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Research Update:

Russian Pipe Maker TMK Outlook Now Stable
On Improved Liquidity; Upgraded To 'ruA-';
Long-Term Rating Affirmed At 'B'

Overview

* Russi a- based pi pe manufacturer QAO TMK has issued RUBS5 billion in
three-year ruble bonds and has increased the anbunt of |ong-term
conmitted credit lines at its disposal

 Liquidity has therefore inproved, and we now consider it "less than
adequat e".

 Moreover, operating performance is inproving.

* W are therefore revising our outlook on TMK to stable from negati ve,
affirmng the long-termcredit rating at 'B, and raising the nationa
scale rating from'ruBBB+ to 'ruA'.

« The stable outl ook reflects our expectation of stable operating and
financial performance in 2011 and gradually inproving credit netrics.

Rating Action

On Nov. 19, 2010, Standard & Poor's Ratings Services revised its outl ook on
Russi a- based pi pe nanufacturer OAO TMK to stable from negative and affirnmed
its long-termcorporate credit rating on TMK at 'B'. At the sane tine, the
Russi a national scale rating was raised to 'ruA-' from'ruBBB+' . The outl ook
i s now stabl e.

Rationale

The outl ook revision, the raising of the national scale rating, and the
affirmation of the long-termrating reflect the inprovenent in TN s
liquidity, as well as a stabilization in its operating and financi al

per f or mance.

We have changed our assessment of TMK's liquidity from"weak” to the better

"l ess than adequate" based on TMK s successful issuance of three-year ruble
bonds in the amobunt of Russian ruble (RUB) 5 billion ($160 nmillion) and an
increase in the amount of long-termcomitted lines that can be used to

refi nance substantial maturities in 2011. We further expect the managenent to
proactively address upconming maturities in the second half of 2010 and in 2011
by issuing | ong-term debt.

We further note TMK s inproved financial and operating performance in the
first six nmonths of 2010 based on a 58% i ncrease in pipe sales vol unes
conpared with the sane period of 2009 and better margins thanks to price
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appreci ation and hi gher capacity utilization. W expect that the conpany's
performance in the second half of 2010 should be supported by depreciation of
steel and scrap prices.

In the first half of 2010, the conpany generated EBI TDA of $415 mllion

(EBI' TDA margin of 16% and its fully adjusted ratio of debt to EBI TDA has

i mproved to 4.4x on an annualized basis. Free operating cash flow (FOCF) was
negative, however, due to working-capital outlays related to inproved business
activity, maintenance capital expenditures, and high interest expense. |In our
credit scenario based on |largely stable pipe prices and raw material costs, we
anticipate that TMK will generate neutral to slightly positive FOCF in the
next 12-18 nonths and its credit nmetrics will gradually inprove.

The ratings continue to reflect our view of TMK s business risk profile as
"fair™ and its financial risk profile as "highly | everaged'. TMK' s fair

busi ness risk profile reflects the cyclicality of the steel pipe industry,
which is underlined by TW s very weak performance in 2009 on the back of the
gl obal econoni ¢ downturn and exposure to Russian country risks. In our view,

t hese weaknesses are only partly offset by TMK' s robust nmarket positions and
di versity of operations. W consider that TMK's financial risk profile is
constrai ned by high | everage and still "l ess-than-adequate" liquidity,
although it is inmproving. On the positive side, we note the conpany's
denonstrated access to financing from Russi an stat e-owned banks.

Liquidity

We now consider TMK's liquidity as "less than adequate". This is based on the
estimated ratio of potential sources of liquidity to potential uses of
liquidity of about 1x, as well as denobnstrated access to financing from
Russi an banks. W further note that the conpany has substantial unconmitted
lines from banks, which we do not, however, include in our analysis.

The key sources of liquidity include:

e Long-termconmitted credit |ines of about $360 million; and

e Cash flow from operati ons of about $500 million (according to our
conservative credit scenario).

We further anticipate the conpany will sign about $230 mllion of additiona
long-termcomritted lines in the next several weeks.

The key potential uses of liquidity include:

 Debt maturities of about $700 million until the end of 2011 (taking into
account the extension of l|oans from Sberbank); and

e Capital expenditures of about $200 million

We note, however, that TMK has about $1.2 billion of debt maturing in 2012 and
t he conpany woul d need to proactively address it in 2011 in order to nmaintain
"l ess-t han-adequate" liquidity.

TWMK i s subject to covenants under its 2011 Eurobond that limt its
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debt-to-EBITDA ratio to 3.5x and are tested sem annually. These are incurrence
rat her than mai ntenance covenants, however, and will only restrict further
borrow ngs (except for pernmitted indebtedness) if breached.

TWK is further subject to mai ntenance covenants under several of its bank |oan
agreenments that limt the debt-to-EBITDA ratio to 5x and are also tested

sem annual I y. The conpany has a waiver for a breach that occurred on June 30,
2010. W consider that the headroom for Dec. 31, 2010, is noderate. W expect,
however, that even if the covenants are breached, TMK should be able to
receive waivers fromits key rel ationship banks (as was the case in 2009 and
the first half of 2010).

Recovery analysis

The $187 million 10% | oan participation note due 2011 issued by TMK Capita
S A israted 'B, inline with the corporate credit rating on TMK The
recovery rating on this instrunent is '4', indicating our expectation of
average (30%50% recovery in the event of a paynent default. The $412.5
mllion guaranteed convertible bonds due 2015, issued by TMK Bonds S. A are
rated 'B'" with a recovery rating of '4'.

Recovery prospects are supported, in our view, by the conpany's substantia
asset base and our belief that the conmpany woul d reorganize in the event of a
default. We have pushed back the year of default under our hypothetica
scenario from 2011 to 2012 to reflect TMK s ongoi ng refinancing efforts and
the reduced | evel of debt maturities in 2011. O her aspects of our recovery
anal ysi s remai n unchanged.

We believe that recovery prospects are limted by TMK s conplex capita
structure, which includes an extensive array of debt facilities with differing
security and guarantee arrangenents. Qur stressed enterprise value of the
conpany at default is $2.9 billion. Recovery prospects for the rated
instruments are nominally higher than the 30% 50% range but the recovery
rating of '4' factors in our expectation that the conpany's capital structure
will evolve as near-termnmaturities are refinanced. W believe this could |ead
to increased | evels of debt ranking ahead of the rated instrunents.

For full details please see "OAO TMK Recovery Rating Profile," published Sept.
14, 2010.

Outlook

The stable outl ook reflects our expectation of stable operating and financi al
performance in 2011 and gradually inmproving credit netrics.

The ratings could come under pressure if liquidity deteriorates again as 2012
maturities approach, unless the conpany refinances them proactively. A new
downturn in the pipe market could al so pressure the ratings.
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Rati ngs upside could follow further inportant inprovenents in liquidity and
positive FOCF generation | eading to debt reduction and stronger credit
metrics. The fully adjusted ratio of funds from operations to debt at about
15% 20% woul d be comensurate with the 'B+' rating.

Related Criteria And Research

All articles listed below are available on RatingsDirect on the Global Credit Portal, unless otherwise
stated.
» Met hodol ogy And Assunptions: Standard & Poor's Standardizes Liquidity
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e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
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e OQAO TMK Recovery Rating Profile, Sept. 14, 2010
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