
 ENAM Securities  
 India Research 

 
 

Blue Star Ltd 
 
 

 
 

CMP: Rs 333
Target Price: Rs 375

Potential Upside: 13%
Absolute Rating: HOLD

 

Relative to sector: Underperformer 

E
N

G
IN

EER
IN

G
 |

 C
O

M
P

A
N

Y U
P

D
A

TE  

ENAM Research is available on Bloomberg (ENAM <Go>), Reuters.com and Firstcall.com 9 March 2011

 

 

 
 
 
 
 
Relative Performance 

80

100

120

140

Jan-10 Jul-10 Jan-11

Sensex Blue Star
 

Source: Bloomberg, ENAM Research 

Stock data 

No. of shares : 90 mn 
Market cap  : Rs 30.0 bn 
52 week high/low : Rs 554/ Rs 321 
Avg. daily vol. (6mth) : 57,900 shares 
Bloomberg code : BLSTR IB 
Reuters code : BLUS.BO 
 
Shareholding (%)  Dec-10 QoQ chg 

Promoters : 40.1 (0.0) 
FIIs : 6.7 0.2  
MFs / UTI : 8.9 0.4  
Banks / FIs : 2.1 (0.0) 
Others : 42.2 (0.6) 
 
 

 PAIN IN MEP SEGMENT TO CONTINUE FOR 1-2 QTRS
We recently had an interaction with the management of Blue Star for a
feel on its business prospects. Mgmt has indicated that the muted
outlook for domestic MEP (Electro-mechanical Projects i.e., Centralized
AC for Commercial Establishments) industry is likely to continue for a
further 1-2 qtrs (in-line with our estimates). However, the mgmt is
optimistic about strong growth prospects in cooling products, especially
in Room AC which is expected to grow at 25%+ p.a. in medium term (in-
line with our estimates). Given Blue Star will take time to benefit from
the AC segment growth, as it looks to re-establish stronger mkt share, we
maintain muted outlook on financials and a HOLD rating with a TP of
Rs 375 – PE of 18x FY12E (upside of 13% from CMP). 

MEP Segment (60-65% of EBIT)  
 Slow order inflow from the Commercial sector – Order inflow and

enquiries for bids have slowed down in the past few qtrs. Mgmt
mentioned that visibility of fresh ordering in near term is muted (in-
line with our estimates of slow ordering expected for next 1-2 qtrs)
with only some top IT cos looking to set up new facilities. There has
been no significant development from mid-sized IT players, Industrial
sector (Rs 1 bn order inflow in 9MFY11 v/s expectation of Rs 2 bn),
Retail or Real estate players (setting up IT parks/ SEZs). 

Order Inflow 

Rs bn Order Inflow YoY Growth (%)

1QFY11 6.2                           (32.8)

2QFY11 4.9                           (24.6)

3QFY11 5.1                           (24.1)

4QFY11E 8.5                           18.9  
Source: Company, ENAM Research 

 Ordering of Metro rail projects could provide some relief –
Management expects fresh ordering from Chennai and Bangalore
Metro projects (bids have been submitted). Also, bids are expected to
be submitted for Kolkata and Hyderabad metro in the next 1-2 qtrs. 

Financial summary (Standalone) 

 
Y/E Mar 

Sales 
(Rs mn) 

PAT  
(Rs mn) 

Consensus  
EPS* (Rs) 

EPS  
(Rs) 

Change 
YoY (%) 

P/E  
(x) 

RoE  
(%) 

RoCE  
(%) 

EV/EBITDA  
(x) 

DPS  
(Rs) 

P/ BV 
(x) 

2010  25,250   1,844  -  20.5  8.1    43.0   55.8   9.0  

2011E  28,379   1,568  19.7  17.4  (15.0) 19.1  30.0   43.7  11.5 10.7 5.4 

2012E  33,977   1,872  24.8  20.8  19.4  16.0  31.9   45.7  9.9 12.9 4.8 

2013E  39,934   2,213  -  24.6  18.2  13.5  32.8   46.8  8.4 12.9 4.1 

Source: *Consensus broker estimates, Company, ENAM estimates  
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 Concerns over delay in execution – Management has mentioned that out of 
the MEP projects being executed by Blue Star, ~50% are facing execution 
delays due to payment issues and client side delays (reflected in dip in avg. 
execution during 9MFY11). Our estimates are factoring in these delays, as we 
have assumed that only 82% of the avg. order book will see execution in 
FY12E v/s past run-rates of over 90%. 

 No current plans to foray into Middle East (ME) mkts – Blue Star at present 
has no plans to enter the MEP market in ME, as they feel that ME is fairly 
competitive and would rather strengthen their presence in India. This is also 
reflective of Blue Star not entering this market and establishing a presence 
during the boom period.  

Cooling Products segment (25-30% of EBIT)  
 Efforts to gain mkt share in Residential AC segment - While over the last 4-5 

yrs, Blue Star has gradually marginalized its presence in AC segment (current 
mkt share of less than 5%), management now expects growth in this segment 
to be robust (in-line with our estimates of 25%+ growth p.a. in medium term). 
Management is hopeful of 30%+ growth in volumes for Blue Star in FY12E.  

 Expects Room AC Pricing to be firm – Management anticipates firm prices in 
Room AC market in the medium term and believes that strong growth in the 
sector will ensure players do not compromise on profitability for market share 
gain. Further, management mentioned that risk from cheaper Chinese 
imports is unlikely in medium term as Chinese companies are unlikely to be 
interested in significantly smaller Indian market v/s larger opportunity in 
China (Annual Industry volumes of ~2.5mn units p.a. (FY10) in India v/s 
opportunity in China of more than 15-20x size).  

Outlook & Valuation 
 We maintain that domestic MEP segment outlook will remain muted and take 

longer to recover. Given Blue Star will take time to benefit from AC segment 
growth, as it looks to re-establish stronger market share, we maintain muted 
outlook on financials in coming qtrs. We have a HOLD rating on the stock with 
a TP of Rs 375 (upside of 13% from CMP). 

 In the MEP and Room AC space, we prefer Voltas (Buy, TP of Rs 240 – valued 
at 18x FY12E PE - v/s CMP of Rs 158) to Blue Star as: (A) Voltas’ presence in 
MEP in other geographies, esp. in ME (~70% of OB) insulates it to a large 
extent from MEP slowdown in India v/s Blue Star (focused presence in India). 
Also, it must be noted that Voltas has presence in UAE and Qatar in ME with 
no significant exposure to regions of current unrest (Libya and Egypt)  (B) 
Voltas is better placed to capitalize on the robust growth opportunity in Room 
AC mkt considering strong mkt share of 15%+ (v/s Blue Star’s mkt sh of 
under 5%).  

Financials of Voltas and Blue Star 

(Rs bn) FY10 FY11E FY12E FY10 FY11E FY12E

Sales 48.1             51.9             61.7             25.2             28.4             34.0             

EBITDA 4.6               4.8               5.5               2.7               2.6               3.0               

PAT 3.5               3.8               4.4               1.8               1.6               1.9               

P/E (x) 15.1             13.9             11.9             16.3             19.1             16.0             

PBV (x) 4.8               3.8               3.1               6.1               5.4               4.8               

Voltas Blue Star

 
Source: Company, ENAM Research   

Slowing Avg. Execution 

(%) FY11 FY10

1Q 20.2       35.3       

2Q 23.7       31.4       

3Q 21.3       32.2        
Source: Company, ENAM Research  
 

 

 

Cooling Prod. Sales 

(Rs bn) FY11 FY10

Grth
(%)

1Q 2.5 1.9 32.7

2Q 1.4 1.1 29.4

3Q 1.3 1.0 34.0  
Source: Company, ENAM Research  
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this 
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to 
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature 

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities 
of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of 
such an investment. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express 
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of 
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and 
alternations to this statement as may be required from time to time without any prior approval 

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or 
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or 
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent 
of each other. The recipient should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM 
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other 
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to 
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident 
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform 
themselves about, and observe, any such restrictions 

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or 
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


