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DISCLAIMER

Certain statements in this annual report are not historical facts, but are forward-looking statements. From time to time, ChelPipe may make written or oral forward-looking
statements in reports to shareholders and in other communications. Forward-looking statements include statements concerning ChelPipe’s plans, objectives, goals, strategies,
future events, future revenues or performance, capital expenditures, financing needs, plans or intentions relating to acquisitions, competitive strengths and weaknesses, business
strategy and the trends that ChelPipe anticipates in the industries and the political and legal environment in which it operates, as well as other information that is not historical
information. Words such as "believes”, “anticipates’, "estimates”, “expects’, “intends”, “predicts", “projects’, “could”, “may", “will", "plans” and similar expressions are intended to
identify forward-looking statements, but are not the exclusive means of identifying such statements. By their very nature, forward-looking statements involve inherent risks and

uncertainties, both general and specific, and risks exist that the predictions, forecasts, projections and other forward-looking statements will not be achieved.

Each prospective investor should be aware that a number of important factors could cause actual results to differ materially from the plans, objectives, expectations, estimates and
intentions expressed in such forward-looking statements.

When relying on forward-looking statements, each prospective investor should carefully consider the foregoing factors and other uncertainties and events, especially in light of

the political, economic, social and legal environment in which ChelPipe operates. Such forward-looking statements speak only as of the date on which they are made. Accordingly,
ChelPipe does not undertake any obligation to update or revise any of them, whether as a result of new information, future events or otherwise, other than as required by applicable
laws of the Russian Federation. ChelPipe does not make any representation, warranty or prediction that the results anticipated by such forward-looking statements will be achieved,
and such forward-looking statements represent, in each case, only one of many possible scenarios and should not be viewed as the most likely or standard scenario.
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Company
Profile

A major industrial group in the metals industry,
Chelyabinsk Tube-Rolling Plant (ChelPipe) is

ane of the leading producers of steel tubes and
pipes in Russia. It consists of production facilities
Chelyabinsk Pipe and Pervouralsk Pipe, metals
trading division Uraltrubostal, and an oilfield
services division represented by Rimera.

ChelPipe's mission is to meet the demands of fuel
and energy companies in Russia and abroad by de-
veloping and supplying integrated pipeline solutions.

The Company's overall strategic objectives are

to strengthen its position as a leading steel pipe
producer in Russia and to become a major domestic
supplier of integrated solutions for oil and gas
distribution and production. In line with these overall
strategic objectives ChelPipe has been modernising
and expanding its existing steel pipe production fa-
cilities using state-of-the-art equipment since 2002.

In recent years, the Company has acquired several
oilfield services businesses, which produce ail and
gas extraction equipment and provide services

and other products for various stages of oailfield
development, as well as facilities that produce highly
customised components for the canstruction of oil
and gas pipelines, including pipeline bends and hubs.

ChelPipe's ordinary shares are traded on the RTS
and MICEX exchanges under the ticker CHEP.
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Production of large diameter
and industrial pipes

Chelyabinsk

Over 3,600 types of pipe

WELDED PIPES: 1 million tonnes

SEAMLESS PIPES: 350,000 tonnes

New mill for producing large-diameter
pipes (LDP) Vysota 239

CAPACITY: 600,000 tonnes

Production of pipeline bends

Chelyabinsk

Pipe bends
Hot-formed bends: 7,500 tonnes

Production of OCTG and
industrial pipes

Pervouralsk

Over 25,000 types of pipe

Welded pipes: 100,000 tonnes

Seamless pipes: 950,000 tonnes

New finishing mill

New steelmaking complex Iron Ozone 32

Oilfield services
Almetyevsk

Electric submersible pumps (ESPs)
and motors (ESM)

ESP: 6,900

ESM 7,200

Scrap metal collection
and processing
Ural and Volga regions

In-house scrap capacity:
up to 1.5 million tonnes a year

Sales network:
12 branches of Trade House
Uraltrubostal

Network of fully owned warehouses
17 warehouses
12 branches
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Key
Results

Large-diameter pipes (LDP)

Oil country tubular goods (OCTGs)

Line pipes for the oil and gas industry
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<<< CONSOLIDATED FINANCIAL

EBITDA

Operating profit (loss)
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ChelPipe
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H :E Main Events
of 2010

O ChelPipe's scrap

O Alexander Fyodorov OVysota 239 LDP mill O ChelPipe and Magnito-

becomes head of
the Pipe Division

On 31 December 2009, Alexan-
der Fyodorov was elected CEO of
CHTPZ Group (the management
company of ChelPipe, Pervour-
alsk Pipe (PNTZ) and Trade
House Uraltrubostal). In April
2010, ChelPipe shareholders
voted to terminate the powers
of CHTPZ Group; and on 1 August
2010, Alexander Fyodorov be-
came CEO of ChelPipe and PNTZ.

metal company, META,
begins processing
cars as part of its
recycling programme

The Ministry of Industry and
Trade approved the participa-
tion of three META subsidiaries
(in Chelyabinsk, Samara and
Ulyanovsk) in Russia's car
recycling programme . All of the
enterprises meet the ministry's
requirements in full. META
reached an agreement with car
dealerships on recycling decom-
missioned traffic police vehicles.

begins operating

On July 23, Prime Minister
Vladimir Putin launched the
new Vysota 239 LDP mill at
ChelPipe, the largest investment
project in the Russian metals
sector in 2010. The new facility
has the capacity to produce
600,000 tonnes of LDP a year.
\lysota 239 manufactures
pipes of 508-1,420 mmin
diameter for use in oil and gas
transportation infrastructure.

gorsk Iron and Steel sign
a partnership agreement

ChelPipe and Magnitogorsk Iron
and Steel signed an agreement
on cooperation in science and
technology. As part of the
partnership, the companies will
coordinate their RGD efforts
when implementing projects to
produce thick steel plate at Mill
5,000 in Magnitogorsk and LDP
at Vlysota 239 in Chelyabinsk.



On June 30, ChelPipe acquired
100% of SOT, a leading producer
of customised components for
pipelines. Its products, pipeline
bends and hubs are used to
shape the direction of pipelines
and connect pumps, compressor
stations and other equipment
used in the oil and gas industry.

MICEX and included on
the exchange’s list B

On September 8, ChelPipe's
shares were admitted to trad-
ing an MICEX Stock Exchange,
Moscow, Russia (www.micex.
ru). The shares were admitted
to trading as listed securities
under ticker CHEP and included
in List B of MICEX by the deci-
sion of the stock exchange
made on 6 September 2010.

Czech Republic

On October 22, ChelPipe
acquired 100% of MSA, one of
the leading manufacturers of in-
dustrial valves in Eurape, based
in the Czech Republic. MSA
specialises in producing a variety
of industrial valves that meet
CSN, API, ANSI, DIN and GOST
standards, including ball, gate
and specialised nuclear valves.

melt shop at ChelPipe

On November 18, Prime Minister
Vladimir Putin took part in the
opening ceremony for ChelPipe's
new investment project, the Iron
0zone 32 mini-mill. As part of
the ceremony, the new facility's
electric arc furnace successfully
poured its first crude steel.

tal Activities” in Russia

At the Sixth National Environ-
mental Conference in Moscow,
entitled “New Priorities of
National Environmental Policy in
the Real Sector of the Economy”
and arganised with the help

of the Federal Council, State
Duma, Russian government

and high-profile ministries

and official bodies, ChelPipe
was named the winner among

domestic companies in a compe-

tition to evaluate their work
to protect the environment.

ChelPipe Annual Report for 2010 ’I
O ChelPipe acquires O ChelPipe's shares are O ChelPipe acquires O Prime Minister Vladimir O ChelPipe is named
100% of SOT admitted for trading on 100% of MSA in the Putin commissions new “Leader in Environmen-
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L etter from the Chairman
of the Board of Directors

COLLEAGUES AND PARTNERS,

Last year marked another important stage in the
development of Chelyabinsk Tube-Rolling Plant
("ChelPipe"), a leading Russian producer of pipes and
tubes and a supplier of integrated solutions for the oil
and gas industry. ChelPipe’s active investment policy
and the success of its various investment projects last
year, which were key for the Russian economy, clearly
demonstrate the opportunities and prospects for the
Company as areliable partner and supplier of world-
class products.

The operational results for 2010 show growth across
virtually all business divisions. Overall steel pipe sales
increased to 1,485 million tonnes, up 31% compared
with 1,131 million tonnes in 2009, while sales volumes
of large-diameter pipes (LDP) rose by 64%, OCTG by
54% and seamless industrial pipes by 21%. Sales of
hot-formed bends for trunk pipeline systems increased
by 101%, while sales of pipeline hubs more than quad-
rupled. In the Oilfield Services division, sales of ni-resist
iron electric submersible pumps totalled 2,817 units, up
53%. The rise in sales of pipes and hot-formed bends
was due to greater demand from leading customers

Transneft.

Throughout last year, in keeping with tradition,
ChelPipe adhered to its policy of the highest possible
standards of social responsibility, as one of Russia's
most attractive employers and a disciplined taxpayer.
Its priority has always been and will continue to be the
wellbeing of its employees: each year, the Company
finances social programmes for staff and their families,
ensures the best possible working conditions, and
provides training and development opportunities.

Today, ChelPipe has a solid foundation for developing
its business successfully, strengthening its market
positions, and increasing value for shareholders,
employees and partners. In 2011, | am confident that
we will experience every success and fulfil all of the
plans set.

Sergei Moiseyev
Chairman of the Board of Directors
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Letter
from the CEO

DEAR SHAREHOLDERS,
COLLEAGUES AND PARTNERS,

Last year was one of many dramatic and significant
events for us: it was extremely difficult and clearly
demonstrated at what pace and to what extent
we can fulfil our objectives. Among our main
achievements, ChelPipe implemented the largest
investment project in the Russian metals industry,
building a new LDP mill, Vysata 239. The mill was
completed rapidly thanks to state support, and
Prime Minister Vladimir Putin took part in the cer-
emony to commission it. This truly groundbreaking
event is just the beginning of a new development
phase for the Company. We value the past and are
setting ambitious objectives for the future, so that
the present is a success.

Alongside commissioning new production capacity,
ChelPipe unveiled a new work philosophy called
"White Coat" metallurgy to the public. It shows that,
like in research laboratories, peaple in the pipe in-
dustry work in white special clothing; that competi-
tion to work at a metals plant can be similar to that
at a prestigious higher education institute, with up
to 30 people applying for each place; and that an era

of a new working culture is beginning with bright,
talented and focused young people showing an
interest in the metals industry. The new mill meant
that new jobs could be created at ChelPipe. One
priority project for next year is aimed specifically at
young employees: in 2011, the Company will begin
a corporate housing programme that promises to
become a pilot scheme for the whole of Russia's
metals industry.

Our main strategic objectives for next year remain
increasing production of high-value pipes and ex-
panding our steel-rolling capacity to maximise out-
put of high-quality steel products. Under the 2011
work plan for the Pipe division, 2 million tonnes of
steel pipes will be produced, including 1 million of
LDOP and 200,000 tonnes of OCTG.

I would like to thank all employees for their consci-
entious work and dedication throughout last year,
as well as our partners, clients and all of those with
whom we share joint projects. | am confident that
we will fulfil all of our plans in 2011.

Alexander Fyodorov
CEO
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Company
Overview

ChelPipe is a complete vertically integrated
producer of pipes and specialist compaonents for
consumers in all key industries — primarily fuel
and energy, as well as industry, construction and
housing — and a provider of related services.

Most of its products are sold in Russia. As of
31 December 2010, the Company was the third
largest supplier of steel pipes in the country.

HISTORY AND DEVELOPMENT

ChelPipe's predecessor was a state-owned en-
terprise established in 1942 using the equipment
and facilities from the former Mariupol Pipe Plant
in Ukraine, which was relocated to Chelyabinsk.

It launched production on 20 October 1942.

The plant began manufacturing welded gas and
water pipes in 1949 and LDP in 1956. From 1956 to
1970, it was the world's largest pipe plant, produc-

ing between 3.3 and 3.5 million tonnes of pipe a year.

In May 1993, in accordance with the Rus-
sian government's privatisation programme,
ChelPipe was formed as an open-joint stock

company and subsequently privatised.

In 2002, following a decision by the Board of Direc-
tors, the Company began actively implement-

ing various measures to modernise equipment
and bring new capacity on line. The aim of the
programme was to make pipe production fa-
cilities more competitive and efficient and ensure
that they met consumers' future demands.

In recent years, ChelPipe has made major capital in-
vestments in modernising pipe production capacity.
It has also acquired several oil services companies,
which produce oil extraction equipment and provide
services and other products for various stages of
oilfield development, as well as facilities that manu-
facture specialist components used in the construc-
tion of oil and gas pipelines, such as bends and hubs.
Between 1 January 2008 and 31 December

2010, the Company spent RUB29,493 million an

a modernisation programme to boost capac-

ity and efficiency, as well as broaden the range

of products and increase the quality of LDP,

OCTG and line pipe for the oil and gas sector.
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Modernisation and Formation
of ChelPipe

<< LARGE-SCALE INVESTMENT PROGRAMME >>

2002-09 2009 2010 2010
MODERNISATION EXPANSION OF OCTG PRODUCTION EXPANSION OF LDP PRODUCTION VERTICAL INTEGRATION
Reconstruction Finishing center commissioning Launch of new Viysota 239 LOP mill Launch of Iron 0zone 32 mini-mill

of existing shops

2004-08 2008-09 2008 2010
O0CTG SEGMENT ENTRY VERTICAL INTEGRATION OFS SEGMENT ENTRY CONSOLIDATION OF PIPELINE
Acquisition of PNTZ Acquisition of scrap supplier ChTPZ-Meta Acquisition of oil services company COMPONENTS PRODUCTION PLATFORM

Rimera Acquisition of TPS division

<< STRATEGY OF GROWTH THROUGH MERGERS AND ACQUISITIONS >>
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Structure

CHELPIPE

STEEL PIPE PRODUCTION TRUNK PIPELINE SYSTEMS

META

o Chelyabinsk Pipe o ChTPZ-KTS
o Pervouralsk Pipe o SOT
o Trade House Uraltrubostal o MSA

OILFIELD SERVICES

Rimera

ALNAS

Izhneftemash

0000

Yuganskneftegazgeofizika
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STRATEGY

ChelPipe's strategy aims to provide integrated solu-
tions to companies in the fuel and energy indus-
tries, ultimately making the transition from being a
pipe producer to a provider of complete solutions
for oil and gas transportation systems in Russia and
the wider CIS.

The main objectives of the Company's
business strategy are to:

- strengthen its leading position on the domestic
LDP market

- increase sales of high-margin OCTG pipes and line
pipe for the oil and gas sector

- provide turnkey solutions to leading energy com-

panies that sponsor ail and gas pipeline projects
in Russia, using the existing integrated business
platform

- provide a full spectrum of oilfield services solu-
tions to fuel and energy companies, using the exist-
ing business platform

ChelPipe's competitive advantages
are as follows:

- leading manufacturer of pipes on a rapidly growing
market

- wide range of products for the oil and gas and vari-
ous other sectors

- modern production capacity

- effective control of production costs

- provider of complete solutions for oil and gas
transportation systems and oilfield services

- experienced management team that is introducing
modern management systems effectively

INVESTMENT PROJECTS

Following a decision by the Board of Directors,
ChelPipe is implementing a range of measures to
modernise equipment and bring new capacity on
line. From 1 January 2008 to 31 December 2010,

its overall capital expenditure totalled RUB35,069
million (RUB2g,493 million was on the programme
to make pipe production facilities more competitive

and efficient and ensure that they met consumers'
future demands) of which:

- RUB13,706 million went on building the new
Vysota 239 mill at Chelyabinsk Pipe

- RUB12,593 million went on building the Iron Ozone
32 mini-mill at Pervouralsk Pipe

- RUB3,193 million went on building the finishing
mill for producing and processing OCTG at Pervour-
alsk Pipe

- RUBs5,577 million went on buying equipment to
support the existing business

In 2010, total capital expenditures amounted to
RUB11,312 million (compared with RUB11,367 mil-
lion in 2009).
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VYSOTA 239

In July 2010, ChelPipe launched Vysota 239, a state-of-the-art mill that produces LDP of 508-1,420 mm in
diameter for use in oil and gas transportation infrastructure. The new facility will enable the company to
meet the increasing technological requirements needed for the complexities of extracting and transporting
oil and gas (offshore development, seismically active zones, permafrost, remote areas; laying underwater
pipelines), as well as employ more people (around 1,400 new positions) and contribute more to the state
budget on all levels.

Vysota 239 is the first project of the national "White Coat” metallurgy programme, which for ChelPipe means
modern metals production facilities that combine progressive work culture, the highest-quality products,
environmental safety and appropriately qualified personnel. The concept of “White Coat" metallurgy is
associated with high-tech sectors, medicine and microelectronics, where the priorities are accuracy and
responsibility, and work clothes have traditionally been white coats. Thanks to the use of the latest technol-
ogy, ChelPipe's "White Coat" metallurgy programme breaks down one of the most longstanding stereotypes
that warking with metals cannot be assaciated with clean clothes and the colour white, as it traditionally
involves “black’, dirty production. At the Company's modern innovative facilities, “White Coat” metallurgy is
a complete work philosophy that is based on the best technology, a high level of education among employ-
ees, environmental awareness and decent working conditions.

The cost of the project is RUB21 billion.
Since the construction work began on 31 December 2010, some RUB18 billion has been invested.

XX KT
-lﬂ "
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IRON OZONE 32

In November 2010, Prime Minister Vladimir Putin took part in the opening ceremaony for ChelPipe's new
investment project, the Iron 0zone 32 mini-mill. As part of the ceremony, the new facility's electric arc fur-
nace successfully poured its first crude steel. The mini-mill, which has an annual capacity of 950,000 tonnes
of billets, will provide the Company's pipe assets with high-quality billets that meets all standards necessary
to produce seamless pipes.

The new facility features the latest technology for processing ferrous materials, which was supplied by Ger-
man company SMS Siemag Aktiengesellsehaft, one of the world's leading manufacturers of equipment for
the metals industry. The technology will reduce the environmental impact of the shop to within the levels
permitted by both Russian and international environmental legislation.

At design capacity, the new facility will be able to supply up to 75% of ChelPipe's billet requirements. It will
also enable the Company to decommission outdated open-hearth furnaces that cannot meet the environ-
mental requirements of the future.

The cost of the project is RUB23 hillion.
Since the construction work began on 31 December 2010, some RUB19 billion has been invested.
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FINISHING CENTRE

In May 2009, ChelPipe launched a new finishing centre that produces and processes various 0CTG:
casing tubing and line pipe used for transporting crude oil and natural gas from wells to pipelines.
As part of the project, new facilities were installed at Pervouralsk Pipe for finishing pipes, includ-
ing equipment for testing, painting, marking and packing, a non-destructive testing area, a thermal
processing line, pipe-end upsetting equipment and a connection area.

The state-of-the-art equipment was supplied by German companies EMAG Leipzig Maschinenfabrik
GmbH and SMS Meer GmbH, two of the world's leading manufacturers of equipment for the metals
industry. As a result of the project, ChelPipe expanded its capacity to produce high-quality tubing,
casing and line pipe to 115,000 tonnes a year.

The cost of the project is RUB6 billion, which has been financed in full.
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RESEARCH AND DEVELOPMENT (RGD)

ChelPipe constantly seeks to research and develop new products that meet the requirements of clients
in the oil and gas sector and other industries that it serves. Its current research and development (RGD)
activity includes several projects in a new laboratory in a subdivision of Vysota 239 that produces LDP, as
well as work to develop premium connections for OCTG pipes.

The Company also works with leading Russian research institutes that are linked to various industries,
including gas (VNIIGAZ), ferrous metals (TsNllchermet), oil and gas transportation (VNIIST), pipes
(ROSNITI) and energy equipment (TsNIITMASH).

In 2010, ChelPipe's spending on RGD totalled RUB97.8 million.

As of 31 December 2010, the Company had registered 221 invention and design patents.

05 | Company Overview
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QUALITY CONTROL

ChelPipe's main objectives regarding quality are estab-
lished in the Quality Control Palicy and aim to:

- Ensure maximum satisfaction with the Company's
business among all stakeholders: clients, shareholders,
employees and suppliers

- Enhance client focus

- Expand the product range and ensure that it meets all
current and future needs of consumers

- Support and develop the existing quality control
system and enhance its performance

- Undertake projects ta establish new production, intro-
duce high-tech equipment and automate processes

In 2010, ChelPipe successfully completed work to
achieve its objectives regarding quality, as detailed in its
Policy on the Integrated Management System (IMS). In
June, the Vysota 239 welding shop was launched and

began manufacturing LDP with a product yield of 98.2%,
reflecting the technological stability of the facility and
product quality.

In 2010, the product yield rose by 0.5% year-on-year at
Shop 6.and 0.22% at Shop 8.

At Pervouralsk Pipe, the following measures were imple-
mented last year:

- the Iron Ozone 32 mini-mill was commissioned

- facilities for billet cutting, drilling, weighing and grading
were launched at Shop 1

- 18 new types of products were introduced, including;
a) Tubing pipes used to extract oil containing hydrogen
sulphide and carban dioxide

b) Tubing pipes with upset ends that meet GOST 633 and
API5CT HKT

¢) Pipes made from 10X2M-VD - TU 14-159-29 steel with
greater requirements for surface quality and grain size
d) Corrosion resistant pipes type TU 13-17-233-147016
and TU 13-17-113

Last year, the volume of products rejected by consumers
was less than one third of that in 2008.

Various technical audits conducted by consumers,
including oil major Rosneft, confirmed ChelPipe’s ability
to produce tubing pipes and other OCTG.

Alongside the RGD plan for 2010, 27 projects to stream-
line pipe production technology and reduce cost ratios
were completed.

In addition, employees (of all levels) were trained in ISM
requirements: at the Masters' School and on the Talent
Pool programme.

In 2010, work was undertaken to confirm the compli-
ance of the production quality and environmental
control systemand of 31 product types with local
and international requirements. Existing certification
was renewed and new certification was obtained (IS0



ChelPipe Annual Report for 2010

9001,1S0 14001, API, TUV, Russian Maritime and River
Registrars), as were the rights to conduct business and
install pipes. Permission to install pipes at hazardous
production facilities in Kazakhstan and Belarus were
obtained, as were licences allowing access to work that
may affect the safety of capital construction projects
(design, construction, engineer surveys).

Last year, major work was carried out to confirm that
ChelPipe's quality control system, facilities and products
meet local and international legislation and regulations.
This included:

- confirming that the quality control system is in accord-
ance with the IS0 9001:2008 standard

- re-certifying the quality control system and facilities in
line with the European directive 97/23/EG and technical
rules AD 2000W0/TRD 100 (for equipment operating in
high-pressure conditions), as well as the European direc-
tive 89/106/EEC (for materials used in construction)

- obtaining certification to produce pipes and aeronauti-
cal balloons, as well as TsIL accreditation to perform
technical work in the system for certifying aviation

equipment and civil aviation facilities

- extending the Russian Maritime Registrar of Shipping's
Manufacturer Certificate (MC) and broadening its scope
- obtaining the Russian River Regjstrar's Certificate of
Approval

- certifying seven types of products for the first time and
confirming certification for 31 types

These measures ensured that all requirements of the
state and customers regarding the compliance of the
Company's management system, facilities and products
were met in full.
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Market
Position

In late 2009 and early 2010, the economy began to stabilise, causing an increase in the consumption of steel pipes in Russia. Last year, demand for that product
rose by 3 million tonnes (up 48%), of which 1.8 million tonnes was LDP for various domestic oil and gas pipeline construction projects. A resurgence of ather
consuming sectors drove demand for all types of pipe, apart from water and gas ones. In addition, in some segments like non-carrosive cold-deformed and bearing
pipes, demand soared by 120-130%, although this was after a sharp slump in 2009.

'000 tonnes 2008 2009 2010
Sales by domestic producers 6,477 5,688 8113 «<<< DOMESTIC SALES
Imports 907 555 1127 OF STEEL PIPES

Source: Company, Pipe Industry Development Fund (PIDF)

Imports are growing more rapidly than the domestic
market mainly due to supplies of foreign pipes for
projects by Gazprom and Transneft (Germany, Japan,
South Korea and Ukraine). The greater presence of
Ukrainian and other foreign suppliers is a result of a
spike in urgent demand for LDP.

Imports of OCTG also jumped significantly last year
(up 44%). Interpipe (Ukraine) remained the main
foreign player in Russia (46% of imports in 2010),
although its sales of OCTG in the country fell by 3%,

while imports from Kazakhstan (KSP Steel), China
and Japan rose substantially. Imports by KSP Steel
totalled 47,000 tonnes, compared with 10,800 tonnes
in 2009, while imports from China and Japan came

to 38,900 and 21,500 tonnes, compared with 16,900
and 4,000 tonnes in 2009, respectively.

Following the economic turbulence, the recovery

in the pipe industry has been faster than expected,
largely thanks to a steady rise in demand from the
fuel and energy industry. In addition, purchases from

other consuming sectors have grown more rapidly
than the sectors themselves. The actual economic
situation is not completely in line with the recovery
on the pipe market. This is due to a lack of purchases
in 2009, which caused inventories of consumers

and metals traders to be exhausted, thus resulting

in greater purchases to replenish them over 2010.
Another driver was well founded expectations of a
price increase, which stimulated demand.
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RUSSIAN MARKET FOR STEEL PIPES
BY SEGMENT

The recovery in consuming sectors was a direct
driver of demand for pipes, which climbed by 48%
overall. Most of the growth came from pipeline
operators and oil and gas companies. Demand from
the chemicals and petrochemicals sectors surged,
although they account for only small volumes, so
this had little effect on the market overall. Among

the other consumers, demand rose by an average
of 30%. The recovery is slowest in the energy,

construction and housing sectors. In canstruction,

there was a significant rise in demand for LDP

(up 120%) and industrial pipes (both seamless,

up 599%, and welded, up 44%). Two major causes
of this are the large-scale renovation project on
Russky island and the construction of facilities for
the Winter Olympic Games in Sochi. The stronger
demand for seamless pipes demonstrates a

pick-up in industrial construction. Consumption

of ather types of pipes in the construction sector
rose only slightly, while consumption of water and
gas pipes fell, suggesting that the rate of recovery
in the residential construction and housing sectors
remains sluggish.

‘000 tonnes 2009 2010 Change

Fuel and energy complex 3,329 5,404 2,075 <<< DOMESTIC MARKET FOR
Housing and construction 1,553 1,980 427 STEEL PIPES BY SEGMENT
Other industry 642 921 278

Manufacturing and scrap processing 499 625 126

Power generation 152 201 48

Chemicals and petrochemicals 67 109 42

Source: Company, PIDF
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RUSSIAN MARKET FOR STEEL PIPES
BY PRODUCT

Last year, the changes in the composition of the
domestic market for steel pipes by product fully
reflected the situation in the consuming sectors.

Sales of LDP grew most strongly, up 1.8 million
tonnes (125%), driving their market share from

23% to 35%. This had virtually no effect on the
share of seamless industrial pipes. In addition, the
share of OCTG and welded industrial pipes fell, as
they are used in the sectors where demand grew
least of all in 2010.

In 2010, domestic demand for LDP soared by over
120% year-on-year due to large-scale pipeline
projects in the fuel and energy sector, which

accounts for over 0% of the demand for LDP in
Russia. The main consumer of LDP in the industry
is Gazprom, although the strongest year-on-year
growth in 2010 came from Transneft, of around
330%, due to projects to build the second stage of
the Eastern Siberia - Pacific Ocean pipeline and the
Purpe - Samotlor pipeline.

‘000 tonnes 2009 2010 Change

LDP 1,453 3,262 1,809  <<< SALES TO LARGER
0CTG™ 1,253 1,472 218 SEGMENTS
Seamless industrial pipes 1,020 1,440 420

Welded industrial pipes 2,516 3,066 550

Note: " tubing and casing pipes
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Sakhalin-Khabarovsk-

Gazprom projects Gryazovets-Vyborg  Pochinki-Gryazovets Bovanenkovo-Ukhta Vladivostok Ukhta-Torzhok

Start of shipments 2006 2007 2008 2009 2010 <<< OIL AND GAS

Main type 01,420x%21.6-32 mm, 01,420x15.7-18.7 mm, 01,420x23-379,1219x27 mm, @1,220x17.8-21.2 mm, 01,420x19-26 mm, PIPELINE PROJECTS
K60, K60, Kb0o-Kbs, K60, K60, 9.8 MPa COMPLETED IN 2010
9.8 MPa 74 MPa 11.8 MPa 9.8 MPa

Shipments in 2010 25,000 tonnes 154,000 tonnes 506,000 tonnes 450,000 tonnes 59,000 tonnes

Comment Sales to be continued Sales to be continued Sales to be continued Sales completed Sales to be ontinued
in 2011 in 2011 in 2011 in 2011

Source: Gazprom, Company
Note: Shipments for new projects do not include those by OMK for the Nord Stream gas pipeline, as part of its underwater section is not on Russian territory.

Transneft projects BTS-2 ESPO-2 Purpe-Samotlor
Start of shipments 2009 2009 2010
Main types (1,020, 1,067x11-16 mm, (01,020-1,220X14-24 mm, (J1,020-1,220x12-16 mm,
K50-K60, K60, K52, K56,
6-12.5MPa 59-12.5MPa 9.8 MPa
Shipments in 2010 125,000 tonnes 662,000 tonnes 133,000 tonne
Comment Sales completed Sales to be continued Sales completed
in2011

Source: Transneft, Company
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ANALYSIS OF STEEL PIPE

DIVISION SALES Product 2009 2010
LDP 239 189

In 2010, ChelPipe's sales of steel pipes totalled b b

1.485 million tonnes, up 31% year-on-year. Of this, 0cTe™ 10% 13%

1.346 million tonnes went to domestic custom- Seamless industrial pipes 39% 35%

ers and 139,000 tonnes were exported (including Welded industrial pipes 4% 2%

63,000 tonnes to the CIS).

The Company managed not only to compensate the
fall in volumes due to the crisis in 2009, but also to
deliver stronger results than in 2008.

Despite the domestic LDP market's rise of around 1.8
times, ChelPipe’s LOP market share fell from 23% to
18%. ChelPipe's loss of market share in Russia was
due to a lack of capacity amid a growing LDP market
overall and stronger demand for 01,420 mm LDP in
particular. In summer 2010, the Company launched
Vysota 239, a new mill that produces single seam
electric weld longitudinal LDP with diameters of
508-1,420 mm, and by the year-end, it produced
53,500 tonnes, equal to 6% of domestic demand for

Source: Company, Pipe Industry Development Fund (PIDF)

Note: (1) tubing and casing pipes

the product. However, ChelPipe's share of the market
for LDP with diameters of 530-1,220 mm was 22%
in 2010.

The Company's main competitors on the Russian
market are United Metals Company (OMK; market
share of 34%), TMK (19%), Severstal (Izhorsk Pipe
Plant; 15%) and Khartsyzsk Pipe Plant (Ukraine; 6%).
Other foreign producers accounted for 7% of LDP
sales. In 2010, ChelPipe expanded its presence on

the OCTG market, which was made possible by its
improved technical capabilities following the launch
of the finishing mill at Pervouralsk Pipe. The main
competitor in this segment was TMK (market share
of 46%), followed by OMK (16%), Interpipe (Ukraine;
99%), and other Russian and foreign producers (9%
and 8%, respectively).

<<< CHELPIPE'S MARKET
SHARE OF THE RUSSIAN
PIPE MARKET BY SEGMENT
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Last year, consumption of seamless industrial pipes
soared (up 41%). Despite its solid results, ChelPipe
did not manage to match the market growth due

to capacity restrictions for some specialist types of
pipe. The main supplier of seamless industrial pipes
in Russia is TMK (market share of 47% in 2010, while
Interpipe’s was 7%).

As regards the market for welded industrial pipes,
there are numerous domestic players. ChelPipe's
main competitors are TMK and OMK, among others.
The market is not a priarity for the Company.

ANALYSIS OF TRUNK PIPELINE SYSTEMS
DIVISION SALES

Throughout last year, ChelPipe developed its
strategy of becoming a provider of complete
solutions for oil and gas transportation systems
in Russia and the wider CIS, acquiring various
companies that manufacture components used
in pipeline infrastructure.

Sales of hot-formed bends came to 5,770 tonnes,
up 101% year-on-year, mainly due to supplies

to Gazprom for the Bobanenko - Ukhta project.
Sales of pipeline hubs soared to 351 tonnes,

up more than 400%, thanks to supplies for the
Sakhalin - Khabarovsk - Vladivostok pipeline.

The main trends on the Russian market for
customised components for pipelines are:

- a shift in demand towards water-resistant
types of bends due to flooding techniques used
to develop deposits and work undertaken in
adverse weather conditions

- greater consumption of large-diameter bends
due to large-scale gas pipeline projects

- anincrease in bends quality requirements
arising from international oil and gas pipeline
projects where requirements are stricter

- greater competition between bends
manufacturers, caused by rising demand

Last year, SOT, a producer of pipeline companents
that ChelPipe has recently acquired, was the second
largest supplier of hot-formed bends in Russia, with
a market share of 40%. ChelPipe's main competitors
on the Russian CPC market are Trubodetal,
Neftegazdetal and Liskimontazhkonstruktsiya.

ANALYSIS OF THE OILFIELD SERVICES
DIVISION SALES

In 2010, the Qilfield Services Division, represented
by the Rimera group of companies, focused on
manufacturing high-margin ni-resist iron electric
submersible pumps (ESPs). Over the year, the
Company sold 2,817 such pumps, up 53% compared
with 2009.

Last year, Rimera was the second largest supplier
of ESPs in Russia, with a market share of 23%.
ChelPipe’s main competitors in this segment are
Borets and Novomet.
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Management Discussion
and Analysis of the Results

The following is a discussion and analysis of Chel- RUB million 2009 2010
Pipe's financial condition and results for the years REVENUE 56,079 85,401
ended 31 December 2009 and 2010. It should be
read together with the financial statements, includ- Cost of sales -40,004 -29,093
ing the notes thereto. Raw materials -25,320 43,513
Salaries and salary taxes -5132 -6,580
ChelPipe provides mtegrat?d solut|onsAto Fhe oil A Cost of goods for resale 4,087 3666
and gas sector and other pipe-consuming industries
through its three divisions: Production overhead and repair 1,727 -2,943
Energy and utilities -2,109 -2,643
- Steel Pipe Production Depreciation and amortisation -1,671 -2,444
- Trunk Pipeline Systems
_ Oilfield Services Changes in balances of work in progress and finished goods -543 2,292
Changes in inventory provision 584 404
RESULTS OF OPERATIONS Gross profit 16,075 26308
The table below shows ChelPipe’s consolidated Distribution costs -3,823 -6,499
income statement for the twelve months ended General and administrative expenses -5,658 -5,700
December 31: Reversal of impairment of assets/(impairment) of assets -2,617 354
Loss on disposal of property, plant and equipment -139 174
Other operating expenses -417 -464

continued on page 33
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begins on page 32

RUB million 2009 2010
Operating profit 3,421 13,825
Interest income 1,953 1,220
Interest expense -9,135 -9,070
Foreign exchange gain/(loss), net -937 856
Share of profit of associates 13 m
Profit/(loss) before income tax -4,685 6,720
Income tax (expense)/benefit 239 -1996
Profit/(loss) for the year -4,447 4,724
Other comprehensive income, after tax

Exchange difference on translation of foreign operations 1 15

REVENUE

Revenues for 2010 were RUB85,401 million, 52.3%
higher than the RUB56,079 million for 2009, which
was primarily due to greater revenues from steel
pipe production. This was caused by stronger sales
volumes and average selling prices per tonne for
ChelPipe's LDP and seamless industrial steel pipe
products, as well as higher OCTG sales volumes.

Revenues from the sale of steel pipe products and
processed scrap were RUB73,517 million in 2010,
61% higher than the RUB45,795 million in 2009.
This increase was primarily due to greater sales vol-
umes and average selling prices per tonne for Chel-
Pipe's LDP products, as well as higher sales volumes
for OCTG and seamless industrial pipe products.

The Company's steel pipe sales came to 1.485 mil-
lion tonnes last year, compared with 1.131 million
tonnes in 2009. The rise was mainly due to ship-
ments to Gazprom from the new Vysota 239 LDP
shop in the second half of 2010.
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'000 tonnes 2010 2009 Change

0
LOP 600 365 64% << THE TABLE BELOW SHOWS
OCTG 193 125 >4% THE SALES VOLUMES FOR
Line pipe used in oil and gas wells 128 123 4% CHELPIPE'S FIVE MAIN
Seamless industrial 481 398 21% STEEL PIPE PRODUCTS
Welded industrial 83 120 -31%

In 2010, LDP sales volumes increased by 64% year-
on-year. This was primarily driven by more pipeline
projects in Russia, including Transneft's construc-
tion of the ESPO 2, BTS-2 and Purpe-Samotlor
pipelines.

Meanwhile, OCTG sales volumes rose by 54% year-on-
year. This was mainly due to greater demand for OCTG
casing and tubing pipes, in line with the increase in
well drilling in the Russian oil and gas industry.

Sales volumes of seamless industrial pipes climbed
by 21% year-on-year. This was caused primarily by
greater demand from the power-generatian, equip-
ment manufacturing and construction sectors,
especially the nuclear power industry.

Sales volumes of welded industrial pipes fell by
31%, primarily due to the management's decision to
focus on higher-margin pipe in 2010.

Compared with 2009, average selling prices rose by
369% for LBP, 5% for OCTG, 21% for seamless and
28% for welded industrial pipes. These increases re-
flect higher prices of raw materials and an improved
product mix.
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RUB 2010 2009 Change

LDP 57,846 42672 36% <<< THE TABLE BELOW SHOWS
0cT6 36,931 35,095 5% THE AVERAGE SELLING PRICE
Line pipe used in oil and gas wells 36,888 30,484 21% PER TONNE FOR CHELPIPE'S
Seamless industrial 43,295 35,065 23% FIVE MAIN STEEL PIPE
Welded industrial 29,403 23,044 28% PRODUCTS

Revenues from the sale of oilfield service products
and services were RUB7,669 million in 2010, 8%
higher than the RUB7,087 million in 2009. The rise
was primarily due to improved average sales prices
for ESPs and ESMs, which were partly offset by lower
sales volumes of grey cast-iron ESPs and ESMs.

The average sales prices were driven by greater
sales volumes of Ni-resist cast-iron ESPs, which
are generally sold for more than grey cast-iron
ESPs. In 2010, total sales volumes of the latter fell
by 59%, while sales volumes for the more profit-

able Ni-resist cast-iron models climbed by 53%.
The drop in total sales volumes of ESPs and ESMs
came as a result of the continued depressed levels
of newly developed producing oil and gas wells in
Russia and the surrounding regions. This is largely
because of the global financial crisis that began
during the second half of 2008.

COST OF SALES

The cost of sales for 2010 totalled RUB59,093
million, 48% higher than the RUB40,004 million

in 2009. This increase was primarily due to higher
sales volumes and raw material expenses.

Raw materials

Raw material expenses came to RUB43,513 million in
2010, up 72% compared with the RUB25,320 million in
2009. This was caused by greater steel pipe sales vol-
umesin 2010, as well as increases in the average price
per tonne of steel plate (up 19%) and billet (up 30%).
In 2010, the average purchase price for steel plate was
RUB25,161 (RUB21,223 in 2009), while for steel billet it
was RUB22,382 (RUB17,171in 2010).
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Salaries and salary taxes

Salaries and salary taxes accounted for some
11% of the total cost of sales in 2010, compared
with 13% in 2009. They totalled RUB6,580 mil-
lion, 28% higher than the RUB5,132 million in
2009. This was caused by a decision to reverse
the cost-cutting measures implemented in 2009
to reduce headcount and wages at production
facilities, as well as the start-up of Vysota 239
and the acquisition of MSA, SOT and MZMZ in
2010. This reversal was in line with the increased
business activity last year.

As of 31 December 2010, ChelPipe employed 25,879
people (compared with 24,834 a year earlier).

Cost of goods for resale

The cost of goods for resale comprises the cost

of seamless and welded industrial pipe purchased
by ChelPipe's 12 trading houses from third-party
suppliers to service spaot-market customers, as well
as purchases of trunk pipeline systems for resale to

such companies (before the recent acquisition of
the trunk pipeline systems businesses).

The cost of goods for resale came to RUB3,666
million in 2010, 10% lower than the RUB4,087 mil-
lion in 2009. This drop was caused by a reduction in
CHTPZ-KTS' purchases of valves from MSA, resulting
from a change in MSA's sales structure that led to
lower sales to Russia.

Energy and utilities

Energy and utilities expenses were RUB2,643 mil-
lion'in 2010, up 25.4% compared with the RUB2,109
million in 2009. This was due to greater production
activities, partly caused by the launch of Vysota
239, as well as an increase of 17% in average natu-
ral gas prices.

Production overheads and repairs

Production overheads and repair costs totalled
RUB2,943 million in 2010, 70% higher than the
RUB1,727 million in 2009. This rise was due to the
performance of certain non-essential maintenance

and repairs that were pastponed in 2009 as part of
the cost-cutting measures.

Changes in balances of work in progress

and finished goods

Changes in the balances of work in progress and fin-
ished goods resulted in a gain of RUB2,292 million
for 2010, compared with a loss of RUB543 million
for 2009.

Changes in inventory provision

Changes in inventory provision resulted in a gain
of RUB404 million for 2010, compared with a
gain of RUB584 million for 2009. These reversals
of inventary impairment pravisions were due to
increases in the price of steel and other met-

als used to produce ChelPipe's products, with
respect to which the Company took impairments
during the second half of 2008 as a result of
sharp declines in its sales volumes and the prices
of such metals.
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GROSS PROFIT MARGIN

The gross profit margin was 31% for 2010, compared
with 29% for 2009. The rise was due to a larger propor-
tion of sales from higher-margin steel pipe and oilfield
services products during 2010. This was partly offset

by the aforementioned increases in raw material costs,
which ChelPipe was able to fully reflect inits sales prices
to customers.

DISTRIBUTION COSTS

Distribution costs came to RUB6,439 million last

year, 70% higher than the RUB3,823 million in 2009.

This increase was due to higher sales volumes and
transportation and customs expenses.

Transportation and customs expenses totalled
RUB4,570 millionin 2010, up 118% compared with the
RUB2,098 million in 2008. This stemmed from higher
sales volumes, including shipments of LDP to the Far

East of Russia for the ESPO 2 pipeline and the Russky

Island pipeline project, as well as a 9% hike in rail tariffs.

GENERAL AND ADMINISTRATIVE
EXPENSES

General and administrative expenses came to RUB5,700
million in 2010, relatively unchanged compared with the
RUBS5,656 million in 2009.

REVERSAL OF IMPAIRMENTS/
(IMPAIRMENTS) OF ASSETS

The reversal of impairments of assets amounted to
RUB354 million last year, compared with impair-
ments of assets of RUB2,617 million in 2009. The
difference was due to trade and other receivables
impairments relating to doubtful accounts with
certain customers in 2009, which amounted to
RUB2,139 million, primarily with respect to sales of

LOP products to the Uzbek conglomerate, Zeromax.

INTEREST INCOME

Interest income totalled RUB1,220 million in 2010,
down 38% compared with the RUB1,363 million in
2009. The drop was primarily due to a fall in loans
receivable and the related average interest rates,
caused mainly by the partial repayment last year of
the RUB7,057 million loan that ChelPipe made to
Nistycreek Limited in January 2009.

INTEREST EXPENSE

The interest expense came to RUB9,070 million last
year, RUB66 million less than the RUB9,135 mil-
lion'in 2009. This drop primarily related to a lower
weighted average interest rate for outstanding
borrowings, which was partly offset by an increase
in outstanding borrowings.
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FOREIGN EXCHANGE PROFIT/
(LOSS), net

Foreign exchange profit totalled RUB856 million

in 2010, compared with a foreign exchange loss of

RUB937 million in 2009. The difference was mainly
caused by the depreciation of the US dollar and the
euro against the rouble last year.

INCOME TAX EXPENSE

The income tax expense amounted to RUB1,996
million for 2010, compared with an income tax ben-
efit of RUB239 million for 2009. The difference was
primarily due to there having been a significantly
larger profit for Russian tax purposes in 2010 than
in 2009, as well as to deferred tax benefits raised on
impairment of trade accounts receivable in 2009.

PROFIT/(LOSS) FOR THE PERIOD

Profit came to RUB4,724 million for 2010, compared
with a loss of RUB4,447 million for the previous year.
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LIQUIDITY AND CAPITAL RESOURCES

Cash flows

RUB million 2009 2010

Net cash from/(used in) operating activities 12,233 -9,850 <<< THE TABLE BELOW

Net cash used in investing activities -17,673 -12,624 ILLUSTRATES CHELPIPE’S
Net cash from financing activities 7,542 22,453 TOTAL CASH FLOWS FOR THE
Net increase/(decrease) in cash and cash equivalents 2102 -21 PREVIOUS TWO YEARS

Net cash from/(used in) operating activities
Net cash used in operating activities was RUB9,850
million for the year ended 31 December 2010,
compared with net cash from operating activities
of RUB12,233 million for the year ended 31
December 2009. The difference was primarily due
to movements in working capital and adjustments
for impairments of assets, for changes in inventory
position and adjustments for interest income
relative to actual amounts of interest received with

respect to outstanding loans made by ChelPipe.
In 2010, there was a gain before income tax of
RUBG,720 million, compared with to a loss of
RUB4,685 million in 2009.

In 2010, accounts receivable and prepayments
increased RUB7,178 million, inventories increased
RUB7,697 million, and trade and ather payables
decreased RUB640 million, compared with a
RUB4,627 million decrease in receivables and

prepayments and increases of RUB3,442 million
and 4,726 million in inventories and trade and other
payables, respectively, in 2009.

Net cash used in investing activities

Net cash used in investing activities was
RUB12,624 million for 2010 and RUB17,673 million
for 2009. The difference between the two years
stemmed primarily from the amount of cash used
to purchase promissory notes and loans given
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relative to the amount of cash proceeds from sales
of promissory notes and loans repaid, as well as
net cash outflows with respect to the acquisitions
of businesses.

In 2010, ChelPipe used cash totalling RUB447
million to purchase promissory notes and loans,
compared with cash proceeds of RUB6E,393 million
from sales of promissory notes and loans repaid.

In 2009, these expenditures and receipts came to
RUB9,428 million and RUB3,115 million, respectively.
These amounts primarily related to a loan of
RUB7,057 million made by ChelPipe to Nistycreek in
2009 and the repayment by Nistycreek of RUB5,669
million of this during 2010.

Net cash outflow on acquisitions of subsidiaries
amounted to RUB7,487 million in 2010, compared
with RUB74 million in 2009. The difference was
primarily due to the acquisitions of the trunk
pipeline equipment businesses, SOT, MZMZ and
MSA.

In 2010 and 2009, ChelPipe used cash totalling
RUB11,312 million and RUB11,367 million,
respectively, to purchase property, plant and
equipment and intangible assets primarily relating
to capital expenditures with respect to the
construction of the new Vysota 239 LDP facility,
electric arc furnace mini-mill and finishing facility
for OCTG and line pipe.

Net cash from financing activities

In 2010, net cash from financing activities was
RUB22,453 million, compared with RUB7,542 million
in 2009. The difference between the two years

was primarily due to the amount of cash generated
from borrowings and the issuance of promissory
notes relative to the amounts of cash used to repay
borrowings and promissory notes.

For 2010 and 2009, ChelPipe generated cash

from financing activities relating to proceeds from
borrowings and promissory notes of RUB53,358
million and RUB117,686 million, respectively. These

amounts relate to new borrowings to fund the recent
modernisation programme and working capital, as
well as the refinancing of existing debt, compared
with cash used to repay borrowings and promissory
notes of RUB30,782 million in 2010 and RUB109,661
million in 2009, which included the refinancing of
certain debt.

The differences between the two years were also
due to the amounts of cash used in financing
activities to acquire non-controlling interests in
certain businesses. For 2010 and 2009, ChelPipe
used cash to acquire non-controlling interests in
certain businesses of RUB2 million and RUB282
million, respectively. This related to the acquisition
of minority interests in certain steel pipe production
and oilfield services business in which ChelPipe
already owned controlling interests, including PNTZ
and Alnas.
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ChelPipe

INDEBTEDNESS

As of 31 December 2010, total outstanding
borrowings amounted to RUB85,837 million, of

which RUB46,465 million were current barrowings.
The latter included RUB11,248 million that was
reclassified from non-current to current borrowings
as a result of breaches of covenants regarding some

of ChelPipe's financing agreements as of
31 December 2010.

RUB ‘000 2009 2010

1to 2 years 4,181,170 15,508,897  <<< THE NON-CURRENT

2to 3 years 9,361,118 12,448,975 BORROWINGS MATURITY

3 to 4 years 3,612,120 8,574,311 SCHEDULE, EXCLUDING

4to 5 years 2,536,600 1953,955 THE PRESENT VALUE OF

Beyond 5 years 3,464 686,101 MINIMUM LEASE PAYMENTS,
IS AS FOLLOWS

RUB ‘000 2009 2010

1to 2 years 3177,545 6180651  «<< THE ORIGINAL MATURITY

2 to 3 years 2,437192 1,569,728 OF THE DISCOUNTED

3to 4 years 1,455,099 491,870 LONG-TERM BORROWINGS

4t0 5 years 1,010,446 494,510 CLASSIFIED AS CURRENT

Beyond 5 years 2,801,864 2,510,987 BORROWINGS IS AS
FoLLOWS

As of 31 December 2010, RUB73,066 million of borrowings were denominated in roubles and RUB12,771 million in US dollars or euros.
For 2010, the weighted average interest rate for outstanding borrowings was 12%.
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Lender Currency Interest rate Secured Total outstanding amounts as

of 31 December 2010

(RUB '000)
Gazprombank RUB Fixed Yes/No 20,611,004 <<< THE TABLE BELOW
Sberbank RUB/USD Fixed/Floating Yes 16,487,301 SHOWS CERTAIN
Bank of Moscow RUB Fixed/Floating Yes 8,442,541 INFORMATION REGARDING
Raiffeisenbank RUB Floating Yes 5131,782 CHELPIPE'S OUTSTANDING
INDEBTEDNESS AS OF 31

BNP Paribas EUR Floating Yes 5,080,298 DECEMBER 2010.
UniCredit RUB/EUR Fixed/Floating Yes 4,390,255
Promsvyazbank RUB Fixed No 2,900,000
Nomos-Bank RUB Fixed Yes 2,790,000
TransCredit Bank RUB Fixed No 2,000,000
MBRD RUB Fixed No 2,000,000
Blakesley Limited usD Fixed No 1,828,614
Uralsib RUB Fixed No 1,600,000
Alfa-Bank RUB Fixed Yes 1,548,000

continued on page 43
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begins on page 42

Lender Currency Interest rate Secured Total outstanding amounts as
of 31 December 2010

(RUB ‘'000)

Bank Soyuz RUB Fixed Yes 1,500,000
Otkrytie RUB Fixed No 1,200,000
UBRD RUB Fixed Yes/No 1,000,000
VTB RUB Fixed No 1,000,000
Chelindbank RUB Fixed No 800,000
Nordea usb Floating Yes 754,728
Other RUB Fixed Yes/No 602,302
Series 03 RUR 8,000 million bond issue RUB Fixed No 3,209
Series BO-01 RUR 5,000 million bond issue RUB Fixed No 4,166,963
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RUSSIAN BOND ISSUANCES

In 2008 and 2009, ChelPipe issued two series of
rouble-denominated bonds, the proceeds of which
were used to refinance some debt and provide
working capital to fund operations.

Series 03 RUB8,000 million bond issue

On 29 April 2008, ChelPipe issued documentary
nan-convertible bonds with a nominal value of
RUB1,000 each, in the aggregate principal amount
of RUB8,000 million, due on 21 April 2015. The
bonds were issued to fund working capital. ChelPipe
repurchased certain amounts of the outstanding
Series 03 bonds on 27 June 2008, 27 October 2009
and 28 October 2010. As of 31 December 2010, a
total principal amount of RUB3.2 million remained
outstanding.

The bonds have 14 semi-annual interest payments.
The annual interest rate for the first five semi-

annual periods was set at 10% per annum, for the
sixth semi-annual period at 8% per annum and for
each subsequent semi-annual period at a rate to

be determined by ChelPipe before each interest
payment date. After the sixth interest payment date,
bondholders may require ChelPipe to repurchase
the bonds at their nominal value, after ChelPipe
determines the interest rate for a semi-annual
period.

Series BO-01 RUB5,000 million bond issue.
On 8 December 2009, ChelPipe issued documentary
non-convertible bonds in the aggregate principal
amount of RUB5,000 million, due on 4 December
2012. The bonds were issued to refinance ChelPipe's
indebtedness under the Series 03 bonds and to fund
warking capital. As of 31 December 2010, RUB4,167
million of the Series BO-01 bonds remained
outstanding, of which a total principal amount of
RUB821 million was held by ChelPipe's subsidiary,
Uraltrubostal.

The bonds have six semi-annual interest payments.
The annual interest rate for the first four semi-
annual periods was set at 16.5%, and the annual
rate for the fifth and sixth semi-annual periods

will be determined by ChelPipe before the fourth
interest payment date, which is 6 December 2011.
Bondholders may require ChelPipe to repurchase
the bonds at their nominal value, after ChelPipe
determines the interest rate for the fifth and sixth
periods.
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Key
Risks

EXTERNAL RISKS

External risks are those caused by circumstances
that are not directly related to ChelPipe's activities,
but depend largely on the economic and political
situation in the country. The main ones are the
introduction of more stringent regulatory mea-
sures that could affect the Company's financial and
economic standing, changes in taxation and rapid
inflation.

Country risks
- In emerging markets, such as Russia, risks are
greater than those in developed economies
- Any ecanomic instability in Russia could have a
negative effect on ChelPipe's business
- Some infrastructure in Russia is in a poor con-
dition, which could lead to disruptions in efficient
financial and economic activity
- Crime, corruption or acts of terrorism could
disrupt the Company's activities and have a

significant impact on its financial standing and
results

- Shortcomings in the Russian legal system and
legislation can create ambiguity when investing
and conducting business

- Any instances of non-compliance with existing
legislation and regulations, the results of state
checks or an increase in government regulation
of ChelPipe's activities could lead to additional
significant expenses to ensure conformity with
legislation or to other sanctions that may signifi-
cantly impact the Company's activities, financial
standing, results and prospects

- The introduction of legislation regulating
companies or securities in Russia could restrict
ChelPipe's ability to attract investment in the
future

-Russia's taxation system is relatively underde-
veloped

INTERNAL RISKS

Internal risks are those that are directly related to
the activities of the Company itself.

Risks related to ChelPipe's activities
- ChelPipe has a significant debt burden, which
is secured mostly using its assets, issued shares
and main production subsidiaries. The Company
is required to observe unilateral obligations to
maintain various financial ratios at certain levels,
as well as comply with various restrictions re-
garding its debt. In the past, it has allowed some
of these unilateral obligations to be violated.
- ChelPipe is largely dependent on the rates at
which new oil and gas deposits are developed
in Russia. These in turn depend largely on world
prices of crude and natural gas.
- Efforts to sell or cross-sell new products may
be unsuccessful for the Company
- As prices of steel and other raw materials



Annual Report for 2010

ChelPipe

used by ChelPipe have historically been volatile,
the Company might be unable to pass on any
increase in them fully

- A large part of ChelPipe's revenues comes from
sales to a limited group of customers that, as a
rule, are carried out under short-term contracts
- As the Company operates in a capital-intensive
sector, developing its business may require
securing additional external sources of financing
- ChelPipe is reliant on a limited group of raw
material suppliers

- Sales of many types of the Company's steel
pipes require certain quality certificates issued
by standardisation organisations, as well as
approval of quality by key clients in the oil and
gas sector

- On the Russian market for steel pipes, compe-
tition amang domestic producers is high

- ChelPipe has limited insurance cover

- The Company's steel pipe business benefits
from duties on imports of steel pipes inta Russia,
and these may be lowered or abolished in the
future

- ChelPipe is dependent on Russian rail networks
for transporting its raw materials and products

- Russia's utilities sector is undergoing major
reform to move from regulated to market prices,
and this could increase the Company's operating
costs

- ChelPipe has entered into transactions with re-
lated parties and may extend these in the future
- The average age of the Company's employees
is high
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Share Capital
and Securities

SECURITIES

ChelPipe’s share capital consists of 472,382,880 issued ordinary shares with a par value of RUB1 each. Their state registration number is 1-01-00182-A,

issued on 2 December 2003.

Ne Name % of charter capital % of voting shares

1 Depositary Clearing Company (nominal holder) 75911 75911 REGISTERED

2 Sberbank of Russia (nominal holder) 16.6698 16.6698 SHAREHOLDERS AS OF
3 Other 7.4191 7.4191 31 DECEMBER 2010

As of 31 December 2010, the number of registered shareholders was 6,573 (including five nominal holders).

Name % of charter capital

% of voting shares

“MOUNTRISE LIMITED" 76.8
Registered address: Romanou, 2 TLAIS TOWER, Flat/Office 601,Pc. 1070,
Nicosia, Cyprus

768 <<< MAJORITY SHAREHOLDER
AS OF 31 DECEMBER 2010
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SHARES

ChelPipe's shares are on the list of securities admitted
for trading without undergoing the listing procedure
on the RTS. They are traded on the RTS Classica and
Standard markets.

In September 2010, in accordance with the rules of ChelPipe's shares are traded on MICEX and the RTS
listing and admission for trading on MICEX, ChelPipe's under the ticker "CHEP".
issued ordinary shares (registration number 1-01- The shareholder registry is maintained by a specialist

00182-A, issued on 2 December 2003) were included registrar, the Moscow branch of CJSC Regjstrar Intrako

on list B of MICEX.

(licence to conduct registrar duties no. 10-000-1-
00272, issued on 24 December 2002).

Market Ticker Currency Price - low Price - high Total amount Number Market cap as of 31
of shares Dec 10
RTS, Classica CHEP uss 1,65 2,65 472 529,00 248987 1,251,814,632.00
RTS, Standard CHEPG RUB 50,10 79,00 618 856,00 9383 37318,247,520.00  <<< KEY RESULTS OF TRADING
MICEX CHEP RUB 4741 82,90 2753962 617,23 121782 26,722,699,521.60 IN CHELPIPE'S SHARES
ON THE RTS AND MICEX

FOR 2010
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bonds are redeemable 1,092 days from the

BONDS

O Series 03

To date, ChelPipe has placed
the following bonds:

O Series 01

- 3,000,000 (three million) documentary
non-convertible bonds with a nominal value of
RUB1,000 (one thousand roubles) each. The
bonds were redeemable 1,820 days from the
date of placement and were placed via open
subscription (state registration number for the
issue: 4-01-00182-A, dated 24 June 2004).

In accordance with the rules of listing and
admission for trading securities on MICEX, the
Series 01 bonds were included on the first-tier
of the MICEX list A.

The Series 01 issue was redeemed on 16 June
2010.

- 8,000,000 (eight million) documentary
nan-convertible bonds with a nominal value of
RUB1,000 (one thousand roubles) each. The
bonds are redeemable 2,548 days from the
date of placement and were placed via open
subscription (state registration number for the
issue: 4-03-00182-A, dated 6 December 2007).

In accordance with the rules of listing and
admission for trading securities on MICEX,

the Series 03 bonds were removed from the
MICEX list B and included in the “Non-Listed
Securities” section of the list of securities
admitted for trading with undergoing the listing
procedure.

Series B0-01

- 5,000,000 (five million) documentary non-
convertible bonds with a nominal value of
RUB1,000 (one thousand roubles) each. The

date of placement and were placed via open
subscription (state registration number for
the issue: 4B02-01-00182-A, dated 5 October
2009).

In accordance with the rules of listing and
admission for trading bonds on MICEX, the
directorate of MICEX announced 9 December
2009 as the date on which the Series BO-01
bonds would begin trading in the “"Non-Listed
Securities” section.

In 2010, the Company paid all interest due on its bonds
on time:

- Series 01 — 10th coupon
- Series 03 — fourth and fifth coupons
- Series BO-01 — first coupon

The depositary that holds the Series 01, 03 and BO-01
bonds centrally is: Non-banking Credit Organisation
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“National Settlement Depositary” (licensed to conduct
depositary activities as a professional participant on
the securities market, licence no. 177-12042-000100,
dated 12 February 2009).

DIVIDENDS

The aim of ChelPipe's dividend policy is to use profit to
develop the Company. In particular:

Based on the financial results for 2007, 2008 and 2009,

the Annual General Shareholders’ Meeting for each
year voted to:

- Distribute profit to further investment, production
and social development of the Company
- Not pay annual dividends

Based on the results for 2010, the planiis to distribute
profit to develop the Company.
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Corporate
Governance

MANAGEMENT
AND SUPERVISORY BODIES

Under ChelPipe’s charter, the Company's
management and internal controls are struc-
tured as follows:

- The General Shareholder Meeting, which is the
supreme governing body

- The Board of Directors, which exercises with oversees
overall direction of the Company's activities, except
for issues within the remit of the General Shareholder
Meeting

- The Sale Executive Body, which directs the day-to-day
operations of the Company

- The Examination Committee

Independent Examination
auditor Committee

GENERAL SHAREHOLDER MEETING

Supreme governing body

BOARD OF DIRECTORS

General management of the business

HR and Remuneration Committee

Financial and Investment Committee

Technical Policy Committee

Committee for the Settlement
of Corporate Disputes

Audit Committee

Internal Audit Department
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The key corparate governance principles that
ChelPipe has adopted and implemented aim to
defend the rights and interests of shareholders
and ensure fair dealings with them. They also aim
to ensure that the Board of Directars, Company
officials and shareholders behave professionally
and ethically, and to increase the transparency
of information and develop a system of business
ethics.

ChelPipe's strategic development requires compli-
ance with current corporate governance legisla-
tion, including non-mandatory components such
as the Code of Corporate Behaviour recommended
by the Federal Financial Markets Service on 4 April
2002. The Company continually strives to improve
its corporate governance practices, which cover
the following main areas:

- protection of shareholder rights
- information disclosure
- effective management and oversight

As of 1 January 2010, the following docu-
ments were in effect at the Company:

- Charter, including amendments ratified by the Gen-
eral Shareholder Meeting on 9 June 2009

- Corporate Code of Conduct

- Regulations on the General Shareholder Meeting

- Regulations on the Board of Directors

- Examination Committee Regulations

- Regulations on the Audit Committee of the Board
of Directors

- Regulations on the Settlement of Carporate Dis-
putes (new edition)

- Information Policy Regulations

- Revision No1 of the Regulation on Information
Policy

- Regulations on Internal Control

- Regulation on the Board of Directors' Technical
Policy Committee

- Regulation on the Financial and Investment Com-
mittee

- Regulations on the Corporate Secretary and Corpo-
rate Secretary's Office

- Regulations on the Pracedure and Establishment of

Committees of the Board of Directors
The Company strives to improve its corporate gov-
ernance practices on an ongoing basis.

In addition to the documents listed above,
in 2010:

« ChelPipe's General Shareholder Meeting
approved:

(unnumbered minutes of 5 May 2010)
- Amendments to the Company Charter on changing
the short form of the Company's name in English

(unnumbered minutes of 23 August 2010)

- Amendments to the Regulations on the Board of
Directors

- Amendments to the Corporate Code of Conduct

- Regulation on Remunerations and Compensations
Paid to Members of the Board of Directors

- Amendments to the Company Charter on changing
the timeframe for informing shareholders of an
upcoming Annual General Shareholder Meeting
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« ChelPipe's Board of Directors approved:

(unnumbered minutes of 4 May 2010)

- Amendments to the Company Charter on creating
branches of the Company

- Regulation on the Branch in Moscow

- Regulation on the Branch in Pervauralsk

(unnumbered minutes of 24 June 2010)

- Regulation on the HR and Remuneration Commit-
tee of the Board of Directors

- Amendment No. 1 to the Regulation on the Proce-
dure and Establishment of Committees of the Board
of Directars

By adopting these documents, and more impor-
tantly by adhering to the principles laid out in them,
ChelPipe aims to ensure openness, transparency
and accessibility in its relations with shareholders
and investors.
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BOARD OF DIRECTORS AND COMMITTEES

Date Education Workplace Position at main Share of charter Share of ordinary
of birth workplace capital shares
<<< COMPQOSITION OF THE
BOARD OF DIRECTORS AS OF
1 JANUARY 2010 (ELECTED
Alexander Fyodorov 1952 Higher ChTPZ Group CEO 0,028% 0.028% J (
ON 9 JUNE 2009 AT CHEL-
PIPE’S ANNUAL GENERAL
SHAREHOLDER MEETING):
Oleg Kustikov 1967 Higher PROCION CEO n/a n/a
Sergei Moiseyev 1970 Higher ChelPipe CFO n/a n/a
Alexander Pribludov 1961 Higher Bryansk Regional Collegium of Lawyers Lawyer n/a n/a
Oleg Seleznev 1963 Higher AKT. Paritet CEO n/a n/a
Viktor Skryabin 1952 Higher ChelPipe’s trade union Chairman 0,02% 0.02%
Erimey Cherekchidi 1963 Higher National Research Institute for Pipe President n/a n/a

Construction
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Date Education Workplace Position at main Share of charter Share of ordinary
of birth workplace capital shares
<<< COMPQSITION OF THE
Alexander Fyodorov 1952 Higher ChTPZ Group CEO 0,028% 0.028% BOARD OF DIRECTORS
(ELECTED ON 29 APRIL
2010 AT CHELPIPE'S
ANNUAL GENERAL SHARE-
. ) Board member, Chairman HOLDER MEETING):
Johann Baumann 1954 Higher ChelPipe of the Audit Committee n/a n/a
Sergei Moiseyev 1970 Higher ChelPipe CFO n/a n/a
Alexander Pribludov 1961 Higher Bryansk Regional Collegium of Lawyers Lawyer n/a n/a
Oleg Seleznev 1963 Higher AKT. Paritet CEO n/a n/a
Viktor Skryabin 1952 Higher ChelPipe’s trade union Chairman 0,02% 0.02%
Erimey Cherekchidi 1963 Higher National Research Institute for Pipe President n/a n/a

Construction
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Sergei Moiseyev

Born: 1970

Education: higher

Organisation: ChelPipe’s branch in Moscow
Position: CFO

Share in the Company's charter capital: 0%
Holding of the Company's ordinary shares: 0%

Johann Bauman

Born: 1954

Education: higher

Organisation: ChelPipe

Position: Member of ChelPipe's Board of
Directors, Chairman of the Board of Directors’
Audit Committee

Share in the Company's charter capital: 0%
Holding of the Company's ordinary shares: 0%

Waldemar Grust

Born: 1956

Education: higher

Organisation: Eastern Trade Service GmbH/
EUROTUBE GmbH

Position: General Director

Share in the Company's charter capital: 0%
Holding of the Company's ordinary shares: 0%

<<

COMPOSITION OF THE
BOARD OF DIRECTORS
ELECTED ON 7 SEPTEMBER
2010 AT AN EXTRAORDI-
NARY GENERAL SHARE-
HOLDER MEETING:
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Steeven Paltermans

Born: 1969

Education: higher

Organisation: SWIFT scrl

Position: SWIFT Head of Russia,

CIS and Mongolia

Share in the Company's charter capital: 0%
Holding of the Company's ordinary
shares: 0%

Oleg Seleznev

Born: 1963

Education: higher
Organisation: A.K.T Paritet
Position: General Director

Share in the Company's charter capital:

0%
Holding of the Company's ordinary
shares: 0%

Victor Skryabin

Born: 1952

Education: higher

Organisation: ChelPipe's trade union
Position: Chairman

Share in the Company's charter capital:

0.02%
Holding of the Company's ordinary
shares: 0.02%

Alexander Fyodorov

Born: 1952

Education: higher

Organisation: ChelPipe

Position: CEO

Share in the Company'’s charter capital:
0.028%

Holding of the Company's ordinary
shares: 0.028%
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In 2010, members of the Board of Directors carried
out no transactions with the Company's shares.

The independent members of the Company's Board
of Directors are:

1. Johann Bauman

2. Waldemar Grust

3. Steeven Paltermans

4. Oleg Seleznev

5. Victor Skryabin

Ms. Elena Mashtakova was appointed Company
Secretary by the Board of Directors on 9 March
2010. Ms. Irina Glukhova was appointed Company

Secretary by the Board of Directors on 21 June 2010.

The meeting of the re-elected Board of Directors to
form committees was held on 16 September 2010.

The remit of the Company's Board of Directars
includes defining the main risks to the Company's
activity and putting in place appropriate risk man-
agement measures and procedures. Five commit-
tees report to the Board of Directors.

REPORT OF THE BOARD
OF DIRECTORS FOR 2010

ChelPipe's priorities are as follows:

- launch of a new LDP production facility (Vy-
sota 239)

- modernisation of production

- innovation

Faor mare details on these areas and how they
have been put into practice, please see the
Investment Projects section.

Overall, the Board of Directors views the devel-
opment of the Company's priorities in 2010 as
having been successful.

In exercising their rights and discharging their
duties, members of the Board of Directors have
acted in the interests of the Company, in good
faith and reasonably, and have been actively
involved in all sessions of the Board. During

the year, 39 meetings of the Board of Direc-
tors were held. The following resolutions had
an important and substantial influence on the
Company's activity:

1. Resolutions on preparing and holding the
annual and extraardinary General Sharehaolder
Meetings (44)

2. Resolutions on the activity of the Company's
executive and oversight bodies (16)

3. Resolutions defining the Company's financial
and business policies (ratification of perfor-
mance indicators, business plans, the Compa-
ny's policy on financing working capital (credit
policy), investment programme and develop-
ment plans) (13)

4. Resolutions on the Company's HR department
and personnel management (4)

5. Resolutions on creating branches of the Company (3)
6. Resolutions on issuing and circulating the
Company's securities (4)

7. Resolutions on approving major and related-
party transactions (65)
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8. Resolutions on arganising the work of the
Board of Directors (6)

9. Resolutions on participating in and withdraw-
ing from other organisations (5)

The Federal Law on Joint-Stock Companies grants
the Board of Directors the leading role in guarantee-
ing shareholder rights, in deciding the Company's
development strategy and putting it into practice,
and in ensuring the success of its financial and busi-
ness activity.

Audit Committee

The Audit Committee is an auxiliary body to the
Board of Directors. It is responsible for analysing
the efficiency of the Company's internal contral
and audit mechanisms, analysing the Company's
financial reports, and preparing recommenda-
tions for the Board of Directors on these issues.
The Audit Committee's exclusive functions are to:
assess candidates to be the Company's auditor and
submit the results of this assessment to the Com-
pany's Board of Directors; assess the canclusions
of the Company's auditors; assess the efficiency of

the Company's internal control and risk manage-
ment procedures and draft recommendations to
improve them.

On 5 February 2008, the Board of Directors ap-
proved the Regulations on the Audit Committee
of the Board of Directors. On 21 June 2010, the
Committee was formed comprising the follow-
ing members: ) Bauman (Chairman), S Moiseyev,
E Golovachev. On 16 September 2010, the
re-elected Board of Directors formed the Audit
Committee as follows: ) Bauman (Chairman; in-
dependent director), S Moiseyev, S Paltermans.

Committee for the Settlement

of Corporate Disputes

The Committee for the Settlement of Corporate Dis-
putes was established with the aim of averting and
efficiently resolving any corporate disputes within
the Company. Its main functions are:

- to study corporate management practice regarding
corporate dispute resolution, and to draft recom-

mendations for the Company's Board of Directors an
developing and improving Company policy in this area
- to exercise control over the execution by the Sole
Executive Body (management company) of the cor-
porate dispute resolution function on issues within
its competence

- to consider corporate conflicts within the remit of
the Sole Executive Body (management company) in
the event that the (in)activity of this body or docu-
ments adopted by it are the subject of dispute

- to consider other corparate conflicts in the event
of the Board of Directors adopting a resolution to
submit an issue for resolution by the Committee

On 5 February 2008, the Board of Directors approved
the Regulation on the Settlement of Corporate Dis-
putes. On 21 June 2010, the Committee was formed
with the following members: A Pribludov (Chairman),
0 Seleznev, S Yankovsky. On 16 September 2010,
the Committee was formed comprising members of
the Board of Directors (V Skryabin (Chairman),

S Moiseyev, 0 Seleznev and A Fyodorov) meeting the
requirements established by the Regulation.
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Technical Policy Committee

The Board of Directors' Technical Policy Com-
mittee provides legal and technical evaluation
of materials submitted by the Company's Sole
Executive Body for consideration by the Board
of Directors when adopting resolutions regulat-
ing production activity and the implementation
of investment projects. It also provides assis-
tance to the Board of Directors when deciding
Company strategy and ensuring the efficiency
of the executive bodies.

On 3 April 20089, the Board of Directors ap-
proved the Regulation on the Board of Direc-
tors' Technical Policy Committee. On 21 June
2010, the Committee was formed with the
following members: E Cherekchidi (Chairman),
0 Seleznev, R Gasparyants and S Chikalov. On
16 September 2010, the re-elected Board of
Directors formed the Committee as follows:

A Fyodorov (Chairman), R Gasparyants and S
Chikalov.

Financial and Investment Committee

The Financial and Investment Committee was
created to help supervise the Company's financial,
business and investment activity. Its remit is to
improve control over and raise the standard of deci-
sion-making by the Board of Directors. It also exerts
appropriate oversight by the Board of Directors over
the Company's financial, business and investment
activity by carrying out preliminary examination of
issues within its remit and preparing appropriate
recommendations.

The Regulation on the Financial and Investment
Committee was approved by the Board of Directars
on 3 April 2009. On 21 June 2009, the Committee
was formed as follows: S Moiseyev (Chairman), E
Belinin and E Golovachev. On 16 September 2010,
the Committee was formed as follows: S Moiseyev
(Chairman), E Belinin, S Paltermans.

HR and Remuneration Committee

The HR and Remuneration Committee was created
by a resolution of the Board of Directors. Itis a
permanent consultative body that ensures that
the Board of Directors carries out its functions
regarding averall management of the Company's
activity in an efficient way. The Committee is not
an official Company body, and ChelPipe assumes no
civil rights or obligations through the Committee.

On 21 June 2010, the Board of Directors approved
the Regulation on the Financial and Investment
Committee. On the same day, the Board of Direc-
tors created the Committee as follows: O Seleznev
(Chairman), ] Bauman, A Pribludov. On 16 Septem-
ber 2010, the re-elected Board of Directors formed
the Committee as follows: 0 Seleznev (Chairman),
W Grust, V Skryabin, A Fyodarov.
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INTERNAL CONTROL

The Company's internal control system includes

its organisational structure and control measures,
procedures and methods governed by internal docu-
ments. These are organised and implemented by
the Board of Directors, the management and other
staff at all levels and across all business lines.

Internal control procedures include measures
exercised by the Examination Committee, the Audit
Committee, the Board of Directors and the General
Director, as well as departments autharised to
exercise internal controls. Such measures aim to
expose any illegalities or violations of the Compa-
ny's internal documents in its financial and business
activity, as well as to assess how well the Company
is fulfilling the goals it has set itself, and to facilitate
interaction between the various internal contral
bodies in the process of putting internal control
procedures into practice.

The principal goal of the Company's internal con-

trols is to obtain reasanable confidence that the
Company is achieving its targets as efficiently as
passible.

Internal controls are designed to achieve the follow-
ing on an ongoing basis:

- maintain the safety of the Company's assets

and ensure the economic and efficient use of its
resources

- ensure compliance with legislation, as well as

the Company's internal policies, standards and
procedures

- ensure the Company's business plans are followed
and that the accounting records, financial reports
and management information are complete and
reliable

- identify and analyse risks at the point that they
arise in the Company's activity

- plan for and manage risks in the Company's activ-
ity, including taking timely and appropriate risk
management decisions before such threats can
cause maximum damage

- establish and support the Company's positive
reputation in business circles and among customers

Internal controls are exercised by the Board of
Directors (Audit Committee), the Examination Com-
mittee, the General Director and the Internal Audit
Department, as well as by other members of staff at
all levels. Mareover, all of them bear some level of
responsibility for internal controls. The Company's
organisational and administrative documents stipu-
late the functions, rights, obligations and liabilities
of the Company's departments.

To ensure systemic control over the Company's
financial and business activity, internal control
procedures are put into practice by the authorised
department, the Internal Audit Department. Itis
responsible for internal contrals in conjunction with
other of the Company's bodies and departments.

The Audit Committee is responsible for exercis-
ing control over the reliability and completeness
of financial reporting, and for the reliability and
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efficiency of the Company's internal controls. The
role, aims, tasks and authority of the Audit Com-
mittee are reflected in the Regulations on the Audit
Committee of the Board of Directors. When carrying
out its functions, the Audit Committee analyses the
Company's annual report befare it is submitted for
consideration by the Board of Directors, as well as
interim (quarterly) reports before disclosure.

Under the internal control policy approved by the
Board of Directors, responsibility for the functioning
of the Committee lies with the CEO. The CEO intro-
duces internal control procedures and ensures that
they function properly. He or she informs the Board
of Directors in a timely manner of any significant
risks to the Company and substantial defects in the
internal control system, as well as of the Company's
plans and their results.

Within the limits of their competencies, staff
(including managers) of departments at all levels
are directly involved in the detailed development of

strategies and procedures for putting controls into

practice. Their obligations include dealing with non-
standard situations and problems as they arise. Em-
playees inform higher-level managers of significant
issues or risks rising from a specific transaction.

Responsibility for control over the Company's finan-
cial and business activity and the specific depart-
ments respansible for it lies with the Examination
Committee, which is a permanent internal control
body. The role, aims, tasks and authority of the Ex-
amination Committee are reflected in the Examina-
tion Committee Regulations.

The Examination Committee carries out an annual
inspection of the Company's financial and business
activity. Every year, the Company engages a profes-
sional auditor to carry out an inspection and sign its
annual financial report. The auditor has no mutual
property interests with the Company or its share-
holders, and is approved by the General Shareholder
Meeting.

On 29 April 2010, the Company's Annual General
Shareholder Meeting elected the Examination Com-
mittee with the following members: S Syrnikova
(Chairwoman), M Lyamin and D Mikryukova.

The Company's auditors were also approved:

Audit-Klassik (@ member of the self-regulating
Institute of Professional Auditors)

Deloitte andTouche CIS (a member of the self-regu-
lating Audit Chamber of Russia).

The Internal Audit Department is responsible for
exercising regular control aver internal control
procedures, and specifically for ensuring the
compliance of the Company's financial and business
operations, as well as for the completeness and
accuracy of accounting and financial reporting. The
role, aims, tasks and authority of the Internal Audit
Department — including timeframes for submitting
documents and materials for auditing of financial
and business operations, as well as the liability of
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The Company's officials and employees for non-
submission within the defined timeframes — are set
out in the Regulations on Internal Control.

The Company's system of control over financial
and business activity aims to maintain investor
confidence in the Company and in its govern-

ing badies. The principal aim of such controlis to
defend shareholders' capital investments and the
Company's assets.

EXECUTIVE MANAGEMENT

Under the Company's Charter, the CEO exercises the
authority of the Sole Executive Body.The Charter
does not provide for a collegiate executive body.

From 17 January 2003, under a resolution by the
General Shareholder Meeting, the authority of the
Sole Executive Body was contracted to a manage-
ment company.

Full name: Closed Joint-Stock Company ChTPZ
Group (before 29 July 2003, the company was called
CJSC United Pipe Factories)

Short-form name: ChTPZ Group (before 29 July
2003, UPF)

Address: to 10 June 2008 - Building 5, 3/31 4th
Kotelnichesky Per., 115172 Moscow; from 11 June
2008 - Room 28, 2 UL. Shchipok, 115093 Moscow
CEO: 31 December 2009 to 31 December 2010 -
Alexander Fyadarov, born 1952, education - higher.

The management company was not a shareholder
of the Campany. During the accounting year, the
management company did not undertake any trans-
actions to buy or sell shares of the Company.

On 29 April 2010, the Annual General Shareholder
Meeting adopted a resolution on the early ter-
mination of the authority of ChTPZ Group as the
management company of ChelPipe by 31 July 2010.
Contract for the Management of Current Activity
no. 2007/1046 (26 March 2007) was extended on

its existing conditions until the termination of the
authority of ChTPZ Group.

Since 1 August 2010, the functions of the Sole
Executive Bady have been executed by Alexander
Fyodorov.

Born: 1952

Workplace: ChelPipe

Position: CEO

Citizenship: Russian

Share of the Company's charter capital:
0.028%

Holding of the Company'’s ordinary shares:
0.028%
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EXECUTIVE MANAGEMENT

Alexander Fyodorov

- Joined ChelPipe in 1976, where he has served as General Director since
1996 and Chairman of the Board of Directors from 2003 until 1 August
2010. Member of the Board of Directors of ChelPipe and PNTZ

. Chairman of the Board of Directors of ChTPZ Medical Centre (since
2003), SOT (since 2006), ALNAS (since 2008), ORIS (since 2008), Rimera
(since 2008) and Izhneftemash (since 2008); and Director at MZMZ (since
2003), ChTPZ — Complex Pipe Systems (since 2003) and Neftegazstrai-
Vostok (since 2003)

- Graduate of the Chelyabinsk Polytechnic Institute

Sergei Moiseyev

- Joined ChelPipe in 2002, where he served as Deputy General Director of
ChTPZ Group (management company of ChelPipe) until 2005. Chairman of
the Board of Directors of ChelPipe since 1 August 2010

- Managing Director of Arkley Capital (July 2005 to December 2010)

- Member of the Board of Directors of ChTPZ-KTS (since 2002), SOT (since
2004), ORIS (since 2008), ALNAS (since 2010), Rimera (since 2008) and
Izneftemash (since 2009)

- Chairman of the Board of Directors of ChelPipe and PNTZ (since 1
August 2008)

- Managing Director of RS Financial (2000 to 2002, Vienna, Austria)

- Graduated from Moscow Finance Academy and received an MBA from
Bryant University, US
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EXECUTIVE MANAGEMENT

Yaroslav Zhdan
Chief Commercial Officer

- Joined ChelPipe in 2003, where he served as Deputy General Director of
METRIS (2003-04), General Director of ChTPZ-META (2004-07) and Chief
Commercial Director (since January 2009)

- Held a number of positions at industrial group MAIR (1997-2002)

- Graduate of Yaroslavl Military High Financial School and received an
MBA in Industrial Management from Esslingen University of Technology,
Germany

Sergei Chikalov
Chief Technical Officer

- Served at UMC as Deputy Head of Tube Production Management (2001-02)
- Technical Director and then Deputy General Director at Volzhsky Tube
Plant (1996-20071)

- Graduated from National University of Science and Technology ("MISIS")
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REMUNERATION

In 2010, the overall remuneration paid to the
management company (ChTPZ Group), the CEQ
and members of the Board of Directors was
RUB238,490,024.43.

The main criteria for determining the remuneration of
the management company and the CEO are:

- Commercial reputation

- Maintenance of financial stability, increase in
profitability, increase in competitiveness and
investment attractiveness of the Company, increase
in production efficiency and improvement in financial
standing of the Company

- Adherence to obligations regarding salaries and
social guarantees

- Maintenance and implementation of the rules of
corporate behaviour that allow shareholders' rights to
be observed

The main criteria for determining the remuneration
of the Board of Directors (in accordance with the
Resolution on the Remuneration and Compensation
Payable to Members of the Board of Directors of
ChelPipe) are:

- Participation in the work of the Board of Directors,
for which members receive basic remuneration

- Fulfilment of additional obligations, for which
members receive additional remuneration

- Net profit earned in the financial year in which the
Board of Directors was elected. In this case, following
a resolution by the General Shareholder Meeting,
remuneration equal to five percent of the net profit
for the year may be paid to members of the Board of
Directors.

ChelPipe has its own non-state pension system for
employees, including directors. In 2010, the Company
did not make any overall payments into the system
on behalf of directors or the management.
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Corporate

Social Responsibility

HR AND SOCIAL POLICY

2009 2010

As of December 31

24,834 25,879

The priority of ChelPipe's HR policy is to plan and
ensure ongoing professional training for employees,
including training, re-training and opportunities to
obtain further qualifications.

Training is conducted on the basis of the licence
from the Ministry of Education and Science of
Chelyabinsk Region (no. 211742, dated 15 March
2007) and includes programmes and individual
training plans designed to provide employees with
new knowledge in key areas for the Company, to
develop the ability to resolve actual production
issues, and to broaden experience of operating in
important professional situations. The main aim

of the programme is to train employees to handle
more complex issues (in terms of production and re-
sponsibilities), assume new positions, and overcome

differences between work requirements and the
qualities of an actual specialist or manager (profes-
sional development).

Overall, the Company's HR policy aims to:
- develop personnel and hire and retain young
talent

- organise training, study and opportunities to
obtain further qualifications

- plan and develop employees' professional
careers

- create a talent pool

- streamline the system of motivation for em-
ployees

- develop a social partnership

- strengthen the role of corporate policy

Last year, ChelPipe retained and implemented all of
the main parts of its corporate social strategy: the
programme for voluntary medical and non-state
pension insurance, support for social arganisations,
holidays for children of employees, etc. In 2010, the
Company's social spending totalled over RUB530
million.

The healthcare programme for employees includes
services at clinics and medical points, emergency
first aid, and sanatorium and convalescence ser-
vices. Employees have access to a network of clinics
that are equipped with the latest medical equip-
ment from ChTPZ Medical Centre. Voluntary medical
insurance is an integral part of the Company's
business strategy, as it is considered a long-term
investment in personnel.

<<< EMPLOYEE GROWTH
(NUMBER OF PEOPLE)
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Another important social endeavour by the Compa-
ny is the non-state pension programme (in partner-
ship with the Magnitogorsk-based Social Protection
in Retirement non-state pension fund), which was
set up in 2004. As part of the programme, the Com-
pany matches contributions from persannel, while a
system of ratios increases contributions according
to the seniority of each employee.

Alongside social insurance benefits, in 2010, the
Company paid more than RUB1.4 million from its
own funds to employees on leave to look after
children between 18 months and three years old. It
also disbursed RUB610,000 in vouchers for school
accessaries to production workers with children

in the first grade. Overall, ChelPipe spent around
RUB36 million on providing material assistance to
employees in 2010. In addition, there are dedicated
programmes covering over 5,000 former employees
in retirement.

CHARITABLE WORK

In 2010, ChelPipe donated over RUB139 million to
charitable causes. The Company continued with
two landmark projects: the Snezhnost children’s
charity festival (the eighth "Theatre Fantasies”
festival marathon took place in December 2010,
and over 11,500 children from Chelyabinsk

and Pervouralsk watched shows and received
sweets from the Company) and the Osadchevo
grant (which is awarded annually to the bright-
est students from metals institutes in Moscow
and Chelyabinsk). In addition, Pervouralsk Pipe
continued with its programme to develop youth
sport, which it started in 2008, and carried out a
new city development project.

ENVIRONMENTAL PROTECTION

ChelPipe's business is industrial and, as such, has an
effect on the environment. The Company recognises
its sacial responsibility to minimise this via a range
of environmental protection measures.
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To structure ChelPipe's wark in this area, an enviran-
mental management system has been introduced
and is updated where necessary.

In April 2010, international certification bady QMI
(Canada) conducted an environmental manage-
ment audit in accordance with the ISO 14001:2004
international standard. In addition, the Company
carried out measures to reduce its environmental
impact. All of these were in line with its environ-
mental policy and aimed to mitigate the effect of its
production facilities, reduce emissions and ensure
that all environmental legislative and regulatory
requirements were met.

ENERGY EFFICIENCY

ChelPipe conducts ongoing work to improve the
reliability of its heating and electricity supplies and
reduce spending on energy resources.

Last year, the Company carried out an energy audit
to identify opportunities for enhancing energy
efficiency and to devise ways of improving energy

supplies. One of the measures proposed was to
introduce modern solar panel heating, which will

provide cheaper heating and reduce heat consump-

tion during the winter period.

The work ta introduce energy-saving technology
will continue throughout 2011 and beyond.
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Energy resource type Amount consumed Unit Cost, ‘000 RUB

Nuclear power - - << CHELPIPE'S ENERGY
Heating 121,495 Geal 120,145 CONSUMPTION IN 2010
Electricity 267,882,899 kW/hour 481,992

Electromagnetic power - - }

Qil - - -
Petrol for vehicles 225 tonne 5,240
Diesel fuel 957 tonne 14,632
Heating oil (mazut) 8,916 tonne 78,500
Natural gas 84,761,126 cubic metre 213,341
Coal 9 tonne 15
Shale oil - - -
Peat - - -
Other:

Coking coal 239,329 tonne 2,216
Industrial oil 674 tonne 80,496

Kerosene 42,065 tonne 776
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Major Transactions
IN 2010

{12

Last year, ChelPipe did not conduct any major transactions, as defined in the Federal Law on Joint-Stock
Companies.
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OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION AND
APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

Management is responsible for the preparation of consolidated financial statements that present fairly the
consolidated financial position of the Open Join Stock Company Chelyabinsk Tube-Rolling Plant and its
subsidiaries (the “Group”) at 31 December 2010, and the consolidated results of its operations, cash flows
and changes in equity for the year then ended, in compliance with International Financial Reporting Standards
(“IFRS”) as issued by the International Accounting Standards Board (“IASB”).

In preparing the consolidated financial statements, management is responsible for:

. properly selecting and applying accounting policies;

. presenting information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information;

. providing additional disclosures when compliance with the specific requirements in IFRS are
insufficient to enable users to understand the impact of particular transactions, other events and
conditions on the Group’s consolidated financial position and financial performance; and

. making an assessment of the Group’s ability to continue as a going concern.

Management is also responsible for:

. designing, implementing and maintaining an effective and sound system of internal controls,
throughout the Group;

. maintaining adequate accounting records that are sufficient to show and explain the Group’s
transactions and disclose with reasonable accuracy at any time the consolidated financial position of
the Group, and which enable them to ensure that the consolidated financial statements of the Group
comply with IFRS;

. maintaining statutory accounting records in compliance with legislation and accounting standards of
the Russian Federation;

. taking such steps as are reasonably available to them to safeguard the assets of the Group; and
. detecting and preventing fraud and other irregularities.

The consolidated financial statements of the Group for the year ended 31 December 2010 were approved
on 10 April 2011 by: r

~_ S / ! i { f
Alexander Fedorov =~ Sergei Moiseyev ¢ 5‘7 [/
Chief Executive Officer Chief Financial Officer |/

Moscow, Russia
10 April 2011



Deloitte

INDEPENDENT AUDITOR’S REPORT
To the shareholders of Open Joint Stock Company Chelyabinsk Tube-Rolling Plant:

We have audited the accompanying consolidated financial statements of Open Join Stock
Company Chelyabinsk Tube-Rolling Plant and its subsidiaries (the “Group”), which comprise
the consolidated statement of financial position at 31 December 2010, and the consolidated
statements of comprehensive income and loss, cash flows and changes in equity for the year then
ended, and a summary of significant accounting policies and other explanatory Notes 1 to 34.

Management’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards as issued
by the International Accounting Standards Board (“IASB”), and for such internal control as
management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audit. We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance on whether the consolidated financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on

the auditor’s judgment, including the assessment of the risks of material misstatement of
the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the Group’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Group’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group at 31 December 2010, and the results
of its consolidated financial performance and its consolidated cash flows for the year then ended
in accordance with International Financial Reporting Standards as issued by the International
Accounting Standards Board.



Emphasis of matter

Without qualifying our opinion, we draw attention to Note 2 to the accompanying consolidated
financial statements which indicates that at 31 December 2010 current liabilities exceeded
current assets for the Group by Russian Roubles 21,519,446 thousand (31 December 2009:
Russian Roubles 29,347,184 thousand), a contributory factor of which related to non-compliance
with certain financial covenants which resulted in the reclassification of Russian Roubles
11,247,746 thousand from non-current borrowings to current borrowings. These conditions,
along with other matters set forth in Note 2, indicate the existence of a material uncertainty
which may cast significant doubt about the Group’s ability to continue as a going concern.

Moscow, Russia
10 April 2011



OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AT 31 DECEMBER 2010
(thousands of Russian Roubles)

ASSETS

Non-current assets

Property, plant and equipment
Advances for capital construction
Goodwill

Intangible assets

Investments in associates
Deferred tax assets

Other non-current assets

Total non-current assets

Current assets

Inventory

Trade and other receivables

Current income tax prepayment
Promissory notes and loans receivable
Cash and cash equivalents

Other current assets

Total current assets

TOTAL ASSETS

EQUITY AND LIABILITIES

Share capital

Legal reserve

Translation reserve

Treasury shares

Retained earnings/(accumulated deficit)

Equity attributable to owners of the Company

Non-controlling interests
Total equity

Non-current liabilities
Preferred shares

Borrowings

Retirement benefit obligations
Deferred tax liabilities

Total non-current liabilities

Current liabilities

Borrowings

Accounts payable and accrued expenses
Advances from customers

Taxes payable

Total current liabilities

Total liabilities

TOTAL EQUITY AND LIABILITIES

Notes

11
10

29

13
15

14

16
17

18
18

18

11

19

29

19
22

21

31 December

31 December

2010 2009
57,072,576 46,188,980
2,589,488 2,984,577
5,502,040 1,105,295
684,375 602,520
697,617 808,935
360,697 614,800
123,473 19,418
67,030,266 52,324,525
18,856,621 10,120,435
20,428,125 14,955,441
382,557 299,113
1,588,537 8,062,064
3,622,684 3,644,163
1,006,055 -
45,884,579 37,081,216
112,914,845 89,405,741
2,498,261 2,498,261
70,857 70,857
13,255 (2,007)
(2,513,715) (320,315)
4,344,430 (435,691)
4,413,088 1,811,105
304,014 370,612
4,717,102 2,181,717
221,860 187,193
39,371,616 19,742,465
411,596 337,878
788,646 528,088
40,793,718 20,795,624
46,465,381 44,695,383
16,709,258 12,512,234
3,315,892 7,214,752
913,494 2,006,031
67,404,025 66,428,400
108,197,743 87,224,024
112,914,845 89,405,741
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME AND LOSS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

Notes 2010 2009

Revenue 23 85,400,715 56,079,388
Cost of sales 24 (59,092,773) (40,004,303)
Gross profit 26,307,942 16,075,085
Distribution costs 25 (6,498,925) (3,823,152)
General and administrative expenses 26 (5,700,402) (5,657,598)
Reversal of impairment/(impairment) of assets 27 354,144 (2,617,272)
Loss on disposal of property, plant and equipment (174,093) (139,084)
Other operating expenses 26 (464,139) (416,965)
Operating profit 13,824,527 3,421,014
Interest income 28 1,220,376 1,953,389
Interest expense 28 (9,069,745) (9,135,402)
Foreign exchange gain/(loss), net 856,472 (937,256)
Share of (loss)/profit of associates 12 (111,320) 12,969
Profit/(loss) before income tax 6,720,310 (4,685,286)
Income tax 29 (1,996,339) 238,761
Profit/(loss) for the year 4,723,971 (4,446,525)
Other comprehensive income, after tax
Exchange difference on translation of foreign operations 15,262 991
Total comprehensive income/(loss) for the year 4,739,233 (4,445,534)
Profit/(loss) for the year attributable to:
Owners of the Company 4,780,693 (4,195,531)
Non-controlling interests (56,722) (250,994)

4,723,971 (4,446,525)
Total comprehensive income/(loss) for the year

attributable to:

Owners of the Company 4,795,955 (4,194,540)
Non-controlling interests (56,722) (250,994)

4,739,233 (4,445,534)
Earnings/(loss) per share attributable to owners of the

Company, basic and diluted (Russian Roubles per share) 30 10.51 (8.97)



OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

Operating activities
Profit/(loss) before income tax

Adjustments for:
Depreciation and amortisation
Change in pension accruals and payroll provisions
Changes in inventory allowance
(Reversal of impairment)/impairment of assets
Loss on disposals of property, plant and equipment
Share of loss/(profit) of associates
Loss/(gain) on disposal of subsidiary
Interest income
Interest expense
(Decrease)/increase in provisions for VAT recoverable
Foreign exchange differences on non-operating items
Other non-cash movements

Operating cash flows before working capital changes
Movements in working capital
(Increase)/decrease in accounts receivable and
prepayments
(Increase)/decrease in inventories
(Decrease)/increase in trade and other payables

Cash generated from operations

Income tax (paid)/refunded
Interest paid
Interest received

Net cash (used in)/generated from operating activities
Investing activities

Purchase of property, plant and equipment and intangible
assets

Proceeds from sale of property, plant and equipment

Purchase of promissory notes and loans given

Proceeds from sale of promissory notes and loans repaid

Net cash outflow on acquisitions of subsidiaries

Cash (disposed)/received with sale of subsidiary

Net cash used in investing activities
Financing activities

Proceeds from borrowings and promissory notes
Repayment of borrowings and promissory notes
Payment of finance lease obligations
Cash paid to acquire treasury shares
Acquisition of non-controlling interest

Net cash generated from financing activities
Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the period

Non-cash transaction

Notes

24,2526

24
27

12
26
28
28
26

16
16

2010 2009
6,720,310 (4,685,286)
3,061,643 2,344,591

33,640 315,519
(403,699) (583,868)

(354,144) 2,617,272
174,003 139,084
111,320 (12,969)
166,690 (104,321)
(1,220,376) (1,953,389)
9,069,745 9,135,402
(340,850) 295,702
(781,853) 584,646
62,623 (2,717)
16,299,142 8,089,666
(7,178,209) 4,627,154
(7,697,043) 3,441,838
(639,913) 4,726,286
783,977 20,884,944
(1,683,186) 498,581

(9,104,085) (9,281,293)

152,981 130,911
(9,850,313) 12,233,143

(11,312,238)

(11,366,631)

232,793 78,506
(446,977) (9,428,270)
6,393,174 3,115,082
(7,486,913) (73,886)
(4,298) 2,142

(12,624,459)

(17,673,057)

53,358,103 117,686,133
(30,782,155) (109,660,688)
(118,984) (201,945)
(1,921) —
(1,750) (281,975)
22,453,293 7,541,525
(21,479) 2,101,611
3,644,163 1,542,552
3,622,684 3,644,163

In 2010, the Group obtained 21,810,197 treasury shares for total amount of RUB 2,191,479 thousand after the buyer
failed to fulfil payment for such treasury shares to the Group in accordance with the terms of the agreement (Note 18).
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OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

1.

GENERAL INFORMATION

Open Joint Stock Company Chelyabinsk Tube-Rolling Plant (the “Company” or “ChelPipe”) was
established as a state owned enterprise in 1942 and was incorporated as an open joint stock company
on 21 October 1992 as part of and in accordance with the Russian government’s privatisation
programme. The Company is domiciled in the Russian Federation. The Company’s registered address
is Russia, 454129, Chelyabinsk, Mashinostroiteley str., 21. Hereinafter, the Company together with its
subsidiaries is referred to as the Group.

The immediate parent of the Company is Mountrise Limited, a company incorporated under the laws of
Cyprus, which owns 76.8% of the Company’s issued share capital. Mr. A.l. Komarov is the ultimate
controlling party of the Group.

On 20 August 2010, at an Extraordinary General Meeting of shareholders the Company decided to
increase the number of authorised shares by 472,382,880 ordinary shares with a par value of
RUB 1 per share, none of which have been issued at 31 December 2010.

On 31 May 2010, the Group acquired 100% of share capital of CJSC Pipe Bend Plant (“SOT”) and
OJSC Magnitogorsk Mechanical Assembly Plant (‘MZMZ”). On 25 August 2010, the Group acquired
100% of the share capital of MSA a.s. (“MSA”) with its subsidiaries and associates.

The Group’s principal activities include the production and distribution of pipes and pipe products for
the oil and gas industry, housing and utilities infrastructure and industrial applications. The Group has
three reportable segments namely steel pipe production (“SPP”), oilfield services (“OFS”) and trunk
pipeline systems (“TPS”). The Group is one of the largest pipe producers in Russia holding significant
domestic market shares in welded large diameter pipes, oilfield tubular and stainless seamless pipes.
The oilfield services segment manufactures and provides support services for oil well extraction
equipment such as electric submersible pumps, sucker-rod drilling pumps and a number of other
products and services for various stages of an oilfield’s development. The Group’s trunk pipeline
systems segment produces highly customised components for the construction of oil and gas pipelines,
including valves, hot-formed and cold-formed pipeline bends and hubs.

The Group’s principal manufacturing facilities are based in the Ural and West Siberia regions of Russia
and in the Czech Republic.

The Company'’s principal subsidiaries are disclosed in Note 6. All companies of the Group are
incorporated under the laws of the Russian Federation, except ARKLEY (UK) LIMITED, which is
incorporated under the laws of the United Kingdom and MSA a.s. and its subsidiaries, which are
incorporated in the Czech Republic.

BASIS OF PREPARATION

Statement of compliance

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS”), which includes Standards and Interpretations issued by

the International Accounting Standards Board (“IASB”), including International Accounting Standards
(“IAS”) and Interpretations issued by the International Financial Reporting Interpretations Committee
(“IFRIC™).

The accounting policies set out below have been applied in preparing the consolidated financial
statements for the year ended 31 December 2010, and the comparative information presented in
these financial statements, except for the impact of the adoption of new standards, amendments to
standards or interpretations as described in Note 4.



OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

Basis of preparation and going concern

These consolidated financial statements have been prepared by management on the assumption that
the Group will continue as a going concern, which presumes that the Group will, for the foreseeable
future, be able to realise its assets and discharge its liabilities in the normal course of business.

The Group’s performance and liquidity situation were significantly impacted by the worldwide economic
crisis, which commenced in 2008. The liquidity position of the Group, as well as its operating
performance, were negatively affected by economic and industry conditions and by other financial
and business factors, many of which were beyond the control of the Group. Whilst trading conditions
have improved considerably during 2010 with the Group returning to profitability, the Group experienced
negative operating cash flow during 2010 and at 31 December 2010 current liabilities exceeded current
assets in the amount of RUB 21,519,446 and RUB 29,347,184 at 31 December 2009. A contributing
factor to the negative working capital position at 31 December 2010 was the Group’s non-compliance
with certain financial covenants contained in lending agreements with BNP Paribas and Bank of
Moscow. As a result of these breaches, the long term portion of these borrowings in the amount of
RUB 11,247,746 was reclassified as a current obligation at 31 December 2010. Prior to the date of
authorisation of these consolidated financial statements, the Group remediated these two breaches
by obtaining waivers from the lenders.

During 2010, management of the Group continued to focus on the recovery plan developed in 2009
in response to the global economic crisis. During the year, the Group has successfully renegotiated
the majority of its borrowings and obtained more favourable terms and with the exception of the two
financial covenant breaches referred to above, the Group was in compliance with all its financial
covenants. Additionally, the Group has continued to improve operating performance through cost-
cutting and productivity gains and at the reporting date, the Group has available and unused credit
facilities of RUB 10,655,528 thousand.

Although the Group was able to obtain a waiver on its covenants, its historical experience of negative
operating cash flows, working capital deficits and covenant breaches indicate the existence of

a material uncertainty which may cast significant doubt on the Group’s ability to continue as a going
concern. Were the Group not to be able to continue as a going concern adjustments would have to
be made to the classification and carrying value of assets and liabilities and accruals would be made
for other liabilities that might arise. The accompanying consolidated financial statements do not include
any adjustments that might result from the outcome of this uncertainty.

Although demand for the Group’s products remains well below what it was before the commencement
of the global financial crisis in 2008, management believes the improvement in demand experienced in
2010 will continue to improve in the future and that the Group’s recent modernisation program and its
acquisitions of oilfield services and trunk pipelines businesses has left the Group better positioned to
capitalise on such increases in demand. In this regard the Group estimates that its production volume
in 2011 will be approximately 2 million tones, an increase of 33% from the prior year, and the Group’s
business plan for the twelve months from the date of approval of these financial statements indicate
that the Group will be able to operate within the terms of its available bank facilities.

Accordingly management believes it is appropriate for the Group to prepare its consolidated financial
statements on a going concern basis.

The principal accounting policies applied in the preparation of these consolidated financial statements
are set out below. These policies have been consistently applied to all the periods presented, unless
otherwise stated (Note 4).



OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

Presentation and functional currency

All amounts in these consolidated financial statements are presented in thousands of Russian
Roubles (“RUB”), unless otherwise stated.

The functional currency of the Company’s subsidiaries located in the Russian Federation is the
Russian Rouble. The functional currency of ARKLEY (UK) LIMITED located in the United Kingdom is
the US Dollar (*USD”). The functional currency of MSA a.s. located in Czech Republic is the Czech
Koruna. At the reporting date, the assets and liabilities of the subsidiaries with a functional currency
other than Russian Rouble are translated into the presentation currency at the rate of exchange ruling
at the reporting date, and their statements of comprehensive income and loss are translated at the
weighted average exchange rates for the year, unless exchange rates fluctuate significantly during
that period, in which case the exchange rates at the date of transactions are used. The exchange
differences arising on translation are taken directly to a separate component of comprehensive
income (loss) and accumulated in equity. On disposal of a subsidiary with a functional currency other
than Russian Rouble, the deferred cumulative amount recognised in other comprehensive income
(loss) relating to that particular subsidiary is recognised in profit or loss.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities
controlled by the Company (its subsidiaries). Control is achieved where the Company has the power to
govern the financial and operating policies of an entity so as to obtain benefits from its activities.

Income and expenses of subsidiaries acquired or disposed of during the reporting period are included
in the consolidated statement of comprehensive income and loss from the effective date of acquisition
and up to the effective date of disposal, as appropriate. \Where necessary, adjustments are made to
the financial statements of subsidiaries to bring the accounting policies used into line with those used
by the Group. Total comprehensive income (loss) of subsidiaries is attributed to the owners of the
Company and to non-controlling interests even if this results in the non-controlling interests having

a deficit balance.

All intra-group transactions, balances, income and expenses are eliminated in full on consolidation.

Business combinations

Acquisitions of businesses are accounted for using the acquisition method. The consideration
transferred in a business combination is measured at fair value, which is calculated as the sum of the
acquisition-date fair values of the assets transferred by the Group, liabilities incurred by the Group to
the former owners of the acquiree and the equity interests issued by the Group in exchange for control
of the acquiree. Acquisition-related costs are generally recognised in profit or loss as incurred.
Identifiable assets acquired and the liabilities assumed are recognised at their fair value at the
acquisition date, except that:

. deferred tax assets or liabilities and liabilities or assets related to employee benefit arrangements
are recognised and measured in accordance with I1AS 12 “Income Taxes” and IAS 19
“‘Employee Benefits” respectively;

. liabilities or equity instruments related to share-based payment arrangements of the acquiree or
share-based payment arrangements of the Group entered into to replace share-based payment
arrangements of the acquiree are measured in accordance with IFRS 2 “Share-based Payment”
at the acquisition date; and

. assets (or disposal groups) that are classified as held for sale in accordance with IFRS 5
“Non-current Assets Held for Sale and Discontinued Operations” are measured in accordance
with that Standard.
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OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

When the consideration transferred by the Group in a business combination includes assets or
liabilities resulting from a contingent consideration arrangement, the contingent consideration is
measured at its acquisition-date fair value and included as part of the consideration transferred in

a business combination. Changes in the fair value of the contingent consideration that qualify as
measurement period adjustments are adjusted retrospectively, with corresponding adjustments against
goodwill. Measurement period adjustments are adjustments that arise from additional information
obtained during the ‘measurement period’ (which cannot exceed one year from the acquisition date)
about facts and circumstances that existed at the acquisition date.

Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any
non-controlling interests in the acquiree, and the fair value of the acquirer’s previously held equity
interest in the acquiree (if any) over the net of the acquisition-date amounts of the identifiable assets
acquired and the liabilities assumed. If, after reassessment, the net of the acquisition-date amounts of
the identifiable assets acquired and liabilities assumed exceeds the sum of the consideration transferred,
the amount of any non-controlling interests in the acquiree and the fair value of the acquirer’s previously
held interest in the acquiree (if any), the excess is recognised immediately in profit or loss as a bargain
purchase gain.

Non-controlling interest is initially measured either at fair value or at the non-controlling interests’
proportionate share of the recognised amounts of the acquiree’s identifiable net assets/liabilities.
The choice of measurement basis is made on a transaction-by-transaction basis. Non-controlling
interests form a separate component of the Group’s equity and may have a deficit balance.

The subsequent accounting for changes in the fair value of the contingent consideration that do not
qualify as measurement period adjustments depends on how the contingent consideration is classified.
Contingent consideration that is classified as equity is not remeasured at subsequent reporting dates
and its subsequent settlement is accounted for within equity. Contingent consideration that is classified
as an asset or a liability is remeasured at subsequent reporting dates in accordance with IAS 39
“Financial Instruments: Recognition and Measurement” (“IAS 39”), or IAS 37 “Provisions, Contingent
Liabilities and Contingent Assets”, as appropriate, with the corresponding gain or loss being
recognised in profit or loss.

If the initial accounting for a business combination is incomplete by the end of the reporting period in
which the combination occurs, the Group reports provisional amounts for the items for which the
accounting is incomplete. Those provisional amounts are adjusted during the measurement period
(see above), or additional assets or liabilities are recognised, to reflect new information obtained
about facts and circumstances that existed at the acquisition date that, if known, would have affected
the amounts recognised at that date.

Goodwill

Goodwill arising on an acquisition of a business is carried at cost as established at the date of
acquisition of the business (see above) less accumulated impairment losses, if any.

Goodwill is not amortised but is reviewed for impairment at least annually. For the purpose of
impairment testing, goodwill is allocated to each of the Group’s cash-generating units expected to
benefit from the synergies of the combination. Cash-generating units to which goodwill has been
allocated are tested for impairment annually, or more frequently when there is an indication that the
unit may be impaired. If the recoverable amount of the cash-generating unit is less than its carrying
amount, the impairment loss is allocated first to reduce the carrying amount of any goodwill allocated
to the unit and then to the other assets of the unit pro-rata on the basis of the carrying amount of each
asset in the unit. An impairment loss recognised for goodwill is not reversed in a subsequent period.

On disposal of a subsidiary, the attributable amount of goodwill is included in the determination of
the profit or loss on disposal.

The Group's policy for goodwill arising on the acquisition of an associate is described below.

11
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OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

Step acquisitions and changes in the Group's ownership interests in existing subsidiaries

When a business combination is achieved in stages, the Group's previously held equity interest in
the acquiree is remeasured to fair value at the acquisition date (i.e. the date when the Group obtains
control) and the resulting gain or loss, if any, is recognised in profit or loss.

Changes in the Group's ownership interests in subsidiaries that do not result in the Group losing
control over the subsidiaries are accounted for as equity transactions. The carrying amounts of the
Group's interests and the non-controlling interests are adjusted to reflect the changes in their relative
interests in the subsidiaries. Any difference between the amount by which the non-controlling interests
are adjusted and the fair value of the consideration paid or received is recognised directly in retained
earnings and attributed to owners of the Company.

When the Group loses control of a subsidiary, the profit or loss on disposal is calculated as the
difference between (i) the aggregate of the fair value of the consideration received and the fair value
of any retained interest and (ii) the previous carrying amount of the assets (including goodwill), and
liabilities of the subsidiary and any non-controlling interests. The fair value of any investment retained in
the former subsidiary at the date when control is lost is regarded as the fair value on initial recognition
for subsequent accounting under IAS 39 or, when applicable, the cost on initial recognition of

an investment in an associate.

Revenue recognition

Revenues from sales of goods are recognised at the point of transfer of risks and rewards of ownership
of the goods, normally when the goods are shipped. If the Group agrees to transport goods to

a specified location, revenue is recognised when the goods are passed to the customer at the
destination point.

Oilfield service revenue represents amounts chargeable to clients for professional services provided
during the year. Services provided to clients that at the reporting date have not been billed to clients,
are recognised as revenue. Revenue recognised in this manner is based on an assessment of the cost
of the services provided at the reporting date as a proportion of the total estimated cost of the engagement
plus the Group’s estimated margin on the specific contract. Revenue is only recognised where the Group
has a contractual right to receive consideration for work undertaken.

Revenues are shown net of VAT and discounts and are measured at the value of the consideration
received or receivable.

Property, plant and equipment

Property, plant and equipment are carried at cost, less accumulated depreciation and any recognised
impairment loss. Cost for qualifying assets includes borrowing costs incurred to finance construction of
property, plant and equipment in accordance with the Group’s policy. Depreciation of these assets, on
the same basis as other property assets, commences when the assets are ready for their intended use.

Costs of minor repairs and maintenance are expensed when incurred. Costs of replacing major parts or
components of property, plant and equipment items are capitalised and the replaced part is derecognised.

At each reporting date, the Group’s management assesses whether there is any indication of
impairment of property, plant and equipment. If any such indication exists, management estimates
the recoverable amount, which is determined as the higher of an asset’s fair value less costs to sell
and its value in use. The carrying amount is reduced to the recoverable amount and the impairment
loss is recognised in the consolidated statement of comprehensive income and loss. An impairment
loss recognised for an asset in prior years is reversed if there has been a change in the estimates
used to determine the asset’s value in use or fair value less costs to sell.

Assets held under finance leases are depreciated over their expected useful lives on the same basis as
owned assets or, where shorter, over the term of the relevant lease.

Gains and losses on disposals are determined by comparing the net disposal proceeds with the
carrying amount and are recognised in profit or loss.

12
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OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

Depreciation

Land is not depreciated. Depreciation of property, plant and equipment is calculated using the straight-
line method to allocate their deemed cost less estimated residual value over their estimated useful
lives as follows:

Useful lives

in years

Buildings and infrastructure 20 to 50
Plant and equipment 10 to 30
Other 5t015

Other property, plant and equipment represent fixed assets such as equipment and vehicles.

The residual value of an asset is the estimated amount that the Group would currently obtain from
disposal of the asset less the estimated costs of disposal, if the asset was already of the age and in
the condition expected at the end of its useful life. The residual value of an asset is nil if the Group
expects to use the asset until the end of its physical life. The assets’ residual values and useful lives
are reviewed, and adjusted if appropriate, at each reporting date.

Investments in associates

Associates are entities over which the Group has significant influence, but not control, generally
accompanying a shareholding of between 20 and 50 percent of the voting rights.

Investments in associates are accounted for under the equity method of accounting and carried at
cost as adjusted for post-acquisition changes in the Group’s share of the net assets of the associate,
less any impairment. The carrying amount of investments includes goodwill identified on acquisition,
which represents any excess of the cost of acquisition over the Group’s share of the net fair value of
the identifiable assets, liabilities and contingent liabilities of the associate acquired. The goodwill is
assessed for impairment as part of the impairment test of the investment, which is performed at least
annually. If the Group’s share of the net fair value of the identifiable assets, liabilities and contingent
liabilities is in excess of the cost of acquisition the difference, after reassessment, is recognised
immediately in profit or loss.

The Group’s share of the post-acquisition profits or losses of investments in associates is recorded in
the consolidated statement of comprehensive income and loss. When the Group’s share of losses in
an associate equals or exceeds its interest in the associate, including any other unsecured receivables,
the Group does not recognise further losses, unless it has incurred legal or constructive obligations or
made payments on behalf of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the extent
of the Group’s interest; unrealised losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred.

Research and development costs

Research expenditure is recognised as an expense as incurred. Costs incurred on development
projects (directly attributable to the design and testing of new or improved products) are recognised
as intangible assets when the following criteria are met:

. it is technically feasible to complete the intangible asset so that it will be available for use;

. management intends to complete the intangible asset and use or sell it;

. there is an ability to use or sell the intangible asset;

. it can be demonstrated how the intangible asset will generate probable future economic benefits;

. adequate technical, financial and other resources to complete the development and to use or
sell the intangible asset are available; and

. the expenditure attributable to the intangible asset during its development can be reliably measured.

13



T
OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

Other development expenditures that do not meet these criteria are recognised as an expense as
incurred. Development costs previously recognised as an expense are not recognised as an asset in
a subsequent period. Capitalised development costs are recorded as intangible assets and amortised
from the point at which the asset is ready for use on a straight-line basis over its useful life,

not exceeding 3 years.

Capitalised development costs are tested for impairment at least annually.
Other intangible assets (excluding goodwill and development costs)

The Group’s intangible assets, excluding goodwill and development costs, have definite useful lives
and include computer software, lease rights and customer lists.

Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire and
bring them to use. Such costs are amortised using the straight-line method over their useful lives,
but not exceeding 5 years.

Acquired customer lists are amortised using the straight-line method over their useful lives.
The average useful life is 3 years.

Lease rights recognised as part of a business combination are amortised using straight-line method
over the lease period not exceeding 50 years. They are stated at cost less accumulated amortisation
and impairment losses.

Other intangible assets mainly represent licenses for production of tubes and engineering.
Impairment of intangible assets (excluding goodwill)

Where an indication of impairment exists, the recoverable amount of any intangible asset is
assessed. The recoverable amount is the higher of fair value less costs to sell and value in use.

In assessing value in use, the estimated future cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market assessments of the time value of money and

the risks specific to the asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount is estimated to be less than the carrying amount of the asset, an impairment
loss is recognised immediately in profit and loss. Where an impairment loss subsequently reverses,
the carrying amount of the asset (or cash-generating unit) is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss been recognised for the asset (or cash-
generating unit) in prior years. A reversal of an impairment loss is recognised immediately in profit or
loss.

Financial instruments — key measurement terms

Depending on their classification financial instruments are carried at fair value or amortised cost as
described below.

Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction. Fair value is the current bid price for
financial assets and current asking price for financial liabilities which are quoted in an active market.
For assets and liabilities with offsetting market risks, the Group may use mid-market prices as a basis
for establishing fair values for the offsetting risk positions and apply the bid or asking price to the net
open position as appropriate. A financial instrument is regarded as quoted in an active market if quoted
prices are readily and regularly available from an exchange or other institution and those prices represent
actual and regularly occurring market transactions on an arm’s length basis.

Valuation techniques such as discounted cash flows models or models based on recent arm’s length
transactions or consideration of financial data of the investees are used to fair value certain financial
instruments for which external market pricing information is not available. Valuation techniques may
require assumptions not supported by observable market data. Disclosures are made in these consolidated
financial statements if changing any such assumptions to a reasonably possible alternative would
result in significantly different profit, income, total assets or total liabilities.

14
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Transaction costs are incremental costs that are directly attributable to the acquisition, issue or
disposal of a financial instrument. An incremental cost is one that would not have been incurred if
the transaction had not taken place. Transaction costs include fees and commissions paid to agents
(including employees acting as selling agents), advisors, brokers and dealers, levies by regulatory
agencies and securities exchanges, and transfer taxes and duties. Transaction costs do not include
debt premiums or discounts, financing costs or internal administrative or holding costs.

Amortised cost is the amount at which the financial instrument was recognised at initial recognition
less any principal repayments, plus accrued interest, and for financial assets less any write-down for
incurred impairment losses.

Accrued interest includes amortisation of transaction costs deferred at initial recognition and of any
premium or discount to maturity amount using the effective interest method. Accrued interest income
and accrued interest expense, including both accrued coupon and amortised discount or premium
(including fees deferred at origination, if any), are not presented separately and are included in

the carrying values of related items in the consolidated statement of financial position.

The effective interest method is a method of allocating interest income or interest expense over

the relevant period so as to achieve a constant periodic rate of interest (effective interest rate) on
the carrying amount. The effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts (excluding future credit losses) through the expected life of the financial
instrument or a shorter period, if appropriate, to the net carrying amount of the financial instrument.
The effective interest rate discounts cash flows of variable interest instruments to the next interest
repricing date except for the premium or discount which reflects the credit spread over the floating
rate specified in the instrument, or other variables that are not reset to market rates. Such premiums
or discounts are amortised over the whole expected life of the instrument. The present value
calculation includes all fees paid or received between parties to the contract that are an integral part
of the effective interest rate.

The Group classifies its financial assets as loans and receivables. Loans and receivables are unquoted
non-derivative financial assets with fixed or determinable payments other than those that the Group
intends to sell in the near term.

Initial recognition of financial instruments

Trading investments are initially recorded at fair value. All other financial assets and liabilities are
initially recorded at fair value plus or minus transaction costs. Fair value at initial recognition is best
evidenced by the transaction price. A gain or loss on initial recognition is only recorded if there is

a difference between the fair value and transaction price which can be evidenced by other observable
current market transactions in the same instrument or by a valuation technique whose inputs include
only data from observable markets.

All purchases and sales of financial instruments that require delivery within the time frame established
by regulation or market convention (“regular way” purchases and sales) are recorded at trade date,
which is the date that the Group commits to deliver a financial instrument. Investments are initially
recognised at fair value plus transaction costs for all financial assets not carried at fair value through
profit or loss.

Derecognition of financial assets

The Group derecognises financial assets when (i) the assets are redeemed or the rights to cash flows
from the assets have otherwise expired or (ii) the Group has transferred substantially all the risks and
rewards of ownership of the assets or (iii) the Group has neither transferred nor retained substantially
all risks and rewards of ownership but has not retained control. Control is retained if the counterparty
does not have the practical ability to sell the asset in its entirety to an unrelated third party without
needing to impose additional restrictions on the sale.
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Financial assets carried at amortised cost

The fair value of floating rate instruments approximates their carrying amount. The estimated fair value
of fixed interest rate instruments is based on estimated future cash flows expected to be received
discounted at current interest rates for new instruments with similar credit risk and remaining maturity.
Discount rates used depend on credit risk of the counterparty. Carrying amounts of trade receivables
approximate their fair values. Cash and cash equivalents are carried at amortised cost which
approximates their current fair value.

Trade and other receivables

Trade and other receivables are carried at amortised cost using the effective interest method.

An allowance for impairment of receivables is established when there is objective evidence that

the Group will not be able to collect all amounts due according to the original terms of the receivables.
The amount of the allowance is the difference between the asset’s carrying amount and the present
value of estimated future cash flows, discounted at the original effective interest rate. The amount of
the allowance is recognised in the consolidated statement of comprehensive income and loss.

The Group recognises an allowance for doubtful debts of 100% against all receivables over 180 days
based on historical experience of irrecoverability of receivables that are past due beyond 180 days.
Allowance of 50% for doubtful debts are recognised against receivables between 90 days and 180
days based on estimated irrecoverable amounts determined by reference to past default experience
of the counterparty and an analysis of the counterparty’s current financial position

The Group considers the following other principal criteria also used to determine whether there is
objective evidence that an impairment loss has occurred:

. the counterparty experiences a significant financial difficulty as evidenced by its financial
information that the Group obtains;

. the counterparty is considering bankruptcy or a financial reorganisation;

. there is an adverse change in the payment status of the counterparty as a result of changes in
the national or local economic conditions that impact the counterparty; and

. the value of collateral, if any, significantly decreases as a result of deteriorating market conditions.

The amount of the allowance is the difference between the asset’s carrying amount and the present
value of estimated future cash flows, discounted at the original effective interest rate. The carrying
amount of the asset is reduced through the use of an allowance account, and the amount of the loss
is recognised in the consolidated statement of comprehensive income and loss within ‘impairment of
assets’ expenses. When a trade receivable is uncollectible, it is written off against the allowance
account for trade receivables. Subsequent recoveries of amounts previously written off are credited
against ‘impairment of assets’ expenses in the consolidated statement of comprehensive income and
loss. Receivables are tested for impairment at each reporting date.

Loans receivable

Loans receivable initially are recognised at fair value plus transaction costs and subsequently are carried
at amortised cost using the effective interest rate method less any impairment. Interest income is
recognised by applying the effective interest rate.

An allowance for impairment of loans receivables is established when there is objective evidence that
the Group will not be able to collect all amounts due according to the original terms of the receivables.
The amount of the allowance is the difference between the asset’s carrying amount and the present
value of estimated future cash flows, discounted at the original effective interest rate. The amount of the
allowance is recognised in the consolidated statement of comprehensive income and loss.
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Liabilities carried at amortised cost

Fair value is based on quoted market prices, if available. The estimated fair value of fixed interest rate
instruments with stated maturity, for which a quoted market price is not available, was estimated based
on expected cash flows discounted using the effective interest rate method. Refer to Note 19 for

the estimated fair values of borrowings.

Borrowings

Borrowings are carried at amortised cost using the effective interest method. Borrowing costs are
recognised as an expense only if they are not related to qualifying assets in accordance with IAS 23
“Borrowing costs” and calculated based on a time proportion using the effective interest method.

Trade and other payables

Trade payables and other payables are accrued when the counterparty has performed its obligations
under the contract and are carried at amortised cost using the effective interest method.

Compound instruments

The component parts of compound instruments (convertible preferred shares) issued by the Group are
classified separately as financial liabilities and equity in accordance with the substance of the contractual
arrangement. At the date of issue, the fair value of the liability component is estimated using the prevailing
market interest rate for a similar non-convertible instrument. This amount is recorded as a liability on
an amortised cost basis using the effective interest method until extinguished upon conversion.

The equity component is determined by deducting the amount of the liability component from the fair
value of the compound instrument as a whole. This is recognised and included in equity, net of income
tax effects, and is not subsequently remeasured.

Advances paid

Advances paid are carried at cost less allowance for impairment. An advance is classified as non-
current when the goods or services relating to the prepayment are expected to be obtained after one
year from reporting date, or when the advance relates to an asset which will itself be classified as
non-current upon initial recognition. Advances to acquire assets are transferred to the carrying amount
of the asset once the Group has obtained control of the asset and it is probable that future economic
benefits associated with the asset will flow to the Group. Other advances are written off to profit or loss
when the goods or services relating to the advances are received. If there is an indication that the
assets, goods or services relating to an advance will not be received, the carrying value of the advance
is written down accordingly and a corresponding impairment loss is recognised in the consolidated
statement of comprehensive income and loss.

Income tax

Income tax has been provided in the consolidated financial statements in accordance with Russian
legislation enacted or substantively enacted by the reporting date. The income tax charge comprises
current tax and deferred tax and is recognised in the consolidated statement of comprehensive income
and loss unless it relates to transactions that are recognised, in the same or a different period, directly
in equity.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of
taxable profits or losses for the current and prior periods.

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts
for financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes are
not recorded for temporary differences on initial recognition of an asset or a liability in a transaction
other than a business combination if the transaction, when initially recorded, affects neither accounting
nor taxable profit. Deferred tax liabilities are not recorded for temporary differences on initial recognition
of goodwill and subsequently for goodwill which is not deductible for tax purposes. Deferred tax balances
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are measured at tax rates enacted or substantively enacted at the reporting date which are expected to
apply to the period when the temporary differences will reverse or the tax loss carry forwards will be
utilised. Deferred tax assets and liabilities are netted only within the individual companies of the Group.
Deferred tax assets for deductible temporary differences and tax loss carry forwards are recorded only
to the extent that it is probable that sufficient future taxable profit will be available against which the
deductions can be utilised.

Deferred income tax is provided on post acquisition retained earnings of subsidiaries, except where
the Group controls the subsidiary’s dividend policy and it is probable that the difference will not reverse
through dividends or otherwise in the foreseeable future.

The Group’s uncertain tax positions are reassessed by management at every reporting date. Liabilities
are recorded for income tax positions that are determined by management as more likely than not

to result in additional taxes being levied if the positions were to be challenged by the tax authorities.
The assessment is based on the interpretation of tax laws that have been enacted or substantively
enacted by the reporting date and any known court or other rulings on such issues. Liabilities for
penalties and interest are recognised based on management’s best estimate of the expenditure
required to settle the obligations at the reporting date.

Inventories

Inventories are recorded at the lower of cost and net realisable value. The cost of inventory is determined
on the weighted average basis. The cost of finished goods and work in progress comprises raw material,
direct labour, other direct costs and related production overheads (based on normal operating capacity)
but excludes borrowing costs. Net realisable value is the estimated selling price in the ordinary course of
business, less the cost of completion and costs to be incurred in marketing, selling and distribution.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, demand deposits held at call with banks, short-term
promissory notes and other short-term highly liquid investments with original maturities of 3 months or
less. Cash and cash equivalents are carried at amortised cost using the effective interest method,
which approximates their current fair value.

Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares are shown in equity as a deduction, net of tax, from the proceeds.

Treasury shares

Where any Group company purchases the Company’s shares, the consideration paid, including any
directly attributable incremental costs (net of income tax) is deducted from equity attributable to the
Company’s owners until the shares are cancelled, reissued or disposed of. Where such shares are
subsequently sold or reissued, any consideration received, net of any directly attributable incremental
transaction costs and the related income tax effects, is included in equity attributable to the Company’s
owners. Any difference between the price of treasury shares sold and the price at which they were
purchased is recognised through retained earnings. Treasury shares are accounted for on

a weighted average basis.

Dividends

Dividends are recognised as a liability and deducted from equity at the reporting date only if they are
declared before or on the reporting date. Dividends are disclosed when they are proposed before the
reporting date or proposed or declared after the reporting date but before the consolidated financial
statements are authorised for issue.
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Value added tax

Value added taxes (“VAT”) related to sales are payable to the tax authorities in the quarter in which
the Group (a) receives an advance on sales or (b) records sales revenue. The VAT liability is paid in
the quarter following accrual of the liability. VAT incurred for purchases may be reclaimed, subject to
certain restrictions against VAT related to sales. Unclaimed VAT related to purchase transactions
that is validly reclaimable as of the reporting date is recorded as value added tax recoverable in

the consolidated financial statements.

VAT and other taxes recoverable are reviewed for impairment at each reporting date.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the
risks and rewards of ownership to the lessee. All other leases are classified as operating leases.

Where the Group is a lessee in a lease which transferred substantially all the risks and rewards
incidental to ownership to the Group, the assets leased are capitalised in property, plant and
equipment at the commencement of the lease at the lower of the fair value of the leased asset and
the present value of the minimum lease payments. Each lease payment is allocated between the
liability and finance charges so as to achieve a constant rate on the finance balance outstanding.
The corresponding rental obligations, net of future finance charges, are included in borrowings.
The interest cost is charged to the consolidated statement of comprehensive income and loss over
the lease period using the effective interest method. The assets acquired under finance leases are
depreciated over the shorter of their useful life or of the lease term if the Group is not reasonably
certain that it will obtain ownership by the end of the lease term.

On operating leases, the total lease payments, are charged to profit or loss on a straight-line basis
over the period of the lease.

Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of
past events, and it is probable that an outflow of resources will be required to settle the obligation, and
a reliable estimate of the amount can be made. The amount recognised as a provision is the best
estimate of the consideration required to settle the present obligation at the balance sheet date, taking
into account the risks and uncertainties surrounding the obligation. Where a provision is measured
using the cash flows estimated to settle the present obligation, its carrying amount is the present value
of those cash flows.

Where the Group expects a provision to be reimbursed, for example under an insurance contract,
the reimbursement is recognised as a separate asset but only when the reimbursement is virtually certain.

Financial guarantees

Financial guarantees are contracts that require the Group to make specified payments to reimburse
the holder of the guarantee for a loss it incurs if a specified debtor fails to make payment when due
in accordance with the terms of a debt instrument. Financial guarantees are initially recognised at
their fair value, which is normally evidenced by the amount of fees received. This amount is amortised
on a straight line basis over the life of the guarantee. At each reporting date, the guarantees are
measured at the higher of (i) the unamortised balance of the amount at initial recognition and

(i) the best estimate of expenditure required to settle the remaining commitment at the reporting date.

Foreign currency translation

The functional currency of each of the Group’s consolidated entities is the currency of the primary
economic environment in which the entity operates. The Company’s functional currency and the
Group’s presentation currency is the national currency of the Russian Federation, Russian Roubles.

Monetary assets and liabilities are translated into each entity’s functional currency at the official
exchange rate of the Central Bank of the Russian Federation (*CBRF”) at the respective reporting
dates. Foreign exchange gains and losses resulting from the settlement of transactions and from the
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translation of monetary assets and liabilities into each entity’s functional currency at year-end official
exchange rates of the CBRF are recognised in profit or loss. Translation at year-end rates does not
apply to non-monetary items, including equity investments. Effects of exchange rate changes on the
fair value of equity securities are recorded as part of the fair value gain or loss.

At 31 December 2010, the official USD to RUB exchange rate, as determined by CBRF, was US Dollar
(“USD”) 1 = RUB 30.4769 (31 December 2009: USD 1 = RUB 30.2442). The official Euro to

RUB exchange rate at 31 December 2010, as determined by CBRF, was Euro 1 = RUB 40.3331

(31 December 2009: Euro 1 = RUB 43.3883).

Employee benefits

Wages, salaries, contributions to the Russian Federation state pension and social insurance funds,
paid annual leave and sick leave, bonuses, and non-monetary benefits (such as health services and
kindergarten services) are accrued in the year in which the associated services are rendered by the
employees of the Group. These amounts represent an implicit cost of employing production workers
and administrative workers and, accordingly, have been charged to the consolidated statement of
comprehensive income and loss as cost of sales, distribution expenses or general and administrative
expenses depending on the nature of work performed by the employee.

In the normal course of business the Group contributes to the Russian Federation state pension
scheme on behalf of its employees. Mandatory contributions to the governmental pension scheme are
expensed when incurred.

In addition, Group companies operate various pension schemes. The schemes are generally funded
through payments to pension insurance plans. The Group has both defined benefit and defined
contribution plans. A defined contribution plan is a pension plan under which the Group pays fixed
contributions into a separate entity. The Group has no legal or constructive obligations to pay further
contributions if the fund does not hold sufficient assets to pay all employees the benefits relating to
employee service in the current and prior periods. Contributions to defined contribution plans are
recognised as employee benefit expense when they are due.

A defined benefit plan is a pension plan under which the Group pays pension benefits to an employee
on retirement, usually dependent on one or more factors such as age, years of service and compensation.
The liability recognised in the consolidated statement of financial position in respect of defined benefit
pension plans is the present value of the unfunded defined benefit obligation at the reporting date,
together with adjustments for unrecognised past-service costs. The defined benefit obligation is
calculated annually by independent actuaries using the projected unit credit method. The present
value of the defined benefit obligation is determined by discounting the estimated future cash outflows
using interest rates of high-quality corporate bonds that are denominated in the currency in which the
benefits will be paid, and that have terms to maturity approximating to the terms of the related pension
liability. Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions are charged in profit or loss in the period in which they arise. Past-service costs are
recognised immediately in income, unless the changes to the pension plan are conditional on the
employees remaining in service for a specified period of time (the vesting period). In this case,

the past-service costs are amortised on a straight-line basis over the vesting period.

Pension plan liabilities under defined benefit plans are included in the consolidated statement of
financial position line “Retirement benefit obligations”. The Group did not have pension plan assets
at the reporting date.

Earnings per share

Basic and diluted earnings per share are determined by dividing the profit or loss attributable to owners
of the Company by the weighted average number of voting shares outstanding during the reporting year.

Operating profit

Operating profit is stated after charging impairment of assets but before the share of results of associates,
foreign exchange profit/(loss) on non-operating transactions, interest income and interest expenses.
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3.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS IN APPLYING ACCOUNTING POLICIES

The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities
within the next financial year. Estimates and judgements are continually evaluated and are based on
management’s experience and other factors, including expectations of future events that are believed
to be reasonable under the circumstances. Actual results may differ from estimates. Management also
makes certain judgments, apart from those involving estimates, in the process of applying the accounting
policies. Judgments that have the most significant effect on the amounts recognised in the consolidated
financial statements and estimates that can cause a significant adjustment to the carrying amount of
assets and liabilities within the next financial year include:

Fair value of assets acquired and liabilities assumed in business combinations

During the last several years, as described in Note 7, the Group has made certain business combinations.
According to IFRS 3 “Business combinations” (Revised), the Group is required to allocate the cost of
the acquired entity to the assets acquired and liabilities assumed based on their fair value estimated
on the date of acquisition. Any difference between the cost of the acquired entity and the fair value of
the assets acquired, liabilities assumed is recorded as goodwill. The Group exercises significant judgment
in the process of identifying tangible and intangible assets and liabilities, valuing these assets and
liabilities, and estimating their remaining useful life. The valuation of these assets and liabilities is
based on assumptions and criteria that, in some cases, include estimates of future cash flow discounted
at appropriate rates. The use of valuation assumptions includes discounted cash flow estimates or
discount rates and may result in estimated values that are different from the assets acquired and
liabilities assumed.

If actual results are not consistent with estimates and assumptions considered, the Group may be
exposed to losses that could be material.

Impairment of goodwill

The Group tests goodwill for impairment at least annually, at the cash-generating units (‘CGU”) level
using value-in-use calculations.

The value-in-use calculation is based on projections for expected discounted cash flows and taking into
consideration the following assumptions: cost of capital, growth rate and adjustments used for perpetual
cash flows, methodology for determining working capital, investment plans, and long-term economic-
financial forecasts.

Goodwill was allocated to the following CGUs: Meta, OFS and TPS. All CGUs were tested for impairment
at 31 December 2010. The tests carried out did not identify any impairment to the Group’s goodwill
(Note 11).

Impairment of tangible assets

The Group reviews the carrying amounts of its assets to determine whether there is any indication
that those assets are impaired. In making the assessment for impairment, assets that do not generate
independent cash flows are allocated to an appropriate CGU.

Management is required to make assumptions in estimating the value of the assets, including

the timing and value of cash flows to be generated from the assets. The cash flow projections are
based on reasonable assumptions that represent management’s best estimate of the set of economic
conditions that will exist over the remaining useful life of the asset and are based on the most recent
financial plan that management has approved. Due to its subjective nature, these estimates will likely
differ from future actual results of operations and cash flows, any such difference may result in
impairment in future periods.
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Deferred taxes

The Group is primarily subject to income taxes in the Russian Federation. Russian tax, currency and
customs legislation is subject to varying interpretations. The Group recognises liabilities for anticipated
additional tax assessments as a result of tax audits based on estimates of whether it is probable that
additional taxes will be due. Where the final tax outcome of these matters is different from the amounts
that were initially recorded, such differences will impact the income tax provisions in the period in which
such determinations are made.

Deferred tax assets are reviewed at the end of each reporting period and reduced to the extent that it
is not probable that sufficient taxable profit will be available to allow all or part of the deferred tax
assets to be utilised.

Various factors are considered in assessing the probability of the future utilisation of deferred tax
assets, including past operating results, operational plans, expiration of tax losses carried forward,
and tax planning strategies. If actual results differ from these estimates or if these estimates must be
adjusted in future periods, the financial position, results of operations and cash flows may be negatively
affected. Based on a change in estimate, the Group recognised a deferred tax asset in the amount of
RUB 51,029 thousand in respect of tax losses from prior years, which the Group now believes it will be
able to offset against future profits.

Related party transactions

In the normal course of business the Group enters into transactions with related parties. Judgment is
applied in determining which entities are related parties of the Group. In applying this judgment,
management obtains listing of the majority shareholder’s interests in other entities on a regular basis,
it monitors the level of transactions with any individual entity, and commencing in 2011 will report its
identified related parties to those charged with governance for their review and approval on an annual
basis.

Accounts receivable

When receivables are recognised initially the Group measures them at a fair value. The fair value of
long-term or short-term receivables from major customers that carries no interest is estimated as the
present value of all future cash receipts discounted using the prevailing market rate of interest for

a similar instrument with a similar credit rating. The difference between the fair value and the nominal
amount of the consideration is recognised as a reduction of income. Subsequently receivables are
measured at amortised cost using the effective interest method. Short-term receivables from other
customers that carry no interest are measured at the original invoice amount if the effect of discounting
is immaterial less allowance for impairment.

The Group creates allowance for doubtful debts to account for estimated losses resulting from the
inability of customers to make the required payments. At 31 December 2010, the allowance for doubtful
debts amounted to RUB 3,367,231 thousand (31 December 2009: RUB 3,197,458 thousand) as further
specified in Note 15. When evaluating the adequacy of an allowance for doubtful debts, management
bases its estimate on current overall economic conditions, ageing of the accounts receivable balances,
historical write-off experience, customer creditworthiness and changes in payment terms. Changes in
the economy, industry or specific customer conditions may require adjustments to the allowance for
doubtful debts recorded in consolidated financial statements.

Promissory notes receivable

When promissory notes receivables are recognised initially the Group measures them at a fair value.
The fair value is estimated as the present value of all future cash receipts discounted using

the prevailing market rate of interest for a similar instrument with a similar credit rating. The difference
between the fair value and the nominal amount of the consideration is recognised in the consolidated
statement of comprehensive income and loss. Subsequently promissory notes receivable are
measured at amortised cost using the effective interest method.

22



T
OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
(thousands of Russian Roubles)

The Group creates an allowance against promissory notes receivable to account for estimated losses
resulting from the inability of customers to make the required payments. At 31 December 2010,

the allowance amounted to RUB 498,810 thousand (31 December 2008: RUB 271,514 thousand)

as further specified in Note 14. When evaluating the adequacy of the allowance, management bases
its estimate on current overall economic conditions, ageing of the promissory notes receivable balances,
historical write-off experience, customer creditworthiness and changes in payment terms. Changes
in the economy, industry or specific customer conditions may require adjustments to the allowance
recorded in consolidated financial statements.

Inventory obsolescence

The allowance for obsolete and slow-moving inventory reduces the cost of inventory to its net realisable
value, defined as the estimated selling price in the ordinary course of business, less the cost of
completion and costs to be incurred in marketing, selling and distribution. In determining net realisable
value the Group considers, amongst other things, arm’s length transactions in the period around

the reporting date.

Useful life of property, plant and equipment

The Group’s property, plant and equipment are depreciated using the straight-line method over their
estimated useful lives which are based on management’s business plans and operational estimates,
related to those assets.

The factors that could affect the estimation of useful lives and residual values of the Group’s assets
include the following:

) changes in asset utilisation rates;

. changes in regulations and legislation;

. changes in the Group’s business plans; and
. unforeseen operational issues.

Any of the above could affect prospective depreciation of property, plant and equipment and their
carrying and residual values.

Management periodically reviews the appropriateness of assets’ useful economic lives. The review is
based on the current condition of the assets and the estimated period during which they will continue
to bring economic benefit to the Group.

Employee benefits/pensions

The Group contributes to certain defined benefit plans. The liability recognised in the consolidated
statement of financial position in respect of such plans is the present value of the defined benefit
obligation at the reporting date less the fair value of plan assets, together with adjustments for
unrecognised past-service costs. The defined benefit obligation is calculated annually by independent
actuaries using the projected unit credit method. This method involves the use of demographic
assumptions about the future characteristics of the current and former employees who are eligible for
benefits (mortality, both during and after employment, rates of employee turnover, disability and early
retirement, etc.), as well as financial assumptions (discount rate, future salary and benefits levels,
expected rate of return on plan assets, etc.). The most critical assumptions are the discount rate and
future salary and benefits levels. The discount rate is determined by reference to market yields at

the reporting date on high-quality corporate bonds or, if there is no active market for such bonds,

the market yields on government bonds. A lower discount rate increases the present value of the
pension liability and the annual pension cost. Deviations may arise from other assumptions such as
actual inflation levels and salary adjustments deviating from the Group’s assumptions. In the event
that further changes in the key assumptions are required, the future amounts of the pension benefit
costs may be materially affected (Note 20).
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4,

ADOPTION OF NEW OR REVISED STANDARDS AND INTERPRETATIONS

The following new standards, amendments to standards or interpretations were adopted by the Group
during the current period:

. IFRS 8 “Operating segments” — amendment;
. Improvements to IFRS (April 2009).

The first time application of the aforementioned amendments to standards and interpretations from
1 January 2010 had no material effect on the consolidated financial statements of the Group.

NEW ACCOUNTING PRONOUNCEMENTS

At the date of approval of the Group’s consolidated financial statements, the following new and
revised Standards and Interpretations have been issued, but are not effective for the reporting
period:

Effective for annual
periods beginning

on or after
IAS 24 “Related party disclosures” (“IAS 24”) — revision 1 January 2011
IAS 27 “Consolidated and separate financial statements” —amendment 1 July 2010
IFRS 9 “Financial instruments” 1 January 2013
IFRIC 19 “Extinguishing financial liabilities with equity” 1 July 2010
Annual Improvements to IFRS (May 2010) 1 January 2011

The impact of the adoption of these Standards and Interpretations in the preparation of the consolidated
financial statements in future periods is currently being assessed by the Group’s management, however,
no material effect on the Group’s financial position or results of its operations is anticipated.
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6.

SUBSIDIARIES

The Company’s effective ownership interest of principal subsidiaries, including the Company’s
ownership interest through its subsidiaries, is as follows:

Effective ownership, %

Country of Operating 31 December 31 December
Subsidiary incorporation Activities segment 2010 2009
OJSC “Pervouralsk Tube

New Pipe Plant” (“PNTZ”) Russia manufacturing SPP 100.00% 100.00%
CJSC “Uraltrubostal”

Trade House (“UTS”) Russia Tube distribution SPP 100.00% 99.00%
CJSC SKS “MeTris” Russia Tube distribution SPP 100.00% 100.00%
ARKLEY (UK) LIMITED United Kingdom Tube distribution SPP 100.00% 100.00%
CJSC “ChTPZ-Meta” Russia Scrap procurement SPP - 99.90%
Meta Ltd. Russia Scrap procurement SPP 99.00% -
OJSC “Samaravtormet” Russia Scrap procurement SPP 98.05% 97.95%
OJSC “UNP “Vtorchermet” Russia Scrap procurement SPP 100.00% 100.00%
LLC “Meta-Invest’ Russia Rent of property SPP 100.00% 100.00%
CJSC “Pipe Bend Plant’ Manufactures and

(“SOT”) Russia sells valves TPS 100.00% -
OJSC “Magnitogorsk Manufactures and

Mechanical Assembly Plant’ sells short radius

("MZMZ”) Russia elbows TPS 100.00% -

Manufactures trunk
MSA a.s. (“MSA”) Czech Republic  pipeline bends TPS 100.00% -
CJSC “RIMERA’ Russia Qilfield service OFS 100.00% 100.00%
OJSC “ALNAS” Russia Qilfield service OFS 100.00% 100.00%
LLC “Alnas-N" Russia Qilfield service OFS 100.00% 100.00%
InvestFinansGrupp Ltd. Russia Oilfield service OFS - 100.00%
Tomskneftegazgeofizika Ltd. Russia Oilfield service OFS 100.00% 100.00%
Uganskneftegazgeofizika Ltd. Russia Oilfield service OFS 100.00% 99.00%
CJSC “Taymyrnefterazvedka” Russia Oilfield service OFS - 100.00%
OJSC “Izhneftemash” Russia Qilfield service OFS 50.42% 50.42%

BUSINESS COMBINATIONS AND DISPOSALS
Acquisitions of TPS operating segment companies

During 2010, the Group created a new business and operating segment, TPS, through the acquisition
of a range of companies engaged in the production of trunk pipeline bends and other pipeline
components; this operating segment is also a CGU. Goodwill arising on such acquisitions has been
allocated to the new CGU and is attributable to:

. anticipated increases in the demand for the acquiree's products in 2011 through 2012 arising
from national projects (Nord Stream project, Yamal-Europe project etc.); and

. expected synergies arising from the business combinations.

SOT and MZMZ

On 31 May 2010, the Group acquired from a related party 100% of the share capital of SOT,

a company that manufactures pipeline bends and hubs, and MZMZ, a company that manufactures
short radius elbows, for cash consideration of RUB 6,163,119 thousand. The consideration was fully
paid during the reporting period. The Group has not finalised the determination of the fair value of the
assets and liabilities acquired. The following represents the allocations of the purchase price based
on provisional values that will be updated upon completion of the fair value assessments.
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Trade and other accounts receivable
Cash and cash equivalents
Property, plant and equipment

Inventories

Loans receivable
Deferred tax assets, net
Taxes payable

Trade and other payables

Provisional value of net assets of subsidiaries

Goodwill arising from the acquisition
Total purchase consideration

Less cash and cash equivalents of subsidiaries acquired
Foreign exchange differences

Net outflow of cash and cash equivalents on acquisition

Provisional
Notes value

1,074,401
264,742

9 1,190,929
440,100

416,000

29 35,872
(72,234)

(435,502)

2,914,308

11 3,248,811
6,163,119

(264,742)
(95,759)

(5,802,618)

The consolidation of the acquired subsidiaries resulted in a decrease in the Group’s consolidated
revenue by RUB 89,181 thousand due to the elimination of intra-group transactions and contributed
profit of RUB 156,109 thousand in 2010. If the acquisitions had occurred on 1 January 2010,
consolidated revenue of the Group for the year ended 31 December 2010 would have decreased by
RUB 10,546 thousand and consolidated profit would have increased by RUB 323,449 thousand.

The accounts receivable and loans acquired in these transactions with a provisional value of

RUB 1,074,401 thousand and RUB 416,000 thousand, respectively, had gross contractual amounts of
RUB 1,150,463 thousand and RUB 416,000 thousand, respectively. The best estimate at acquisition
date of the contractual cash flows not expected to be collected is RUB 76,062 thousand and nil

thousand, respectively.
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MSA

On 25 August 2010, the Group acquired from a related party 100% of MSA and its subsidiaries,

a group that manufactures valves, for total consideration of RUB 1,751,364 thousand payable in
cash. The consideration was fully paid during the reporting period. The Group has not finalised

the determination of the fair value of the assets and liabilities acquired. The following represents

the allocations of the purchase price based on provisional values that will be updated upon completion
of the fair value assessments.

Provisional

Notes value

Trade and other accounts receivable 240,531
Cash and cash equivalents 60,665
Property, plant and equipment 9 1,382,361
Intangible assets 10 1,333
Inventories 252,823
Other non-current assets 43,498
Deferred tax liabilities, net 29 (113,044)
Borrowings (544,194)
Taxes payable (9,683)
Trade and other payables (698,708)
Provisional value of net assets of subsidiary 615,582
Goodwill arising from the acquisition 11 1,135,782
Total purchase consideration 1,751,364
Less cash and cash equivalents of subsidiary acquired (60,665)
Foreign exchange differences (6,403)
Net outflow of cash and cash equivalents on acquisition (1,684,296)

The acquired subsidiary contributed revenue of RUB 559,086 thousand and a loss of

RUB 19,613 thousand to the Group in 2010. If the acquisition had occurred on 1 January 2010,
consolidated revenue of the Group for the year ended 31 December 2010 would have increased by
RUB 970,836 thousand and consolidated profit would have decreased by RUB 206,102 thousand.

Trade and other accounts receivable resulting from this acquisition with a provisional value of

RUB 240,531 thousand had gross contractual amounts of RUB 368,965 thousand. The Group’s best
estimate on the acquisition date of the contractual cash flows not deemed collectible is

RUB 128,434 thousand.
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Acquisitions of CGU Meta companies

In 2009 and 2010, the Group acquired a range of companies engaged in scrap collection and
processing with intention to form a regional scrap procurement network. The acquisition of these
scrap suppliers significantly strengthens the Group’s supply of raw materials needed for an electric
arc furnace mini-mill. This mini-mill is being constructed by the Group and is expected to be completed
and operating at full capacity during 2011.

All acquired entities are incorporated in the Russian Federation and are located throughout the
Russian Federation, in the following regions: Samara, Ulyanovsk, Chelyabinsk, Perm, Kazan,
Ekaterinburg, Tyumen and Ufa. Goodwill arising on these acquisitions has been allocated to CGU
Meta, former CGU Meta-Invest (Note 11) and is attributable to the security of ensuring a firm supply
of scrap for the new mini-mill.

CJSC ChTPZ-Meta

On 2 April 2009, the Group acquired 99.9% of CJSC ChTPZ-Meta and subsidiaries for a cash
consideration of RUB 176,937 thousand which was fully paid in 2009. CJSC ChTPZ-Meta is engaged
in scrap procurement activity. It contributed revenue of RUB 1,350,671 thousand and a loss of
RUB 495,960 thousand in 2009. If the acquisition had occurred on 1 January 2009, consolidated
revenue of the Group for the year ended 31 December 2009 would have increased by

RUB 1,738,621 thousand and consolidated loss increased by RUB 647,709 thousand.

Attributed

Notes fair value*

Accounts receivable 1,343,800
Cash and cash equivalents 4,499
Property, plant and equipment 9 447,597
Intangible assets 10 4,745
Inventories 169,426
Loans receivable 77,959
Deferred tax assets, net 29 10,955
Borrowings (1,345,167)
Trade and other payables (1,008,150)
Fair value of net liabilities of subsidiary (294,336)
Non-controlling interest 11 (1,205)
Fair value of acquired interest in net liabilities of subsidiary (295,541)
Goodwill arising from the acquisition 11 472,478
Total purchase consideration 176,937
Less cash and cash equivalents of subsidiary acquired (4,499)
Net outflow of cash and cash equivalents on acquisition (172,438)

* The valuation of identifiable assets, liabilities and contingent liabilities was performed by the Group with
assistance from independent professional appraisers.

The accounts receivable and loans acquired in these transactions with a fair value of

RUB 1,343,800 thousand and RUB 77,959 thousand, respectively, had gross contractual amounts of
RUB 1,378,288 thousand and RUB 77,959 thousand, respectively. The best estimate at acquisition
date of the contractual cash flows not expected to be collected on accounts receivable was

RUB 34,488 thousand.
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Disposal of a number of non-performing subsidiaries of CJSC ChTPZ-Meta

In September 2009, the Group finalised disposals to related parties of its full controlling interests
in a number of non-performing subsidiaries of the newly acquired CJSC ChTPZ-Meta. The carrying

amounts of the major classes of disposed assets and liabilities were as follows:

Property, plant and equipment
Intangible assets

Other non-current assets
Inventories

Accounts receivable

Loans receivable

Cash and cash equivalents
Deferred tax assets
Borrowings

Trade and other payables

Net liabilities disposed of
Consideration received in cash

Gain on disposal

Disposal of RNGG group of companies

14 September

Notes 2009

9 58,811
10 281
4,580

63,656

226,120

9,813

14,692

29 43,324
(1,144)
(741,597)

(321,464)
16,834

26 338,298

During the course of 2010, the Group discontinued its exploratory drilling operations, resulting in
the disposal on 30 December 2010 of 100% of OJSC “Regional Oil and Gas Wells Contractors
Association” (“RNGG”), 100% of CJSC “Taymyrnefterazvedka” and 82.86% of LLC “Taymyrtransgruz”
to a third party for total consideration of RUB 100 thousand. As part of the disposal of RNGG,

the Group impaired trade and other receivables of RUB 181,799 thousand (Note 15) and loans
receivable of RUB 439,916 thousand (Note 14) due from RNGG, which were previously eliminated

in consolidation. This has resulted in an overall loss on disposal.

Property, plant and equipment
Intangible assets

Other non-current assets

Inventories

Trade and other accounts receivable
Loans receivable

Cash and cash equivalents

Deferred tax liabilities, net
Borrowings

Trade and other payables

Net liabilities disposed of

Non-controlling interest disposed of

Consideration received in cash

Impairment of trade receivables and loans due from disposed subsidiaries

Loss on disposal

29

30 December
Notes 2010

9 240,535
10 28
5,471
340,711
129,181
10,013
4,094
29 (16,057)
(444,216)
(666,300)

(396,540)
11 8,700
100

14,15 (621,715)
26 (216,375)
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Other 2009 and 2010 disposals

Alnas+

In April 2010, the Group disposed 100% of Alnas+ to third parties for total consideration of

RUB 10 thousand.

Property, plant and equipment
Inventories

Trade and other accounts receivable
Cash and cash equivalents
Borrowings

Trade and other payables

Net liabilities disposed of
Consideration received in cash

Gain on disposal

OJSC Bugulma Electric Pump Plant

26 April

Notes 2010

9 544
6,225

4,403

314

(29,759)

(31,402)

(49,675)
10

26 49,685

OJSC Bugulma Electric Pump Plant (*BENZ") was disposed to third parties in September 2009.

The purchase consideration comprised RUB 100,000 thousand.

Property, plant and equipment
Intangible assets

Inventories

Accounts receivable

Cash and cash equivalents
Deferred tax liabilities, net
Trade and other payables
Retirement benefit obligations
Other liabilities

Net assets disposed of
Non-controlling interest disposed of
Consideration received in cash

Loss on disposal

30

11 September

Note 2009
9 331,224
10 137
97,424
44,230
1,448
29 (20,912)
(17,932)
20 (9,847)
(50,643)
375,129
11 (41,152)
100,000
26 (233,977)
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8.

SEGMENT REPORTING

The Group has identified the following segments based upon the reports used by chief operating
decision maker (“CODM”):

. steel pipe production or SPP — representing manufacturing and distribution of pipes and other
related products, including activities related to the procurement of scrap and its further utilisation
as raw materials in manufacturing of steel billets used in seamless pipe production;

. oilfield services or OFS - representing equipment manufacturing and support services for oil
well extraction equipment such as electric submersible pumps, sucker-rod drilling pumps and
a number of other products and services for various stages of an oilfield’s development; and

. trunk pipeline systems or TPS — representing production of highly customised components for
the construction of oil and gas pipelines, including valves, hot-formed and cold-formed pipeline
bends and hubs.

In prior periods, the Group’s segments consisted of SPP, OFS and scrap procurement. The segments
were revised during the period as a result of the following:

. the CODM reporting was modified to combine scrap procurement activities into SPP.
With startup of Electron-Arc Furnace mini-mill, which is part of SPP, it will gradually become the
sole consumer of scrap collected by the regional scrap procurement network. To be consistent
with changes in business processes management revised its internal reporting and combined
these activities as one segment in its internal management reporting.

) the creation of TPS upon the acquisition of SOT, MZMZ, and MSA.

The previously reported segment information has been adjusted to reflect the new reporting structure.

Transactions between business segments are on normal commercial terms and conditions.
Internal charges between segments have been reflected in the performance of each business
segment.

Segment assets consist of current and non-current assets. Segment liabilities comprise current and
non-current liabilities. Capital expenditure comprises additions to property, plant and equipment and
intangible assets. Impairment loss provisions relate only to those charges made against allocated
assets.

The CODM assesses the performance of the operating segments based on a measure of segment
earnings before interest, tax, depreciation and amortisation (“Segment EBITDA”). Segment EDITDA is
determined as segment’s operating profit adjusted to exclude depreciation and amortisation expense,
and to include share of profit/(loss) of associates, foreign exchange profit and loss and other costs.
Since this term is not defined in IFRS the Group’s definition of Segment EBITDA may differ from that of
other companies.

The segment information presented is based on information reviewed by the CODM, which differs from
IFRS. Reconciliations are provided for the differences between this information and the information
included in the consolidated financial statements. The adjustments between the information reviewed
by the CODM and IFRS financial information (included in the Adjustment column in the following
tables) include the following:

. scope of consolidation: Entities consolidated into the Group for IFRS are not consistent with those
included for management reporting purposes;

. reclassifications: The CODM reviews information classified and presented in conformity
with Russian statutory accounting which includes recording amounts gross versus net,
and aggregating and reclassifying some line items for purpose of making decisions about
resources allocation to the segments and assessing the performance; and
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. other adjustments: Other adjustments arise due to differences between IFRS and Russian
statutory accounting and they are primarily related to adjustments for impairment of property,
plant and equipment; intangible assets and promissory notes; discounting of borrowings; and
recalculation of deferred taxes.

Segment information related to the Group’s consolidated statement of comprehensive income and
loss for the year ended 31 December 2010:

Total
(as per IFRS
SPP OFS TPS consolidat-
(as reviewed (as reviewed (as reviewed ed financial
by CODM) by CODM) by CODM) Adjustments Eliminations statements)
Revenue from external
customers 75,251,798 7,924,222 2,815,850 (591,155) - 85,400,715
Inter-segment revenue 284,600 15,898 6,674 — (307,172) —
Cost of sales (51,189,386) (7,138,993) (2,052,162) 971,787 315981  (59,092,773)
Distribution costs (5,923,968) (254,987) (270,017) (51,026) 1,073 (6,498,925)
General and administrative
expenses (3,681,220) (1,107,406) (217,712) (684,182) (9,882) (5,700,402)
Gain/(loss) on disposal of
property, plant and equipment 3,699 (101,692) 2,640 (78,740) — (174,093)
(Impairment)/reversal of
impairment of assets (48,195) (152,831) (313,166) 868,336 - 354,144
Other operating expenses (870,277) (169,988) (89,060) 665,186 — (464,139)
Foreign exchange gain/(loss),
net 876,769 (24,949) 6,557 (1,905) - 856,472
Share of loss of associates — (111,320) — — — (111,320)
Other expenses, net (151,759) (97,918) (5,271) 254,948 — —
Less: depreciation and
amortisation 1,937,142 896,787 102,513 125,202 - 3,061,644
Segment EBITDA 16,489,203 (323,177) (13,154) 1,478,451 — 17,631,323
Depreciation and amortisation (1,937,142) (896,787) (102,513) (125,202) - (3,061,644)
Interest income 2,495,062 108,381 48,223 (454,948) (976,342) 1,220,376
Interest expenses (8,933,488) (1,460,186) (20,052 367,639 976,342 (9,069,745)
Income tax (2,682,167) 207,862 (71,618) 549,584 — (1,996,339)
Profit/(loss) for the year 5,431,468 (2,363,907) (159,114) 1,815,524 — 4,723,971
Segment information related to the Group’s consolidated statement of financial position at
31 December 2010:
Total
(as per IFRS
SPP OFS TPS consolidated
(as reviewed (as reviewed (as reviewed financial
by CODM) by CODM) by CODM) Adjustments statements)
Current assets 57,267,084 3,638,240 3,586,281 (18,607,026) 45,884,579
Non-current assets 91,345,519 6,943,118 2,627,684 (33,886,055) 67,030,266
Total assets 148,612,603 10,581,358 6,213,965 (52,493,081) 112,914,845
Current liabilities 61,872,058 5,937,042 3,056,913 (3,461,988) 67,404,025
Non-current liabilities 55,886,060 8,997,640 21896 (24,111,878) 40,793,718
Total liabilities 117,758,118 14,934,682 3,078,809 (27,573,866) 108,197,743
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The information analysed by the CODM is reconciled to the IFRS consolidated financial statements

as follows:

As reviewed by CODM

Scope of consolidation
Reclassifications
Other

As per IFRS consolidated
financial statements

Current Non-current Current Non-current
assets assets liabilities liabilities
64,491,605 100,916,321 70,866,013 64,905,596
30,279 (1,837,104) (674,373) 46,874
(18,003,405) (8,175,960) (14,877,312) (11,302,054)
(633,900) (23,872,991) 12,089,697 (12,856,698)
45,884,579 67,030,266 67,404,025 40,793,718

Segment information related to the Group’s consolidated statement of comprehensive income and loss

for 2009:

Revenue from external customers
Inter-segment revenue

Cost of sales

Distribution costs

General and administrative
expenses

Gain/(loss) on disposal of property,
plant and equipment

Reversal of
impairment/(impairment) of
assets

Other operating expenses

Foreign exchange loss, net

Share of results of associates

Other income, net

Less: depreciation and
amortisation

Segment EBITDA
Depreciation and amortisation
Interest income

Interest expenses

Income tax

Income/(loss) for the year

Total

(as per IFRS

SPP OFS consolidated

(as reviewed (as reviewed financial
by CODM) by CODM) Adjustments Eliminations statements)
44,296,603 10,379,088 1,403,697 - 56,079,388
27,485 3,864 (31,349) —
(31,851,525)  (8,827,656) 643,606 31,272 (40,004,303)
(2,045,260) (484,576)  (1,293,552) 236 (3,823,152)
(3,334,987)  (1,505,327) (817,125) (159)  (5,657,598)
35,905 1,075 (176,064) - (139,084)
1,203 (261,793)  (2,356,682) - (2,617,272)
(214,749) (149,240) (52,976) - (416,965)
(370,517) (28,426) (538,313) - (937,256)
- 12,969 - - 12,969

28,012 352,535 (380,547) - -
1,121,017 727,937 495,637 — 2,344,591
7,693,187 220,450 (3,072,319) — 4,841,318
(1,121,017) (727,937) (495,637) - (2,344,591)
2,302,165 211,885 (1,134) (559,527) 1,953,389
(8,165,580)  (1,511,370) (17,979) 559,527 (9,135,402)
(386,226) (55,643) 680,630 — 238,761
322,529 (1,862,615)  (2,906,439) — (4,446,525)
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Segment information related to the Group’s consolidated statement of financial position at
31 December 2009:

Total

(as per IFRS

SPP OFS consolidated

(as reviewed (as reviewed financial

by CODM) by CODM) Adjustments statements)

Current assets 48,745,632 4,543,705 (16,208,121) 37,081,216
Non-current assets 49,112,314 9,920,797 (6,708,586) 52,324,525
Total assets 97,857,946 14,464,502 (22,916,707) 89,405,741
Current liabilities 31,132,964 11,321,993 23,973,443 66,428,400
Non-current liabilities 51,636,603 365,398 (31,206,377) 20,795,624
Total liabilities 82,769,567 11,687,391 (7,232,934) 87,224,024

The information analysed by the CODM is reconciled to the IFRS consolidated financial statements

as follows:
Current Non-current Current Non-current
assets assets liabilities liabilities
As reviewed by CODM 53,289,337 59,033,111 42,454,957 52,002,001
Scope of consolidation 10,320,043 7,755,043 12,057,973 6,575,114
Reclassifications (22,221,062) (4,103,164) 65,339 (26,389,565)
Other (4,307,102) (10,360,465) 11,850,131 (11,391,926)
As per IFRS audited consolidated
financial statements 37,081,216 52,324,525 66,428,400 20,795,624

Geographical information

The Group operates in three main geographical areas. Sales are based on the country in which
the customer is located, while total assets and capital expenditures are based on where the assets
are located. Nearly all of the Group’s assets and capital expenditures are located in Russia with
the exception of MSA, which is located in the Czech Republic.

For the geographical segments of the Group’s sales and sales to major customers refer to the table below:

Common-

wealth of
Revenue for the year ended Russian Independent
31 December Federation States Other Total
2010 80,149,408 2,107,203 3,144,104 85,400,715
2009 51,179,125 2,568,551 2,331,712 56,079,388

Major customers

The Group’s sales to major customers for the year ended 31 December 2010 and 2009 are set out in
the table below:

2010 2009
Customer 1 17,643,077 6,825,882
Customer 2 4,298,232 2,988,480
Customer 3 3,271,336 2,232,648
Total revenue (all attributable to steel pipe production) 25,212,645 12,047,010
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During the year ended 31 December 2010, the Group recognised an impairment reversal in the amount
of RUB 117,242 thousand for construction in progress relating to the Group’s workshop No. 1, which
was suspended in 1998, but is now being utilised as service and office building for a newly commissioned
large diameter pipe (LDP) facility “Vysota 239"

At 31 December 2010, bank borrowings were secured on property, plant and equipment with carrying
value of RUB 11,374,600 thousand (31 December 2009: RUB 12,721,698 thousand) (Notes 19 and 32).

Additionally, at 31 December 2010, the Group has RUB 316,711 thousand of plant and equipment
under finance leases (31 December 2009: RUB 80,327 thousand). The entire amount guarantees
the related finance lease obligation as discussed in Note 19.

During 2010, the Group transferred RUB 852,645 thousand from construction in progress to other

current assets as the Group now intends to sell the gas station being constructed for which it has
obtained a signed contract at 31 December 2010 (Note 17).
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FOR THE YEAR ENDED 31 DECEMBER 2009
(thousands of Russian Roubles)

11.

GOODWILL AND NON-CONTROLLING INTERESTS

Movements of goodwill allocated by CGUs and non-controlling interests in 2010 and 2009 are presented
in the table below:

2010 2009
Non-controlling Non-controlling
Goodwill interests Goodwill interests
At 1 January 1,105,295 (370,612) 632,817 (1,214,428)
Cost 11,228,998 (370,612) 10,756,520 (1,214,428)
Accumulated impairment (10,123,703) — (10,123,703) —

Loss attributable to non-controlling
interests — 56,722 — 250,994

Increase in participation interest

Alnas (CGU Rimera) - - - 478,201
WSGC* (CGU Rimera) - - - 61,851
Other (CGU Rimera) - - - 12,823
PNTZ (CGU PNTZ) - 1,176 - -

Acquired in business
combination

ChTPZ-Meta CJSC (CGU Meta) - - 472,478 (1,205)
SOT and MZMZ (CGU TPS) 3,248,811 - - -
MSA (CGU TPS) 1,135,782 - - -
Decrease due to disposal

BENZ (CGU OFS) - - - 41,152
Taymyrtransgruz (CGU OFS) - 8,700 - -
Effect of foreign currency

exchange differences (cost)

MSA (CGU TPS) 12,152 — — —
At 31 December 5,502,040 (304,014) 1,105,295 (370,612)
Cost 15,625,743 (304,014) 11,228,998 (370,612)
Accumulated impairment (10,123,703) - (10,123,703) -

*WSGC — West Siberian Geophysical Company

Goodwill acquired is allocated to the Group’s cash-generating units, which are Meta, OFS and TPS
(former Rimera).

The goodwill allocation to the Group’s cash generating units is presented in the table below:

31 December 31 December

2010 2009

TPS 4,396,745 —
Meta 732,557 732,557
OFS 372,738 372,738
Total carrying value of goodwill 5,502,040 1,105,295

38



OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2009
(thousands of Russian Roubles)

In 2009, the Group acquired from related parties 11.25% of Alnas for a consideration of

RUB 182,740 thousand and 13.7% from third parties under a proposal of a mandatory redemption
for a consideration of RUB 203,452 thousand increasing its participation to 100%. As a result of this
transaction non-controlling interest decreased by RUB 478,201 thousand.

In 2009, WSGC acquired treasury shares that comprise 45% of the share capital for a consideration
of RUB 56,838 thousand. As a result of this transaction non-controlling interest decreased by
RUB 61,851 thousand.

Goodwill impairment test

The recoverable amount of a CGU is determined based on value-in-use calculations. These calculations
use cash flow projections based on financial budgets approved by management covering a five-year
period. Cash flows beyond the five-year period were extrapolated using the estimated growth rates
stated below. The growth rate does not exceed the long-term average growth rate for the business in
which the CGU operates.

Management determined budgeted gross margin based on past performance and its expectations of
market development. The weighted average growth rates used are consistent with the forecasts
included in industry reports. The discount rates used are pre-tax and reflect specific risks relating
to CGU.

At 31 December 2010, the Group tested goodwill for impairment using following key assumptions for
value-in-use calculations:

OFS TPS Meta
Excess of recoverable amounts over carrying
values of CGU 1,352,418 958,779 1,029,192
Used key assumptions
EBITDA margin 19.46%-29.00% 16.02%-22.99% 4.00%-6.00%
Pre tax discount rate 17.91%-18.81% 17.80% 27.90%
Terminal growth rate 2.50% 2.50% 2.00%

The recoverable amount of the OFS CGU would be equal to its carrying value if the EBITDA margin
decrease by 2.5 percentage point or used discount rate would be higher by 2.28 percentage points.

The recoverable amount of the TPS CGU would be equal to its carrying value if the EBITDA margin
decrease by 1.82 percentage point or used discount rate would be higher by 1.17 percentage points.

The recoverable amount of the Meta CGU would be equal to its carrying value if the EBITDA margin
decrease by 0.98 percentage point or used discount rate would be higher by 5.52 percentage points.
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12

13.

14.

INVESTMENTS IN ASSOCIATES

Summarised financial information in respect of the Group’s associates is set out below.

Total assets
Total liabilities

Net assets

Group’s share of net assets of associates

Total revenue
Total (loss)/profit for the year

Group’s share of (loss)/profit of associates

INVENTORY

Raw materials

Finished goods and goods for resale

Work in progress

Allowance for obsolete and slow-moving inventory

Total inventory

31 December

31 December

2010 2009
2,057,812 2,347,626
(585,483) (750,558)
1,472,329 1,597,068
697,617 808,935
2010 2009
1,412,740 1,005,093
(199,578) 26,737
(111,320) 12,969

31 December

31 December

2010 2009
12,786,751 6,024,735
4,197,748 3,221,640
3,003,069 2,050,699
(1,130,947) (1,176,639)
18,856,621 10,120,435

At 31 December 2010, bank borrowings were secured on inventory with carrying value of

RUB 2,590,881 thousand (31 December 2009: RUB 2,563,117 thousand) (Note 32).

PROMISSORY NOTES AND LOANS RECEIVABLE

Promissory notes and loans receivable from related parties at interest
rates as follows

- Interest free

-1% p.a.

-6.5%to 11% p.a.

-10% to 13% p.a.

-17% p.a.

-19.76% p.a.

Promissory notes and loans receivable from third parties at
interest rates as follows

- Interest free

- MOSPRIME 1M + 5.7% p.a.

-5%t013% p.a.

-13% to 20% p.a.

Allowance for impairment of promissory notes

Total promissory notes and loans receivable

40

31 December

31 December

2010 2009
12,993 152,909
11,542 650

- 313,849
945510 400,273
120,400 -

- 6,503,184

86,278 272,069
359,335 447,037
496,449 139,607
54,840 104,000
(498,810) (271,514)
1,588,537 8,062,064
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The fair value of promissory notes does not differ significantly from their net carrying value due to
either having variable interest rates or being recently renegotiated. The Group's receivables

denominated in currencies are disclosed in Note 33.

Movements in the allowance for impairment of promissory notes and loans receivable are as follows:

At 1 January

Impairment of loans receivable disposed in a subsidiary (Note 7)
Loans receivable written-off during the year as uncollectible
Allowance recorded (Note 27)

Allowance reversed (Note 27)

Other

At 31 December

2010 2009
(271,514) (256,514)
(439,916) -
282,988 23,334
(70,268) (38,334)
3,500 -
(3,600) —
(498,810) (271,514)

The creation and release of allowance for impaired promissory notes and loans receivable were
included in the consolidated statement of comprehensive income and loss (Note 27). Amounts charged
to the allowance account are generally written off when there is no expectation of recovering additional

cash.

During the reporting period, the Group created an allowance of RUB 282,988 thousand against interest-

free promissory notes and loans receivable from third parties.

15. TRADE AND OTHER RECEIVABLES

Trade receivables

Interest receivables

Other receivables

Allowance for impairment of trade, other and interest receivables

Total financial assets

VAT and other taxes recoverable

Allowance for impairment of VAT and other taxes receivable
Advances and prepayments

Allowance for impairment of advances and prepayments

Total non-financial assets

Total trade and other receivables

31 December

31 December

2010 2009
11,626,468 9,024,431
2,512,847 1,625,067
799,104 2,016,274
(2,993,629) (2,843,511)
11,944,790 10,722,261
2,606,783 3,339,281
(293,921) (303,569)
6,544,075 1,551,415
(373,602) (353,047)
8,483,335 4,233,180
20,428,125 14,955,441

Management believes that the fair value of accounts receivable does not differ significantly from
their carrying amounts due to their short-term nature. No accounts receivable were renegotiated at
during 2010 (2009: nil). The Group's receivables denominated in foreign currencies are disclosed in

Note 33.

At 31 December 2010, advances and prepayments include an advance payments made by the Group
for high quality steel strips for newly commissioned large diameter pipe (LDP) facility “Vysota 239" to

a foreign supplier in the amount of RUB 4,573,730 thousand.
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The Group usually provides customers with an average of 25-60 days credit period. The ageing analysis
of unimpaired trade, other and interest receivables (except advances and prepayments), based on
origination date is as follows:

31 December 31 December

2010 2009

Less than 3 months 9,270,263 5,145,203
3-6 months 356,411 1,729,003
More than 6 months 2,271,975 3,640,448
Trade, other and interest receivables not impaired 11,898,649 10,514,654

The Group identified trade, other and interest receivables of RUB 3,039,769 thousand (31 December 2009:
RUB 3,051,118 thousand) that were subject to individual impairment reviews. Of this amount, the Group
has recognised allowance of RUB 2,993,629 thousand at 31 December 2010 (31 December 2009:
RUB 2,843,511 thousand).

Individually impaired receivables are identified for customers that are in unexpectedly difficult economic
situations or to balances with long periods of settlement. The ageing of these receivables identified for
individual impairment is as follows:

31 December 31 December

2010 2009

Less than 3 months 24,998 —

3-6 months 94 819 415215

More than 6 months 2,919,952 2,635,903
Total gross amount of impaired trade, other and interest

receivables 3,039,769 3,051,118

Movements in the allowance for impairment of trade, other and interest receivables and advances
and prepayments are as follows:

Trade, other and interest

receivables Advances and prepayments
2010 2009 2010 2009
At 1 January (2,843,511) (835,212) (353,947) (208,092)
Acquired in a business combination (327,972) (80,333) (8,363) (94,628)
Expense recorded (Note 27) (210,354) (2,531,237) (132,404) (283,995)
Allowance reversed 502,467 455 448 90,912 129,059
Expense of foreign currency
exchange differences (3,696) - - -
Impairment of receivables from
disposed subsidiaries (Note 7) (181,799) - - -
Receivables written-off during the
year as uncollectible 39,881 68,514 16,484 3,618
Disposal of a subsidiary 31,355 79,309 13,716 100,091
At 31 December (2,993,629) (2,843,511) (373,602) (353,947)

The accrual and reversal of allowance for impaired receivables was included in the consolidated
statement of comprehensive income and loss (Note 27). Amounts charged to the allowance account
are generally written off when there is no expectation of recovering additional cash.
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16.

17.

18.

CASH AND CASH EQUIVALENTS

Balances with banks can be withdrawn on demand and are non-interest bearing. Term deposits have
an original maturity of three months or less, and are interest bearing.

31 December 31 December

2010 2009

Cash on hand and balances with banks, RUB 2,142,498 292 648

Cash balances with banks, USD 33,478 50,445

Cash balances with bank, Euro, CHF, GBP 56,254 28,698

Term deposits in RUB (interest rate: 5.0% p.a.) 1,132,078 2,599,100

Term deposits in USD, Euro (interest rate: 0.01% to 3.5% p.a.) 225,492 652,062

Term promissory note 32,884 21,210

Total cash and cash equivalents 3,622,684 3,644,163
OTHER CURRENT ASSETS

In 2008, the Group commenced construction of an industrial gas station, which it intended to use
internally at its manufacturing sites. During 2010, the Group concluded it was not in the business of
operating and producing gas and in December 2010, entered into an agreement with a third party to
sell the industrial gas station upon the completion of its construction. At that time, the Group will purchase
its gas requirements from this third party. Management expects its subcontractor will complete

the construction of this asset in June 2011. The Group has therefore reclassified its construction cost
at 31 December 2010 of RUB 852,645 thousand from property, plant and equipment to other current
assets. The remaining balance of RUB 153,410 thousand represents other assets related to

the planned sale of this gas station.

EQUITY

At 31 December 2010, the total authorised number of ordinary shares is 944,765,760 (2009:
472,382,880 shares) with a par value of RUB 1 per share of which 472,382,880 ordinary shares are
issued and fully paid. Each ordinary share carries one vote. During the year ended 31 December 2010,
the Company authorised an additional 472,382,880 of ordinary shares, none of which have been
issued at 31 December 2010.

At 1 January 2009, the Group held 5,260,083 treasury shares for a total amount of RUB 504,375 thousand.
During the year ended 31 December 2009, the Group sold 1,919,543 of the Company’s treasury shares,
with a weighted average cost of RUB 184,060 thousand, for cash consideration of RUB 86,380 thousand.
The difference between the weighted average cost and the consideration received on reissuance of
RUB 97,680 thousand has been recognised as a debit to retained earnings.

At 31 December 2009, the Group held 3,340,540 treasury shares for a total amount of
RUB 320,315 thousand.

In 2008, the Group sold 24,172,111 treasury shares to a third party for cash consideration of

RUB 2,426,390 thousand. The terms of the sale deferred the third party’s payment until 20 February 2010.
In February 2010, the third party breached the terms of the contract after not meeting the agreed
upon payment terms. Consequently, the Group commenced pursuing legal transfer of its shares.

At 31 December 2010, the Group successfully obtained legal transfer of 21,810,197 of these shares
back from the third party. The remaining amount is still undergoing legal transfer at the end of 2010.

During the year ended 31 December 2010, the Group also purchased an additional 44,991 treasury
shares for total cash consideration of RUB 1,921 thousand.
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19.

According to the Company’s charter, the Company is required to establish a legal reserve through

the allocation of 5 percent of net profit as computed under Russian accounting regulations. The total
amount of the reserve is limited to 15 percent of the nominal registered amount of the Company’s
issued share capital. The legal reserve may only be used to offset losses of the Company and
cannot be distributed to shareholders. At 31 December 2010 and 2009, the legal reserve is

RUB 70,857 thousand.

During the years ended 31 December 2010 and 2009, the Company did not declare or pay dividends.

BORROWINGS

Non-current

Term loans with fixed rates
Term loans with floating rates
Credit lines with fixed rates
Credit lines with floating rates
Bonds payable

Finance lease liabilities
Promissory notes issued

Total non-current borrowings
Current

Term loans with fixed rates

Term loans with floating rates
Credit lines with fixed rates
Credit lines with floating rates
Term loans due to related parties
Bonds payable

Promissory notes issued
Finance lease liabilities

Total current borrowings

Total borrowings

Bonds payable

31 December

31 December

2010 2009
3,012,431 5,259,364
11,244,082 2,014,044
20,312,310 8,700,115
4,599,600 —
— 3,717,486

199,377 47,993
3,816 3,463
39,371,616 19,742,465
10,153,651 12,910,813
12,532,844 12,336,550
13,840,844 6,761,600
5,678,549 8,656,668
44,913 1,697,610
4,170,172 2,287,369
42,358 49,460
102,050 95,313
46,465,381 44,695,383
85,836,997 64,437,848

The bonds payable represent bonds issued by the Group at various times, as described below.

In June 2005, the Company issued 3 million bonds at par value of RUB 1 thousand each (“Bond 01”).
The interest yield on the bonds amounted to 9.5% p.a. The bonds were fully redeemed in June 2010,
the 1,820-th day following the date of placement (the carrying value of Bond 01 at 31 December 2009

was RUB 2,287,369 thousand).

In April 2008, the Company issued 8 million bonds at par value of RUB 1 thousand each (“Bond 03”).
The bonds are repayable beginning 21 April 2015, the 2,548-th day following the date of placement.
The bonds contain a buy back option by the holder or the Company beginning on 26 April 2011 equal
to the amortised cost of the bonds on the date the option is exercised. During the year ended

31 December 2010, the Group repaid 1,209 bonds for RUB 1,209 thousand. The carrying value of
Bond 03 at 31 December 2010 was RUB 3,209 thousand (31 December 2009: RUB 4,418 thousand).

The interest yield on the bonds amounts to 8.0% p.a.
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In 2009, the Company repurchased 3,040,406 bonds for RUB 3,054,297 thousand (2008: 1,149,401
bonds for RUB 1,372,942 thousand). In October 2009, during first buy-back option 1,155,779 bonds
were redeemed at 98% face-value. Also in December 2009, the Company converted 2,649,996 bonds
into exchange bonds (“BO 01”) for a higher interest rate.

In December 2009, the Company issued 5 million bonds BO 01 at par value of RUB 1 thousand each.
The bonds contain a buy-back option commencing 8 December 2011. The bonds are repayable
beginning December 2012, the 1,092-th day following the date of placement. The interest yield
amounts to 16.5% p.a. In 2009, the Company repurchased 1,257,634 bonds for RUB 1,257,634 thousand.
During the year ended 31 December 2010, the Group sold 418,149 bonds to third parties for

RUB 428,606 thousand. The carrying value of the BO 01 at 31 December 2010 was

RUB 4,166,963 thousand (31 December 2009: RUB 3,717,486 thousand).

Term loans and credit lines

The Group has various borrowing agreements with lenders including term loans, revolving credit
facilities and letter of credit facilities.

During the year, the Group negotiated additional borrowing facilities totaling RUB 52,097,046 thousand
which comprised term loans of RUB 8,594,295 thousand and credit lines of RUB 43,502,751 thousand
including the following:

. two credit lines each of RUB 10,000,000 thousand are repayable in quarterly installments from
2011 through 2014;

. various term loans totaling RUB 8,594,295 thousand that have various maturity dates through
June 2015;

. two credit lines denominated in US Dollar totaling RUB 1,130,693 thousand are repayable in full
in April and August 2011;

) credit lines from various banks denominated in Russian Roubles totaling RUB 22,372,058 thousand
are each repayable through January 2015.

The above facilities bear interest at rates varying between 7.0% and 17.0% and were used to retire
debts and fund working capital.

In June 2010, the Group renegotiated the terms of a long-term loan amounting to RUB 6,653,736 thousand
from BNP Paribas (31 December 2010: RUB 5,080,298 thousand outstanding). The repayment period was
extended from June 2010-November 2017 to June 2011-December 2020. The loan was originally issued to
the Group in February 2008. The terms of the modified loan are not substantially different, and fees
paid in the modification are treated as an adjustment to the carrying amount of the original liability
and are amortised over the remaining life of the modified loan.

In August 2010, the Group renegotiated the terms of a short-term loan amounting to

RUB 2,540,000 thousand from ZAO Raiffeisenbank (31 December 2010: RUB 1,424,477 thousand
outstanding). The repayment date was extended from August 2010 to February 2013, and the maximum
interest rate was reduced from MOSPRIME 1M+7.5% to MOSPRIME 1M+5%. The loan was originally
issued to the Group in February 2009. The terms of the modified loan are not substantially different, and
fees paid in the modification are treated as an adjustment to the carrying amount of the original liability
and are amortised over the remaining life of the modified loan.

In addition, at 31 December 2010 the Group had available undrawn amounts under credit lines totaling

RUB 10,655,528 thousand, of which the RUB 8,944,354 thousand is denominated in RUB and the
rest is in Euro and USD.
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The nominal interest rates at 31 December 2010 were as follows:

Term loans with fixed rates

Term loans with floating rates
Credit lines with fixed rates

Credit lines with floating rates
Bonds payable
Term loans due to related parties

At 31 December 2009:

Term loans with fixed rates

Term loans with floating rates
Credit lines with fixed rates
Credit lines with floating rates

Bonds payable
Term loans due to related parties

* CBRF refinancing rate

RUB

usD

Euro

9.0%-16.0%
MOSPRIME +
from

2.5% to 5.5%,
10.0-12.0%
7.5%-17.0%
MOSPRIME +
from

5.0% to 6.0%,
CBREF rate* +
6.5%, 10.0%-
15.1%
8%-16.5%
10.0%

RUB

5.0%-11.0%

LIBOR + 6.75%

LIBOR + 5.7%

usD

EURIBOR +
from
1.0% to 3.1%

Euro

9.0%-20.0%
MOSPRIME +
from

2.5% to 7.5%
13.75%-17.63%
MOSPRIME +
4.5%, CBRF
rate*+5.5%
9.5%-16.5%

LIBOR + from
3.5% 10 6.75%

LIBOR +from
3,2%1t05.7%

3%

EURIBOR +
from
0.29% to 3.1%

The non-current borrowings maturity schedule, excluding the present value of minimum lease payments,

is as follows:

1to 2 years
2 to 3 years
3 to 4 years
4 to 5 years
Beyond 5 years

Total non-current borrowings

31 December

31 December

2010 2009
15,508,897 4,181,170
12,448,975 9,361,118

8,674,311 3,612,120
1,953,955 2,536,600
686,101 3,464
39,172,239 19,694,472

Certain of the loan agreements contain debt covenants that impose restrictions on the purposes for
which the loans may be utilised, covenants with respect to disposal of assets, incurring of additional
liabilities, issuance of loans or guarantees, obligations under any future reorganisation procedures or
bankruptcy of borrowers and also maintain that the respective Group entities maintain pledged assets.
In addition, these agreements contain financial covenants which include, compliance with several
financial ratios, clauses regarding the acceleration of payment upon default, including cross-fault

provisions.
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At 31 December 2009, the Group did not comply with certain covenants such as financial ratios and
bank account turnovers. The borrowings amount breached at 31 December 2009 were borrowings of
RUB 14,261,596 thousand. Consequently, non-current borrowings of RUB 10,882,146 thousand have
been reclassified to short-term borrowings.

At 31 December 2010, the Group was still out of compliance with certain financial covenants contained
in lending agreements with BNP Paribas and Bank of Moscow. As a result of these breaches,

RUB 11,247,746 thousand of non-current borrowings remained classified as short-term borrowings
on the consolidated statement of financial position. Prior to the date of authorisation of the
consolidated financial statements for issue, the Group has obtained waivers from the lenders.

The Group’s lenders have allowed the Group to continue to pay these obligations based on the original
maturity schedule. The original maturity of the discounted long term borrowings classified as current
borrowings is as follows:

31 December 31 December

2010 2009

1to 2 years 6,180,651 3,177,545
2 to 3 years 1,569,728 2,437,192
3to 4 years 491,870 1,455,099
4 to 5 years 494,510 1,010,446
Beyond 5 years 2,510,987 2,801,864
Total non-current borrowings (excluding finance lease liabilities) 11,247,746 10,882,146

Minimum lease payments under finance leases and their present values are as follows:

Present value of

Minimum lease payments minimum lease payments
31 December 31 December 31 December 31 December
2010 2009 2010 2009
Due in 1 year 160,558 127,449 102,050 95,313
Due between 1 and 5 years 280,270 57,114 199,377 47,993
Total 440,828 184,563 301,427 143,306

All finance lease liabilities are effectively collateralised by the leased equipment as the right to
the asset reverts to the lessor if the Group defaults on the lease.

Management believes that fair values of borrowings do not differ significantly from their carrying
amounts. The Group’s borrowings denominated in foreign currencies are disclosed in Note 33.
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20. RETIREMENT BENEFIT OBLIGATIONS

Retirement benefit obligations consist of the following:

2010 2009
Present value of unfunded obligations at 1 January 445,393 359,274
Unrecognised past service cost at 1 January (107,515) (122,875)
At 1 January 337,878 236,399
Current service cost 22,240 14,772
Interest cost (Note 28) 40,077 31,904
Past service cost 15,360 15,360
Actuarial losses 2,946 53,633
Disposal of subsidiary (Note 7) - (9,847)
Settlements (6,905) (4,343)
Present value of unfunded obligations at 31 December 503,751 445 393
Unrecognised past service cost at 31 December (92,155) (107,515)
At 31 December 411,596 337,878

Expense recognised in the consolidated statement of comprehensive income and loss:

2010 2009
Current service cost 22,240 14,772
Interest expense (Note 28) 40,077 31,904
Past service cost 15,360 15,360
Actuarial losses 2,946 53,633
Total net benefit expense 80,623 115,669

Pension plan liabilities are estimated using actuarial techniques and the following assumptions:

31 December

31 December

2010 2009
Discount rate 7.5%-8.0% 9.0%
Initial rate 6.0%-8.0% 6.50%-10.25%
Future salary increases 6.0%-8.0% 8.00%-10.25%
Future pension increases 6.0%-8.0% 6.50%-10.25%
Depending on
Withdrawal rate years of service 4.5%-5.8%
Actuarial results may differ from the estimates, and may be revised in the future.
Sensitivity analysis for pension plan obligations is as follows:
31 December Discount rate Salary rate Withdrawal rate

2010 0.75% -0.75% 0.75% -0.75% 1.50% -1.50%
ChelPipe 178,234 169,216 188,374 188,250 169,196 159,423 196,335
PNTZ 209,491 201,004 218,912 218,798 200,986 191,149 230,244
OJSC “ALNAS” 116,026 104,672 129,400 129,601 104,374 110,529 122,495
Total 503,751 474,892 536,686 536,649 474,556 461,101 549,074
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21.

22.

23.

24,

TAXES PAYABLE

Current taxes payable consist of the following:

Value added tax

Unified social tax

Income tax

Salary withholding tax

Property tax

Other taxes

Provisions for VAT and other taxes (other than income tax) fines and
penalties

Total taxes payable

ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Trade payables
Interest payable
Accrued liabilities and other creditors

Total financial liabilities
Wages and salaries payable*

Total accounts payable and accrued expenses

*Non-financial liabilities

The Group’s payables denominated in foreign currencies are disclosed in Note 33.

REVENUE

Domestic sales of steel pipes
Domestic sales of oilfield services
Domestic sales of scrap

Export of steel pipes

Export of oilfield services
Domestic sales of other goods

Total revenue

COST OF SALES

Raw materials

Salaries and salary taxes

Cost of goods for resale

Production overheads and repairs

Energy and utilities

Deprecation and amortisation

Change in balances of work in progress and finished goods
Change in inventory allowance

Total cost of sales
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31 December

31 December

2010 2009
298,065 1,218,123
283,893 161,974

20,052 77,003
89,110 68,376
137,594 68,126
84,780 71,579
— 340,850
913,494 2,006,031

31 December

31 December

2010 2009
15,195,556 11,130,188
196,856 407,905
410,855 301,258
15,803,267 11,839,351
905,991 672,883
16,709,258 12,512,234
2010 2009
63,728,545 38,448,999
11,374,632 9,991,772
4,690,969 2,080,805
4,456,952 4,611,084
793,855 289,179
355,762 657,549
85,400,715 56,079,388
2010 2009
43,513,039 25,319,662
6,579,829 5,132,033
3,665,694 4,086,918
2,942,973 1,727,269
2,643,089 2,108,502
2,443,765 1,671,212
(2,291,917) 542,575
(403,699) (583,868)
59,092,773 40,004,303
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25,

26.

27.

DISTRIBUTION COSTS

Transportation and customs expenses
Salaries and salary taxes

Packaging, storage and handling
Commission

Office expenditure

Operating lease expense
Depreciation and amortisation
Advertising and marketing expenses
Other

Total distribution costs

GENERAL AND ADMINISTRATIVE EXPENSES

Salaries and salary taxes
Non-production overheads and repairs
Taxes other than income tax
Depreciation and amortisation
Management services

Insurance

Consultancy, audit and legal services
Loss/(gain) on disposal of subsidiary
Auxiliary materials

Operating lease expense/(income)
(Decrease)/increase in provisions for VAT recoverables
Other

Total general and administrative expenses

2010 2009
4,570,089 2,097,539
897,506 835,006
305,394 162,689
248,107 239,175
160,854 111,344
120,780 124,203
76,157 94,812
46,612 91,103
73,426 67,281
6,498,925 3,823,152
2010 2009
1,888,185 1,606,124
1,278,668 985,861
818,965 573,882
541,722 578,567
468,280 697,255
243,112 245,353
229,116 226,823
166,690 (104,321)
40,325 270,642
28,756 (158,086)
(340,850) 205,702
337,433 439,796
5,700,402 5,657,598

In 2010, total staff cost in cost of sales, distribution costs and general and administrative expenses
amounted to RUB 9,365,520 thousand (2009: RUB 7,573,163 thousand).

In 2010, other operating expenses of RUB 464,139 thousand (2009: RUB 416,965 thousand) disclosed
in the consolidated statement of comprehensive income and loss mainly consist of financial aid to
employees and war veterans, donations to a health resort for employees and their families, donation

to child day-care centres, football and hockey teams sponsorship.

REVERSAL OF IMPAIRMENT/(IMPAIRMENT) OF ASSETS

Trade and other receivables (Note 15)
VAT recoverable allowance

Property, plant and equipment (Note 9)
Promissory notes receivables (Note 14)

Total reversal of impairment/(impairment) of assets
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2010 2009
250,621 (2,230,725)

8,973 (271,731)
161,318 (76,482)
(66,768) (38,334)
354,144 (2,617,272)
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28.

29.

INTEREST INCOME AND EXPENSE

2010 2009
Interest income on loans receivable 1,186,086 1,604,158
Unwinding of discount on trade receivables 34,290 349 231
Total interest income 1,220,376 1,953,389
Interest expense on borrowings 8,991,880 9,068,703
Finance charges under finance lease 37,788 34,795
Interest on employee benefits liabilities (Note 20) 40,077 31,904
Total interest expense 9,069,745 9,135,402
INCOME TAX
Income taxes comprise the following:
2010 2009
Current tax 1,542,791 368,938
Deferred tax 453,548 (607,699)
Income tax expense/(benefit) 1,996,339 (238,761)
Reconciliation between the statutory rate and actual income tax charge is provided below:
2010 2009
Profit/(loss) before income tax 6,720,310 (4,685,286)
Theoretical tax expense/(benefit) at the statutory rate
(2010: 20%-Russia, 19%-Czech, 2009: 20%-Russia) 1,344,062 (937,057)
Tax effect of items which are not deductible or assessable for
taxation purposes:
- Unrecognised deferred tax assets 418,994 404,232
- Interest expenses 46,294 101,381
- Non-deductible employee benefits 39,251 25,885
- Foreign exchange loss 3,245 32,062
- Taxes, fines and penalties 1,656 5,389
- (Gain)/loss on disposal of investments and property, plant and
equipment (57,309) 41,277
- Other non-deductible expenses 200,146 88,070
Income tax expense/(benefit) 1,996,339 (238,761)

Differences between IFRS and Russian and Czech Republic tax principles give rise to temporary
differences between the carrying amount of assets and liabilities for financial reporting purposes and
their tax bases. The tax effect of the movements in these temporary differences is detailed below

and is recorded at the rate of 20% for Russia and 19% for Czech Republic:
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30.

31.

Deferred tax assets and liabilities are offset when the Group has a legally enforceable right to do so
and intends to settle on a net basis.

EARNINGS PER SHARE

For the year ended 31 December 2010, basic earnings per share is calculated by dividing the profit
attributable to owners of the Company in the amount of RUB 4,780,693 thousand (year ended

31 December 2009: loss RUB 4,195,531 thousand) by the weighted average number of ordinary
shares outstanding during the year ended 31 December 2010, excluding treasury shares, which
comprised 454,705,728 shares (2009: 467,599,522 shares).

The Company has no potentially dilutive ordinary shares; accordingly there is no difference between
diluted earnings per share and basic earnings per share.

BALANCES AND TRANSACTIONS WITH RELATED PARTIES

Generally parties are considered to be related if one party has the ability to control the other party,
is under common control or can exercise significant influence over, or is under significant influence of
the other party in making financial and operational decisions. In considering each possible related
party relationship, attention is directed to the substance of the relationship, not merely the legal form.

Related parties may enter into transactions, which unrelated parties might not, and transactions between
related parties may not be effected on the same terms, conditions and amounts as transactions between
unrelated parties. Related parties of the Group predominantly comprise parties under the control of
the Group’s controlling shareholders.

The nature of the related party relationships for those related parties with whom the Group entered
into significant transactions or had significant balances outstanding at 31 December 2010 are detailed
below:

Entities under

Entities significant

controlled by influence of

the Group’s the Group’s

controlling controlling

Associates shareholder shareholder

Gross amount of trade and other receivables 119,987 879,468 2,249,245
Originated loans and promissory notes receivable 121,050 123,930 845,465
Trade and other payables (150,360) (585,864) (291,704)
Loans payable (23,913) - (21,000)

During year ended 31 December 2010, the Group transferred debts of third parties to related parties
at fair value of RUB 189,918 thousand under cession agreements (2009: RUB 126,826 thousand).

53



OPEN JOINT STOCK COMPANY CHELYABINSK TUBE-ROLLING PLANT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2009
(thousands of Russian Roubles)

Income and expense items with related parties in year ended 31 December 2010 were as follows:

Entities
controlled by
the Group’s
controlling
shareholder

Entities under
significant
influence of
the Group’s
controlling
shareholder

Associates
Revenue (1,225,100)
Purchases 19,033
Distribution expenses -
General and administrative expenses 27,732
Finance income and expenses, net (16,746)

2,509,886
(995,352
(218,903
(393,355

(54,635

e e e —

152,373
1,183,599
24,484
78,971
1,028,060

At 31 December 2010, no guarantees were issued or received by the Group on behalf of related parties.

Transactional cash flows with related parties in year ended 31 December 2010 were as follows:

Entities
controlled by
the Group’s
controlling
shareholder

Entities under
significant
influence of
the Group’s
controlling
shareholder

Associates
Operating activities 1,458,950
Financing activities (21,132)
Investing activities (120,400)

(6,512,638)
(503,145)
126,231

(1,367,520)
(481,875)
6,045,391

On 30 December 2008, ChelPipe agreed a RUB 5,800,000 thousand loan agreement, lending

that amount to Nistycreek Ltd., a Cyprus holding company. In September 2010, the Company
deemed Nistycreek a related party in accordance with IAS 24 as the entity is under the significant
influence of Mr. Andrei Komarov, ChelPipe’s controlling beneficial owner. The loan became effective
on 29 January 2009, at which time the loan agreement was also amended to increase the loan amount
to RUB 7,057,183 thousand. The loan is unsecured and bears interest at an annual rate of 12.2%.

The related party disclosures below have been restated to reflect the Nistycreek loan as a related

party transaction.

The nature of the related party relationships for those related parties with whom the Group entered
into significant transactions or had significant balances outstanding at 31 December 2009 are

detailed below:

Entities
controlled by
the Group’s
controlling
shareholder

Entities under
significant
influence of
the Group’s
controlling
shareholder

Associates
Gross amount of trade and other receivables 163,366
Originated loans and promissory notes receivable -
Trade and other payables (151,929)
Loans payable (45,045)

54

1,335,703
107,877

(390,836)

(499,029)

1,435,968
7,109,430

(606,950)

(1,053,536)
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Income and expense items with related parties in 2009 were as follows:

Entities under

Entities significant

controlled by influence of

the Group’s the Group’s

controlling controlling

Associates shareholder shareholder

Revenue 820,996 1,777,739 315,747

Purchases (7,788) (5673,977) (43,640)

Selling, general and administrative expenses (938) (792,561) (34,957)

Finance income and expenses, net 2,244 (49,015) 1,599,222
Transactional cash flows with related parties in 2009 were as follows:

Entities under

Entities significant

controlled by influence of

the Group’s the Group’s

controlling controlling

Associates shareholder shareholder

Operating activities 923,025 (275,999) (1,898,045)

Financing activities (6,101) 387,595 (1,811,724)

Investing activities - 464,916 (6,504,633)

Directors’ and key management remuneration

At 31 December 2010, the Board of Directors comprised 7 directors (31 December 2009: 7 directors).
During the year ended 31 December 2010, compensation of the Board amounted to RUB 15,718
thousand and was included in general and administrative expenses (2009: RUB 62,083 thousand).

The remuneration of key management of the Group consists of salary and bonuses, which are
discretionary and can be accrued based on annual results, but the Group does not have any legal or
constructive obligation to do so. During the year ended 31 December 2010, the aggregate remuneration
amounted to RUB 84,564 thousand were accrued and paid to executives of the Group (2009: nil).

Non-controlling interests

At 31 December 2010, RUB 188,568 thousand of a non-controlling interest of 26.4% of the net assets
of OJSC “Izhneftemash” was attributable to an entity controlled by the Group’s key management

personnel (31 December 2009: RUB 193,246 thousand).
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32.

CONTINGENCIES, COMMITMENTS AND OPERATING RISKS
Legal proceedings

The Group is involved in a number of court proceedings (both as a plaintiff and a defendant) arising in
the ordinary course of business. In the opinion of management, there are no current legal proceedings
or other claims outstanding, which could have a material effect on the result of operations or financial
position of the Group.

Tax legislation

Russian tax, currency and customs legislation is subject to varying interpretations, and changes, which
can occur frequently. Management’s interpretation of such legislation as applied to the transactions and
activity of the Group may be challenged by the relevant regional and federal authorities.

The Russian tax authorities may be taking a more assertive position in their interpretation of the legislation
and assessments, and it is possible that transactions and activities that have not been challenged in the
past may be challenged. The Supreme Arbitration Court issued guidance to lower courts on reviewing tax
cases providing a systemic roadmap for anti-avoidance claims, and it is possible that this will significantly
increase the level and frequency of tax authorities’ scrutiny. As a result, significant additional taxes,
penalties and interest may be assessed. Fiscal periods remain open to review by the authorities in
respect of taxes for three calendar years preceding the year of submission of tax declaration. Under
certain circumstances reviews may cover longer periods.

At 31 December 2010, management believes that its interpretation of the relevant legislation is
appropriate and that it is probable that the Group's tax, currency and customs positions will be sustained.

Russian tax legislation does not provide definitive guidance in certain areas. From time to time,
the Group adopts interpretations in such areas that may impact the overall tax rate of the Group and
such interpretations may be subject to challenge by the tax authorities.

Management estimates that the Group has possible obligations from exposure to other than remote tax
risks related to recovery of input VAT. The impact of any challenge by the tax authorities cannot be
reliably estimated, however, it may be significant to the financial condition and/or the overall operations
of the Group.

In addition to the matters above, management estimates that the Group has other possible obligations
from exposure to other than remote tax risks of RUB 533,543 thousand at 31 December 2010

(31 December 2009: RUB 346,990 thousand) which relate primarily to VAT and corporate profit tax.
There is no liability recorded for this exposure as management does not believe payment is probable.

Capital expenditure commitments

At 31 December 2010, the Group had contractual capital expenditure commitments to
acquire equipment and works of capital nature totaling RUB 3,641,192 thousand
(31 December 2009: RUB 7,058,850 thousand).
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Assets pledged and restricted

At 31 December 2010, the Group has the following assets pledged as collateral:

31 December 2010 31 December 2009
Asset Asset
pledged, pledged,
carrying Related carrying Related
Notes value liability value liability
ZAO Raiffeisenbank 19 854,995 5,131,782 756,967 6,381,004
UniCredit Bank AG (Munich) 19 2,735,572 2,942 400 2,942,790 3,590,822
European Bank for Reconstruction and
Development 19 — — 2,254,527 3,525,299
OJSC SBERBANK 19 3,280,755 11,497,665 3,583,853 4,230,587
OJSC Bank of Moscow 19 962,146 8,442 541 790,271 8,443,100
ZAO UniCredit Bank (Moscow) 19 421,453 476,850 421,453 669,230
OJSC Gazprombank 19 1,087,284 9,856,613 1,231,127 4,588,895
OJSC VTB Bank 19 — — 740,710 500,000
OJSC Alfa-Bank 19 1,040,430 673,000 — —
OJSC Nordea Bank 19 145,401 349,840 — —
JSC NOMOS-BANK 19 108,830 1,290,000 — —
JSCB SOYUZ 19 651,175 500,000 — —
OJSC AKIBANK 19 86,559 30,000 — —
Property, plant and equipment 9 11,374,600 41,190,691 12,721,698 31,928,937
OJSC SBERBANK 19 2,240,881 4,989,636 2,139,388 4,076,146
ZAO UniCredit Bank (Moscow) 19 350,000 396,005 423,729 555,770
Inventory 13 2,590,881 5,385,641 2,563,117 4,631,916
JSCB Metallinvestbank 19 — — 9,000 9,000
Promissory notes 14 — — 9,000 9,000
Total 13,965,481 46,576,332 15,293,815 36,569,852

At 31 December 2010, the total loan indebtedness due to ZAO Raiffesenbank, ZAO UniCredit Bank,
OJSC Bank of Moscow and Ural Bank for Reconstruction and Development in amount of

RUB 11,233,166 thousand is secured by a pledge of UTS future revenue proceeds in amount of

RUB 6,048,372 thousand (31 December 2009: RUB 11,098,725 thousand of loan indebtedness is secured
by pledge in amount of RUB 5,522,651 thousand). At 31 December 2010, the total loan indebtedness due
to OJSC SBERBANK and JSC NOMOS-BANK in the amount of RUB 1,050,000 thousand is secured
by a pledge of LLC “Alnas-N" and LLC “Ulyanovsk Alnas Service” future revenue proceeds in amount
of RUB 3,671,201 thousand (31 December 2009: RUB 70,000 thousand of loan indebtedness is
secured by pledge in amount of RUB 264,588 thousand).

The guarantees, provided by OJSC Bank of Moscow to pipeline construction companies on behalf of
the Group, were secured by pledge of the property, plant and equipment in amount of
RUB 317,782 thousand and inventories in amount of RUB 424,122 thousand at 31 December 2010.
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33.

At 31 December 2010, the following Group’s shares were pledged as collateral:

Percent of

Company Pledger Pledgee Year of pledge share capital

ChelPipe Group’s shareholders  OJSC Gazprombank 2010 50%+1 share

ChelPipe Group’s shareholders  OJSC SBERBANK 2010 11.24%
ChelPipe Group’s shareholders  OJSC Bank of

Moscow 2009 1.94%

PNTZ The Group OJSC SBERBANK 2010 50%+1 share

PNTZ The Group ZAO Raiffeisenbank 2009 20.00%
OJSC Bank of

CJSC SKS “Metris”, UTS The Group Moscow 2009 100.00%

SOT The Group OJSC SBERBANK 2010 50%+1 share

OJSC “ALNAS” The Group ZAO Raiffeisenbank 2008 95%+1 share

OJSC “Izhneftemash” The Group OJSC Nordea Bank 2009 50.27%

Tomskneftegazgeofizika Ltd. The Group OJSC Nordea Bank 2009 68.42%

Insurance policies

Under the bank loan covenants the Group is to insure its assets during the loan period. The Group has
insured all its manufacturing property, plant and equipment during the year ended 31 December 2010
for a maximum of RUB 19,013,444 thousand (deductible of RUB 2,907 thousand) (2009: for a maximum
of RUB 25,515,000 thousand (deductible of RUB 81,000 thousand). However, the insurance does
not cover the risks of damage to third parties and losses from temporary suspension in the production
process. Management does not believe exposure to those risks is significant.

FINANCIAL RISK MANAGEMENT
33.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including foreign exchange
risk, fair value interest rate risk, cash flow interest rate risk and price risk), credit risk and liquidity
risk. Although the Group lacks formalised risk management programs, its overall risk management
procedures focus on the unpredictability of financial and commodity markets and seek to minimise
potential adverse effects on the Group’s financial performance and exposures. The Group does not
use derivative financial instruments to hedge its risk exposures.

Risk management is carried out by treasury departments of each of the Group companies under
general guidance of the treasury department of the Company. Treasury departments of the companies
of the Group identify, evaluate and take measures to minimise financial risks in close co-operation with
Chelpipe’s treasury department.

(a) Market risk

(i) Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from various
currency exposures, primarily with respect to the Euro and USD.

Foreign exchange risk arises when future commercial transactions or recognised assets or liabilities
are denominated in a currency other than the Group’s functional currency. Group companies do not
have a formal policy to manage their foreign exchange risk against their functional currency. Management
of the Group minimises cash held with banks to reduce or eliminate foreign exchange risk exposure on its
cash balances.
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At 31 December 2010, if the Russian Rouble had weakened/strengthened by 20% (31 December 2009:
20%) against the USD with all other variables held constant, the Group’s post-tax profit for the year
would have been 894,577 thousand lower/higher (31 December 2009: post-tax loss for the year would
have been RUB 293,235 thousand higher/lower), mainly as a result of foreign exchange losses/gains
on translation of USD denominated receivables and borrowings denominated in USD.

At 31 December 2010, if the Russian Rouble had weakened/strengthened by 20% (31 December
2009: 20%) against the Euro with all other variables held constant, the Group’s post-tax profit for
the year would have been RUB 1,746,298 thousand lower/higher (31 December 2009: post-tax loss
for the year would have been RUB 1,796,886 thousand higher/lower), mainly as a result of foreign
exchange losses/gains on translation of Euro-denominated borrowings and accounts payable.

Analysis by currency is as follows:

31 December 2010 31 December 2009

RUB UsD Euro RUB UsD Euro

Monetary financial assets 16,451,361 309,798 394,850 20,497,934 1,841,094 89,460

Trade accounts receivables 8,576,546 62,126 316,499 6,203,102 47,765 60,207

Other accounts receivables 473,444 3,326 — 2,341,965 444 155 —
Promissory notes and loans

receivable 1,581,250 7,287 — 7,448,198 613,310 556

Interests receivable 2,510,960 1,887 — 1,591,710 33,357 —

Cash 3,309,161 235,172 78,351 2,912,959 702,507 28,697

Monetary financial liabilities (84,430,149) (5,900,904) (11,309,210) (55,912,787) (6,719,692) (13,644,720)

Borrowings (72,759,445) (4,707,252) (8,022,698) (45,576,234) (5,651,447) (11,337,077)
Promissory notes and loans

payable (46,174) — — (712,369) (1,017,415) —
Trade accounts payable (10,767,939) (1,185,256) (3,242,361) (8,848,625) (40,023) (2,241,540)
Other accounts payable (404,812) (6,043) — (296,240) (4,969) (49)
Finance lease payments (260,431) - (40,996) (143,306) - -
Interests payable (191,348) (2,353) (3,155)  (336,013) (5,838) (66,054)
Total, net (67,978,788) (5,591,106) (10,914,360) (35,414,853) (4,878,598) (13,555,260)
(i) Price risk

The Group is not exposed to equity securities price risk because it does not hold a material portfolio
of quoted equity securities. The Group is not exposed to commodity price risk because its finished
products and raw materials are not traded on a public market.

(iii) Cash flow and fair value interest rate risk

As the Group has no significant assets bearing interest at floating rates, the Group’s income and
operating cash flows are substantially independent of changes in market interest rates.

The Group’s interest rate risk arises from borrowings. Borrowings issued at variable rates expose the
Group to cash flow interest rate risk. Borrowings issued at fixed rates expose the Group to fair value
interest rate risk. Management of the Group minimises exposure to fluctuations in interest rates by
holding unused facilities both under fixed and variable interest rate loans. All loan agreements permit
early redemption. Management of the Group is able to redeem and withdraw loans managing

its exposure to interest rate risk. In 2010 and 2009, the Group’s borrowings at variable rate were
denominated in RUB, USD and Euro.

The Group analyses its interest rate exposure on a dynamic basis. Various scenarios are simulated
taking into consideration refinancing, renewal, existing positions and alternative financing. Based on
these scenarios, the Group calculates the impact on profit and loss of a defined interest rate shift.
For each simulation, the same interest rate shift is used for all currencies. The scenarios are run only
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for liabilities that represent major interest-bearing positions and include all type of loan agreements
with floated and fixed rates. During year ended 31 December 2010, based on the simulations performed,
the impact on post-tax profit of a 100 basis points shift in interest rate would be an increase/decrease
of RUB 598,840 thousand (2009: the impact on post-tax loss would have been a decrease/increase
of RUB 527,636 thousand).

The Group does not apply hedge accounting and has not entered into any hedging arrangements in
respect of its foreign currency liabilities or interest rate exposures.

(b) Credit risk

Credit risk is managed at the level of individual Group companies. The maximum exposure to credit
risk at the reporting date was equal to RUB 17,156,010 thousand (31 December 2009:

RUB 22,428,488 thousand) and approximates the fair value of each class of receivables, promissory
notes and loans receivable, deposits with banks and financial institutions and cash and cash equivalents.

The Group’s major clients are represented by final customers, i.e. large oil and gas or pipeline construction
companies. Limits of the accounts receivable are established on quarterly basis and monitored by
the management of the Group.

The table below shows the major balances with banks at the reporting date.

31 December 31 December
Agency Rating 2010 2009
Cash and cash equivalents

OJSC SBERBANK Fitch Ratings BBB 1,178,420 2,557,425
OJSC Bank of Moscow Fitch Ratings BBB- 913,480 -
«AVANGARD» Joint Stock BANK Moody’s B2 542,725 -
ZAO UniCredit Bank (Moscow) Fitch Ratings BBB+ - 738,185
ZAO Raiffeisenbank Fitch Ratings BBB+ — 127,089

Total risk concentrations within
cash and cash equivalent 2,634,625 3,422,699

The tables below show the balances of the three major counteragents for trade receivables and
promissory notes and loans receivable, at the reporting date:

31 December 31 December
2010 2009
Trade receivables
Counterparty 1 1,685,294 2,338,724
Counterparty 2 1,412,852 1,070,175
Counterparty 3 892,633 355,646
Total risk concentrations within trade receivables 3,990,779 3,764,545
Promissory notes and loans receivable
Counterparty 1 834,224 6,503,184
Counterparty 2 422 437 422 437
Counterparty 3 104,000 400,273
Total risk concentrations within promissory notes and loans
receivable 1,360,661 7,325,894
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At 31 December 2010, cash and cash equivalents comprise RUB 3,622,684 thousand (31 December 2009:
RUB 3,644,163 million). Out of this amount cash on hand and balances with banks are

RUB 2,232,230 thousand (31 December 2009: RUB 371,791 thousand) and term deposits and bank
promissory notes account for RUB 1,390,454 thousand (31 December 2009: RUB 3,272,372 thousand).
All deposits were withdrawn shortly after the reporting date. For banks and financial institutions, only
the top 20 Russian banks by capital are used by the Group. The Group does not hold any collateral
as security for these financial assets.

At 31 December 2010, trade receivables and other receivables (Note 15) comprise RUB 9,431,943
thousand (31 December 2009: RUB 9,097,194 thousand). Balances due from third parties account
for RUB 6,183,243 thousand and from related parties account for RUB 3,248,700 thousand of this
amount (31 December 2009: RUB 6,162,157 thousand and RUB 2,935,037 thousand respectively).
Management of the Group believes that credit risks on trade and other receivables balances are
limited to specific customers because a majority of their customers have good payment history due
to their long business relationships with the Group.

At 31 December 2010, balances due from overseas customers comprise RUB 288,918 thousand
(31 December 2009: RUB 358,491 thousand). The customers are mainly represented by state-owned
companies and/or large oil and gas companies and/or large companies engaged in construction of
pipelines with which the Group has a long history of doing business.

At 31 December 2010, balances of promissory notes, loans and interest receivable comprise
RUB 4,101,384 thousand (31 December 2009: RUB 9,687,131 thousand) and include balances
due from related parties of RUB 1,090,445 thousand (31 December 2009: RUB 8,653,275 thousand).

Cash was collected according to the contractual terms during the reporting period, and management
does not expect any losses from non-performance by these counterparties.

(c) Liquidity risk

The Group believes prudent liquidity risk management includes maintaining sufficient cash and marketable
securities, the availability of funding from an adequate amount of committed credit facilities and

the ability to close out market positions. As disclosed in Note 2, the Group was significantly impacted
by the economic downturn and has been taking steps to improve its liquidity. Management is actively
focused on obtaining additional financing, managing its available working capital and as needed,
modifying its debt agreements.

The table below analyses the Group’s financial liabilities into relevant maturity groupings based on
the remaining period at the reporting date to the contractual maturity date. The amounts disclosed in
the table are the contractual undiscounted cash flows, including interest. Balances due within

12 months approximate their carrying balances as the impact of discounting is not significant.

Less than Between1and Between 2 and More than
1 year 2 years 5 years 5 years
At 31 December 2010
Trade and other payables 16,512,402 - - -
Promissory notes payable 42,359 - - 31,495
Borrowings 50,319,603 27,448,187 29,733,697 3,464,603
Finance lease liabilities 160,558 280,270 — —
At 31 December 2009
Trade and other payables 12,104,328 - - -
Promissory notes payable 49,460 - - 31,495
Borrowings 46,502,326 13,114,050 16,307,601 4,814,718
Finance lease liabilities 127,449 51,044 6,070 —

At 31 December 2010, current liabilities of the Group exceed its current assets. For further discussion
of liquidity risk see Note 2.
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34.

33.2 Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as

a going concern in order to provide returns for shareholders and benefits for other stakeholders and to
maintain an optimal capital structure to reduce the cost of capital. Management understands the term
‘capital’ as a financial notion of capital defined as invested money or invested purchasing power.

Consistent with other companies in the industry, the Group monitors capital on the basis of portion

of net debt in total equity and debt. This measure is calculated as net debt divided by total capital.

Net debt is calculated as total debt (including long- and short-term borrowings (Note 19) and preferred
shares, as shown in the consolidated statement of financial position) less cash and cash equivalents.

Total capital is calculated as equity, as shown in the consolidated statement of financial position, plus

net debt.

The Group's ability to issue new shares or otherwise modify share capital and to pay dividends is not
limited by debt covenants but is subject to approval from banks.

Measures of net debt to total equity and debt at 31 December 2010 and 2009 were as follows:

31 December 31 December
2010 2009

Total debt 86,058,857 64,625,041
Less: cash and cash equivalents (3,622,684) (3,644,163)
Net debt 82,436,173 60,980,878
Total equity 4,717,102 2,181,717
Total equity and net debt 87,153,275 63,162,595
Net debt to total equity and debt 95% 97%

EVENTS AFTER THE REPORTING PERIOD

In 2011, the Group signed loan agreements to finance operating activities with Evrofinans Mosnarbank
and ZAO “Surgutneftegazbank” in the total amount of RUB 2,000,000 thousand with interest rates of
7.75-10.5% and maturing between 2011 and 2012.

In February 2011, the Group obtained legal transfer of the remaining 2,361,914 treasury shares due
from a third party after such third party breached the agreed upon payment terms (Note 18).
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