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Tickers

Bloomberg HRTR UK
Market information

Market price, USD 0.16
MCap, USD min 415.0
52Wk Hi/Lo, USD 0.25/0.14
No of shares, min 2,598.5
Free float 2.0%
Free float, USD min 8.3
Shareholders

Metinvest Holding 98.00%
Other 2.0%

Current price: UAH 1.3 / USD 0.16 BUY

12M Target: UAH 2.5/ USD 0.32

At its June 25 AGM, Khartsyzk Pipe’s shareholders will be deciding on 2009
dividend distribution. We expect the company will pay UAH 0.6-1 bin in
dividends (UAH 0.23-UAH 0.41/sh), given that it paid dividends in the
preceding four years (dividend yield at 17%-32% at current price). The
expected dividends should be a strong catalyst to the stock price in the short-
term. Additionally, we expect the pipe maker will have strong order book in
2H10-2012 that will support the stock’s value in the long term. Our 12M
target price of UAH 2.5 ($0.32) implies a solid 100% upside. BUY.

Strong 2009 financials: Sales up 30%; EBITDA mgn 20%, net mgn 12%
Thanks to orders for gas pipeline Central Asia - China, Khartsyzk Pipe reported
solid financials in 2009: sales grew 29.5% yoy to UAH 4.8 bin, EBITDA margin
comprised 19.8%, and net margin came to 12.2%, according to UAS. At the
same time, other Ukrainian pipe companies, Interpipe Nyzhnyodniprovsky and
Novomoskovsk Pipes, posted negative EBITDA.

in USD min 2009 2010E 2011E
Sales 620 465 628
EBITDA 122 88 160
margin, % 19.8% 19.0% 25.5%
Net income 76 56 116
margin, % 12.2% 12.0% 18.5%

Source: Company data, Concorde Capital

Favorable outlook for order book in 2011-2015

We have a positive view on Khartsyzk Pipe’s capacity utilization in 2H10-2012, as
we believe that the company will be able to supply its large diameter pipes for
construction of several new pipeline projects. Kharstyzk already supplied pipes
for initial stages of construction of a number of those projects and is well
positioned to be a contractor this time. Additionally, given that Russian pipe
makers are now focused on Nord Stream, we think that Khartsyzk has high
chances to participate in several projects for transporting gas to and within
Europe. We conservatively estimate that over 2011-2015 the company’s order
book can comprise more than $5 bin (see Appendix for project details).

As the pipe maker’s financial dynamics reflects timing of orders in its order book,
we forecast the company’s sales to decrease in 2010 and then to recover in
2011-2012. For this year, we project a 25% yoy drop in sales to USD 465 min
due to lack of orders in 1Q10, when output was down 79% yoy. We expect the
company’s EBITDA margin to slightly decrease to 19.0% and net income margin
to 12% in 2010. In 2011, we estimate Khartsyzk Pipe should grow its top line
35% yoy to $628 mlIn and preserve high margins.

UAH 1.5-2.0 bin dividend payout expected in 2010

Khartsyzk Pipe (as well as Pivnichny and Centralny Iron Ore, the other Metinvest-
owned companies with a tiny free float of up to 2%), has a 4-year history of
paying dividends. Last year, Khartsyzk paid out ~100% of its 2008 profit as
dividends, a total of UAH 1.3 bin, or UAH 0.49/share (div yield of 50%). We
expect the company to continue channeling profits to its key shareholder,
Metinvest, which, at the same time, would benefit minority shareholders. We
estimate this year Khartsyzk will allocate UAH 0.6-1.0 bin for dividends (entire
2009 income or entire retained earnings), which translates into UAH 0.23-
0.41/share (div yield of 17%-32% at current market price).

Target price of UAH 2.5 offers 100% upside.

Comparative valuation, based on 2011E multiples, indicates 60-200% upside
potential. We recommend BUY with a target of UAH 2.5 ($0.32) per share, an
upside of 100%.
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Appendix

Potential demand for Khartsyzk large diameter pipes’

Project Timing Potential revenue
2" stage of gas pipeline Central Asia - China May - Oct 2010 ~$250 min
2" stage of oil pipeline Eastern Siberia - the Pacific Ocean Jan - Nov 2010 ~$300 min
Gas pipeline Spain - France 2010 - 2011 ~$150 min
Gas pipeline France - Belgium 2010 - 2011 ~$150 min
Gas pipeline Algeria - Italy 2010 - 2011 ~$100 min
Modernization of Ukrainian gas transportation system 2011 - 2014 ~$2.5 bln
South Stream (Russia - Italy, Austria) Nov 2010 - 2015 ~$5 bin
Nabucco (Turkmenistan, Azerbaijan - Germany) 2011 - 2014 ~$5 bin
Total potential revenue 2010 - 2014 ~13.5 bin
Ton top of that, Khartsyzk Pipe’s annual sales on the spot market total $100-300 min
Peer valuation
Mcap EV/S EV/EBITDA P/E
USD min 09 10E  11E 09 10E 11E 09 10E 11E
I N
Khartsyzsky Pipe Plant 415.0 0.6 0.9 0.6 3.2 4.5 2.5 5.2 7.1 3.4
I

Tenaris SA-ADR 20,311.1 2.4 2.4 1.6 8.3 8.8 5.4 17.3 16.5 10.8
National Oilwell Varco Inc 14,477.1 1.4 1.0 0.9 6.0 4.2 4.2 10.8 9.4 10.9
Vallourec 9,203.6 1.1 1.8 1.4 3.7 9.3 5.7 6.8 18.9 10.4
Tmk-GDR 3,273.8 1.9 1.3 1.0 15.3 7.3 5.1 n.m. 16.5 7.1
Maruichi Steel Tube Ltd 1,668.4 1.1 0.8 0.7 5.8 5.4 4.3 13.8 17.0 15.8
Maharashtra Seamless Ltd 563.2 1.6 1.5 1.2 6.7 5.5 5.0 10.9 9.4 8.9
Tubacex SA 361.5 0.6 1.1 0.9 4.3 12.5 6.7 4.7 33.8 8.8
Average 1.4 1.4 1.1 7.1 7.6 5.2 7.0 17.4 10.4
HRTR price
Implied by DM peers avg., USD/share 0.35 0.27 0.28 0.34 0.26 0.32 0.20 0.37 0.46

Upside/Downside to Developed avg.

127% 63% 73% 122% 68%  109% 34% 204%

Sources: Bloomberg, Company data, Concorde Capital estimates
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Disclaimer

THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR
INFORMATIONAL PURPOSES ONLY. CONCORDE CAPITAL DOES AND SEEKS TO DO BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT,
INVESTORS SHOULD BE AWARE THAT CONCORDE CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT THE OBJECTIVITY OF THIS REPORT.

THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE.
THIS DOCUMENT DOES NOT CONSTITUTE OR CONTAIN AN OFFER OF OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS
CONFIDENTIAL TO CLIENTS OF CONCORDE CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR GIVEN TO ANY OTHER PERSON.

CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED
TO HEREIN, AND MIGHT AT ANY TIME MAKE PURCHASES AND/OR SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A
MARKET-MAKER IN THE SECURITIES DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS AND/OR CORPORATE BANKING ASSOCIATES PRINCIPALLY RESPONSIBLE
FOR THE PREPARATION OF THIS REPORT RECEIVE COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, INVESTOR/CLIENT FEEDBACK,
STOCK PICKING, COMPETITIVE FACTORS, FIRM REVENUES AND INVESTMENT BANKING REVENUES.

PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL
INSTRUMENTS SUCH AS DEPOSITORY RECEIPTS, THE VALUES OR PRICES OF WHICH ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK.

DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE
DO NOT PURPORT THIS DOCUMENT TO BE ENTIRELY ACCURATE AND DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY
OPINIONS EXPRESSED HEREIN ARE STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO CHANGE WITHOUT NOTICE.
REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART WITHOUT PRIOR PERMISSION IS PROHIBITED.

NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S.
PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED
NUMBER OF "QUALIFIED INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) SELECTED BY CONCORDE CAPITAL.

THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL
SERVICES AND MARKETS ACT 2000 (“FSMA”) OR TO PERSONS WHO ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND
MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA.

©2010 CONCORDE CAPITAL
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