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Following management's recent analyst conference call which added more detail on 

the last earnings report, we see greater cost pressures and tough competition hurting 

volumes and margins.  Rising coal costs and uncertainty of iron ore availability is 

hurting the domestic Ductile Iron pipes business. Even in the large diameter pipes, the 

global slowdown has adversely impacted capital expenditure decisions for large projects. 

Line pipe manufacturers have been hurt by policy paralysis across the globe from 

policymakers and private corporates which has led to delay in pipeline projects. While 

political leaders have been trying to avoid tough decisions pending elections, private 

companies have been waiting for financing conditions to improve and commodity prices 

to settle down. These tough economic conditions have also led to nationalistic fervour 

resulting in projects being awarded to companies with domestic presence.  

But with global expansions and commissioning of mines JSAW is well positioned. 

JSAW has expanded its Ductile Iron pipe capacity in UAE, it took over lease rights in a 

European pipe mill and has recently started its trial runs for seamless pipes in the US. 

These plants are likely to get the benefit of being localised and will benefit from orders 

intended towards generating local employment. JSAW’s iron ore mine is also now close 

to commissioning which will add to profitability and improve raw material availability.  

Infrastructure business now close to break even. JSAW had entered into infrastructure 

space involving water management, waste management, waterways, waste to power and 

rail manufacturing. All these businesses are now close to generating profits with its rail 

manufacturing unit getting its first order, waste to energy plant commissioned and its 

waterways business getting a 7 year contract with NTPC. We believe these businesses will 

soon start supporting profitability.  

Valuation and risk: We cut our earnings by 13-38% to incorporate the impact of slower 

demand. We roll forward our valuation to FY14e EPS (earlier FY13e) but maintain our 

PE multiple at 8x. We now eliminate the value of the investments from our valuation as 

they have been hived off to a separate company. As a result our target price falls to 

INR210 (from INR280), but we maintain our Overweight rating. Key risks to our earnings 

estimate and price target are a further slowdown in pipeline projects, increase in 

competition and delay in commissioning of the iron ore mine. 

Overweight 
Target price (INR) 210.00 
Share price (INR) 154.30 
Forecast dividend yield (%) 0.9 
Potential return (%) 36.9 

Note: Potential return equals the percentage 
difference between the current share price and 
the target price, plus the forecast dividend yield 

Performance 1M 3M 12M 

Absolute (%) 15.9 18.4 -25.6 
Relative^ (%) 6.1 6.0 -25.9 

Index^ BOMBAY SE IDX 

RIC JIND.BO 
Bloomberg JSAW IN 
 
Market cap (USDm) 867 
Market cap (INRm) 42,622 
 
Enterprise value (INRm) 57796 
Free float (%) 58 

Note: (V) = volatile (please see disclosure appendix) 

Jindal Saw Ltd (JSAW IN) 

OW: Global expansion and mines to aid profitability 

 We expect tough environment to continue to impact demand

 But its global expansions and commissioning of mines will 
support order book and earnings growth 

 Target cut to INR210 from INR280 but we remain Overweight 
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Financials & valuation 
Financial statements 

Year to 03/2011a 03/2012e 12/2013e 12/2014e

Profit & loss summary (INRm) 

Revenue 45,781 53,625 73,720 84,652
EBITDA 8,541 7,728 11,509 14,370
Depreciation & amortisation -1,638 -1,844 -2,164 -2,247
Operating profit/EBIT 6,903 5,884 9,345 12,123
Net interest -1,561 -1,225 -2,804 -2,804
PBT 5,769 4,063 6,742 9,519
HSBC PBT 5,769 4,063 6,742 9,519
Taxation -1,324 -933 -1,548 -2,185
Net profit 4,405 3,132 5,196 7,336
HSBC net profit 4,405 3,132 5,196 7,336

Cash flow summary (INRm) 

Cash flow from operations -7,988 11,431 3,111 8,666
Capex -6,876 -6,300 -1,000 -1,000
Cash flow from investment -5,932 -5,561 -1,000 -1,000
Dividends -446 -321 -485 -485
Change in net debt 15,961 -3,585 1,178 -4,378
FCF equity -15,387 4,501 -893 4,662

Balance sheet summary (INRm) 

Intangible fixed assets 480 480 480 480
Tangible fixed assets 32,723 37,178 36,014 34,768
Current assets 40,506 40,313 48,304 57,448
Cash & others 2,119 6,173 4,995 9,373
Total assets 76,466 79,988 86,816 94,713
Operating liabilities 10,488 11,612 13,730 14,778
Gross debt 22,895 23,365 23,365 23,365
Net debt 20,776 17,192 18,369 13,992
Shareholders funds 40,694 42,764 47,474 54,323
Invested capital 61,103 60,186 66,073 68,544

 
Ratio, growth and per share analysis 

Year to 03/2011a 03/2012e 12/2013e 12/2014e

Y-o-y % change    

Revenue -35.6 17.1 37.5 14.8
EBITDA -31.9 -9.5 48.9 24.9
Operating profit -37.0 -14.8 58.8 29.7
PBT -35.5 -29.6 65.9 41.2
HSBC EPS -34.0 -24.4 65.9 41.2

Ratios (%)    

Revenue/IC (x) 0.9 0.9 1.2 1.3
ROIC 10.4 7.5 11.4 13.9
ROE 11.4 7.5 11.5 14.4
ROA 8.3 5.2 8.8 10.5
EBITDA margin 18.7 14.4 15.6 17.0
Operating profit margin 15.1 11.0 12.7 14.3
EBITDA/net interest (x) 5.5 6.3 4.1 5.1
Net debt/equity 50.8 40.0 38.5 25.7
Net debt/EBITDA (x) 2.4 2.2 1.6 1.0
CF from operations/net debt  66.5 16.9 61.9

Per share data (INR)    

EPS reported (fully diluted) 15.42 11.35 18.82 26.58
HSBC EPS (fully diluted) 15.01 11.35 18.82 26.58
DPS 1.40 1.40 1.40 1.40
Book value 147.32 154.81 171.86 196.66
 

 
 
Valuation data 

Year to 03/2011a 03/2012e 12/2013e 12/2014e

EV/sales 1.3 1.1 0.8 0.6
EV/EBITDA 7.1 7.5 5.1 3.8
EV/IC 1.0 1.0 0.9 0.8
PE* 10.3 13.6 8.2 5.8
P/Book value 1.0 1.0 0.9 0.8
FCF yield (%) -38.6 11.1 -2.2 11.5
Dividend yield (%) 0.9 0.9 0.9 0.9

Note: * = Based on HSBC EPS (fully diluted) 
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Investment view 
The stock has under-performed the market by 26% over the last 12 months on the back of the global slowdown 

which has led to declining order books, and issues with some low-margin orders.  

Tougher environment in global and domestic markets. We don’t expect the demand environment to 

improve from current levels. We are witnessing the following trends in the pipes market. 

 Large projects in US are not moving forward on environmental concerns and policy paralysis. 

 Companies are pushing orders back in search of cheaper raw material pricing and better financing. 

 Due to tight financial conditions, there is a dearth of replacement demand. 

 Order book cycles have become shorter as companies want to avoid commodity price volatility. 

 There is a growing emphasis on nationalism as government tries to pacify its population with 

employment prospects and income growth. This has led to domestic companies bagging higher 

proportion of orders. 

 Infrastructure activity in domestic market has also dried up as Indian government tries to balance its 

budget and deficit. 

But with global expansions and commissioning of mines JSAW is well positioned. JSAW has 

expanded its Ductile Iron pipe capacity in UAE, it took over lease right in an European pipe mill and has 

recently started its trial runs for seamless pipes in US. These plants are likely to get the benefit of being 

localised and will benefit from orders intended towards generating local employment. JSAW’s iron ore 

mine is also now close to commissioning. This will reduce the cost of raw material and enable it to 

complete aggressively.  

Infrastructure business now coming close to break even. JSAW had entered into infrastructure space 

involving water management, waste management, waterways, waste to power and rail manufacturing. All 

these businesses are now close to generating profits with its rail manufacturing unit getting its first order, 

waste to energy plant commissioned and its waterways business getting 7 year contract with NTPC. We 

believe these businesses will no longer act as drag on earnings.  

JITF expects EBITDA of Rs0.5bn during FY12 from revenue of Rs4.5bn (Rs2bn from Water business, 

Rs2.25bn from waterways, Rs0.1bn from rail business and Rs0.15bn from waste business). For FY13 - 

Company is guiding for EBITDA Rs2.4bn from revenue of Rs11bn (Rs4bn from water business, Rs4.2bn 

from waterways, Rs2bn from rail business and Rs1bn from waste business) Company believes it can earn 

10% EBITDA margin on water business, 22% on waterways, 60% on waste and 14% on rail business. 
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Forecasts 
Key forecast and assumption changes 

  FY12e FY13e FY14e 

Total Sales vol ('000 t) New 815,744 1,100,000 1,210,000 
 Old 945,000 1,190,000 1,240,000 
 Change -14% -8% -2% 
EBITDA per tonne (INR) New 8,616 8,932 9,128 
 Old 9,886 10,861 11,694 
 Change -13% -18% -22% 
EBITDA (INR mn) New 7,728 11,509 14,370 
 Old 10,032 13,626 15,192 
 Change -23% -16% -5% 
Net Profit (INR mn) New 3,132 5,196 7,336 
 Old 5,300 7,845 8,963 
 Change -41% -34% -18% 
EPS - diluted (INR) New 11.3 18.8 26.6 
 Old 18.2 26.7 30.5 
 Change -38% -29% -13% 

Source: HSBC estimates 
 

We reduce our earnings estimate to incorporate slowdown in sales volumes and reduce EBITDA margin 

as company competes aggressively in the tougher environment. But we now incorporate earnings from its 

mines and some profitability from its infrastructure business.  

Valuation 
We roll forward our valuation to FY14e EPS from FY13e and value the business on PE multiple of 8x 

(based on ROE of 13% and cost of capital of 13.2%, g of 3%). We now eliminate the value the investments 

as it has been hived off to other companies. We cut our target price to INR210 from INR280 earlier. 

Under our research model, the Neutral rating band for non-volatile Indian stocks is 5pp above and below the 

hurdle rate of 11%, or 6-16% around the current share price. Our target price of INR210 implies a potential 

return of 38%, including dividend yield; thus, we are Overweight on Jindal Saw. Potential return equals the 

percentage difference between the current share price and the target price, including the forecast dividend 

yield when indicated. 

 

Valuation of Jindal SAW (INR) 

 New Old Remarks 

Core EPS 26.6 26.4 Roll forward to FY14e core EPS from FY13e core EPS 
PE Multiple 8 8  
Core value of Business 212.6 210.9  
Value of investments 0 71.6 Investments were hived off into a separate company 
Target Price 212.6 282.5  

Source: HSBC estimates 
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Risk and Sensitivities 

Delay in commissioning of iron ore mine. Iron ore mine is expected to commission by Jun’12. This has 

already been pushed back from Sep’11. Any further delay could affect our earnings estimates and stock 

price performance. 

Earnings and valuation are primarily sensitive to volumes and the margins which they are able to 

command. 10% increase in SAW pipes volumes will increase FY13e net profit by 6%. 10% increase in 

DI pipe volumes will increase net profit by 4%. 10% increase in seamless pipe volumes will increase net 

profit by 2%. 10% increase in EBITDA/tonne will increase net profit by 15%. 
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Disclosure appendix 
Analyst Certification 
The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the 
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their 
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific 
recommendation(s) or views contained in this research report: Puneet Gulati and Kumar Manish 

Important disclosures 

Stock ratings and basis for financial analysis 
HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which 
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations. 
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities 
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon; 
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative, 
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating. 
HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at 
www.hsbcnet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this 
website. 

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts' views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 

Stock ratings 
HSBC assigns ratings to its stocks in this sector on the following basis: 

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, 
regional market established by our strategy team. The price target for a stock represents the value the analyst expects the stock 
to reach over our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the 
potential return, which equals the percentage difference between the current share price and the target price, including the 
forecast dividend yield when indicated, must exceed the required return by at least 5 percentage points over the next 12 months 
(or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock must be 
expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 percentage points 
for a stock classified as Volatile*).  Stocks between these bands are classified as Neutral. 

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility 
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review, 
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily 
triggering a rating change. 
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*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12 
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility.  However, 
stocks which we do not consider volatile may in fact also behave in such a way.  Historical volatility is defined as the past 
month's average of the daily 365-day moving average volatilities.  In order to avoid misleadingly frequent changes in rating, 
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change. 

Rating distribution for long-term investment opportunities 

As of 21 February 2012, the distribution of all ratings published is as follows: 
Overweight (Buy) 52% (26% of these provided with Investment Banking Services) 

Neutral (Hold) 35% (22% of these provided with Investment Banking Services) 

Underweight (Sell) 13% (14% of these provided with Investment Banking Services) 

   

Share price and rating changes for long-term investment opportunities 

Jindal Saw Ltd (JIND.BO) Share Price performance INR Vs HSBC rating 
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Recommendation & price target history 

From To Date 

Underweight (V) Neutral (V) 03 August 2009 
Neutral (V) Overweight (V) 18 October 2009 
Overweight (V) Overweight 04 January 2011 
Target Price Value Date 

Price 1 31.00 01 April 2009 
Price 2 36.00 05 May 2009 
Price 3 109.00 03 August 2009 
Price 4 146.00 12 October 2009 
Price 5 190.00 18 October 2009 
Price 6 260.00 18 January 2010 
Price 7 285.00 21 April 2010 
Price 8 265.00 04 January 2011 
Price 9 280.00 13 May 2011 

Source: HSBC 

HSBC & Analyst disclosures 

None of the below disclosures applies to any of the stocks featured in this report. 

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 

3 months. 
3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this 

company. 
4 As of 31 January 2012 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 31 December 2011, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of investment banking services. 
6 As of 31 December 2011, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of non-investment banking-securities related services. 
7 As of 31 December 2011, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in 

securities in respect of this company 
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Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment 
banking revenues. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that 
company available at www.hsbcnet.com/research. 

* HSBC Legal Entities are listed in the Disclaimer below. 

Additional disclosures 
1 This report is dated as at 21 February 2012. 
2 All market data included in this report are dated as at close 20 February 2012, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 

4 As of 31 January 2012, HSBC beneficially owned 5% or more of a class of common equity securities of the following 
company(ies): JINDAL SAW LTD 

5 As of 10 February 2012, HSBC owned a significant interest in the debt securities of the following company(ies): JINDAL 
SAW LTD 
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Issuer of report 
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