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Today Chelyabinsk Pipe Works has announced its 1H10 financial 
statement under IFRS. The company showed $110 mn of net income in 
compare to 2H09 $53 mn of net loss. EBITDA increased by 150% h-o-h to 
$297 mn, EBITDA margin amounted to 23%. We regard company’s results 
as positive. As before, we consider Chelyabinsk Pipe Works as interesting 
speculative story and worthy alternative to TMK. We maintain our target 
price on the level of $3.0 and recommend to BUY the stocks.  

Good 1H10 results. Chelyabinsk Pipe Works has revealed very strong 1H10 
financial results under IFRS. Company’s revenue increased by 40% h-o-h to  
$1,315 mn, EBITDA jumped by 150% h-o-h to $297 mn. Net income made up 
$110 mn in compare to $53 mn of net loss in 2H09. EBITDA margin grew 
dramatically: by 10 pp h-o-h to 23%. The key reasons of the strong results are 
growth of the pipes sales by 19% h-o-h and average realized price increase by 
23% h-o-h.  

Chelyabinsk Pipe Works 1H10 key financials under IFRS, $ mn 

 1H10 2H09 % 1H09 % 

Revenue 1 315 937 40% 826 59% 
Cost of sales -877 -656 34% -601 46% 
Gross profit 438 281 56% 225 94% 
EBITDA 297 119 150% 64 362% 
Operating profit 254 80 219% 30 753% 
Net income 110 -53  -85  
      
Gross margin 33% 30%  27%  
EBITDA margin 23% 13%  8%  
Operating margin 19% 9%  4%  
Net margin 8% -6%  -10%  

 Source: company data, TKB Capital estimates 

Leverage stays high. Chelyabinsk Pipe Works leverage remains high. Thus, 
company’s net debt amounted $2,255 mn at the end of the 1H10. Short-term 
liabilities accounted to $1,231 mn, long-term liabilities - $1,158 mn, cash and 
cash equivalents made up $135 mn. Net debt/EBITDA is estimated at 4.1 with 
2010 EBITDA forecast in comparison with 11.5 at the end of 2009.  

We maintain our positive view on CHEP. We believe that Chelyabinsk Pipe 
Works stocks are worthy alternative to TMK. Companies have comparable 
leverage (Net debt/EBITDA2010E amount to 4.1 and 4.3 respectively), equal 
shares on the large diameter pipe market. Besides Chelyabinsk Pipe Works 
showed much stronger profitability in 1H10 and looks cheaper on EV/EBITDA и 
EV/Output 2011E: by 45% and 16%. In addition, the company is planning to do 
an IPO that could be an extra positive trigger for CHEP stocks. We maintain our 
positive view on Chelyabinsk Pipe Works stocks and recommend to BUY them 
with the target price of $3.0. 

 

 

 

Chelyabinsk Pipe Works 
Common Pref erred

Ticker CHEP -
Recommendation BUY -
Price, $ 1.9 -
Target price, $ 4.0 -
Upside/downside, % 111% -

SHARE  DATA
Bloomberg CHEP RX
Reuters

Common Pref erred
# of  shares outstanding,mn 472 -
EV, $ mn 3,145
MC, $ mn 891
MIN 12 mnth., $ 1.57
MAX 12 mnth., $ 2.50

Common Pref erred
Shares per GDR - -

SUMMARY  FINANCIALS, $ mn
IFRS 2009 2010E 2011E
Rev enue 1,769 2,568 3,338
EBITDA 182 556 635
Net income -140 210 267
EPS, $ neg. 0.45 0.57
Rev . growth, % -42.0 45.2 30.0
EPS growth, % n/a n/a 27.1
EBITDA margin,% 10.3 21.7 19.0
Net margin, % -7.9 8.2 8.0

SUMMARY  VALUATIONS
2009 2010E 2011E

P/E -6.35 4.23 3.33
EV/EBITDA 17.29 5.65 4.95

PRICE  DYNAMICS

Source: MICEX, RTS. TKB Capital estimates

Source: TKB Capital estimates
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CHEP vs ТМК, 2011E 
 CHEP TMK 
Market capitalization, $ mn 891 4 375 
Net debt, $ mn 2 255 3 555 
Net debt/EBITDA 4.1 4.3 
EV, $ mn 3 145 7 929 
Output in 2011, mn t 1.5 3.7 

- incl. LDP 0.6 0.6 
   
EV/EBITDA 5.7 8.9 
EV/Output 1 850 2 143 
EV/Sales 1.2 1.5 
EBITDA/t 327 249 
Cash costs, $/t 1 002 1 131 
EBITDA margin, 1H10 23% 16% 

Source: company data, TKB Capital estimates 

 

Comparative valuation 
 TMK CHEP 
EV/EBITDA, 2011 (weight = 90%) 8.9 5.7 
EV/Output, 2011 (вес = 10%) 2 143 1 850 
   
Estimated Market Cap  2 553 
   on EV/EBITDA  2 682 
   on EV/Output  1 389 
Target price  4.0 
Upside  115% 

Source: company data, TKB Capital estimates 

 

Chelyabinsk Pipe Works  key financials under IFRS, $ mn 
  2007 2008 2009 2010E   2011E 

Revenue 3 153 3 070 1 769 2 568 3 338 

Cost of sales -2 431 -2 418 -1 262 -1 738 -2 294 

Gross profit 722 653 507 830 1 044 

EBITDA 464 -66 182 556 635 

Operating profit 401 -154 108 470 561 

Net income 256 -372 -140 210 267 

      

Gross margin 23% 21% 29% 32% 31% 

EBITDA margin 15% -2% 10% 22% 19% 

Operating margin 13% -5% 6% 18% 17% 

Net margin 8% -12% -8% 8% 8%  
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