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Russian Steel

2Q12: Good things pass quickly

» Russian steelmakers have reported a strong improvement of
financial results in 2Q or 1H 2012, in line with expectations

» Taking into account reported 1H12 and flat outlook (at best)
for 2H12 we highlight the risk of consensus downgrades

» Lower raw material and steel prices in 3Q will negatively
impact companies across the sector; 2010-2011 seasonality
of 2Q being the best is so far on track in 2012

Improvements in 2Q12, good things pass quickly

Fairly strong sequential improvement in 2Q12 across the sector. In line with NLMK,
the first Russian steelmaker to report an impressive improvement in EBITDA margin
from 14% in 1Q12 to 18% in 2Q12, Evraz, MMK and Severstal have also reported
healthy margins for the quarter. We calculate Evraz’s 2Q EBITDA was up 32% q-o-q to
USD665m, an increase in EBITDA margin from 13% in 1Q12 to 18% in 2Q12. Severstal
has reported broadly the same improvement: from 15% to 18%. Even MMK, which has
the lowest level of upstream integration and the lowest contribution from mining (which
became practically negligible in 2Q12, at USD5m out of total USD369m EBITDA)
reported an improvement in margin from 12% in 1Q12 to 15% in 2Q12.

3Q outlook: flat volumes, lower prices. The guidance which has been provided so far
looks fairly consistent: flat steel volumes g-o0-q in 3Q12, weak steel prices with some
rebound in 4Q12 possibly, but subject to an improvement in the global economy. NLMK
has provided the most detailed guidance, which could be used as a read-across for MMK
and Severstal, given their similar product mix: 3Q12 revenue is expected to fall 5-10%
sequentially, with EBITDA margin at 16-18% (slightly down from 18.3% in 2Q12). We
note that a margin rebound in 2Q, followed by margin deterioration for the remaining two
quarters of the year is a trend already witnessed in 2010 and 2011. Severstal’s guidance
whereby 2H12 should be broadly in line with 1H12 would imply a reversal of this trend.

Possible risk to 2012e consensus. Severstal reported 1H12 EBITDA of USD1,226m and
guided for 2H12 broadly in line with 1H12, implying 2012 EBITDA at USD2.5bn in line
with our current forecast, but 11% below consensus at USD2.7bn. As we argued in our
most recent publication, we believe that there is a risk consensus EBITDA numbers will
be revised downward (Russian steel: A very bumpy recovery, 23 August 2012).

Positive catalysts in 4Q12. We expect a re-bound in raw material prices, as the price of
iron ore should be supported at the marginal cost level of USD120/t over the medium
term, while China should return to the seaborne iron ore market from a temporary
withdrawal and we also expect an increase of steel prices towards year-end 2012 on the

expectations of a steel re-stocking in China in 1Q13.

HSBC 3rd Annual Global Natural Resources Conference
24-25 September 2012, The Fairmont Hotel Singapore
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Summary of 2Q/1H12 reported results vs. HSBC and consensus estimates, USDm

Reporting 2Q12e 2Q12e 1Q12a 2Q12e 2Q12e 3Q12 guidance
date HSBC Cons HSBC/Cons HSBC/1Q12a
Evraz* 1H12a 1H12e 2H11a
Revenue, USDm 30-Aug-12 7,619 7,648 8,020 0% -5% flat g-0-q volume
EBITDA, USDm 1,175 1,055 1,269 1% 7%
Net income, USDm -50 114 190 -144% -126%
EBITDA margin, % 15% 14% 16% 2% 0%
Mechel
Revenue, USDm na 2,912 na 2,950 na -1%
EBITDA, USDm 373 na 463 na -19%
Net income, USDm 43 na 218 na -80%
EBITDA margin, % 13% na 16% na -3%
MMK* 2Q12a
Revenue, USDm 28-Aug-12 2,516 2459 2,425 2% 4% flat g-0-q volume
EBITDA, USDm 369 346 293 7% 26%
Net income, USDm -49 -41 15 20% -427%
EBITDA margin, % 15% 14% 12% 1% 3%
NLMK* 2Q12a
Revenue, USDm 9-Aug-12 3,257 3218 3,094 1% 5% 5-10% lower revenue g-0-q
EBITDA, USDm 596 584 432 2% 38%
Net income, USDm 278 221 173 26% 61%
EBITDA margin, % 18% 18% 14% 0% 4% 16-18% EBITDA margin
Raspadskaya 1H12e 2H11a
Revenue, USDm na 275 na 349 na 21%
EBITDA, USDm 84 na 144 na 4%
Net income, USDm -1 na -94 na -89%
EBITDA margin, % 31% na 1% na -11%
Severstal* 2Q12a
Revenue, USDm 29-Aug-12 3718 3701 3,679 0% 1% 2H12 results to be similar to 1H12
EBITDA, USDm 664 654 562 2% 18%
Net income, USDm 155 249 427 -38% -64%
EBITDA margin, % 18% 18% 15% 0% 3%
TMK
Revenue, USDm 31-Aug-12 1,799 1687 1,659 7% 8%
EBITDA, USDm 336 287 277 17% 21%
Net income, USDm 130 93 103 40% 26%
EBITDA margin, % 19% 17% 17% 2% 2%

Note: Half —yearly numbers for Evraz and Raspadskaya; *represents actual numbers
Source: Company data, HSBC estimates

Russian steel: summary of stock ratings and target price

Company Bloomberg code Closing price Target price Rating

Evraz EVR LN GBP2.3 GBP3.5 Overweight (V)
Mechel MTL US USD5.8 USD10.6 Overweight (V)
MMK MMK LI uSD3.8 uSD3.2 Underweight (V)
NLMK NLMK LI USD17.3 USD19.0 Neutral (V)
Raspadskaya RASP RM usb2.2 USD3.5 Overweight (V)
Severstal SVST LI USD11.7 USD13.1 Neutral (V)
TMK TMKS LI USD13.2 uUSD18.5 Overweight (V)

Source: Bloomberg, HSBC estimates; Note: closing price as on 29 August 2012
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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: Vladimir Zhukov

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.hsbenet.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 30 August 2012, the distribution of all ratings published is as follows:

Overweight (Buy) 49% (26% of these provided with Investment Banking Services)
Neutral (Hold) 38% (25% of these provided with Investment Banking Services)
Underweight (Sell) 13% (19% of these provided with Investment Banking Services)

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 Thisreport is dated as at 30 August 2012.

2 All market data included in this report are dated as at close 29 August 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.
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