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Company 

Note 

STPS: BUY 

Sibtruboprovodstroy Target Price: US$ 485 

Analyst: Andrey Poludnitsyn 

poludnitsyn@sovlink.ru

Stock data 

Ticker  STSP M.Cap, $ mn 54.41 
Shares Ords  168,854 Free Float, % 9 
Shares Pref s - Free Float, $ mn 5.17 
Bid Ords, $ 185 Offer Ords, $ 500 
Bid Prefs, $ - Offer Prefs, $ - 

 
Financials, 2007E 

Assets, $  mn 11.74 P/E  - 
Book Value, $  mn 5 P/S - 
Net income, $  mn 2 EV/EBITDA - 

 
Financials, 2008E 

Assets, $  mn 14.92 P/E 19.26 
Book Value, $  mn 6 P/S 0.18 
Net income, $  mn 2.98 EV/EBITDA 8.23 

 
 
 
 
 

 Sibtruboprovodstroy is the leading company in the 
construction of oil and gas pipelines and the gas and oil fields 
development sector. The company provides an all-inclusive 
service for  pipeline systems in Western and Eastern Siberia.  

 The company was founded in 1983 and has constructed over 
3,000 km of pipelines during this period.  

 Sibtruboprovodstroy is actively involved in the Siberian 
Federal District and has been Gazpromôs main contractor for  the 
service and construction of gas pipelines over the last five years. 
The company repairs and maintain s operating gas pipelines for 
Gazpromôs and Transneftôs subsidiaries and independent 
Russian oil and gas companies such as Surgutneftegaz, TNK-BP 
and Lukoil , on a contractual basis. 

  Although  Sibtruboprovodstroy ôs headquarters are located 
near Novosibirsk, the company actively operates in Novgorod, 
Volgograd, Smolensk, the Stavropol region, Tyumen and Altai. 

 The company has ambitious plans to extend its activity to 
other regions in Russia and abroad. The company plans to 
transform itself  into  the leading Russian multifunctional 
construction and engineering holding and subsequently become 
a leading international pipe construction company.  

 The companyôs revenues have grown at approximately 68% 
per annum from 2003 to 2008 ï this was achieved due to 
regular contracts with Russian oil and gas companies.  

 Sibtruboprovodstroy is taking part in the pipeline 
construction  and development of the Verkhnechonskiy oil field.  
I t is also engaged in the construction of the East SiberiaïPacific 
Ocean Pipeline ï one of the most ambitious and expensive 
projects in this sector in  recent years. 

 The company is also participat ing in the development and 
construction of a gas field in Kamchatka.  
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Investment idea  
 
We believe that maintaining high revenue growth rates over the next 7-10 years will provide 
the main catalyst for growth in the companyôs value. In the first place , this will be achieved 
due to the companyôs participation in the construction of the East SiberiaïPacific Ocean Oil 
Pipeline. According to plan, this pipeline will be constructed from  Taishet to Skovorodino 
before reaching the Kozmino terminal.      
 
This project is estimated to cost $11.5 bn with  construction scheduled for completion in 
2011-12. Apart from the main pipeline , there are plans to build additional sub-pipe lines to 
the new prospective oil and gas fields in Eastern Siberia and Yakutia. This will allow 
Sibtruboprovodstroy to increase its order s. In addition,  the company expects to win  new 
contracts for building the infrastructure for the new pipeline and its maintenance. 
 

   
Source: Transneft 

 
The companyôs second largest project is the development of the Verkhnechonskiy oil and gas 
field and the construction of a pipeline from this new field to the main line ï with a total 
investment of approximately $3.3 bn . At least about 13 bn rubles will be invested in this 
project in 2008.  
 
Apart from these two main projects, the company services existing pipelines owned by 
Gazprom, Transneft, TNK-BP, Rosneft and Lukoil. In addition , the company gains 
substantial benefits from participation in the gasification programme in Eastern Siberia and 
the Far East. 
 
In 2008 , Sibtruboprovodstroy started developing the Kshukskiy gas field in Kamchatka in 
cooperation with Gazprom.  

Participation  in the projects mentioned above will allow th e company to increase its revenues 
significantly, strengthen its competitive pos ition  in the market  and attract new clients. Also, 
we would like to highlight the companyôs plan to find a  potential  strategic partner (a 
well-established Russian or foreign company) in order to create a construction holding and 
enter the international market. For this purpose , Sibtruboprovodstroy has hired a leading 
international consulting company , the Monitor Group. Finally, based on these grounds, we 
consider that Sibtruboprovodstroy has good prospects and is an attractive investment.  
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Company profile  
 
The companyôs primary activity is the construction of pipeline systems and the development 
of oil and gas fields. Since its foundation, the company has primarily operated  in Eastern 
Siberia and the Far East, being the local monopolist in the pipeline construction  market . The 
company achieved its monopolistic position as a result of the reorganization of many small 
construction  enterprises, which were merged with Sibtruboprovodstroy.   
 
The company has several units,  which are located in different parts of Russia , allowing the 
company to win tenders and implement  projects throughout  the country.  
 
    
 
               

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
Source: Sovlink 
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Shareholder structure  
 
The main shareholders are Alexander Povetiev and Igor Kuznetsov, a businessman in 
Novosibirsk . Companies controlled by Mr. Kuznetsov acquired stakes in the company in 
2005.  Previously, Mr. Povetiev and other managers controlled  the company.  
 
 
Figure 1. Shareholders 

   
Source: Sovlink 

 
Sibfinans and Fintek are both controlled by Kuznetsov and Povetiev. In our opinion , 
Kuznetsov and Povetiev own approximately 50% and 30% of the company respectively. The 
remaining  shares are distributed amongst company employees, other managers and a free 
float of about 9%. Please note that employees and managers who sell their shares on a 
regular basis provide the main source of new shares, resulting in a gradually increasing free 
float  level. 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Sovlink 
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Companyôs revenues 
 

Over the past few years, the companyôs revenues grew at a very rapid  rate, ranging from 
50%-100% per annum. From 2003 to 2008 the companyôs revenuesô compound annual 
growth rate is 68%. We believe that participa tion in the development of oil and gas fields in 
Eastern Siberia and the Far East will allow the company to maintain its  revenue growth rate 
at approximately 50% over the next three years. In 2011-12, we expect revenues to increase at 
35% annually and from 2013 to 2015 to increase at a rate of 20% per annum.  
 
In our opinion these growth rates are realistic,  based on the budgets of projects for which  
Sibtruboprovodstroy is the main contractor.  
 
Figure 2. Revenue (US$ mn) 

 
Source: Sovlink 
 

Capital expenditures  
 

We expect the companyôs capital expenditures to grow due to the large volume of 
construction,  reconstruction and repair s of gas pipelines that it will carry out. The company 
requires new boring machines, excavators, tube-welding and pipe laying machines, welding 
dies and welding units. In connection with the expansion of construction and work in remote 
areas, new fuel storages, service stations and construction depots will be required . This 
applies, in particular, to  parts of the East SiberiaïFar East pipeline, which are located in 
difficult terrain.  

 
Figure 3. Capital Expenditures (US$ mn) 

 
Source: Sovlink



 

 

 
YOUR FIRST CALL ð FOR THE SECOND TIER   

June 4, 2008 

 
Tel.: +7 495 967 1300   
Fax: +7 495 967 1311  
research@sovlink.ru 

 

6 

Cost  breakdown  
 

The main costs for the company are raw materials, amounting to about 44% of its total costs. 
The main materials purchased by the company are large-diameter pipes, welding dies and 
insulat ion. Subcontracted works and services, and wages equal 20% and 13% of the 
companyôs total costs respectively. We believe that this cost structure will remain the same in 
future period s as long as metals and pipes are used as the key construction materials. The 
price of these materials has been growing constantly, due to rising  power rates and increases 
in the production price of ferrous metallurgy  products.       
 
 
Figure 4. Cost Breakdown 

 
Source: Sovlink 

 

Financial model  

 

 
Source: Sovlink 
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Our DCF model for  Sibtruboprovodstroy is based on the revenue growth and capital 
expenditure estimates given below. The company has very high cost levels, amounting to 
approximately 97-98% of sales. We think  that they will decrease in future to about 90-95% of 
sales. However, even a 90% level is, most likely, an overstatement and corresponds to a 
pessimistic scenario.  
 
 

 
Source: Sovlink 

  
Figure 5. Improving Margins  

 
Source: Sovlink 

 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 6. Net Working Capital Change (US$ mn) 
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Source: Sovlink 

 
Figure 7. Invested Capital (US$ mn) 

 
Source: Sovlink 
 

Figure 8. PPE growth (US$ mn) 

 
Source: Sovlink 
 

At present the company has very low margins. However, due to the rapid revenue growth 
forecast for the company, they are likely to improve . Moreover, the company will need to 
declare them openly, as it will  have to show its true financial results in order to seek a new 
strategic partner or investor. This is possible only in case of full financial transparency. 
 


