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Research Update:

OAO TMK Downgraded To 'B+' On Slow
Refinancing After Acquisitions; Outlook Stable

Rationale
On Oct. 7, 2008, Standard & Poor's Ratings Services lowered its long-term
corporate credit rating on Russian steel pipe producer OAO TMK to 'B+' from
'BB-'. The outlook is stable.

At the same time, the Russia national scale rating was lowered to 'ruA+'
from 'ruAA-'.

The outlook on the previous long-term corporate credit rating was revised
to negative on March 18, 2008 after TMK announced its acquisition of assets in
the U.S. These transactions put substantial pressure on the company's
liquidity and led to higher leverage.

Today's downgrade primarily reflects our view that the pace of progress
in the company's refinancing of its very high short-term debt, which is not
covered by cash and committed bank lines, is no longer consistent with a
'BB'-category rating in view of rapidly deteriorating global credit market
conditions.

Other negative factors include an unfavorable business performance in the
first half of 2008 that limited cash flows and was caused by a substantial
rise in steel costs, lower demand for large diameter pipes, and disrupted
production at TMK's Tagmet plant due to a modernization program.

In addition, we take the view that the current state of the equity
markets makes the possibility of decreasing leverage through a planned
secondary public offering unlikely.

The rating is supported, however, by TMK's robust market positions and
our expectations that the company will be able to improve its operating
performance in the second half of 2008 and into 2009. The company was able to
increase prices in the third quarter of 2008, which helped to pass through
steel costs to consumers. We do not exclude a weakening of steel prices toward
the end of 2008 and into 2009 due to the global economic slowdown. At the same
time we expect demand for seamless and large-diameter welded pipes for the oil
and gas industry in Russia to be much more resilient over the next two to four
years. Capacity increases in the second half of 2008 due to an ongoing
investment program by TMK and consolidation of the results of the company's
U.S. assets results are likely to meaningfully increase its revenues and
EBITDA in 2009. We take into consideration the fact that management is
currently taking steps to improve the company's liquidity situation, notably
working on new long-term facilities to be signed by year-end and cutting its
investment program in the fourth quarter of 2008 and in 2009, so that capital
spending in 2009 will be 2x lower than in 2008.

The debt-financed acquisition of 51% of NS Group Inc. and 100% of IPSCO
Tubulars from Evraz Group S.A. (BB-/Positive/--) for $1.2 billion seriously
weakened TMK's credit metrics, bringing the company's gross debt to $3.3
billion as at Sept. 30, 2008. For the purposes of our analysis we adjust the
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debt figure to include the off-balance-sheet liability of a $500 million
option exercisable in October 2009 to acquire the remaining 49% of NS Group
Inc. from Evraz Group. We expect TMK's ratio of adjusted debt-to-EBITDA to be
about 3x on a pro-forma basis at the end of 2008 and gradually decrease in
2009 on the back of higher volumes and better margins.

Liquidity
We consider TMK's liquidity to be weak, reflecting very high levels of
short-term debt as at Sept. 30, 2008 which are not covered by cash, committed
investment lines, or committed lines for general corporate purposes, most of
which are short-term. We take into account $500 million to be paid to Evraz in
October 2009 for the remaining 49% in NS steel. This is mitigated by:
• The company's relationship with state-owned JSC VTB Bank
(BBB+/Stable/A-2) which provides substantial, but uncommitted credit
lines;

• The company's diverse debt portfolio with all major Russian and many
large foreign banks with the share of each below 10%;

• The fact that management decided to cut the company's investment program,
which, we believe, should lead to positive free operating cash flow in
2009;

• The company's ability to access capital markets in the first half of 2008
(relative to many Russian issuers) resulting from its good market
position and business profile, and its willingness to do so. Its ability
to access the markets was demonstrated by a successful $600 million
placement of credit linked notes in July 2008, its ability to organize
$1.2 billion in bridge financing in March 2008, and its ability to
negotiate a covenant breach on credit linked notes in May 2008.

Importantly, the company is negotiating several large credit facilities
from Russian and international banks that could substantially improve its
maturity profile. We expect the company to sign these facilities over the next
two months to maintain the rating at its current level.

Outlook
The stable outlook reflects management efforts to improve TMK's maturity
profile over the near term. It also reflects the company's fair business risk
profile and our expectations that its performance will improve in the second
half of 2008 and 2009 through higher prices and the commissioning of new
capacity, while taking into account TMK's currently weak liquidity.

If the company is unable to attract planned long term financing over the
next two months, a further negative rating action is likely. The rating and
the outlook will also come under pressure if the company does not proceed with
planned refinancing in 2009, or if its margins continue to contract as
severely as in the first half of 2008.

TMK's business risk profile could support a higher rating in the future,
if the company can manage its liquidity prudently and gradually deleverage on
the back of growing output.
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Ratings List
To From

Corporate credit rating B+/Stable/-- BB-/Negative/--
Russia national scale rating ruA+/--/-- ruAA-/--/--

NB: This list does not include all ratings affected.

Additional Contact:
Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com

Ratings information is available to subscribers of RatingsDirect, the
real-time Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at www.ratingsdirect.com. It can also be found on Standard &
Poor's public Web site at www.standardandpoors.com; select your preferred
country or region, then Ratings in the left navigation bar, followed by Credit
Ratings Search. Alternatively, call one of the following Standard & Poor's
numbers: Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow (7) 495-783-4017.
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