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Statement from  
Ivan Streshinsky, Chairman  
of the Board of Directors

Dear shareholders, partners and colleagues,

2016 was the year that put the viability of our business mod-
el and development strategy to the test. High price volatility, 
asignificant drop in iron ore prices, and foreign exchange market 
instability coupled with other events proved a real challenge for 
the Company. 

I am happy to report that thanks to the joint and prompt actions 
of the Board of Directors and the management team, support-
ed by the collective efforts of all our staff, we have passed this 
stress test with flying colours.

Our flexible business model, diversified product portfolio, op-
erational efficiency, and financial stability gave us the strength 
to weather the downturn and deliver record-high operational per-
formance and stable financial results. As at the year-end, our rev-
enue saw a small decline of 3% to USD 4,261 million, largely due 
to declining prices for the Company’s products in USD equivalent.

Our balanced borrowing policy translated into further delever-
aging, with total debt decreasing to a five-year low on the back 
of the debut Eurobond redemption and partial early repayment 
of pre-export facilities. We improved the structure of our debt 
portfolio through refinancing and increasing the proportion 
of rouble-denominated and long-term borrowings. We succeeded 
in maintaining our net debt / EBITDA ratio at an acceptably low 
level of 2.5x.

Our EBITDA decreased by 12% to USD 1,258 million in 2016, main-
ly due to overall market volatility and commodity prices growing 
faster than prices for finished metal products. At the same time, 
our target EBITDA margin remained relatively high, at 30%. 

Our strong financial position and the viability of our strategy have 
been confirmed by the international rating agencies that upheld 
Metalloinvest’s long-term ratings and stable outlook.

The development of our corporate governance system is an im-
portant pillar of business sustainability. We are constantly 
improving our corporate governance procedures based on global 
best practice.

The full consolidation of JSC Holding Company Metalloinvest on 
the balance of USM Metalloinvest LLC was a key event of 2016. 
By streamlining our ownership structure, we will be able to im-
prove the Company’s transparency and the quality of corporate 
governance.

The Company has historically put a strong emphasis on the im-
plementation of sustainable development principles by focusing 
on HR policy, health and safety, reduction of environmental impact 
and the economic and social development of its regions of operation.

Metalloinvest looks to the future with confidence and con-
tinues to pursue its strategic goals aimed at strengthening 
its market leadership in high value-added products. In 2017, 
we are going to launch a third hot briquetted iron (HBI) plant 
at Lebedinsky GOK, which will bring our commercial HBI capacity 
to 4.5 million tonnes per annum and reinforce our global leader-
ship as a supplier of this high-margin metallised product.

Yours faithfully, 

Ivan Streshinsky

Chairman of the Board of Directors

Management Company Metalloinvest



18

ANNUAL REPORT 2016 | METALLOINVEST

19

ABOUT  
THE COMPANY

STRATEGY  
REPORT

FINANCIAL AND 
OPERATING RESULTS

CORPORATE 
GOVERNANCE

SUSTAINABLE 
DEVELOPMENT

CONTACTS

Statement from  
Andrey Varichev, CEO

Dear shareholders, partners and team, 

For Metalloinvest, 2016 was a year of challenges and opportu-
nities. We made timely and correct decisions and, due to our 
strong business model, proved our resilience amid unfavoura-
ble market conditions.

A well-planned strategy focusing on increasing the Company’s 
share of high value-added products and the timely delivery 
of key capex projects allowed us to significantly boost output 
in all core product segments, despite severe external pres-
sures. Production of iron ore concentrate, pellets, HBI / DRI, 
steel, and pig iron increased by 3%, 6%, 5%, 4%, and 20%, 
respectively.

Along with a record-high increase in production and shipments, 
the Company continued to implement its operational improve-
ment programme and reduced the cash cost of its production by 
2.8% to USD 2,211 million.

In 2016, Metalloinvest launched its Industry 4.0 business trans-
formation programme to improve the efficiency of its entire 
management system. As part of this programme, the Company 
embarked on the design of an SAP S / 4HANA-based targeted 
solution. This new technological platform will enable Metal-
loinvest to increase the overall efficiency of its interrelated 
management processes.

To foster even better partnerships with customers, we are mak-
ing efforts to improve our CRM systems and develop uniform 
service standards. Continuous demand analysis and efficient 
interaction with key partners in 2016 made us well-positioned 
to sign supply contracts for nearly 600,000 tonnes of hot 
briquetted iron with MMK, TMK and ChelPipe, some of our 
long-standing customers. These are our first long-term domes-
tic premium product supply contracts.

Metalloinvest is responding flexibly to market changes by de-
veloping new steel grades, continuously improving its product 
quality, and upgrading its technological equipment. Last year, 
these efforts helped us move into a new market segment: 
we signed long-term contracts to supply billets for railway 
wheels to OMK and rail billets to Aktobe Rail and Section Works.

In 2017, the management team will focus on expanding the Com-
pany’s range of steel products and improving their operational 
performance, while also widening the sales geography of high 
value-added products, especially HBI and SBQ steel.

We also remain committed to sustainable development. 
Partnerships with the local authorities of the Belgorod, Kursk, 
and Orenburg regions enable us to improve the quality of life 
in Gubkin, Stary Oskol, Zheleznogorsk and Novotroitsk where 
our employees and their families reside. 

As a socially responsible business, we pay special attention 
to environmental issues. All of our capex projects are energy ef-
ficient and aim to conserve resources and reduce the Company’s 
environmental footprint. Our industrial facilities maintain signif-
icantly lower environmental impact figures than the maximum 
level permissible.

Yours faithfully,

Andrey Varichev 

CEO Management 

Company Metalloinvest

Metalloinvest has all the necessary resources to continue its 
successful development: the right strategy, a balanced business 
model, an efficient management system, and highly-skilled em-
ployees. 

On behalf of the management team, I would like to thank our 
shareholders, directors, partners, and employees for our fruitful 
collaboration in the challenging year of 2016!
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Strategy and implementation

Strategy 

Metalloinvest’s development strategy aims to strengthen its position 
as the world’s leading producer of commercial hot briquetted iron 
and a leading regional producer of commercial iron ore and high-grade 
long steel products, as well as increase the output of high value-added 
products, improve their quality, and boost itsproduction efficiency 
and customer-centric approach.

Unparalleled reserve base

Metalloinvest owns the world’s second 
largest iron ore reserves, which guarantee 
around 140 years of operation.

Low controllable cash costs

Availability of high-quality iron ore 
reserves and access to energy resources 
enable the Company to maintain  
HBI / DRI and pellet production costs 
at a much lower level than to its global 
peers. In 2016, Metalloinvest maintained 
its cash cost position in the lowest quar-
tile of global manufacturers.

Flexibility

Our vertically integrated business 
model, including ore mining and several 
processing stages to produce high-qual-
ity steel, helps us build a diversified 
portfolio of high value-added products. 
Our flexibility and ability to balance be-
tween intragroup and external customer 
sales of products processed to various 
degrees help us deliver stable financial 
performance even amid strong market 
volatility.

Higher efficiency of business processes

In 2016, we launched a project to develop Metalloinvest’s Production System and im-
prove the Company’s efficiency. The project provides for the training of employees 
to use the best-performing management models and their engagement in the con-
tinuous improvement process. During the year, the Company’s controlled entities 
identified areas to pilot the Production System, and conducted initial training of pro-
gramme participants. The aggregate economic benefit of the programme is estimated 
at USD 3.3 billion.

Diversified sales

The Company’s core production as-
sets are located in the European part 
of Russia and have access to developed 
infrastructure and key domestic, regional 
and international markets, including 
Russia, CIS, Eastern Europe, Middle East, 
and Asia.

Prioritisation

To improve margins, Metalloinvest’s management team pri-
oritises strengtheningthe Company’s position in the mining 
industry to build up and realise its production potential for 
high value-added products, such as HBI / DRI. 

Metalloinvest defines its development priorities, long-term 
goals and objectives based on current trends in the global 
iron ore, metallised raw material and steel product markets, 
while also taking into account the Company’s competitive 
advantages. 

Metalloinvest has successfully weathered the period of low 
commodity prices, proving itself as a sustainable company. 
In 2016, the Company continued its initiatives related to cost 
saving and technological improvements to streamline opera-
tions and reduce per-unit costs.

Metalloinvest focuses on further deleveraging and financ-
ing investment projects primarily from its free cash flow. 
The Company plans to maintain its target EBITDA mar-
gin at 30% and above by boosting operational efficiency 
and sales margins, and reducing costs.

The management team pursues a balanced borrowing 
policy to maintain the net debt / adjusted EBITDA ratio 
at 2.5x. The Company’s stable position provides flexibility 
in choosing funding options and a liquidity cushion in case 
oflong-lasting market turbulence. 

The Company makes every effort to ensure its sustainable 
development, which helps boost efficiency and business 
continuity in the long term. Our strategy includes the launch 
of projects to minimise our impact on the ecosystem across 
the Company’s footprint, on maintaining safe working condi-
tions and ensuring fair salaries, sufficient leisure and health-
care opportunities for our employees, and improving social 
and cultural environment in the regions where we operate.

PLATFORM FOR SUCCESS

Strategic priorities

INCREASE THE COMPANY’S VALUE

• Enhance the scale and quality of business
• Ensure sustainable development and growth of shareholder 

value over the long term

GROW SALES MARGINS

• Increase share in the global market of high-quality metallised 
products, mainly HBI / DRI

• Strengthen the Company’s position in the high-quality rolled 
steel market 

IMPROVE OPERATIONAL  
AND MANAGEMENT EFFICIENCY

• Focus on the efficient development of existing iron ore deposits
• Reduce cash cost of production and processing operations
• Optimise existing processes and integrate new technologies 

Ensure customer-centric approach

INCREASE INVESTMENT APPEAL

• Improve transparency
• Promote a balanced approach to ensure employee development 

and social and environmental responsibility
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Strategy implementation in 2016

Increase the Company’s share of the global market  
for high-quality metallised raw materials, mainly HBI / DRI

Metalloinvest is building a third hot briquetted iron facility (HBI-3 Plant) at Lebe-
dinsky GOK in order to increase the proportion of high value-added products at its 
mining facilities. 

The construction of the plant is in line with the Company’s strategy to strengthen its 
position as the world’s leading producer of merchant HBI. The launch of the facility 
will help reinforce the Company’s position in the market for metallised raw materi-
als, which are set to enjoy growing demand driven by: 
• an increase in the proportion of steel produced in electric furnaces;
• stricter environmental and product quality requirements; and 
• lower quality of scrap materials.

Strengthen the Company’s positions in the high-quality rolled 
steel market

Metalloinvest defines its sales geography depending on the conditions and outlook 
in regional markets. A wide range of products and a flexible logistics chain (with 
routes to Asia and Europe via the Black Sea and Baltic Sea ports) make the Company 
a strong competitor to both leading global suppliers and local producers. 

The Company seeks to significantly increase the proportion of high-quality, high-mar-
gin products. In particular, as part of the special bar quality (SBQ) production 
and sales development programme, the Company is completing the installation 
of a reduction and calibration unit at OEMK’s Rolling Mill 350, replacing the hydraulic 
descaling unit, and expanding the warehousing and logistics operations. In addition, 
Ural Steel is carrying out works for the intermediate cooling of semi-finished rolled 
products at its Rolling Mill 2800, upgrading heat treatment furnaces and installing 
a quenching press.

Key projects and results in 2016: 

Ramp up of production to design capacity 
at Pellet Plant #3 at Mikhailovsky GOK
For more details, please see p. 27

Construction of HBI-3 Plant  
at Lebedinsky GOK 

Development of an external power supply 
system at Lebedinsky GOK
For more details, please see p. 27

Key projects and results in 2016:

Installation of a reduction and calibration 
unit in the medium section of OEMK’s 
Rolling Mill 350
For more details, please see p. 28

Construction of Rolling Heat Treatment 
Furnace #1 and Quenching Press #1  
at Ural Steel
For more details, please see p. 28

Upgrade of Continuous Casting Machine #1 
and the vacuum degasser at Ural Steel
For more details, please see p. 28

Focus on efficient development of existing iron  
ore deposits

Reduce cash costs of mining and processing operations

Lower production costs

HBI / DRI and pellet production costs at Metalloinvest’s enterprises are significantly 
lower than those of its global peers. In 2016, Metalloinvest maintained its cash cost 
position in the top quartile of global manufacturers.

The main factors supporting low pellet and HBI / DRI production costs at Metalloin-
vest’s enterprises are:
• availability of a substantial, high-quality resource base;
• in-house mine development;
• use of low-cost magnetic separation as the primary method of iron  

ore beneficiation;
• “zero operational costs” for shipping iron ore concentrate from Lebedinsky GOK 

to OEMK via a 26km slurry pipeline;
• energy-efficient production technologies;
• availability of necessary infrastructure (railways and roads) and relatively cheap 

energy sources (natural gas, electricity).

Introduction of cyclical and continuous transportation technology

Design and surveying works are taking place at Lebedinsky GOK and Mikhailovsky GOK 
to introduce a cyclical and continuous method of transporting rock mass from the mine 
to the beneficiation plant. This technology will allow the Company to significantly de-
crease the cash cost of iron ore products due to the optimisation of mining and trans-
portation processes.

Key projects and results in 2016: 

Construction of a crushing and conveyor 
facility at Mikhailovsky GOK
For more details, please see p. 27

Construction of cyclical and continuous 
ore mining facilities at Lebedinsky GOK
For more details, please see p. 28

Technical upgrade
For more details, please see p. 28

Improve operational and management efficiency

Metalloinvest is implementing investment projects aimed at developing its iron ore 
deposits more efficiently. In 2016, the Company continued ton construct conveyor 
facilities at Lebedinsky GOK and Mikhailovsky GOK.

Grow sales margins
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Enhance customer 
centricity

As part of its efforts to become more customer-centric, Metalloinvest 
is working to develop customer service and optimise its customer 
relations policy. The Company’s enterprises are taking steps to 
improve the quality of finished products to meet current and future 
consumer requirements (construction of a quenching press at 
Ural Steel and a reduction and calibration unit at OEMK, develop-
ment of premium concentrate and pellet grades at Lebedinsky GOK 
and Mikhailovsky GOK, respectively), hosting industry workshops 
to increase customer awareness of the advantages offered by 
Metalloinvest’s products, and holding co-ordination councils with 
consumers. At the same time, the Company is developing a pro-
gramme to promote finished products, involving the implementation 
of up-to-date customer relations systems, use of company-wide 
service standards, implementation of global pricing practices, and 
streamlining of logistics arrangements.

1. Written consumer surveys: distribution of questionnaires, collec-
tion and systematisation of responses – twice a year.

2. Regular co-ordination councils involving groups of technical ex-
perts from controlled entities to review product quality, develop 
joint product launch programmes, and discuss co-operation 
prospects. Co-ordination councils were held jointly with ChelPipe 
in Novotroitsk (July 2016), Vyksa Steel Works in Novotroitsk 
(August 2016), and Pervouralsk New Pipe Plant in Pervouralsk 
(October 2016).

3. Regular video conferences with pipe plants involving production 
staff and technical experts from controlled entities – quarterly.

4. Site visits to show new consumers our equipment, production 
technology, smelting processes, and grade range; audits of con-
trolled entities and visits to key consumers’ plants to learn about 
new equipment and technologies and expand the grade range. 
In 2016, Metalloinvest’s experts visited around 40 partner 
facilities.

Respond promptly to internal  
and external changes

In 2016, Metalloinvest continued to develop its corporate risk 
management system as planned. The Company has launched 
a mechanism to categorise possible risk events and issued 
guidelines and policies to regulate related processes.  
Metalloinvest is also introducing risk response procedures 
and implementing quantitative assessments of potential 
damage.

Improve transparency

Key projects and results in 2016: 

• Projects to implement an integrated financial and business 
management system

• Confirmation of credit ratings

Promote a balanced approach to ensure talent development and so-
cial and environmental responsibility 

Key projects and results in 2016:

Upgrade of gas purification units at OEMK’s electric arc furnaces 
(DSP–150) #1 and 2
For more details, please see p. 29

Automation of core HR management processes through the rollout 
of SAP systems
For more details, please see p. 29

Optimise existing processes and integrate new 
technologies

Develop existing iron ore deposits more efficiently

The Company is implementing a beneficiation technology 
improvement programme and has marketed new products, 
such as high-quality concentrate from Lebedinsky GOK 
with an iron content of over 70%, high basic iron ore pellets 
with an iron content of over 65.8% and basicity between 0.9 
and 1.1.

Increase efficiency and productivity due to business process 
automation 

The Company is implementing an ERP-based planning and 
management system to increase the overall efficiency of 
interrelated management processes, switch to a rolling plan-
ning framework and enable customers to track their orders 
and delivery online.

Build an optimal structure dividing powers and responsibilities

To improve business unit performance, Metalloinvest is cre-
ating a shared centre for repair planning and control. The new 
centre will streamline repair services, standardise planning 
and repairing processes and put in place a unified repair 
schedule coordination system. Going forward, the Company 
plans to unify the equipment and technologies used across 
its operations.

5. A working group involving technical experts from OEMK, 
the European Bearing Corporation (EPK) and Brenco to ap-
prove OEMK as a supplier of rolled steel for Amsted Rail. 
This project included meetings on the premises of OEMK, 
EPK Saratov, EPK Brenco, and Brenco’s US plant.

6. A permanent joint working group with AVTOVAZ that in-
cludes representatives from the technical and commercial 
units of both companies. The group’s joint efforts focus on 
the development of new steel grades, improvement of the ex-
isting technical agreements and delivery terms, and prompt 
resolution of current issues.

7. A joint working group with KAMAZ to co-operate 
in the area of OEMK’s ZF7B steel supplies and official approval.

Improve operational and management efficiency
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Key projects 
In 2016, the Company’s capex totalled USD 290 million

Major investment projects

Mining Segment

Boosting our HBI market position

Construction of HBI-3 Plant at Lebedinsky GOK

In 2016, HBI-3 Plant entered the final stage of construction. 
Its launch will enable Metalloinvest to meet increasing demand from 
steel companies for high-quality metallised raw materials 
and strengthen its leading position globally in merchant HBI produc-
tion.

The project is being implemented in strict compliance with the ap-
proved timeline. In 2016, the main construction works and in-
stallation of HBI units were completed, and the core systems 
were cold-tested. In 2017, the Company plans to complete testing 
and commissioning works and bring the plant to its operational 
capacity.

The project is being implemented by a consortium made up 
of Primetals Technologies and Midrex Technologies (contract signed 
in 2012), and Russian design company GIPROMEZ (part of Metal-
loinvest). Rudstroy (also part of Metalloinvest) is responsible for 
construction, assembly and equipment installation works.

The plant’s production capacity is set to amount to 1.8 million tonnes 
per year.

The project includes upgrading the existing process flow, includ-
ing beneficiation and pellet plants. In particular, the launch of fine 
screening at the concentrate production stage enabled the Company 
to bring new products to market, including high-grade concentrate 
with an iron content of over 70%, and high basic iron ore pellets with 
an iron content of 65.8%, while the upgrade and renovation of pellet 
plants boosted production efficiency and iron ore pellet output.

The project is scheduled to be completed for 2017.

Strengthening our position in the high value-
added iron ore product segment

Ramp up of Mikhailovsky GOK’s Pellet Plant #3 
to design capacity

The construction of Pellet Plant #3 is a unique project, both in terms 
of scale and significance, encompassing all processing stages, from 
iron ore concentrate filtration and pelletisation to pellet roasting 
and shipments to customers. 

The new pellet plant embraces the newest technological solutions, in-
cluding automated systems to monitor technological data and manage 
production processes. When compared with the existing pellet plants, 
Pellet Plant #3 boasts higher productivity, an enhanced energy-effi-
ciency profile, and state-of-the-art gas flow systems minimising air 
pollutant emissions. Notably, Pellet Plant #3’s process systems were 
all designed, developed and built by Russian companies.

Mining Segment

Lebedinsky GOK

• Construction of a third hot briquetted 
iron plant (HBI-3 Plant)

• Development of an external power 
supply system

• Cyclical and continuous mining trans-
portation system

• Upgrade of Metallisation Unit #2 involv-
ing the replacement of reformer tubes 
and construction of a pellet reception 
section

• Installation of a reduction and cali-
bration unit in the medium section 
of Rolling Mill 350

• Upgrade of gas purification units at elec-
tric arc furnaces (DSP–150) #1 and 2 

• Ramp up of production at Pellet Plant #3 
to design capacity 

• Construction of a crushing and convey-
or facility

• Construction of a concentrate reception 
facility

• Construction of Rolling Heat Treatment 
Furnace #1 and Quenching Press 1

• Upgrade of Continuous Casting  
Machine #1 and the vacuum degasser

OEMK

The plant will enable Metalloinvest to increase Mikhailovsky GOK’s 
pellet production capacity to 15 million tonnes per year (up 50%). 
In 2016, Pellet Plant #3 reached its design capacity.

Construction of a concentrate reception facility 
at Mikhailovsky GOK

In 2016, Mikhailovsky GOK started to construct a concentrate 
reception facility, to meet growing demand for high-quality iron 
ore raw materials from both Russian and international producers. 
This project will ensure timely redistribution of inventory flows with-
in the Company, balanced utilisation of its capacities, more flexibility 
in responding to market needs, and additional output of value-added 
products offered to consumers. At the same time, the Company will 
be able to retain its traditional iron ore concentrate sales markets. 

The project set to be completed in 2017.

Efficient development of iron ore resources 

Construction of a crushing and conveyor facility 
at Mikhailovsky GOK

In 2015, Metalloinvest began the construction of the crushing 
and conveyor facility in Mikhailovsky GOK’s open pit mine. The pro-
ject envisages two crushing and conveyor facilities at the south-east-
ern and north-eastern tips of the open pit.

The facilities will help the Company reduce the cash cost of pro-
duction, achieve annual magnetite concentrate production targets, 
ensure the required quality, bring down the stripping ratio, improve 
railway transport performance, reduce the number of mining vehi-
cles and loading devices, and start developing previously inaccessi-
ble ore reserves to provide an industry-leading ore charge makeup.

The project is set to be completed in 2019.

Continuous cycle ore mining at Lebedinsky GOK’s 
open pit mine (construction of continuous cycle 
mining facilities at Lebedinsky GOK’s open pit mine)

In 2015, Lebedinsky GOK launched pre-project planning to intro-
duce a continuous cycle mined materials transportation system. 
The new continuous cycle mining facilities and related infra-
structure will reduce ore production costs by increasing the effi-
ciency of mining materials transportation technology, reducing 
the number of mining vehicles and using them more efficiently, 
and addressing the issue of maintaining the production capacity 
of a non-oxidised quartzite open-pit mine.

Mikhailovsky GOK

Ural Steel

Metalloinvest continues to implement its extensive capex programme aimed 
at improving operational efficiency and increasing the share of high value-added 
products. In 2016, Lebedinsky GOK’s HBI-3 Plant, the Company’s key investment 
project, entered the final stage of construction. The Company continued with 
its projects to improve the quality, expand the range and boost output of high-
margin steel products.

Andrey Ugarov
First Deputy CEO and COO

Steel Segment



28

ANNUAL REPORT 2016 | METALLOINVEST

29

ABOUT  
THE COMPANY

STRATEGY  
REPORT

FINANCIAL AND 
OPERATING RESULTS

CORPORATE 
GOVERNANCE

SUSTAINABLE 
DEVELOPMENT

CONTACTS

In 2016, the Company selected key technical solutions related 
to this project, held a tender to appoint a design and survey 
contractor, and began to look for the supplier of key technological 
equipment.

The project is scheduled to be completed in 2020.

Technical upgrade

In 2016, Mikhailovsky GOK’s mining transportation division was 
boosted by the acquisition of two locomotive units equipped with 
dump cars, a 130-tonne dump truck, and an EKG–15 excavator. 
The Company signed contracts for new high-performance equip-
ment, including three 220-tonne large dump trucks and an excava-
tor with an 18m3 bucket, to be delivered to Lebedinsky GOK in 2017.

Enhanced energy security and power supply 
reliability

Development of an external power supply system 
at Lebedinsky GOK

The development of the external power system will provide 
a reliable and efficient power supply for the enterprise’s growing 
production capacities.

Stage-by-stage project delivery will help synchronise the launch 
of new production and generating capacities, and optimise re-
source utilisation.

The project includes the construction of the 110 kV main step-
down substation #7, whose busbars consolidate the electric 
capacity of three regional master substations; the reconstruction 
of the existing 110 kV power lines for an even power load distri-
bution at Lebedinsky GOK; the construction of two new 110 kV 
power lines; and the reconstruction of the existing Lebedi-330 
substation.

Steel segment

Boosting customer-centricity and maximising 
steel segment returns

Installation of a reduction and calibration block 
in the mid-size production line at OEMK’s Rolling 
Mill 350

In 2016, OEMK completed the design and pre-installation work for 
the reduction and calibration block in the mid-size production line 
at Rolling Mill 350. The project will improve the quality and prop-
erties of rolled steel (most notably, SBQ bars), reduce metal 
losses from turning, and ramp up production at Rolling Mill 350 
and the finishing shop.

Increased steel segment efficiency 

Upgrade of DRI Unit #2, involving the replacement 
of reformer tubes and the construction of a pellet 
reception section at OEMK.

The project focuses on enhancing the efficiency of the steel 
segment through a more intensive utilisation of the Company’s 
own iron ore feedstock in the production of high value-added 
products.

In 2016, Metalloinvest completed design work and signed pur-
chase contracts with Aerzen RUS for process and inert gas com-
pressors, with Schmidt-Clemens Spain for reformer tubes, with 
FLSmidth Wiesbaden (Germany) for a settling tank drive, and with 
Ventilatorenfabrik Oelde GmbH (Germany) for a fume extractor. 
Construction and installation has begun.

The project is scheduled to be in completed in 2017.

Environmental responsibility 

Upgrade of gas purification units at OEMK’s 
electric arc furnaces (EAF 150) #1 and 2

The Company has completed the upgrade of OEMK’s gas purifica-
tion units. 

The first stage of the project was implemented in June 2013, cov-
ering gas purification systems at electric arc furnaces #3 and 4. 
As a result, the residual dust content of waste gases fell by 60%, 
while the furnaces’ dust emissions dropped by more than a third. 
Workplace dust exposure among steelworkers decreased by 
an average of 50%.

The upgrade of the gas purification units at electric arc furnaces 
(EAF 150) #1 and 2 was commissioned in April 2016, reducing dust 
content from waste gases by over 75%.

For the purposes of this project, SMS MEER GmbH (Germany) was 
contracted as an equipment supplier and service provider, while 
GIPROMEZ, a Metalloinvest subsidiary, was engaged to provide 
design specifications and estimates. 

The project is scheduled to completed in 2017.

Construction of Roller Treatment Furnace #1 
and Heat Treatment Machine #1 Сomplex  
at Ural Steel

This new facility will allow Ural Steel to retain its position 
in the heat-treated rolled steel market, increase the share of high-
grade rolled steel in its total output, and ensure the stability 
of the mechanical properties of its heat-treated rolled steel by 
improving heating conditions in the new furnace and cooling 
conditions in the new heat treatment machine.

In 2016, the Company signed an equipment supply contract 
with LOI Thermprocess (Germany) and a design contract with 
GIPROMEZ (Moscow).

The project is scheduled to be completed in 2018.

Upgrade of Continuous Casting Machine #1  
(CCM #1) and the Vacuum Degasser at Ural Steel

The upgrade of Continuous Casting Machine #1 and the Vacu-
um Degasser is aimed at expanding the Company’s presence 
on the Russian and CIS steel product markets, diversifying its 
production capacities, and increasing the efficiency of Ural Steel. 
The launch of the Continuous Casting Machine will enable 
the enterprise to supply wheel billets to Vyksa Steel Works 
(part of OMK) and rail billets to Aktobe Rail and Section Works 
(Kazakhstan).

In 2016, Metalloinvest signed contracts with SMS Concast AG 
and Danieli for the delivery of key equipment to upgrade Contin-
uous Casting Machine #1 and the Vacuum Degasser, and a de-
sign contract with GIPROMEZ. Design work began on CCM #1 
and the Vacuum Degasser.

The first product shipments are scheduled for 2017.

Technical upgrade

As part of the steel segment’s production programme, the Com-
pany purchased mill rolls for OEMK and Ural Steel and upgraded 
the capital assets, machinery and equipment of its scrap  
enterprises.

Increased efficiency of business 
processes Industry 4.0 Programme
In 2016, the Company launched its Industry 4.0 Programme 
to create an integrated management system. The programme is 
designed to reduce costs, boost margins and ensure accounting 
transparency and timely decision-making.

The Programme focuses on transformation, increasing the ef-
ficiency of the Company’s business processes, and enhancing 
planning accuracy and plan execution management. 
The Programme includes three components:
• creating an integrated financial and business management sys-

tem, including the development of methodology for budgeting 
and IFRS account consolidation;

• setting up a multifunctional shared service centre;
• developing methodology for strategic corporate KPIs.

The integrated management system, based on SAP principles, 
creates a shared information space for all of Metalloinvest’s 
enterprises based on uniform rules and standards. The informa-
tion system helps improve the speed and efficiency of managerial 
decision-making, simplify data entry and sharing between units, 
and accelerate report preparation.

The multifunctional shared service centre consolidates standard 
transactions for all subsidiaries. This centralisation will help 
standardise services used company-wide.

Andrey Varichev, CEO of Management Company Metalloinvest, 
chairs the Programme’s Governing Board and supervises  
its implementation personally.
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Iron ore market
The global iron ore market remains highly consolidated. Four leading companies 
(Vale, BHP Billiton, Rio Tinto, and FMG) control over two thirds of the global iron raw 
materials trade. The leading countries that produce commercial iron ore are Austral-
ia, Brazil, China, India and Russia, together accounting for over 80% of total global 
output. In 2016, both global pig iron output and demand for steel remained flat year-
on-year, while global iron raw materials output was slightly down. However, taken 
separately, India, Australia and Brazil recorded higher output, while in China this 
figure declined considerably. Russia saw a relative stabilisation of its iron raw mate-
rials output.

Metalloinvest continues to assess the factors influencing the iron ore raw materials 
market for the purpose of mid-term and long-term growth planning. The Company’s 
management expects global demand for iron ore to continue improving over the me-
dium term. This improvement will be driven mainly by growing GDP and steel output 
in developed economies and emerging markets, primarily in China.

From 2012–2016, Australia and Brazil were 
the world’s leading iron ore exporters. 
Governments of some countries sought 
to cut iron ore exports through higher 
export duties, among other policies. India, 
for example, raised its iron ore export 
duty by 30%.

Metalloinvest’s position

Metalloinvest is the largest iron ore pro-
ducer and supplier in Russia and the CIS, 
and one of the world’s largest producers 
and suppliers of pellets and merchant HBI.

The Company is a global-scale producer 
of beneficiated iron ore products, process-
ing the majority of its primary iron ore con-
centrate into high value-added products, 
such as high-quality iron ore concentrate, 
pellets and HBI / DRI.

Key fundamentals, such as moderate growth in global steel output, along with steady 
output of iron ore raw materials, have contributed to the stabilisation of global iron ore 
prices. An increased supply of iron ore with low iron content brought about the deteriora-
tion in the average quality of iron ore raw materials around the world. The high volatility 
of global iron ore prices is a constraint on worldwide investment in commodities assets. 

On the one hand, the iron ore raw materials market, in the long term, is affected by 
a gradual deterioration in ore quality globally. Lower quality raw materials increase 
the costs of steel production and lead to higher harmful emissions by steelmakers. 
On the other hand, environmental requirements are becoming more stringent. In particu-
lar, China, the world’s biggest consumer of iron ore raw materials, remains focused on 
toughening environmental requirements to mitigate the harmful environmental impact 
of the country’s steelmaking facilities. This is being achieved by improving the quality 
of iron ore raw materials consumed in the country, among other methods.

The stricter environmental requirements applied to the ferrous metals industry 
and the lower quality of iron ore raw materials will lead to higher margins for raw materi-
als with high iron content.

At present, a number of industry news agencies, such as Argus, Platts, The Steel Index, 
Metal Bulletin, Mysteel and SteelHome provide the latest, accurate information on spot 
prices for iron ore raw materials using indices. The transition to pricing based on var-
ious index baskets continues as price-related information becomes more accessible. 
Metalloinvest monitors the physical markets closely on a daily basis, as well as commodi-
ty trading across global exchanges.

2012 2013 2014 2015 2016 Region 2012 2013 2014 2015 2016

416 483 412 364 284 China 1,123 1,260 1,295 1,267 1,261

346 350 366 372 379 Brazil 46 44 46 47 42

525 613 744 794 813 Australia 6 5 5 5 5

205 208 205 199 192 CIS 132 132 130 126 124

133 121 109 107 131 India 100 103 109 113 117

– – – – – Japan 129 133 133 128 127

50 49 50 41 40 USA 46 44 44 38 35

63 72 75 73 69 South Africa 9 9 10 8 8

40 40 43 42 40 Europe 148 151 156 154 153

28 21 19 22 16 South America  
(excluding Brazil)

20 17 15 16 11

55 58 58 56 55 North America  
(excluding USA)

28 27 29 26 26

103 154 124 100 108 Rest of the world 139 148 160 159 162

1,965 2,170 2,204 2,169 2,128 Total 1,925 2,074 2,132 2,087 2,071

Iron ore consumption by country and region, 
million tonnes

Iron ore output by country and region,  
million tonnes

201420132012 2015 2016
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Iron ore prices (China spot fines, 62% Fe), USD / tonne
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Iron ore reserves, billion tonnes
Sources: United States Geological Survey, company data

 Vale

 Metalloinvest

 Rio Tinto

 BHP Billiton

 FMG

 Cliffs Natural Resources

Sources: CRU, Rudprom (a Russian industrial agency) and company reports

Source: CRU

Market Overview
Metalloinvest supplies its products to all of the world’s largest 
markets. Russia, Eastern and Western Europe, Asia, the Middle 
East and North Africa, and North America are priority regions 
for the Company.
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Pellet market
In 2016, global pellet output stood at 412 million tonnes. The largest pellet producers 
are those that mainly seek to meet the needs of local steelmakers, including China, USA, 
India, Russia, Ukraine and Mexico. In China, where production is mostly dependent on 
raw materials imports, pellet output reached 120 million tonnes, or 29% of global output. 

Pellet output by country and region, million tonnes

Region 2012 2013 2014 2015 2016

China 130.8 128.3 108.8 107.0 120.2

Russia and CIS 67.9 70.6 70.7 67.6 69.3

USA 48.0 46.8 47.9 40.1 37.8

Brazil 59.0 55.2 57.9 59.4 36.3

India 18.3 22.5 25.2 35.0 35.3

North America (excluding USA) 37.9 35.0 31.0 31.1 32.6

Sweden 22.3 21.8 21.9 22.9 23.0

Rest of EU 5.9 5.7 5.9 6.0 6.3

Australia 3.4 3.4 3.9 3.5 4.1

South America (excluding Brazil) 7.6 5.5 3.3 6.2 4.1

Others 40.6 49.2 41.8 39.6 43.6

Total 441.6 443.9 418.2 418.4 412.4

Source: CRU

Pellet consumption by country and region, million tonnes

Region 2012 2013 2014 2015 2016

China 163.5 154.4 127.8 131.7 134.5

Russia and CIS 51.1 51.5 47.3 46.4 49.3

EU (28 countries) 45.8 46.5 48.4 47.6 45.5

India 20.7 22.0 24.8 34.6 33.4

USA 43.5 40.8 41.2 35.6 32.4

North America (excluding USA) 25.9 25.3 26.6 23.9 24.2

Japan 13.0 13.4 13.4 13.1 15.3

Brazil 7.9 7.7 7.9 8.2 7.4

Rest of Europe 5.6 7.3 7.0 7.5 7.2

South America (excluding Brazil) 13.3 11.4 9.9 9.7 6.6

Australia 1.5 1.3 1.2 1.3 1.3

South Africa 0.7 0.5 0.6 0.4 0.2

Others 51.8 56.6 56.2 54.4 58.4

Total 444.2 438.7 412.4 414.5 415.7

Source: CRU

Metalloinvest’s position

Metalloinvest focuses on the most important high-margin products, including  
high-quality beneficiated concentrate, HBI / DRI and pellets.

40

80

0 50 100 150 200 250

Cost of pellet production by key producers, USD / tonne

In 2016, Metalloinvest produced

25.2 million tonnes 

of pellets, becoming the world’s 
second largest producer with a 6% 
share of global output.

 Lebedinsky GOK

 Mikhailovsky GOK

Sources: CRU, company data

A diversified portfolio of high-quality high-margin products, 
a customer-centric approach and long-term partnerships with key 
customers around the world ensure Metalloinvest’s sustainable 
development and financial stability even amid market uncertainty.

Nazim Efendiev 
First Deputy CEO, Sales Director
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Hot Briquetted Iron /  
Direct Reduced Iron market
HBI / DRI (hot briquetted iron and direct reduced iron) is an important component 
in the production of high-quality steel grades, which enable the Company to maximise 
its returns in the steel segment. HBI / DRI is a multipurpose, high-quality and effective 
addition to scrap metal that can be used at integrated facilities and mini plants in electric 
arc and basic-oxygen furnaces.

Due to its high production efficiency, HBI / DRI is one of the most high-potential iron ore 
products. Currently, there is a trend towards building new electrometallurgical produc-
tion facilities, which are increasing steelmaking efficiency and require purer raw materi-
als, including HBI / DRI and ferrous scrap.

HBI / DRI production by country and region, million tonnes

Region 2012 2013 2014 2015 2016

Iran 11.8 14.5 14.6 14.6 16.2

India 20.1 17.8 18.1 18.5 14.2

Russia 5.2 5.3 5.3 5.4 5.7

Saudi Arabia 5.7 6.1 6.5 5.8 5.7

Mexico 5.6 6.1 6.0 5.5 5.2

Rest of America 2.6 2.9 4.7 3.9 3.4

Egypt 2.8 3.4 2.9 2.7 2.9

Trinidad and Tobago 3.3 3.3 3.2 2.5 2.2

Venezuela 4.5 2.8 1.3 1.4 1.2

Africa (excluding Egypt) 2.1 2.4 2.7 1.6 1.4

Malaysia 2.0 1.4 1.3 0.9 0.8

Others 8.3 9.6 9.2 9.8 9.2

Total 73.5 75.5 75.8 72.6 68.2

Sources: CRU, Worldsteel, Midrex, HYL and company reports.

Metalloinvest’s position

The Company’s long-term strategy is largely focused on developing its production of iron 
ore products with high added value, primarily HBI. Metalloinvest has at its disposal 
high-quality iron ore resources and access to Russia’s gas pipelines, ensuring an unin-
terrupted supply of natural gas, used in the direct iron reduction process. This enables 
the Company to produce high-quality HBI / DRI, while also keeping its environmental 
impact to a minimum. Metalloinvest possesses both the required resources and the nec-
essary expertise for HBI / DRI production.

A drop in global supply of metallised products allowed Metalloinvest to reinforce its 
leadership on the merchant HBI market. As the world’s largest supplier of merchant HBI, 
Metalloinvest uses all available opportunities to meet growing demand from high-grade 
steel producers.

Metalloinvest and global HBI export, million tonnes

The Company enjoys a sustainable 
position in the HBI / DRI market, espe-
cially in Europe and North America. Over 
the last three years, Metalloinvest has 
been the world’s leading producer of com-
mercial HBI, with a market share of over 
40%, and is the only HBI / DRI producer 
in the CIS. The Company’s management 
believes that Metalloinvest’s geographi-
cal and commercial prospects will enable 
it to boost its share of the global merchant 
HBI market.

The Company is currently implementing its 
largest project to increase the share of high 
value-added products, the construction 
of HBI-3 Plant at Lebedinsky GOK, which 
will begin operations in Q2 2017. Its launch 
will ramp up the Company’s HBI / DRI 
production capacities by 1.8 million tonnes 
per annum.

The Company is strategically well-posi-
tioned to retain its leadership position 
in the global HBI / DRI landscape due to its 
iron ore beneficiation technologies, access 
to gas pipelines and implementation 
of strategic investment projects.

 Global export  Metalloinvest’s export

Sources: Midrex, CRU, company data
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Cost of HBI / DRI production by key producer, USD / tonne

 Lebedinsky GOK

 OEMK

Source: CRU, company data

Global HBI / DRI production is highly  
concentrated. According to CRU,  
HBI / DRI output decreased by 4.4 million 
tonnes in 2016 on the back of production 
cutbacks in India over the year. Amid com-
petitive prices for scrap and a shortage 
of energy resources, HBI / DRI produc-
tion in India fell to 14.2 million tonnes 
(down 23% in 2015). In 2016, Iran became 
the world’s largest HBI / DRI producer with 
an output of 16.2 million tonnes  
(+1.7 million tonnes y-o-y).

2012 2013 2014 2015 2016
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Источники: Midrex, CRU, данные Компании
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Steel market
According to CRU, global steel output declined by 0.67% in 2016 to 1,609.6 million 
tonnes. Stronger domestic demand for rolled steel in China and more stringent control 
by the Chinese authorities over rolled steel exports led to a drop in finished rolled steel 
exports to 108.4 million tonnes (down 4% year-on-year, according to WSA) and a cer-
tain easing of pricing pressure across regional markets.

Steel output by country and region, million tonnes

2012 2013 2014 2015 2016

China 731.0 822.0 822.8 803.8 808.4

Rest of Asia 295.8 301.6 316.9 309.0 303.2

Europe 208.5 205.0 207.7 202.3 198.0

North America 121.6 119 121.1 110.9 110.6

CIS 110.7 108.4 106.1 101.6 102.2

South America 46.4 45.8 45.0 43.9 40.2

Middle East 25.0 27.0 30.0 29.4 29.0

Africa 15.3 16.0 14.9 13.7 12.2

Oceania 5.8 5.6 5.5 5.7 5.8

Total 1,560.1 1,650.4 1,670.0 1,620.4 1,609.6

Source: Worldsteel

Steel consumption by country and region, million tonnes

2012 2013 2014 2015 2016

China 721.0 806.9 794.6 754.9 756.3

Rest of Asia and Oceania 279.6 288.9 305.0 316.1 325.3

Europe 172.3 177.1 182.2 190.3 190.5

USA, Canada and Mexico 124.3 123.5 136.5 126.4 123.5

CIS 58.5 58.5 57.4 52.2 49.7

Central and South America 48.7 50.5 48.7 45.4 38.3

Rest of the world 85.5 85.5 93.2 95.7 93.9

Total 1,489.8 1,591.0 1,617.5 1,581.0 1,577.5

Source: CRU

Metalloinvest’s position

The Сompany is the leading regional producer of niche rolled steel products. According 
to Chermet Corporation, Metalloinvest accounted for around 7% of Russia’s steel output 
in 2016. The Company is the leading Russian producer of bearing steel, high-grade long 
steel products for the automotive and metalware industries, and heavy plate steel for 
bridge construction.

As the regional and domestic leader in niche rolled steel products, Metalloinvest boasts 
a wide product range and works in partnership with Russian and international customers 
from various industries.

As the Company operates in a highly com-
petitive environment, its management fo-
cuses on improving the quality of its steel 
products: high-quality long steel prod-
ucts at OEMK, including SBQ and QWR, 
and heavy plate at Ural Steel.


