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« Several days ago, Severstal-Auto’s management met with analysts in order to present the company’s 1Ho7 IFRS results. The
company has significantly improved its financial indicators in comparison with its 1H06 results, which is an encouraging sign for
investors. However, in our opinion, the highlight of the meeting concerned information about the company’s long term strategy.

« The automotive sector has grown significantly during the past few years. During 2006, Russian consumers spent approximately
$19 bn on new foreign cars — $7 bn more than in 2005. According to our estimates, the new foreign car market in Russia will be
worth about $36 bn by 2010. The dynamic growth of the Russian automotive market has attracted global automobile
manufacturers such as Toyota, Volkswagen, Peugeot (PSA) and others to enter the Russian market. For example, Toyota has
started the construction of a plant near Saint-Petersburg with an annual production capacity of 50 thousand units, which will be
increased to 200,000 units; Volkswagen will build a plant with an annual production capacity of 150,000 units in the Kaluga
region; and other international manufacturers have also announced or started constructing production plants in Russia. With the
entrance of an increasing number of international manufacturers, the competition in the Russian passenger car market will
increase; and despite the existing partnerships with foreign manufacturers (especially from Asian companies) that had already
arrived on the Russian market, Russian producers are apprehensive of the new competition they will face.

« Severstal-Auto’s management has analysed the market and has decided to diversify its business by developing its own vehicle
components production facilities and providing maintenance service facilities to its clients.

» The company’s joint ventures with Isuzu and Fiat have played a key role in implementing the company’s diversification policy.
The joint venture with Isuzu will lead to the production of the full model range of Isuzu commercial vehicles from LCVs to HDTs
and the joint venture with Fiat will lead to the production of passenger vehicles. (In our previous reports, we already wrote about
the joint venture with Isuzu.) The joint venture with Fiat will become the official distributor of all Fiat models in Russia. Initially,
the Fiat Linea will be produced under the joint venture, and subsequently other models will also be produced at its facilities and
jointly marketed. Management declined to give any production details, but promised to disclose all project-related information
early next year. We expect the joint venture’s facilities will have an annual production capacity of 50,000 units, will be constructed
jointly by Fiat and Severstal-Auto, and will be 50% owned by Severstal-Auto (so only 50% of the JV’s revenues will be included in
Severstal-Auto’s financials). The company decided to form the joint venture in order to diversify the risks associated with the
promotion of the Fiat brand in Russia. Clearly, in order to compete with the increasing number of foreign automobile
manufacturers entering the Russian market, the launch of the advertising campaign for marketing the Fiat brand will result in
significantly higher distribution costs.

« Currently, auto component sales generate 12% of the company’s revenues. Having foreseen the danger posed by the entrance of
large international automobile producers, Severstal-Auto decided to expand its automobile component production division. This
usually requires a long time period to implement: during the initial phase, the company will concentrate on increasing the
proportion of components produced (locally by the company) for its own vehicles. This will be followed by the construction of a
vertically integrated full cycle production facility, which will enable the company to produce and supply auto components to third
party producers as well. Currently, the company is using the sale of high quality auto components produced by Asian companies to
develop its “Dvoynoy resurs” (“Doubled life”) brand. However, once the company’s own production facilities are completed, the
company plans to start selling its own auto components under this brand. In addition to developing its automobile component
production facilities, Severstal-Auto plans to build production facilities for automobile body parts for the Fiat Ducato at its plant
in Elabuga. This project requires an investment of 20 mn euros and will be developed in cooperation with another foreign
company.

* Conclusion: Severstal-Auto is developing facilities to produce auto components, with the intention of eventually dominating this
rapidly growing market sector. We will inform investors about further developments in the implementation of the company’s
strategy. We believe that the company, in the near future, is likely to dominate the automobile component production market in
Russia.

» We consider that the company is fundamentally undervalued, so we reiterate our BUY recommendation on Severstal-Auto, with
a target price of $56 per ordinary share, implying potential upside of 16% from the current price of $48.5.
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STOCK RATING POLICY

STRONG BUY: Upside over 25%; confidence level — high /
upside over 100%; confidence level - low

BUY: Upside between 15 and 25%; confidence level — high / upside between 25%
and 100%; confidence level — low

HOLD: Upside of less than 15%; confidence level — high / upside of less than 25%;
confidence level — low

SELL: Fair value at or below current price levels
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