higher beta, the company could turn
out a well fit for risk-loving investors.
devangi.joshi@timesgroup.com
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OLTAS IS a major engineering
service provider whose operations is organised into four
independent strategic business units.
Under the engineering products and
services segment, the company
designs and manufacturers, machine
tools, mining &
construction
equipment and sells
textile machinery.
About 80% of the
revenues from this segment comes from manufacturing of
Operating Profit Margins
forklift, trucks,
RISKS
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equipment and
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commission income.
December 2008. This, in turn, has affected the
The company provides electrical,
company’s net profit in September and
mechanical, HVAC and refrigeration
December quarters of FY09. Company exports
solutions under the EM projects and
to the west Asian region, where the
services division.
construction activity has been slowing down.
Water treatment and management
Moreover, growth in the exports would be
is also a part of this business, which
dependent on the dollar’s strength against the
contribute the most to the total
local currency.
revenues and profits.
The liquidity crunch and economic
Cooling appliances and
downturn could affect the company’s project
commercial refrigeration products
execution and top line.
are manufactured and marketed
under unitary cooling products
TO SUM IT UP
division. The company is also in
Blue Star has a healthy carry-forward order
chemicals trading business, but it
book, slowing demand from the construction
contributes less than 1% to the top
and retail sectors may impact the company’s
line. Voltas earns 5% of its revenues
top line. Moreover, the liquidity crunch can
from its foreign operations, which
lead to delays in project executions. However,
mainly include execution of projects
the company focuses to reap the benefits from
in Middle East, Far East and South
the growth in infrastructure, health care and
East Asia.
hospitality sectors. A healthy 60% CAGR of net
cash from operations in the last four years and
sustained dividend payouts during the period
FINANCIALS
makes the company a value buy. Lower beta
The company posted a 29%
and high debt-to-equity ratio makes it a safer
growth in revenue during December
bet for risk-averse investors.
2008. In comparison, total operating

C O R P O R AT E R O U N D - U P

THE DECEMBER 2008 quarter results of Gujarat State Petronet (GSPL)
were dampened by a 25% fall in natural gas volumes as consumers
replaced high cost spot LNG with cheaper naphtha. Still the company
posted a 10% rise in net profit to Rs 28 crore, while net sales increased
6% to Rs 117 crore.
An increase in staff and maintenance costs put pressure on the
operating margins during the quarter, which was eroded by 130 basis
points to 86.4%. A 39% fall in other income and marginal increase in
interest and depreciation charges pushed the pre-tax profits 5% below
year ago levels. Thanks to a cut in tax provisions, the company posted
10% improvement in net profit.
The company's shareholders have approved a contribution up to Rs
64 crore for charitable purposes in FY2009 in response to Gujarat
government's request to all state owned companies to contribute onethird of their pre-tax profits.
During the current quarter, the company successfully renegotiated
most of its contracts under which the connectivity charges will now be
borne by its customers. With naphtha prices moving up and Torrent
Power's contract commencing, GSPL's gas volumes will improve
substantially in the current quarter. Similarly, with the RIL's gas starting
to flow from mid-February, GSPL will transport a greater volume of gas
to Gujarat-based power and fertiliser plants. These factors will boost the
company's topline as well as operating margins in coming quarters.
However, in case of its contract with RIL to transport 11 million cubic
metres per day (MCMD) of gas to its Jamnagar Refinery, the additional
gas volumes are likely to begin only once RIL reaches production level of
60 MCMD at its KG basin gas field.

VOLTAS

expenditure during the quarter was
up by 33% YoY. This resulted in
contraction in its operating margin
which hit its bottomline. On expense
side, the employee cost rose over
40% in year ended December 2008.

S A N TA N U M I S H R A
ET I N T E L L I G E N C E G R O U P

DEFYING THE downward pull of the
economic slowdown, the telecom sector
has witnessed a robust growth. Quarteron-quarter, the companies are adding
substantial number of subscribers and
this trend is now on for the last many
quarters. For instance, the aggregate net
subscriber addition during the quarter
ended December 2008 was around 31.6
million resulting in a sequential growth
of 10%.
Indian telecom services providers are
at different phases of their growth cycles
and also have adopted different business
models to attract new customers. This is
why most of the top players are
experiencing different sets of challenges
unique to them.
Bharti Airtel, which is the market
leader with roughly 25% market share,
is in a stable growth phase, thanks to its
pan-India GSM service. The other two
big players—Reliance Communications
(RCom) and Idea—are launching their
GSM services in different circles of the
country. From aggressive marketing to
very low tariffs—these two companies
are adopting every trick in the book to
attract subscribers in the circles they
have launched their services recently.
For instance, RCom has offered Rs 900
worth of free talk time for three months
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Bending the rules during a slowdown, the Indian telecom operators are loosening
their purse strings to outdo each other in acquiring more subscribers
in some of these circles like Mumbai and
Delhi among others. Such aggressive
tactics is bound to affect other players in
this space, at least in the short term.
Continuing with the previous
quarters’ trend, the average revenue per
user (ARPU) in the December ’08
quarter declined for most of the telecom
players due to a drop in minutes of usage
and/or lower realised revenue per
minute. Besides the slowing economy, a
lean holiday season, entry into rural
areas and new GSM services launched
by players are some of the factors
responsible for such a decline. However,
in case of RCom, the realised revenue
per minute also declined by around 5%
to Rs 0.61/min. This might further come
under pressure during the March ’08
quarter owing to free credit offers like, Rs
450 and Rs 900 in those circles where
RCom launched GSM services recently.
But this is only a short-term effect and
might not impact its revenue flow in the
long term.
Most of the telecom companies are
still in an expansion mode and this has
put some kind of pressure on operating
margins. For instance, the aggregate operating margin of the top six companies
for December ’08 declined by around
200 basis points to 34.2% compared to
the year-ago level. Almost all companies

P R I YA K A N S A R A P A N D YA & R A N J I T S H I N D E
ET I N T E L L I G E N C E G R O U P

GIVEN THE diverse nature of industries in India, it
is essential to analyse the quarterly performance
of India Inc based on the size of each of the sectors.
For instance, sectors such as oil and gas, steel, capital goods and IT form a little over one-third of total
sales. Due to higher share in total revenue of India
Inc, individual performance of these sectors
renders a significant impact on the aggregate
numbers.
Apart from a detailed analysis of the
December’08 quarter results (see A Return To
Ground Zero?), ET Intelligence Group offers you
analysis based on the weightage of sectors in this
edition of quarterly results roundup. We have
given each of the 63 sectors three different
weights based on their contribution to sales,
operating profit and net profit during the third
quarter. This approach helps in knowing exactly
which sectors have had meaningful impact on
the aggregate performance.
The exercise was all the more important to
ascertain the effect of the economic gloom on
various sectors of corporate India. Amid the
slowing economy and cost pressures, corporate
India has received severe punch not only on
the topline but cost pressures drowned the
profits deeply. Our analysis shows that some sectors did well on the topline but took a knock in
their bottomline. In contrast, others have
disappointed on the topline but reported strong

GSM services would take a while before
turning their newly launched circles adequately profitable, in line with current
players. Idea, which launched its
services in Mumbai and Bihar in the last
quarter, reported operating losses from
these two circles.
However, this trend might not continue for a long time (more than two
years). And the dip in operating margin
might either reverse or at least remain
stable once the companies like RCom

santanu.mishra@timesgroup.com

Trying Times Ahead
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are increasing their network capacity,
setting up new equipment for technology adoption or spending more money to
acquire new subscribers. As a result, network operating expenses, marketing,
subscriber acquisition cost and depreciation and amortisation charges have
increased significantly over the last four
quarters.
New entrants like RCom and Idea
which are making significant
investments to launch their pan-India

and Idea start getting strong revenue
flow from these new circles.
Enterprise data, broadband and other
value added services, which account for
around 30-40% of total revenue continue to be the focus of big players who
want to maintain a diversified product
portfolio. These segments have shown
signs of muted growth in last quarter
which might continue in the coming
quarters, thanks to economic
slowdown.
In terms of stock valuation, Bharti,
which is relatively in a stable phase, continues to be the top-pick within the telecom space. Even a relatively small
player, Mahanagar Telephone Nigam
(MTNL) looks relatively undervalued.
Though the company is not doing so
well in terms of operating performance,
its huge cash and bank balance and
investment, which accounts for close to
90% of the current market
capitalisation, makes it a stock worth
buying. Others like RCom and Idea are
in their growth phase and have to face
stiff competition in acquiring new
subscribers. Rcom, which will offer both
GSM and CDMA services, might get
some synergy in terms of tower
infrastructure, customer binding within
both the networks and sales and
distribution channels. But it also has to
retain its CDMA customers and at the
same add new GSM subscribers rapidly,
which is not an easy task in any way.

The sectors that contributed nearly half of total profits reported
disappointing performance
growth in profits.

ON THE SALES FRONT
Sales growth of 1955 companies (excluding
banking and companies like ONGC, HPCL, BPCL
and IOC) grew 11.5% year-on year (y-o-y),
which is one of the lowest in past 16 quarters.
The growth is almost half of what was reported in
December 2007 quarter and one-third of
September 2008 quarter.
Oil and Gas sector, which has the largest
contribution of 14.5% in sales of overall 1955
companies, saw a growth of just 7%, lowest since
June 2007 quarter. We have included companies
such as Reliance Industries (RIL), Essar oil,
Mangalore Refinery (MRPL), Chennai
Petroleum (CPCL) and Gas Authority of India
(GAIL) among others but excluded ONGC,
HPCL, BPCL and IOC. Impressive performance of
GAIL (35% rise in sales) and Essar oil (57 times
jump) was overshadowed by sales decline of the
largest company in the list, Reliance Industries
(8.8% fall).
Steel and steel products, the second biggest
contributor to overall sales at 7.8%, saw a
marginal decline of 1.1% in sales. The fall would
have been sharper had the relatively smaller
players not performed well. The top two steel
producers, Steel Authority of India (SAIL) and
Tata Steel reported sales drop of 6.4% and 3.5%

respectively. This was to a great extent
compensated by a robust performance from
companies including Jindal Steel and Power
(27.6% rise in sales), Welspun Gujarat Stahl
Rohren (40.6%) and Uttam Galva (89.1%).
Other sectors among the top 10 list such as
power generation, pharmaceuticals and FMCG
reported strong and stable growth while capital
goods and infotech witnessed one of the lowest
growth in the past five quarters.

HIGHER COSTS DRAG OPERATING
PROFITS
Operating profit at the aggregate level declined
by 24%, its first fall in the last 16 quarters.
Further, India Inc posted the lowest operating
margin of 12.5% by similar comparison. Surprisingly, this has been contributed not by raw
material expenses as was widely assumed but by
spike in staff and power costs, which saw its share
in the overall sales rise by 140 basis points and 90
basis points respectively.
Operating profit declined despite the top five
contributors reporting strong growth. Finance
companies including housing and auto finance
and broking companies, which formed 12.7% in
the overall operating profit (excluding interest
cost), saw a modest growth of 12.5%. Companies
like HDFC, Reliance Capital and LIC housing
finance contributed this growth.

IT and telecom services companies reported
23% and 19.4% rise respectively. While capital
goods sector reported a marginal drop of 1.4%,
power generation companies recorded modest
growth of 8.8% despite decent topline growth
and robust order book position.

LEVERAGING HURTS IN THE
DOWNTURN
The trend observed in operating margin was
mirrored in net margin, which was the lowest at
6%. Net profit fell by 49.2% y-o-y in the
December 2008 quarter. The drop widened from
the 3.4% fall in September 2008 quarter. Interest
costs as a percentage to sales went up by 110 basis
point to 4% in the quarter.
Infotech, which had the largest share of 15.6%
in net profit dipped marginally in the quarter.
Second largest contributor, Capital goods
reported a robust 33% growth in net profit,
which was better than September quarter’s
decline of 2.3% and 23% rise in December 2007
quarter. Companies in the power generation sector reported modest 12.1% growth. FMCG sector
on the other hand recorded a decline of 29.5%.
While the outlook is cautious for almost all sectors, those depending on domestic demand such
as FMCG and telecom are likely to show some resilience going ahead.
priya.pandya@timesgroup.com

