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Company Economy Preview

Severstal: Weak 4Q11 Operational
Results

Severstal published its 4Q11 operational results yesterday. In 4Q11 total
steel production decreased by 6% g-o-q to 3.8 mn tonnes. Rolled and
downstream products sales contracted by 13% and 8% q-o-q respectively.
The company's realized prices for HRC and CRC decreased by 6% q-o-q.

Andrew Kucherov

In 2011 Severstal increased its steel production by 4% y-o-y.

Analyst
Metals&Mining Change Change
+7 (495) 2874407, th. tonnes 2010 2011 y-0-y 3Q11 4Q11 q-o-q
ext. 216 o Steel production 14725 | 15293 4% 4010 3762 -6%
a.kucherov@grandiscapital.ru Semi-finished
products sales 1300 1292 -1% 342 312 -9%
Ticker LSE SVST Rolled products sales 11393 11631 2% 3296 2859 -13%
GDR price, USD 14.38 Downstream products
Mecap, USD mn 12590 sales 1745 1901 9% 500 459 8%
Average selling prices,
EV, USD mn 19 058 USD per tonne
Semi-finished
products 489 592 21% 612 549 -10%
HRC 619 747 21% 758 713 -6%
CRC 705 866 23% 879 822 -6%

We view the published results as weak. A decrease in demand for metal
products in 4Q11 in both the domestic and export markets was the main
factor for the contraction in Severstal's quarterly sales volumes and
realized prices. As a result, final product sales shrank by 12% g-o-q in
4Q11. The company's operational results were weaker than NLMK, Evraz,
and MMK''s 4Q11 operational results and slightly better than Mechel's steel

segment results.

Taking into account the published sales volumes and realized prices, in
4Q11 we estimate that Severstal's consolidated revenue will decrease by
19% g-o-q, EBITDA will drop by 25-30% g-o-q. These results are weak
when compared to the company's main Russian peers (in 4Q11 we estimate
the EBITDA of MMK, NLMK and Evraz to be 15-20% g-o-q lower).

The market reaction to the published results was neutral. In our view, the
company's weak 4Q11 finished products sales relative to its main peers
will be the limiting factor for the growth of Severstal's shares in the short

term.
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Warning; risk of loss. Investments in stock and any other securities may result in losses. Investments in bonds and debt instruments may result in losses due to reduced value of bonds, and unexpected loss, which may arise from full or partial
default of the issuer (the enterprise's refusal to service its debts). In case of a default or bankruptcy of the issuer, losses may amount to 100% of the investment. Investments in stock may result in losses due to reduced market value of the stock. Owing
to the bankruptcy of the issuer, losses may amount to 100% of the investment. Investments in derivatives (futures or options) may result in losses. Losses may stem from changes in the market value of the underlying asset. Losses may amount to
100% of the investment (margin).

Additional information may be requested. This overview was produced for information purposes only and should not be regarded as an incentive to buy or sell securities. To prepare the overview, Grandis Capital used sources assumed to be
reliable. However, neither the management, nor personnel can guarantee accuracy of these data and can be held liable for possible losses of investors connected with the information contained herein. Remuneration of analysts does not depend on
the advice they provide or opinions they express in analytical reviews. Grandis Capital Investment Company can make transactions with securities mentioned in this review on its own or on behalf of Clients.
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