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Run-up in stock price unwarranted 
 
We believe the recent run-up in stock price by 31% in last 
one month was mainly in anticipation of increased order 
flows on the back of the improving economic outlook. 
However, no new pipeline projects have been 
announced as yet. Though we have raised our estimates 
due to change in the company’s accounting period from 
December to March, we reiterate Hold and expect 18-
20% correction in the stock price if the anticipated 
orders do not materialise.  

 Order book still subdued: The company’s order book 
currently stands at $780mn (SAW pipes – US$525mn, 
seamless pipes – US$95mn and ductile iron pipes – 
US$160mn) to be executed by March 2010. Exports 
account for over 40% of the order book. The 
management expects to bag orders worth US$120mn 
by Dec 2009 from the Middle East, which would boost 
earnings visibility by three months.  

 PQF pipe mill to commence operations in Oct 2010: 
The management is confident of starting commercial 
operations of its premium quality finishing (PQF) mill in 
October 2010. The PQF technology would improve the 
product quality and cost and help in reducing yield loss 
from 18%-19% currently to 10%-12% by FY11E, thereby 
improving margins. 

 Estimates revised: We raise our earnings estimates by 
39.9% to Rs82.9 for FY10 and 54.3% to Rs73.3 for FY11, 
mainly due to the change in the company’s financial 
year ending from December to March (FY10 will be for 
15 months from 1 Jan 2009 to 31 March 2010).  

 Fairly valued, maintain Hold: At CMP, the stock trades 
at 9.1x FY10E and 10.3x FY11E earnings, 6.0x and 6.6x 
FY10E and FY11E EV/EBITDA. We believe expectations 
of a surge in order book are overdone. We reiterate 
Hold rating on the stock and value it at 10x FY11E 
earnings, translating into a revised target price of Rs730.  
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Price Performance (%) 

  1M 6M 1Yr

Jindal Saw 37.5 325.9 31.9

NIFTY 7.4 65.7 27.7
Source: Bloomberg, Centrum Research 
*as on 30 Sep 2009 

 Management meet/Estimate change          1 October 2009

Please refer to important disclosures/disclaimers inside 
 

Y/E Mar (Rsmn) Rev YoY (%) EBITDA EBITDA (%) PAT YoY (%) Fully DEPS RoE# (%) RoCE# (%) P/E (x) EV/EBITDA (x)

FY06 38,557  66.6  4,099  10.6 1,762 77.2 36.7 19.0  11.3  20.5 11.8 

FY07 70,157  82.0  8,008  11.4 8,280 369.9 260.7 36.4  21.2  2.9 6.2 

CY08 53,567  (23.6) 7,066  13.2 3,263 (60.6) 63.2 11.7  11.0  11.9 7.3 

FY10E* 62,559  16.8  8,793  14.1 4,502 38.0 82.9 14.3  13.0  9.1 6.0 

FY11E 52,300  (16.4) 7,892  15.1 3,982 (11.6) 73.3 10.5  10.0  10.3 6.6 

Note: * 15 months period; #: annualised for FY10 
Source: Company, Centrum Research Estimate 

Pipes 

INDIA

Jindal SAW

Niraj Shah 
niraj.shah@centrum.co.in 
+91 22 4215 9685 
 
Jatin Damania 
jatin.damania@centrum.co.in 
+91 22 4215 9647 
 



 

2 Jindal SAW

 
Expectations of surge in orders overdone 

A sharp run up in Jindal SAW’s stock price was witnessed over the two months, which we find 
baffling as there is no significant improvement in its order book and hence earnings visibility. We 
believe much of this surge was mainly on expectations of increased order flows due to the 
improving economic outlook. However, till date no new pipeline projects have been announced.  

The management expects the company to bag an order worth US$120mn for 100,000t of L Saw 
pipes from the Middle East by Dec 2009.  If this order materialises, the company’s order book 
visibility would be extended till June-July 2010. Apart from the expected order from the Middle 
East, Gail is expected to issue tenders by the end of the current fiscal, estimated at about 
US$500mn, for about 500,000t of SAW pipes. The risk is that these orders may not come through 
as much as expected and that could result in the stock correcting sharply.  

Auto sector buoys outlook for seamless pipes 

With the global economy showing signs of a recovery, the outlook for seamless pipes has 
improved.  In India, the biggest boost to demand came from the automobile sector (one vehicle 
uses about 150kg of seamless pipes). Further, the rise in crude prices is expected to spur 
exploration activities, which would lead to increased demand for seamless pipes. However, it 
should be noted that number of active rigs has remained almost stable for the last six months.  

Exhibit 1: Number of active rigs almost unchanged over last 6 months 
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Source: Baker Hughes, Centrum Research 

Order book still remains subdued 

Jindal SAW’s current order book stands at US$780mn (SAW pipes- US$ 525mn, seamless pipes- 
US$ 95mn and DI pipes- US$ 160mn). Exports account for over 40% of this order book which is 
slated to be executed by March 2010.  

For the last few months, the company has not bagged any orders and the management also 
admitted that demand for seamless pipes would remain subdued till higher crude prices spur 
increased exploration activities. They are confident of bagging a US$120mn order from the 
Middle East, which would boost earnings visibility by another three months till June-July 2010.  

PQF pipe mill to commence operations in Oct 2010 

The management is confident of starting commercial operations of its premium quality finishing 
(PQF) mill in October 2010 (PQF technology improves the product quality and cost and it helps in 
reducing yield loss to 10%-12% from current level of 18%-19% thereby leading to margin 
improvement. 

Exhibit 2: Management guidance 
Volume Guidance  

(Tonnes) FY10 FY11 

Saw Pipes 600,000 500,000 

DI Pipes              300,000 260,000 

Seamless Pipes 100,000 to 125,000 100,000 to 125,000 

 Source: Company 
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Estimates revised 

We have raised our earnings estimates by 39.9% to Rs82.9 for FY10 and 54.3% to Rs73.3 for FY11, 
mainly due to the change in the company’s financial year ending from December to March (FY10 
will be for 15 months from 1 Jan 2009 to 31 March 2010). 

Exhibit 3: Revised estimates 
 Revised Earlier % Change 

Y/E Mar (Rsmn) FY10E* FY11E FY10E FY11E FY10E FY11E

Net Sales  62,559 52,300 56,644 45,638 10.4 14.6

EBITDA 8,793 7,892 6,833 6,611 28.7 19.4

PAT 4,502 3,982 3,219 2,581 39.9 54.3

EPS (Rs) 82.9 73.3 59.3 47.5 39.9 54.3

Note: * 15 months period 
Source: Centrum Research Estimates 

Fairly valued, maintain Hold 

At CMP, the stock trades at 9.1x FY10E and 10.3x FY11E earnings, and on 6x and 6.6x FY10E and 
FY11E EV/EBITDA respectively. We believe expectations of a surge in order book are overdone. We 
maintain our Hold rating, valuing the stock at 10x FY11E earnings, translating into a target price 
of Rs730. 

Exhibit 4: Peer Comparison  
  2010 2011 

  P/E EV/E P/B ROE ROCE P/E EV/E P/B ROE ROCE

 (x) (x) (x) (%) (%) (x) (x) (x) (%) (%)

Welspun Gujarat* 9.4 5.9 2.3 24.7 17.7 10.6 5.9 1.9 18.0 16.1 

Jindal Saw* 9.1 6.0 1.2 14.3 13.0 10.3 6.6 1.1 10.5 10.0 

Maharashtra Seamless 10.0 5.3 0.4 17.6 N.A 9.3 4.5 N.A 15.4 N.A

PSL 6.2 5.7 0.9 14.9 5.3 6.5 5.8 0.9 13.3 5.1

 Source: Bloomberg estimate, *Centrum Research Estimate 
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Financials (Consolidated) 

Exhibit 5: Income Statement 
Y/E Mar (Rsmn) FY06 FY07 CY08 FY10E* FY11E

Net Sales 38,557 70,157 53,567 62,559 52,300

Expenditure 34,457 62,149 46,501 53,766 44,408

Raw Materials 26,604 44,529 36,280 42,603 35,564

Outsourcing cost 4,250 12,019 753 2,018 1,569

Employee cost 640 1,375 1,599 1,689 1,412

Other Expenses 2,963 4,225 7,868 7,457 5,863

EBITDA  4,099 8,008 7,066 8,793 7,892

Margin (%) 10.6 11.4 13.2 14.1 15.1

Other income 315 4,517 130 80 100

Depreciation 519 773 840 1,250 1,232

EBIT 3,895 11,752 6,356 7,623 6,760

Interest 1,262 1,934 1,979 1,620 1,451

PBT 2,633 9,818 4,377 6,003 5,309

Taxes 871 1,538 1,113 1,501 1,327

etr % 33.1 15.7 25.4 25.0 25.0

PAT 1,762 8,280 3,263 4,502 3,982

Pat Margin % 4.6 11.8 6.1 7.2 7.6

Source: Company, Centrum Research Estimate 

Exhibit 6: Balance Sheet 
Y/E Mar (Rsmn) FY06 FY07 CY08 FY10E* FY11E

Capital 480 504 516 543 543

Reserves and Surplus 9,151 23,246 27,772 33,135 36,777

Total Net worth 9,631 23,750 28,288 33,679 37,321

Total Loan Funds 16,368 12,550 18,337 16,221 16,221

Deferred Tax Liability 763 826 842 600 600

Total  Cap. Employed 26,763 37,126 47,467 50,500 54,142

Gross Block 11,049 12,337 18,663 26,855 31,855

Accumulated Dep 2,499 3,246 4,121 5,371 6,603

Net Fixed Assets 8,550 9,090 14,542 21,483 25,252

Capital WIP 1,704 4,290 8,192 6,750 5,000

Investments 836 2,093 791 3,000 3,500

Inventories 13,967 11,843 16,534 11,141 11,463

Sundry Debtors 7,608 11,227 12,645 10,284 10,030

Cash and Bank Balances 3,922 6,586 5,664 4,009 5,287

Loans and Advances 2,480 2,426 3,672 3,672 3,672

Total Current Assets 27,976 32,082 38,514 29,105 30,452

Current Liabilities 11,408 9,043 13,758 8,102 7,300

Provisions 895 1,386 815 1,737 2,762

Total Current Liabilities 12,303 10,429 14,573 9,839 10,062

Net Current Assets 15,673 21,654 23,941 19,266 20,390

Total Assets 26,763 37,126 47,466 50,500 54,142

Source: Company, Centrum Research Estimate 

Exhibit 7: Cash flow 
Y/E Mar (Rsmn) FY06 FY07 CY08 FY10E* FY11E

Net operating cash flow 1,589 7,251 3,178 9,351 5,670

Net cash flow from investing (2,120) 89 (5,682) (8,709) (4,000)

Net cash flow from financing 2,926 (4,674) 1,531 (2,297) (392)

Free Cash Flow 2,395 2,665 (972) (1,655) 1,278

Opening Cash Balance 1,526 3,922 6,586 5,664 4,009

Op. Balance of Sub   49

Closing Cash Balance 3,922 6,586 5,664 4,009 5,287

Source: Company, Centrum Research Estimate 

Exhibit 8: Key Ratios 
Y/E Mar FY06 FY07 CY08 FY10E* FY11E

Diluted Shares (mn) 48  51  52 54 54 

Per Share (Rs)      

EPS 36.7 260.7 63.2 82.9 73 

BV 193.2 462.1 540.9 630.9 698 

DPS 4.0 6.3 6.3 6.3 6 

Return Ratios (%)      

ROCE# 11.3  21.2  11.0 13.0 10.0 

ROE# 19.0  36.4  11.7 14.3 10.5 

Valuation (x)      

P/E 20.5  2.9  11.9 9.1 10.3 

P/BV 3.9  1.6  1.4 1.2 1.1 

EV/EBITDA 11.8  6.2  7.3 6.0 6.6 

EV/Sales 1.3  0.7  1.0 0.8 1.0 

Margin (%)      

EBITDA 10.6  11.4  13.2 14.1 15.1 

PAT 4.6  11.8  6.1 7.2 7.6 

EBIT 10.1  16.8  11.9 12.2 12.9 

Note: * 15 months period; #: annualised for FY10 
Source: Company, Centrum Research Estimate 

 



 

5 Jindal SAW

Disclaimer 
Centrum Broking Pvt. Ltd.(“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock Exchange of India Ltd. (NSE). Our holding 
company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum has Investment Banking, Advisory and other business relationships with a significant 
percentage of the companies covered by our Research Group.  Our research professionals provide important inputs into the Group's Investment Banking and other business selection processes. 

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other businesses and may receive commission, 
brokerage, fees or other compensation from the company or companies that are the subject of this material/report.   Our Company and Group companies and their officers, directors and 
employees, including the analysts and others involved in the preparation or issuance of this material and their dependants, may on the date of this report or from, time to time have "long" or 
"short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Centrum or its affiliates may be owning 1% or more in the equity of this 
company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the 
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. We may have 
earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those made in this report.   In reviewing this document, 
you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group may rely on information barriers, such as "Chinese 
Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or affiliates of Centrum.    

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any securities, and 
neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. This document does not solicit any 
action based on the material contained herein. It is for the general information of the clients of Centrum. Though disseminated to clients simultaneously, not all clients may receive this report at 
the same time.  Centrum will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific investment objectives, financial situation/circumstances and the 
particular needs of any specific person who may receive this document. The securities discussed in this report may not be suitable for all investors. The securities described herein may not be 
eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this report are organized may have restrictions on investments, voting rights 
or dealings in securities by nationals of other countries.   The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives. Persons 
who may receive this document should consider and independently evaluate whether it is suitable for his/ her/their particular circumstances and, if necessary, seek professional/financial advice. 
Any such person shall be responsible for conducting his/her/their own investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks 
involved in the securities forming the subject matter of this document.  

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. 
Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections and forecasts were based will not materialize or 
will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts described in this report have been prepared solely by the authors of this 
report independently of the Company. These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally accented accounting principles. 
No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not regard the inclusion of the projections and forecasts 
described herein as a representation or warranty by or on behalf of the Company, Centrum, the authors of this report or any other person that these projections or forecasts or their underlying 
assumptions will be achieved. For these reasons, you should only consider the projections and forecasts described in this report after carefully evaluating all of the information in this report, 
including the assumptions underlying such projections and forecasts. 

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses on any investments. Past 
performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. Actual results may differ materially from those set forth in projections. 
Forward-looking statements are not predictions and may be subject to change without notice. Centrum does not provide tax advice to its clients, and all investors are strongly advised to consult 
regarding any potential investment.  Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report.  Foreign currencies denominated securities 
are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the 
value of which are influenced by foreign currencies effectively assume currency risk. Certain transactions including those involving futures, options, and other derivatives as well as non-
investment-grade securities give rise to substantial risk and are not suitable for all investors. Please ensure that you have read and understood the current risk disclosure documents before 
entering into any derivative transactions.  

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No representation or warranty, express or implied is 
made that it is accurate or complete.  Centrum has reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its accuracy and 
completeness cannot be guaranteed.  The opinions expressed in this document/material are subject to change without notice and have no obligation to tell you when opinions or information in 
this report change. 

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should not be reproduced, 
transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to the public used by the public media without 
the express written consent of Centrum. This report or any portion hereof may not be printed, sold or distributed without the written consent of Centrum. 

This report has not been prepared by Centrum Securities LLC. However, Centrum Securities LLC has reviewed the report and, in so far as it includes current or historical information, it is believed to 
be reliable, although its accuracy and completeness cannot be guaranteed.   

 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 Centrum nor 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.   

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the basis of any 
contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or other media and may 
not be reproduced or redistributed to any other person. The distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this report comes should 
inform themselves about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No representation is made that this report is accurate or 
complete. 

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking and are given as of this date and are subject 
to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that future results or events will be consistent 
with any such opinions, estimate or projection.    

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any other person. Information 
in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections contained herein are entirely 
those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this document or its contents or otherwise arising 
in connection therewith. 

Centrum and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months.  Centrum and affiliates might have received 
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public offerings, corporate finance, 
debt restructuring,  investment banking or other advisory services in a merger/acquisition  or some other sort of  specific transaction.  Centrum and affiliates may expect to receive compensation 
from the companies mentioned in the report. 

As per the declarations given by them, Mr Niraj Shah and Mr Jatin Damania, research analysts and the authors of this report and/or any of their family members do not serve as an officer, director or 
any way connected to the company/companies mentioned in this report.  Further, as declared by them, they have not received any compensation from the above companies in the preceding 
twelve months.  Our entire research professionals are our employees and are paid a salary.  

While we would endeavor to update the information herein on a reasonable basis, Centrum, it's associated companies, their directors and employees are under no obligation to update or keep the 
information current.   Also, there may be regulatory, compliance or other reasons that may prevent Centrum from doing so. 

Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or Centrum policies, in 
circumstances where Centrum is acting in an advisory capacity to this company, or any certain other circumstances. 
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