The outlook for the global LSAW markets

James Ley — Senior Consultant
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Z2 HATCH

 Our organisation

« Hatch supplies business, process and technology consulting, design and engineering
and construction, operations and project management to the mining and metals, energy
and infrastructure industries worldwide

« Established 1955 and employee owned
« 8000 highly skilled people serving clients worldwide
« US$16BN of projects now under management in 60 countries

* Our values
Safety
Quality
Innovation
Sustainable development
Effective risk management

We deliver unprecedented and sustained results for our clients

© Hatch Associates Limited, 2010 % HATCHW




THE OUTLOOK FOR THE GLOBAL LSAW MARKETS
Hatch Consulting is the leading management consultancy dedicated to the

mining and metals industries

Hatch Consulting is the world’s leading management consultancy specialising in the
mining and metals industries and provides high level support services, ranging from
corporate and business strategy development through strategic market studies to
implementation of new technologies, management and operating practices

Hatch Consulting is organised into specialised practices by industry and service,
combining to provide precise solutions, expertly delivered to the exact needs of each
individual client

Hatch Beddows is the strategy and market development practice, specialising in steel
and raw materials, and providing strategy development and implementation services

Investment and Business Planning (IBP) provides economic, environmental and
technical evaluations of minerals properties and processing facilities, due diligence, pre-
feasibility and feasibility studies and related investment planning and appraisal services

Hatch Corporate Finance a FSA-regulated joint venture company, provides corporate
financial advisory and transaction execution services

© Hatch Associates Limited, 2010 lé HATCH




THE OUTLOOK FOR THE GLOBAL LSAW MARKETS
Global reach and resources
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GLOBAL LSAW PIPE MARKETS OVERVIEW

Global LSAW capacity has risen sharply in 2009, and this has primarily been
driven by expanding capacity in China which is quickly closing in on the CIS
to have the worlds largest capacity

Global LSAW line pipe capacity in 2008 by region Global LSAW line pipe capacity in 2009 by region
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China 16"/5 N.America

5%

India

Europe
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Japan 23%
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Indonesia
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Indonesia

1%
CIS
21% China

9% MENA South America 20%
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South Korea
North America 19, Japan
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2007 global capacity 2008 global capacity m

2008 global capacity

2009 global capacity 23.0Mt
CAGR 08 - 09 25.3%

Source: Company data and Hatch estimates © Hatch Associates Limited, 2010 % HATCH 8
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GLOBAL LSAW PIPE MARKETS OVERVIEW
China now has twelve LSAW manufacturers that can make API line jpe. In

total there are around 35 LSAW producers in the country but most focus on
non-APIl markets

Largest Chinese LSAW mills by capacity in 2009 (kt) . Of China’s 12 leading LSAW manufacturers

12007 there are five UOE lines (one with PCK, three
with Liaoyang) and one with Baosteel

1000 -

— There are then a further 13 JCOE lines
(two with Julong, PCK and Wuxi Yulong)
800 - with the top 12 manufactures

«  Capacity expansions are continuing in the

600 country in 2010 with PCK adding a fourth
LSAW line and BSS (Boaji) installing a second
JCOE line

400 A

+  Some of the Chinese LSAW manufacturers

have been open to sourcing pipe mills from the
200 1 West, most noticeably Shashi, Julong, Baosteel
and BSS (Baoji)

PCK Liaoyang Baosteel  Julong Wanchi Wuxi Others - However’ some Of the Ieadlng

Yulong manufactures in the country are

Total capacity = 4.5Mt understood to source their pipe mills from

local Chinese plant manufactures
Others include: Shagang, Yalian, Yueyuechao, Zhehua
and Shashi Steel Pipe

Source: Interviews and Hatch © Hatch Associates Limited, 2010 % HATCH 9




GLOBAL LSAW PIPE MARKETS OVERVIEW
As well as rising capacity in China, LSAW capacity also increased in the CIS

MENA and India in 2009

Global LSAW pipe making capacity by region in 2009

CIS capacity = 4.9Mt capacity = 150kt '
Capacity up 9% in 2009 vs 2008 pacity = 2.5Mt

Incl. OMK, Khartsyzsk, Severstal, Incl: JFE, Nippon and
CHTPZ, TMK and Interpipe -~ A | Sumitomo

European capacity = 3.2Mt
Inc. Europipe, Riva, Corus and
ArcelorMittal Galati

e,

Middle East capacity

South Korea Japanese capacity

| = 3.1Mt

Capacity up ~ 20% in Chinese capacity = 4.65Mt

North American ‘.‘r 2009 vs 2008

Capacity up 20% + in 2009 vs 2008
[ Incl. Julong, PCK, Liaoyang, Shashi,
Wanchi and Baosteel

.

Incl. Berg, Durabond, IPIC, APC, NPC, Umran

capacity = 1.2Mt | Incl. Safa, Ahwaz, Sadid, ‘1’;
4

x

JSW and Camrose Boru and Al Jazira

Indian capacity = 2.82Mt
Capacity up ~4% in 2009 vs 2008
Incl. Jindal SAW, Welspun, Man
Industries and Essar

South American
capacity = 570kt

Indonesian

. capacity = 150kt

| Total global LSAW capacity ~ 22Mt

Source: Company data and Hatch © Hatch Associates Limited, 2010 % HATCH




GLOBAL LSAW PIPE MARKETS OVERVIEW

LSAW line pipe production slipped in 2007/8 as mills in Russia and Japan
struggled to fill order books. Production picked up in 2009 in the market
however as Mega projects in Europe and Asia progressed

Global LSAW line pipe production (Mt) Global LSAW production by region (Mt)
12 ~ The market returned to a 2005 market
level in 2009 In 2007, Asia accounted for 32% of the market
supply. This had risen to 40% in 2009
10 ~
8 a
6 a
4 -
9.8 10.0 10.2
2 a
0 T T
2003 2004 2005 2006 2007 2008 2009 2007 2008 2009
W Europe O Asia O Latin America

O Middle East B North America O CIS
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GLOBAL LSAW PIPE MARKETS OVERVIEW
The CIS and China are now the largest producing regions for LSAW, with
production also rising in the Middle East and India

Global LSAW pipe production in 2009 | CIS = 2.39 Mt,

North America
= 425kt

Europe = 1.6Mt

China = 2.3Mt

Latin Amrica =
225kt

Middle East =
1.6Mt

Production

N ‘??h‘
)

Japan = 750 kt

Q 0-1,500kt
Q 1,500- 2,000kt

‘ > 2,000kt

Source: Company data and Hatch

)

A Total LSAW production = 10.2Mt
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GLOBAL LSAW PIPE MARKETS OVERVIEW
In 2009 the EU has seen a sharp rise in LSAW consumption due largely to

the NordStream project. China, Australia and Kazakhstan also performed
well with LSAW demand in MENA slowing

Estimated global LSAW consumption by region in 2009

Canadian LSAW

consumption = 190kt Russian LSAW consumption = 1.26Mt
Down 10kt y-o-y . Down 160kt y-o-y Kazakhstan LSAW
i consumption = 570kt
EU LSAW consumption = 1.31Mt Up 340kty-o-y
Up 770kty-o-y i
iy

a « "'“ (
' 6‘?
[ Q
~ 7 4 ;

L
\

¢ 2=
7 ,
J1
5 5 T A
yd h Iy
g |

i _

MENA LSAW consumption = 2.13Mt
Down 940kt y-o-y

USA LSAW consumption = 820kt
Down 210kt y-o-y

Chinese LSAW
consumption = 2Mt
Up 370kty-o-y

T - e
e - Tl

South American LSAW consumption = 290kt
Down 204kt y-o-y

Indian LSAW
consumption = 180kt
Unchanged y-o-y

e
Australian LSAW

consumption = 290kt
vy, Global LSAW consumption in 2009 = 10.2Mt Up 240kty-o-y

Source: Company data, ISSB and Hatch © Hatch Associates Limited, 2010 % HATCHW




GLOBAL LSAW PIPE MARKETS OVERVIEW
Moving into 2010, further improving demand is expected with the bright
spots being Russia, Europe, China, SE Asia and Australia

*  Russian LSAW mills have seen a rise in production in 2009 and order books are strong into 2010. A
number of domestic projects such as Bovanekovo-Ukhta and the East Siberia Pacific pipeline is
keeping mills busy

«  The Nordstream project has helped to also keep Russian and European LSAW mills busy, with
increasing activity in the North Sea also benefiting European LSAW producers

«  Chinese mills continued to see strong internal demand as the country plans to expand its total gas
pipe line length from 34,000km currently to 48,000km by 2015, this is currently being led by the
building of the Second West-East Gas Pipe line which is set to be completed by 2011

* India LSAW mills all saw a pick up in LSAW production in 2009 vs 2008 — the main reason cited for
this was the minimal difference in HRC costs vs plate costs meaning that they could be as competitive
with LSAW as they were with HSAW and their end-use customers preferred LSAW over HSAW

*  North American LSAW producers have struggled however with the market in 2009. The build up in
local HSAW capacity has made the US market far more competitive and LSAW producers in the USA
struggle with higher substrate costs than their HSAW counterparts

« Japanese mills who in 2009 were extremely price competitive have seen utilisation rates rise into 2010
as LSAW demand recovers in Asia and Australia

© Hatch Associates Limited, 2010 lé HATCH
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FORECAST LSAW LINE PIPE MARKET OUTLOOK
Global LSAW capacity is set to rise by a further 3Mt over the next three
years, with around half of this new capacity expected to arrive in China

. Based on know expansions LSAW capacity worldwide
is forecast to rise from 22.6Mt up to 25.6Mt by 2012

Source: Hatch

China will lead this capacity expansion growth

adding another 1.5Mt of capacity

* By 2011, China is expected to have the
largest capacity in the world for LSAW 20
ahead of the CIS market (~ 5.4Mt)

15
The MENA region will follow China, adding
another 900kt of capacity through to 2012 10 -
* The MENA region will overtake Europe to 5 -
have the worlds third largest capacity
behind China and the CIS 0

30 T

25

Forecast global LSAW capacity (Mt)

The CIS and India will both add around a further

300kt of LSAW capacity each

© Hatch Associates Limited, 2010

2009 2010
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2011 2012
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FORECAST LSAW LINE PIPE MARKET OUTLOOK

Nonetheless, LSAW demand is currently forecast to increase in 2010 through
to 2012, and despite new mills coming on stream, in the short-term average
global utilisation rates should rise

Forecast global LSAW demand, capacity and theoretical mill utilisation (kt)

Theoretical

utilisation rate 46% 49% 64% 1% 70% 57% 49% 49% 40%

30000 -

25000 -

20000 -

15000 - / \

10000 - —

5000 -

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

[ Global LSAW capacity

Source: Simdex, Company data and Hatch estimates and analysis b
© Hatch Associates Limited, 2010 z HATCH 17
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FORECAST LSAW LINE PIPE MARKET OUTLOOK
While demand is forecast to rise, the market for LSAW pipes is bhanging.

Five years previously European and Japanese LSAW manufacturers tended
to dominate the global supply of LSAW line pipe

Global APl LSAW pipe producers by level of integration 2005

e
" - -
O. 4
. S,
. Fully integrated steelmakers
(own raw materials) with own

LSAW mills

QO Steelmakers (without raw
materials) and own LSAW

mills
O LSAW mills with own plate mills

O Non- Integrated LSAW mills
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FORECAST LSAW LINE PIPE MARKET OUTLOOK
By 2009 these mills are facing greater competition from mills in India in

competing for global projects. New producers also entered the markets in
MENA, Russia and China

Global APl LSAW pipe producers by level of integration 2009

Severstal becomes
Russia’s first fully
integrated LSAW mill

e
- I
a
il
. S,
. Fully integrated steelmakers
(own raw materials) with own

LSAW mills '

QO Steelmakers (without raw
materials) and own LSAW
mills

O LSAW mills with own plate mills

O Non- Integrated LSAW mills

Source: Hatch © Hatch Associates Limited, 2010 Z HATCHW 19




FORECAST LSAW LINE PIPE MARKET OUTLOOK
By 2012, India should have a fully integrated LSAW mill, Russian LSAW mills

are also increasingly backward integrating increasing their competitiveness.
MENA and Chinese LSAW capacity has continued to rise

Global APl LSAW pipe producers expected by 2012

There is potential

,\?-—\N .
461 . for PCK to
o, ?? X . backward
. Fully integrated steelmakers ‘g‘ ’L integrate and add
(own raw materials) with own ~— %’w"p[ate mill at
LSAW mills " Essar is set fo . Jiangsu Province
@ Steelmakers (without raw 'become India’s first
materials) and own LSAW fully integrated
mills LSAW mill ¥
A 4

O LSAW mills with own plate mills

O Non- Integrated LSAW mills

Z HATCH -

Source: Hatch © Hatch Associates Limited, 2010



FORECAST LSAW LINE PIPE MARKET OUTLOOK

We have revised our view of last year - Russia is unlikely to have an
immediate over-supply of LSAW. Based on demand forecasts China though
could join India, Japan and Europe in the global export market

Forecast Russian LSAW demand 2010 — 2012* (Mt) Forecast Chinese LSAW demand 2010 — 2012* (Mt)
4.5
4 1.42
1.4
3.5 A
1.38 A
3 -
1.36 -
2.5 A
1.34
21 1.32 -
1.5 A 13
11 1.28 -
0.5 1 1.26 -
0 w w 1.24 T 1
2010 2011 2012 2010 2011

* Demand also includes Russian and Chinese projects running to neighbouring countries

Theoretical Russian LSAW mill utilisation rate Theoretical Chinese LSAW mill utilisation rate

66% 93% 77% 30% 24%

\Russia could find it needs to import LSAW in 2011/12 to meet local demand

Source: Simdex, Company information and Hatch estimates © Hatch Associates Limited. 2010 % H ATCHW 21
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CONCLUSIONS
While the market outlook for LSAW manufactures appears healthy in the

next couple of years — a ramp up in Chinese capacity could create concern
for European, Japanese and Indian LSAW exporters

*  The global LSAW market saw production decline 18% in 2008 compared to 2006. However in 2009
production picked up by 1Mt to 10.2Mt

*  MENA saw a significant drop in LSAW consumption in 2009 (down 940kt y-o-y) but a strong rebound
in growth in the EU, Kazakhstan, China and Australia (collectively up 1.7Mt y-o0-y) more than
outweighed this

*  Global LSAW demand is expected to continue to rise in 2011 and 2012 with new capacity increases
not expected to initially keep up with this demand leading to rising global utilisation rates

*  The market dynamics are changing quickly though — Russian and Indian producers continue to
backward integrate making them more competitive against European and Japanese producers. MENA
local capacity is also rising

* Russian demand is expected to be exceptionally strong in the next couple of years and we expect that
Russian mills will mostly focus their attention on satisfying domestic demand, with no significant extra
capacity for exports

« China is expected to have the largest LSAW capacity of any region by 2012. Initial forecasts suggest
demand won’t keep pace with capacity in China and these manufactures could soon join European,
Japanese and Indian LSAW manufactures as global market players

© Hatch Associates Limited, 2010 lé HATCH
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Thank you for your attention. For further information on our pipe and tube

consulting please contact: 7 ™
- HATCH

James Ley Roman Filimonov
Hatch Beddows Hatch Beddows

[=7 9th Floor, Portland House, =7 9th Floor, Portland House,
Bressenden Place, London, Bressenden Place, London, SW1E
SW1E 5BH, UK 5BH, UK

& +44 (0) 20 7906 5127 @44 (0) 20 7906 5129

D4 jley@hatch-europe.com D4 rfilimonov@hatch-europe.com
Lynn Lupori-Gray Terance Ko
Hatch Beddows Hatch Beddows

(=1 1600 West Carson Street, Gateway [=<1Room 1108-09, Tower W1,
View Plaza, Pittsburgh, PA 15219, Oriental Plaza, Beijing, 100738,
USA China

@ + 1412 497 2067 @ + 86 10 8500 2180

P< llupori-gray@hatch.ca PAtko@hatch.com.cn
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