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Use Of TMK Pipe Products
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Market Position
in 2012

In 2012, we maintained our global leadership position having sold 4,238 thousand tonnes of
pipes, 2,495 thousand tonnes of which were seamless pipes and 1,722 thousand tonnes of
which were OCTG pipes.
In 2012, our sales represented approximately 6% of the worldwide market for seamless pipes
and 10% of the worldwide market for seamless and welded OCTG. We also remain a national
leader in Russia with 25% market share, including 52% of the seamless pipe market and 62%
of the seamless OCTG market.
Seamless pipes remain our priority segment, with particular emphasis on the oil and gas
industry (line and OCTG pipes) and high value-added premium connections. In 2012, seamless
pipes accounted for 73% of our gross profit, with an average margin of the segment totalling
26% against 15% in the welded pipe segment.
In 2012, our sales to the oil and gas industry amounted to 75% of total sales (compared to
74% in 2011). Our five major customers accounted for 26% of 2012 sales volumes, those
being Rosneft, Surgutneftegaz, Lukoil, TNK-BP, and Gazprom. Our Top 5 customers remained
unchanged when compared to 2011, although Gazprom moved from first to fifth place due to a
significant decrease in its consumption of large diameter pipes.

TMK sales geography

2012

54%

60%

Russia

Russia

30%
USA

2011

27%
USA

16%

13%

Other

Other

In 2012, our sales
to the oil and gas
industry amounted
to 75% of the total sales (compared
to 74% in 2011).
Our ﬁve major customers accounted
for 26% of the 2012
sales volumes

Отгрузки ТМК в разрезе
потребителей, 2012 год
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We remain the largest Russian exporter of steel pipes supplying our products to more than 80
countries. In 2012, export from our Russian plants amounted to 19% compared to 14% in the
previous year. We also intended to diversify our sales geographically. And in 2012 we increased
our sales in the US to 30% from 27% in 2011 while decreasing the share of Russian sales to
54% from 60%.
We strive to increase our presence in the Middle East having acquired a production facility
in Oman and established a service joint venture in the United Arab Emirates.

Pipe sales by TMK division, thousand tonnes
Russian Division

US Division

2012

2011 Change, %

Seamless pipes

2,051

1,883

9%

268

281

-5%

Welded pipes

1,108

1,232

-10%

635

611

4%

408

608

-33%

-

-

3,159

3,115

1%

903

892

incl. large
diameter pipes
Total

2012

2011 Change, %

1%

European Division
2012

2011 Change, %

176

178

-1%

176

178

-1%

Gross proﬁt margins
26%

28%

26%

14%

15%

20%
74%

73%
Share
of seamless pipes

58%

Seamles

2010

2011

2012

Welded

In 2012, export from
our Russian plants
amounted to 19%
comparing to 14%
in the previous year
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Oil and gas pipes and premium connections

Russian market

Russia and the CIS remain our major markets with a steady demand stimulated by active
upstream operations in the oil and gas industry and construction of new pipelines. As existing
oil and gas fields become depleted, exploration and development of new deposits shift towards
less conventional environments leading to expansion of horizontal and directional drilling and
sinking of vertical wells. These trends call for a more efficient oil and gas production technology,
and drive demand for high-tech pipes and premium connections resistant to aggressive
environments and pressure.

Russian sales of TMK premium
connections, thousand tonnes

According to our
estimates Russian
seamless OCTG
market increased
by 7% in 2012

The new regions driving oil and gas reserve replacement are Eastern Siberia, Far East, North
Caucasus and the Caspian region.
2010–2012 CAGR: ↑ 20%
According to our estimates Russian seamless OCTG market increased by 7% in 2012.
140

2012

2011

2010

Permafrost, aggressive environments and extremely deep wells in new production regions
set rigid requirements for technology and quality of the pipes used. Following the trend, TMK
shipped the first batch of unique vacuum insulated tubing (VIT), launched manufacturing of
super-chrome casing pipes, and developed new drill pipes with TMK TDS joints in 2012.

108

97
Increase in oil production through
development of new regions
11,300

ousand barrels
per day

10,300

9,300

8,300

7,300
2007

Source: Sberbank
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2019E
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In 2012, our sales of seamless OCTG pipes and line pipes (seamless and welded) grew by 15%
and 10% year-on-year respectively.
Demand for premium threaded connections grew considerably. TMK is currently a leading
producer in this segment in Russia.
Large diameter pipes
Completion of several major gas pipelines in 2011 resulted in a shrinking market for large
diameter pipes in 2012. Our sales in the segment decreased by 33% to 408 thousand tonnes
in 2012.
Nevertheless, TMK started pipe shipments for the onshore part of Gazprom's South Stream
pipeline. Alongside the South Stream project, we shipped our products to BovanenkovoUkhta and Zapolyarye-Purpe pipelines, and increased shipments of large diameter pipes to
Turkmenistan and Uzbekistan.

Segment
of seamless pipes
for diﬀerent industry
applications,
including power,
nuclear and
automotive
industries is
a high-tech and
high-margin

Industrial pipes
We strive to increase our sales of seamless pipes for different industry applications, including
power, nuclear and automotive industries, as this is a high-tech and high-margin segment.
Welded industrial pipes are not our priority due to the low margins of the segment.

4,400

Projected increase in Russian
horizontal wells, km

4,000
3,600

2005–2015
CAGR: ↑ 14,0%

2,756
2,235
1,475

1,184
2005

2006

2007

1,795

1,649

1,549

2008

1,387

2009

2010

2011

2012

2013E

2014E

2015E

Source: REnergyCO 2012
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Active development of offshore fields in 2011–2012 resulted in a considerable decrease in the
US natural gas prices. For the major part of 2012 gas prices per 1 mmbtu remained below US$3,
showing a slight increase in Q4 2012.

North American
market

This trend started in 2011 followed by a move in drilling activity, represented by increasing
share of oil rigs from 55% at the end of 2011 to 76% in late 2012. However, oil drilling did not
fully offset a decline in gas drilling, the overall number of rigs went down by 11% or 219 rigs
from 2,003 rigs in December 2011 to 1,784 rigs in December 2012.
The growing share of oil wells results in a declining demand for seamless pipes and premium
connections widely used in gas field developments. Sales of welded pipes are therefore rising
while offering lower margins that result from a lower technology input and strong competitive
pressure from Asian producers.
However, development of offshore and unconventional fields still harbours large potential in
North America where horizontal and directional drilling continue to prevail.

Henry Hub gas spot price

4

USD/mmbtu
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3
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2
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13-11-2012

28-12-2012

e trend in drilling
activity, represented
by increasing share
of oil rigs from 55%
at the end of 2011
to 76% in late 2012,
was continued
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In 2012 the US steel pipe market grew by 11% to 20 million tonnes, imports increased by 23%,
while shipments of US pipe producers showed only a 4% growth. OCTG shipments in the USA
went up by 14% to 7 million tonnes and OCTG imports rose by 23% reaching 51% of the total
U.S. OCTG market, local producers added only 6% to their output. North America remains one
of the most promising markets as it demonstrates the highest demand for tubular products,
including oil and gas pipes, and outperforms other regions in drilling activity.

Sales of ULTRA premium connections,
thousand tonnes

CAGR 2010–2012: ↑ 88%

100

2011

2010

As a major producer of premium connections in North America, we continue to focus on highmargin premium products, and annually increase sales of ULTRA connections.
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2012

In 2012 the US steel
pipe market grew by
11% to 20 million
tonnes, imports
increased by 23%
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U.S. drilling activity by dip
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TMK IPSCO
expanded its
presence in Canada
and opened in
March 2013 a new
pipe threading
and service facility
in Edmonton
to produce
ULTRA premium
connections

In 2012, TMK IPSCO expanded its presence in Canada and opened in March 2013 a new pipe
threading and service facility in Edmonton to produce ULTRA premium connections. The new
plant is located in close proximity to Canadian oil sands where premium connections are highly
required for hydrocarbon production. We are therefore looking for further expansion of our
presence in Canada.
Besides, TMK IPSCO is actively strengthening its market position in Latin America –
the company established contacts with major distributors of tubular products and increased
shipments to the region in 2012. In addition, line pipes produced by TMK IPSCO were certified
by certain oil companies in Latin America.

U.S. drilling activity by product
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European market

The economic crisis in Europe resulted in more rigid specifications for tubular products.
Our European Division was well equipped to cope with the changes, leveraging on own
steelmaking facilities and well-established customer relations.
Our ability to promptly fulfil orders with customised specifications allows our European
Division to ship high value-added products to the US and Middle East markets. In 2012, US
shipments of high-tech pipes manufactured by TMK-Artrom increased by 18% while shipments
to the Middle East rose by 85%.
In 2012 TMK-Artrom launched production of special-purpose cold-shaped pipes and pipes for
low temperature applications in the petrochemical industry, and made the first shipments
of these products.
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Our ability to
promptly fulﬁl orders
with customised
speciﬁcations
allows our European
Division to ship
high value-added
products to the US
and Middle East
markets
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Synergy

We keep on improving our interaction within the group to ensure high efficiency of our
operations.
Last year we focused on the following:
1) increase of pipe shipments to North America from Russia and Europe;
2) collaboration with respect to sharing best practices regarding maintenance planning and
execution;
3) improving operational planning and reporting by finding modern IT solutions;
4) cooperation of logistics teams to create efficient shipping routes and to continually reduce
transportation costs;
5) exchange of research results between the Russian Research Institute for the Tube and Pipe
Industries (RosNITI) and the R&D centre in Houston, Texas.

Synergy map
Moscow – Houston (USA)
SinTZ
Moscow

RosNITI

Interchange of the best business practices:
Lean Six Sigma, Compliance policy

Houston (R&D Center, USA) –
Chelyabinsk (RosNITI, Russia)
Interchange of innovative technologies,
research & development activity

Orsky Machine
Building Plant
TAGMET

VTZ

ТМК-ARTROM

Houston (USA) – Orsky
Machine Building Plant (Russia)
ULTRA Premium Connections production
technology.

Novorossiysk
Romania — Houston (USA)
TMK IPSCO
(Houston, USA)

Pipe shipments

GIPI
(Oman)

Port of Novorossiysk
(Russia) — Houston (USA)
Pipe shipments

Port of Sohar (Oman) –
Houston (USA)
Pipe shipments
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New markets
entry

We strive to strengthen our presence in major oil and gas regions, the largest of them being
the USA, CIS, Middle East and Latin America.
To expand our market share in the strategically important Middle East region, we acquired
a 55% stake in GIPI, Omani producer of welded oil and gas pipes. We believe that our own
production site in the region will strengthen local positions of TMK M.E. FZ, TMK's distribution
subsidiary in Dubai, and pave new ways to the Arabian Gulf region for our products. Thus,
acquisition of the production facilities was a logical step towards improvement of our presence
in the Middle East. GIPI’s products will be sold not only on Arabian Peninsula but in Africa,
Central Asia and the Americas as well. In addition, we will be able to increase in the Middle East
region our sales from Russian and Romanian plants.
GIPI plant was built in 2010 and has an annual capacity of over 200 thousand tonnes of welded
OCTG and welded line pipes. At present, we are considering various pipe production development
options for GIPI. Major consumers of TMK products are large oil and gas multinationals
operating in the Gulf region. However, our development strategy of GIPI expects a considerable
expansion of their sales geography as a result of integration into our global production and
distribution network.
To benefit from vertical integration and further strengthen our position in the Middle East, we
opened a service joint venture, Threading and Mechanical Key Premium LLC, in Abu Dhabi, UAE,
in late 2012. The service centre will focus on repair of pipes and down-hole equipment and
making threading connections on pipe columns for oil and gas companies operating in the Gulf
region. The centre is scheduled for commissioning in Q2 2013.
As we intend to develop our service capacities and increase our share in the segment,
we acquired pipe service and accessory manufacturing assets in Texas, USA, in April 2013.
The assets are located near Houston and have an annual capacity of over 700 thousand
threaded joints and ca. 250 thousand couplings. In addition, the facility provides pipe inspection
services and manufactures a wide range of down-hole tools and accessories.
New service subsidiaries allow for quicker responses to customer needs, and contribute
to stronger relations with TMK customers in the Middle East and the USA.
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To expand our
market share
in the strategically
important Middle
East region, we
acquired a 55%
stake in GIPI, Omani
producer of welded
oil and gas pipes
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Capital
Expenditures

By 2012, we had largely implemented our Strategic Investment Programme aimed at
boosting OCTG seamless pipe production in Russia, line pipe production capacities and overall
performance efficiency.
Since launch of the Strategic Investment Programme in 2004, TMK’s investments exceeded
USD 3 billion; however, we are going to reduce our capital expenditures in the future.
As a result, TMK increased its seamless pipe production capacity to 3.0 million tonnes and
steelmaking capacity up to 3.4 million tonnes per annum by the end of 2012.
There are currently two major investment projects under way in Russia:

Arc furnace at the Taganrog Metallurgical Plant

•

installation of an electric arc furnace at the Taganrog Metallurgical Plant with an annual capacity
of up to 1,000 thousand tonnes of steel ant incremental capacity of 400 thousand tonnes of steel
per annum. The project is scheduled for completion in 2013, and will contribute to production
growth and absolute exclusion of open-hearth operations on our plants, and

•

installation of an FQM mill at the Seversky Pipe Plant with an annual capacity of up to
600 thousand tonnes of seamless pipes and incremental capacity of 250 thousand tonnes per
annum. The project is scheduled for completion in 2014.

Since launch of the
Strategic Investment
Programme in 2004,
TMK’s investments
exceeded USD
3 billion; however,
we are going
to reduce our capital
expenditures in
the future

Our Strategic Investment Programme in the USA focuses on improvement of premium products
production capacities.

Tubular product sales,
thousand tonnes
3,962

total
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1,979

FQM mill at the Seversky Pipe Plant

2,120
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4,238
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total

total
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TMK is currently implementing two investment projects in the USA:
•

expansion of threading capacities for premium connections that will enhance the our capacity
by 230 thousand tonnes. The project is scheduled for completion by 2017;

•

expansion of heat treatment capacity, i.e. thermal processing operations allowing to obtain
materials with desired structures and properties. After the project is completed, heat
treatment capacity is expected to grow by 280 thousand tonnes. The project is scheduled for
completion by 2017.

In addition, we opened a research and development centre in Houston (Texas, USA) in the reporting
year. The R&D Centre will focus on practical application of our scientific innovations, product testing,
and certification.

R&D Center (Houston, USA)
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Our Strategic
Investment
Programme
in the USA focuses
on improvement
of premium
products production
capacities

