


Main Vallourec products

¢ Oil Country Tubular Goods
(VAM® special joints, APl and Buttress
standard threading)
-Casing
-Tubing
* Tubes and accessories for drill pipes
(heavyweight drill pipes, drill collars, etc.)
e Special line pipes, risers

Trends in Oil & Gas sales

(in € million)

2008 meessssssss———— 2 969
2007 eesssssssssssss—— 2 830
2006 meesssssssss——— 2 683
2005 messsssss——— 1,829

2004 s 1,106

Oil & Gas as a proportion
of Vallourec’s 2008 sales

46.1%



Oil & Gas

In 2008, the Vallourec Group achieved
sales of € 2,969 million in the Oil & Gas
sector, a rise of 4.9% over 2007.

This performance was driven by the
combined effect of very strong demand
and sharp price rises against a backdrop
of increasing raw material prices.

What are our tubes

used for?
The new VAM® HTF (High Torque Flush)
premium connection is particularly

suitable for use in so-called deviated oil
wells, thanks to its remarkable torque
strength. It was first installed

in September 2008, in an onshore well
in Texas operated by Devon Energy.

IN FOCUS...

VAM® has been the leader
in the premium connections
market for more than 40 years

VAM® products take their name from
the initial letters of Vallourec (V) and
Alexandre Madrelle (AM), who led the
team tasked with developing the joint

in the 1960’s. The VAM® connection

is a threaded fitting. The conical design
of the thread ensures a tighter seal by
allowing the joint to withstand greater
pressure at the contact surface formed
by the threads on the tube and the joint.
Around 80 patents relating to VAM®
connections have been taken out since
development of this product family began.

Strong demand
in all regions

Demand for tubular goods by oil companies
was very high throughout the world.

There was growth in the offshore business,
especially along the coasts of Brazil and
Angola. Regarding onshore activities, the
proportion of non-vertical wells continued
to increase, particularly in North America,
foreshadowing a rise in the share of
premium products — a segment in which
the Group has a particularly strong position.

Extended local coverage

Against this backdrop, Vallourec continued
to roll out its international growth strategy,
opening locations in the immediate

vicinity of oil and gas wells. In addition to
purchasing three companies specializing

in threading and tubing accessories in the
United States, the Group consolidated its
operations in several regions, opening sales
offices in Nigeria, Russia and Angola, and
establishing service centres in Duisenbeck
in Norway, Onne in Nigeria and Luanda

in Angola. Responding to the needs of its
customers, Vallourec also decided to set up
a threading facility in Nigeria (see Focus).

Sustained sales activity

The American market remained dynamic,
despite being hit by two hurricanes.
Demand remained buoyant, particularly

in the second half, enabling the Group

to keep prices high.

In other regions of the world, Vallourec
expanded its activities by signing contracts
with new customers or in new fields, in
particular in the United Kingdom, Norway,
Russia, CIS countries, Angola, Algeria and
Egypt. More and more requests are specific
in nature: in Russia, for example, the Group
supplied products designed for use at

very low temperatures, whereas in China,
products suitable for use in a corrosive
environment (acidic wells) were required.
Sales of drill pipes and drilling accessories
also benefited from underlying trends in
the oil and gas market, with good sales
performances until mid-2008.

Moving into 2009, the Group experienced
a fall in new orders, attributable to high
stock levels at US distributors and a «wait-
and-see» attitude by some customers.

A sustained research and
development programme

Vallourec developed and successfully
marketed several new products, including
the VAM® HTF premium connection

(see “Applications for our tubes”) and VAM®
Express, a high-performance connection
with the necessary torque strength to
allow larger holes to be drilled. As a result
of these new products, the Group is well
placed to satisfy oil industry requirements
while retaining its technological lead over
its main competitors.



Judson Wallace,

President of VAM
USALLC

“The excellent fit between Atlas
Bradford joints and the VAM range
quickly led us to merge VAM USA
with V&M Atlas Bradford. VAM USA
LLC, the new joint business unit,
now has a comprehensive and
perfectly-integrated product range,
as well as additional R&D resources
and a stronger sales force. The
company is now fully equipped

to provide a first-rate service to

our North American customers.”

New horizons

While undoubtedly notable for the technical
challenges that they represent, Brazil’s
Tupi, Jupiter and Carioca offshore fields
also offer great potential for the coming
years, due to the scale of their estimated
reserves (see Focus on Tupi, p.19).
Vallourec, which has already set up joint
R&D teams with Petrobras and recorded
its first orders for premium tubes to develop
the Tupi field, is particularly well placed

to capitalize on these new deposits.

IN FOCUS...

A recent investment

in a new threading plant

in Nigeria

The new premium tube threading unit,
located in the tax-free zone at Port
Harcourt in Nigeria, will begin operating

in 2009. The aim is for Vallourec to be able
to provide customers operating in this area
with an integrated logistics solution that,
in addition to the actual threading
operation, will offer a series of related
services such as storage, inspection,
preparation and transportation of products
to the wells where they are needed.



Present during all phases, from the
construction of new power plants
to the upgrading and maintenance
of existing facilities, Vallourec is the
world leader in tubes for the power
generation industry, far ahead of its
competitors.
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Vallourec supplies tubes capable of withstanding the extreme temperature

and pressure conditions found in power plants, whether conventional, combined
cycle or nuclear. Tubes are available in a range of materials (carbon steel, alloy
steel, stainless steel, titanium and nickel); all shapes (smooth, rifled or finned);
and for all applications, including boilers, condensers, header pipes, steam
generators, feedwater heaters, superheaters and instrumentation. Vallourec is
the only supplier in the world capable of providing the entire spectrum of tubes
used in a power plant.



Main Vallourec products

e Seamless carbon alloy steel tubes
¢ Welded titanium and stainless steel tubes
¢ Nickel alloy tubes
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Trends in Power generation sales Power generation as a proportion
(In € million) of Vallourec’s 2008 sales
2008 msssss——— 1,308

2007
2006
2005
2004



Power

The Group generated sales of € 1,308
million in the Power generation sector in
2008, an increase of 17% compared with
2007. lts sales in this industry thus grew by
a factor of 4.5 over five years between 2003
and 2008.

What are our tubes

used for?

The Group is supplying tubes for the third
EPR (European Pressurized Reactor) unit
in Flamanville, France, a power plant with
a third-generation nuclear reactor and

a capacity of 1,650 MW, scheduled for
start-up in 2012. Vallourec is providing
the plant’s main tubular components:
Valinox Nucléaire is producing nickel alloy
tubes for the steam generators; Valtimet
is manufacturing ferritic, stainless steel
finned tubes for the moisture separators
reheaters as well as bent pipes for the
feedwater heaters and welded titanium
tubes for the condensers; and V & M
Tubes is providing water and steam pipes.

eneration

In 2008, Vallourec continued to enjoy the
buoyant market it experienced in 2007.
Prices remained high, while the growing
sophistication of power plants led to

continuing improvement in the product mix.

New power plants under
construction worldwide

In the area of fossil fuels, demand mainly
involved supercritical plants, whose
pressures and temperatures are increased
to achieve greater efficiency and reduce
polluting emissions. These new-generation
plants require alloy steel tubes and the
Group is well-positioned to provide them.
Vallourec benefited from both capacities
additions in certain countries, particularly
South Africa, and the construction of new
power plants in Europe to replace obsolete
capacities. As an example, large orders,
which will be fulfilled over the next two to
three years, were signed in South Africa

to supply equipment for 12 units with a
capacity of 750 MW each, in Germany (two
800 MW units) and the Netherlands (three
800 MW units). The Group also won two
major contracts in the United States (four
300 MW units) and Southeast Asia.

In early 2009, some projects were
postponed, mainly for financing reasons
related to the economic crisis, which has
resulted in a decline in order intake.

In the United States, no coal-fired plants
are scheduled for 2009 as the industry
awaits new COz regulations. These rules,
however, are likely to favour the combined-
cycle and maintenance market, which is
another of Vallourec’s areas of operation.

Good long-term visibility

In the field of power generation, whether
conventional (fossil fuels) or nuclear,
average construction time is several years
and the visibility on overall market trends is
good. The Group benefits from recognized
expertise and patented, authorized and
certified high-end products, which provide
optimal safety and are perfectly adapted
to new-generation plants. Moreover, the
location of its plants — France, Germany,
United States, Brazil, China, South Korea
and India — enables Vallourec to operate

in close proximity to its international
customers.
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Gérard Kottmann,
Managing director of Valinox Nucléaire

“Nuclear energy is recovering so fast that the 30% hike in Valinox Nucléaire’s capacity
achieved by the end of 2007 was used up in 2008. The investment announced in March
2009 will enable us to increase our annual tube production capacity at the Montbard
(Céte d’Or, France) plant from 1,800 km in 2008 to 4,500 km in 2011. It’s an exciting
project for Vallourec because it provides a good growth opportunity in a strategic
business, and also for the Burgundy region since it will create jobs.”
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IN FOCUS...

The return of nuclear energy

The market for steam generator

tubes used in nuclear power plants is
restarting. In 2008, the Group delivered
a record amount of nickel alloy tubing.
Intake of new Chinese orders as well

as the continued upgrading of EDF’s
nuclear plants ensure Valinox Nucléaire
a workload of more than two years. This
trend is also creating greater demand
for welded titanium and stainless steel
tubes - to the benefit of Valtimet, the
global market leader.

EDF’s acquisition of British Energy

in the UK, the French government’s
announcement of new EPR units,
China’s stepped-up programme and the
growing number of countries interested
in nuclear energy all bode well for long-
term growth.




Vallourec is active in all steel tube applications in the Mechanical engineering sector,
including cranes, hydraulic cylinders, mining equipment and agricultural machinery.
The majority of sales are made through European distributors.

Main Vallourec products Applications Mechanical engineering sales
e Tubes in standard or special grades e Tubes for cranes (in € million)
and standard or custom sizes e Hollows for machining
Hot-rolled tub Tubes for hydrauli lind
® Hot-rolle u‘ es e Tubes for hydraulic cylinders . 2007 707
e Cold-rolled rings e Shafts and components for machinery
and mechanical assemblies 2006 mmmm 593
* Tubes for bearings 2005w 573
2004 mmm 428

2008 mmmmm 713




Mechanical
engineering

After a period of uninterrupted growth
that had lasted since 2003, the Group’s
sales in the Mechanical engineering field
stabilised in 2008. Sales amounted to

€ 713 million - essentially the same as in
2007 - and were affected by a downturn
in the fourth quarter.

What are our tubes
used for?

Tubes of various diameters and
thicknesses are used to manufacture
lattice booms for Liebherr crawler cranes.
These giant cranes, which stand 228 m
tall and have a maximum lifting capacity
of 1,350 tonnes, can raise a 330 tonne
load to a height under hook of 120 m.
Such capabilities make these cranes

ideal for erecting wind turbines, for

which demand is currently growing.

Mechanical engineering as a proportion
of Vallourec’s 2008 sales

11.1%

The distribution chain plays an important
role in this local and often fragmented
market, by grouping together orders from
end users that generally only require small
quantities. Seamless tubes are used in a
wide range of engineering applications.
They offer excellent mechanical properties
compared with alternatives such as welded
tubes, pierced steel bars, cold-drawn tubes
and forged or formed tubes.

Vallourec leads the field in seamless tubes
for mechanical applications, ahead of

its European, American, Japanese and
Chinese competitors. The Group, via its
subsidiary Valti, is also Europe’s second-
largest supplier of hollows for ball-bearings.

The downturn in activity observed at the
end of 2008 has persisted in the opening
months of 2009, although sales of tubes for
cranes and mine props have held up well.
The issue of destocking by distributors,
which is affecting sales of tubes, has

been compounded by a slowdown in the
European market. Deliveries to Germany,
in particular, are suffering from a decline

in export orders for German durable goods
attributable to the global economic crisis.

VALLOUREC ANNUAL REPORT 2008 35

Thomas Miiller,
Cranes Product manager

“We have been able to design tubular
solutions suitable for the crane market,
thanks to the very close working
relationships between our product
development staff, our distributor
ThyssenKrupp and the crane-maker
Liebherr. The three companies have
cooperated efficiently at every stage
in the process, from identifying the
customer’s needs to catering to some
very specific logistics requirements.
This constructive dialogue has been

a key success factor for us.”
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Vallourec produces an extensive range of carbon, alloy, stainless steel and titanium products.
These products are mostly used for pipework in chemical and petrochemical installations, notably
refineries. They are used worldwide both for new plants and the maintenance of existing plants.

Main Vallourec products Trends in Petrochemical sales Petrochemicals as a proportion
¢ Line-pipes for refineries (in € million) of Vallourec’s 2008 sales
e Furnace tubes 2008 691
e Heat exchanger tubes
Fitti 2007 625
e Fittings
2006 634
2005 461

2004 334



Petrochemicals

Petrochemical sales came to

€ 691 million in 2008, an increase of
10.6% over 2007. Vallourec supplies
products for new installations as well
as the maintenance, upgrading and
expansion of existing petrochemical
plants. Products are sold through
distributors in all of our markets.

What are our tubes
used for?

Vallourec is supplying some 3,500 tonnes
of tubes for Total’s Port Arthur Deep
Conversion Project. With this project,
Total will be able to increase by over

3 million tonnes the capacity of its Texas
Port Arthur refinery in the United States
to process ultra-low-sulphur diesel

fuel, thereby reducing the facility’s
environmental impact. The unit will

begin production in 2011.

In addition to our primary markets covering
traditional refining and petrochemical
needs, a growing number of applications
for gas liquefaction plants are being
developed.

End-customers’ technical requirements
are changing, driving Vallourec to develop
specific applications in order to offer
increasingly high-end solutions. Armed
with this expertise, the Group is boosting
its competitive edge and market share
and increasing the proportion of premium
products (alloy steel and treated tubes) in
overall sales.

The European market contracted in 2008,
but this was offset by strong sales in the
Middle East driven by a large number of
projects involving new refining capacities.
Business also held up well in Asia. Stable in
the first half of the year, the North American
market experienced a temporary upturn in
the second half, largely due to inventory
adjustements.

The petrochemical business nevertheless
experienced a clear downturn in early 2009,
caused by falling demand due to lower
refining margins and difficulties in financing
new projects. Destocking by distributors
has accentuated this trend.

VALLOUREC ANNUAL REPORT 2008 37

Alain Gardinier,
Petrochemicals
Marketing manager

“By bringing their often antiquated
installations into compliance with new
standards, European refiners are taking
advantage of the opportunity to adapt
their production capacity to demand.
There is an increasing demand for
diesel, which requires using oil’s heaviest
fractions to produce fuel (conversion).
But certain conversion processes,

like hydrocracking, operate under high
pressure and temperature conditions in
a corrosive environment, which requires
top-quality tubes like ours.”



Vallourec supplies automotive tubes and components to major carmakers and parts manufacturers
in Europe and Latin America. The Group works with customers’ engineering offices to develop
innovative and customized solutions.

Main Vallourec products Applications Automotive products sales
e Seamless tubes. ¢ Chassis, suspension and transmission parts. (in € million)
F d tubes. Structural and i fet rts.
e Forged tubes . e Structural and passive safety parts 0008 mmm 365
e Tubes for braking systems. e Shock absorbers.
® |njection tubes. ® Bearings. 2007 513
* HGV axles. 2006 mwmm 463
2005 mmmm 483
2004 wmmm 501




Automotive

Industry

Sales by Vallourec to the Automotive
industry fell by 28.8% in 2008 compared
with 2007. This drop was mainly due

to the disposal of a substantial part of
the Group’s European activities in 2007
(Vallourec Précision Etirage in July,
followed by Vallourec Précision Soudage
and Vallourec Composants Automobile
Vitry in December). Automotive products
now account for less than 6% of
Vallourec’s total sales.

What are our tubes
used for?

In Brazil, Vallourec supplies tubular
automotive parts to major car makers
such as Fiat, Toyota and Volkswagen.

More specifically, the Group produces a
wide range of car parts including tubes for
diesel injectors, bearing rings and drive
shafts, which are used, for example, in the
new Volkswagen Golf being manufactured
in Brazil.

Automotive products as a proportion
of Vallourec’s 2008 sales

5.7%

In Brazil, which is home to most of the
Group’s automotive business, sales —
previously buoyed by a booming car market
— suffered a sharp downturn at the end

of 2008. This slowdown was particularly
severe for private cars and motorbikes,

due to the ligthening of consumer credit.

In contrast, the agricultural machinery

and heavy plant segment continued to
grow in 2008, and Vallourec activity levels
were boosted by the arrival of two new
customers: Caterpillar and John Deere. In
the heavy trucks segment, the Group was
able to maintain its market positions by
developing new products and expanding its
work for Mercedes.

Following the disposals of 2007, Vallourec’s
European automotive activity is limited

to the production of redraw hollows and
bearing tubes, which represent only a

small share of Group sales. Orders in

these segments suffered from the sharp
slowdown in the European car market.

This weakness has carried over into 2009,
with stocks remaining high throughout the
automotive supply chain.
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Pedro Figueiredo,
Head of Automotive and
Precision tubes in Brazil

“In 2008, we successfully expanded our
activities in the market for agricultural
machinery and construction site vehicles.
Vallourec was listed by Caterpillar as a
world-wide supplier, and the Group’s
products were approved by John Deere.
We also decided to set up a new car parts
department in the State of Rio Grande

do Sul, to provide sales assistance and
technical support in a region that is home
to many manufacturers of agricultural
machinery and construction site vehicles.”
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Vallourec offers a wide range of specific products for various industrial applications.
These activities mainly concern structural tubes for innovative architectural projects,
industrial installations, public facilities and private sector buildings.

Main Vallourec products Other Markets sales Other Markets as a proportion
e Structural tubes (in € million) of Vallourec’s 2008 sales
e MSH hot-rolled structural hollow sections
* Micro-piles (Tecnipile®) 2008 = 391
2007 wm 247
2006 == 266
2005 == 237 6.1%

2004 == 201



Other markets

In 2008, Vallourec recorded sales of

€ 391 million in these markets, a rise

of 12.7% over 2007, despite a sharp
drop in sales in the fourth quarter.

As this segment is largely driven by
major projects (for bridges, sports
venues, factories and airports, etc.), it is
particularly sensitive to changes in the
economic climate.

What are our tubes

used for?

Towering tubes! Vallourec is to supply the
necessary parts for building the antenna
for the planned Freedom Tower in New
York. The 124 m antenna will be erected
on top of the 541 m sky-scraper that is to

be built in place of the Twin Towers. It will
be assembled using 480 tonnes of hollow
sections manufactured at Aulnoye plants
in France and in the company’s German
factories in Diisseldorf-Rath, Disseldorf-
Reisholz and Miilheim.

In the construction field, the Group
specializes in sales of upscale tubular
products under the MSH brand. The
excellent mechanical properties of these
products make them ideal for building
hangars, warehouses and long-span
bridges and walkways. Vallourec has
developed a comprehensive, dedicated
and coherent offering in this area, backed
up by technical support that is genuinely
appreciated by customers and seen as
offering real added value. Over the past
year, Vallourec took part in several projects
for companies such as SMS Meer (see
testimonial opposite), Siemens, Airbus
and Hoesch.

Vallourec tubes are also used as structural
elements in oil rigs, particularly in South-
East Asia.

To maintain its competitive edge over more
conventional solutions, the Group launched
a number of R&D programmes to further
enhance the properties of its existing
products and extend its range of products
and solutions. In parallel, Vallourec formed
partnerships to promote its products in
France and Germany, while also actively
developing its sales network in other
countries.
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Ole Josat,

Civilian construction
and foundations
Product manager

“In the area of seamless steel tubes for
the construction industry, our Preon line —
a modular system of prefabricated lattice
beams - has been a resounding success.
This solution is proving a popular choice
for constructing factories, warehouses
and other industrial buildings... including
the structural frames of our own facilities!
For example, some 14,000 tonnes

of Preon components will be assembled
to form the roof frame for the new
Vallourec & Sumitomo Tubos do Brasil
rolling mill currently under construction

in Jeceaba in the State of Minas Gerais.”
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Corporate social
responsibilit

Vallourec anchors its development on the quality of its staff. Committed to its employees’ involvement
and the transfer of expertise, the Group has developed a fair and motivating compensation policy.

It is particularly attentive to its staff’s hiring, working, training and safety conditions both in France
and abroad.



Workforce grows as Group
expands worldwide

At 31 December 2008, the Group employed
18,561 people (excluding temporary staff), a
10% increase over 2007 due to acquisitions
in North America and business growth in
other regions of the world.

In addition, the Group continued its efforts
to integrate disabled employees, particularly
by adapting jobs for personnel with reduced
work capacity.

Breakdown of workforce by geographic area

52%
14% Europe
North America
3%
31% Asia/Africa

Brazil o

Breakdown of workforce by category

70%
Operators
22%
Technicians,
middle managers

8% O
Managers
and experts

Luc Chazot,
Project manager, “Value 08” plan
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“With 12,200 subscribers in eight countries, the 2008 employee-shareholder plan was a real
success and will probably be repeated in 2009. The plan’s success was especially significant
because it was finalized in late 2008 in the middle of the financial crisis. The goal was to
involve as many employees as possible in Vallourec’s performance and boost team spirit.

By subscribing in such large numbers, employees showed their attachment to Vallourec.

It is now up to the Group to build a lasting relationship with employee-shareholders and

ensure their loyalty.”

Compensation:
seeking a balance

In 2008, the Group’s payroll costs,
excluding temporary staff, totalled € 857
million, a rise of 4% compared with 2007.
Vallourec bases its salary policy on a fair
compensation system that takes account
of local labour market conditions. In 2008,
compensation included € 59 million for
employee profit-sharing and incentives.

Training: a permanent
concern to improve
skills

Vallourec’s training policy aims to reconcile
the company’s needs with the career
aspirations of its staff. In 2008, the Group
provided an average of 30 hours of training
per employee, representing a training
budget equivalent to 3% of total payroll.

Work safety: a top priority

In 2008, safety training accounted for more
than one quarter of the time devoted to

all training programmes and involved over
three-quarters of the staff, both permanent
and temporary. An action plan called

“Cap Ten Safe” was launched with the
goal of creating a genuine safety culture

at Vallourec. Combining a managerial
training programme and an internal
communications campaign, the plan has
already taken shape with over 500 safety
audit and awareness initiatives. The Group
intends to seek OHSAS certification for its
major industrial sites by 2010.

Working hours: flexible
and responsive

The Group’s policy is designed to be
flexible and responsive in line with customer
demand. Flexible work patterns enable

the Group to tailor its plant operations to
production requirements. Most Vallourec
sites have adopted continuous production
(24 hours a day) five or six days a week
with three, four or five shifts.

IN FOCUS...

Corporate societal responsibility

Our Group’s responsibility does not end
at the door to our offices and plants. It
extends well beyond through its influence
on civil society. A partner committed

to a balanced development model,
Vallourec assigns great importance to
the surrounding community and strives
to establish relations of reciprocal
understanding and trust. The Group is
very active in Brazil, where it has created
a variety of initiatives, including converting
the Cine Teatro building in Belo Horizonte
into a cultural centre dedicated to artistic
production.
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Environmental -~
responsibility

Through its environmental policy, Vallourec aims to minimize the environmental impact of its activities at

all levels, and treats the well-being of future generations as a major priority. The Group is making constant
progress in terms of environmental performance and has won special praise for its approach to issues such
as water management in Germany, saving energy in France and cutting greenhouse gas emissions in Brazil.




Anténio

Claret de Oliveira,
Head of sustainable
development and
external relations,
Brazil

“V & M Florestal is a subsidiary

of V & M do Brasil that cultivates
100,000 hectares of Brazilian
eucalyptus forest as a source of
charcoal for the steel mill’s blast
furnaces. As a result of this approach,
we can legitimately describe our
products as “green tubes”, as we

use a renewable resource managed
in accordance with environmental
and social best practices. At the
«Earth Dialogues» international
discussion forum, the prize for
environmental management in the
state of Minas Gerais was awarded to
V & M do Brasil in recognition of the
company’s exemplary commitment

in this area and the effectiveness of
its ISO 14001-certified environmental
management system.”

For more information:

Vallourec publishes an annual
Safety and Environment report,
which can be downloaded from
the Group’s website. (Paper copies
are also available on request.)

Optimized use of resources

In recent years, a series of initiatives have
been undertaken to optimize consumption

of resources such as water, energy and raw
materials, and to improve the conditions in
which they are used. Considerable efforts have
been made to reduce water consumption at all
Vallourec locations, in particular by recycling
water and collecting runoff. As a result, water
consumption has been practically halved over
the eight years between 2000 and 2008, from
3.1 to 1.6 cubic metres per tonne.

Lower emissions

Vallourec is also working hard to cut pollutant
emissions, reduce noise, decrease waste
volumes and systematically recover and
reprocess residual waste. In particular,
significant progress has been made in the area
of carbon dioxide emissions, as illustrated by
V & M do Brasil’s decision to use charcoal
from eucalyptus forests in its blast furnaces as
a substitute for coke. As they grow, the trees
in these forests consume carbon dioxide and
release oxygen. The overall carbon balance for
the Group’s steel manufacturing business in
Brazil is neutral, with emissions from the steel
mill being offset by absorption in the forest.
With regard to implementation of the European
Directive on management of carbon dioxide
quotas, only the Saint-Saulve steel mill was
affecteded in 2008, and managers at the mill
took firm action by optimizing furnace loading
plans and improving energy performance.

All the indicators measuring the release of
pollutants into the environment comply with
regulatory standards, and performance has
been consistently improved over the last three
years.

Products with a direct role in
preserving the environment

Vallourec develops products that help to
preserve our planet’s soil, air and water,
reflecting the changing requirements in the
area of sustainable development. Examples of
such products include:

* The VAM threaded joint, which sets the
global benchmark in terms of oil well safety
and leak tightness,

¢ Various products used to generate clean
energy or reduce chemical pollutions,

¢ Welded tubes for seawater desalination
plants,

e Steel tubes used to lighten structures
(in buildings and vehicles)

* VM12, a new grade of steel used
in next-generation power plants.
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“Green” investment

In 2008, the Group invested € 28.4 million
(representing 5.5% of total investment) in
projects directly related to environmental

and safety issues. These projects involved
environmental compliance efforts (fume and
dust filters and collection systems, etc.), safety
improvements (fire protection systems, etc.),
improvements in working conditions (lighting,
heating and ventilation), noise abatement and

water recycling.

—_—
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Certified facilities

Regular environmental audits are organized

in each country, to assess regulatory
compliance, environmental performance

and ecological risks.

All of the Vallourec Group’s main facilities had
obtained ISO 14001 certification by the end

of 2008, with certification at a few smaller sites
scheduled for 2009.

IN FOCUS...

The GreenHouse project

As we shift to an economy in which the
effects of global warming are a central
consideration in strategic decision-making,
Vallourec has launched the GreenHouse
project, the main aims of which are to
implement the new European Directive, cut
the company’s energy consumption by 20%
by 2020, and develop carbon sequestration
solutions.



Economic responsibility consists in ensuring the company’s long-term viability, strengthening its ability to
compete and developing the conditions necessary for growth. While this responsibility has taken on added
meaning in the current economic crisis, Vallourec owes its strength to having long included in its strategy all
the factors that make the Group so successful today: a gradual refocus on premium, energy-related business
lines; largely self-financed acquisitions; investment in upgrading and increasing the capacity of its production
plants; debt control, and cost reduction.




Strong capacity for
innovation

By placing innovation at the heart of its
strategy, Vallourec is ensuring it has the
necessary tools to meet future technology
challenges and remain the leader in its
markets. Between the Aulnoye research centre
in France, with its leading-edge technical and
simulation resources, and the Group’s various
divisions and plants, Vallourec employs

more than 500 engineers and technicians
whose sole objective is to help customers
continually push back their technical frontiers.
From special alloys to new manufacturing
techniques, the Group has invested over

€ 300 million in research and development
over the past five years.

Investing in the future

Vallourec also invested € 528 million in 2008
to upgrade its production facilities and
increase finishing capacities, notably in the
United States, Europe and China. In Brazil,
the Group devoted € 116 million to the new
Vallourec & Sumitomo Tubos do Brasil pipe
mill project. This integrated pipe mill, set to
open in 2010, will include a steel mill, rolling
mill, and heat treatment and threading lines
that will increase the Group’s tube production
capacity by 10%.

Debt control

Efficient financial management has enabled
the Group to maintain a strong balance sheet
and limited debt. At 31 December 2008, net
debt totalled € 347 million, or 10.7% of equity.
Cash exceeded borrowings and bank credit
facilities by more than € 300 million. Over
94% of the € 650 million in borrowings and
long-term debts had a maturity of over three
years. In addition, Vallourec has approved,
undrawn credit lines amounting to some

€ 1 billion, most of which come due between
2012 and 2013.

Cost-reduction plan and
economic-crisis measures

To enhance competitiveness, in early 2008 the
Group rolled out a gradual cost-reduction plan
with the goal of saving € 200 million a year

by 2010. The plan involves all the operating
and support units. As well as optimizing
purchasing and overhead costs, Vallourec

is focusing on the following areas: rate of tool
use and savings on the consumption

of energy and other resources. Additional
efforts are aimed at improving quality, safety
and productivity.

Furthermore, the Group has responded to

the fall in volumes resulting from the economic
crisis by rapidly taking measures to adjust
working hours to changes in production.

Industrial investments

(in € million)

2008 eeeee————— 528
2007 e 438
2006 m———— 282

2005 m—— 192

2004 mmmm 103

Net debt

(in € million)

2008 e 347
2007 -242

2006 -41

2005 s 205

2004 -55
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Philippe Roch,
Executive Committee
member and Chief

Performance Officer

“The Chief Performance Officer at
Vallourec oversees the Marketing,
Purchasing, and Management and
Quality Control departments, which
are responsible for developing ways
of improving the Group’s productivity
and effectiveness. Our staff’s main
task in 2008 was to bring together
all divisions around the Cap Ten
competitiveness plan. This plan is
proving its value against a backdrop
of falling volumes by mobilising
the staff, both to meet short-term
challenges and to improve our
structural performance.”

IN FOCUS...

VSB project moving full steam
ahead

In Jeceaba (Minas Gerais, Brazil),
construction of the Vallourec &
Sumitomo Tubos do Brasil (VSB)

has been making great headway.

By year-end 2008, all required licenses
had been received or were under
review. Excavation and levelling were
80% complete and foundation work
was going smoothly.



Balance sheet and
Income statement

Summary consolidated income statement

(IFRS - in € million)

VALLOUREC 2007 As % of sales 2008 As % of sales Change 2008/ 2007
Sales 6,140.5 6,437.0 +4.8%
Production taken into inventory 97.7 1.6% 107.1 1.7%

Other operating revenues 35.2 0.6% 39.1 0.6%

Purchases consumed -2,265.6 36.9% -2,525.6 39.2% +11.5%
Taxes and duties -56.2 0.9% -51.6 0.8% -8.2%
Payroll costs -827.0 13.5% -856.6 13.3% +3.6%
Other operating costs -1,339.8 21.8% -1,442.5 22.4% +7.7%
Net provisions -34.0 0.6% -13.0 0.2% -61.8%
EBITDA 1,750.8 28.5% 1,693.9 26.3% -3.2%
Depreciation -118.0 1.9% -165.6 2.6% +40.3%
Impairment of assets and goodwill -21.1 -1.4

Asset disposals and restructuring costs 10.9 -5.1

OPERATING INCOME 1,622.6 26.4% 1,521.8 23.6% -6.2%
FINANCIAL INCOME (LOSS) -29.0 -18.8

INCOME BEFORE TAX 1,593.6 26.0% 1,503.0 23.3% -5.7%
Income tax -575.3 -480.7

Equity affiliates 6.2 2.4

CONSOLIDATED NET INCOME 1,024.5 16.7% 1,024.7 15.9% 0.0%

NET INCOME, GROUP SHARE 986.2 967.2 -1.9%
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Summary consolidated balance sheet

(IFRS - in € million)

VALLOUREC 31/12/07 31/12/08 VALLOUREC 31/12/07 31/12/08
Intangible assets 21.7 260.9 Shareholders’ equity™ 2,707.8 3,132.8
Goodwill 79.9 308.3
Property, plant and equipment 1,266.0 1,641.0 Minority interests 81.9 99.2
Investments in equity affiliates 55.0 76.9 TOTAL SHAREHOLDERS’ EQUITY 2,789.7 3,232.0
Other non-current assets 43.0 38.6 Bank loans and other borrowings 337.3 650.2
Deferred tax assets 26.6 36.9 Employee benefits 168.2 146.6
TOTAL NON-CURRENT ASSETS 1,492.2 2,362.6 Deferred tax liabilities 101.8 84.0
Inventories and work-in-progress 1,168.7 1,443.6 Other provisions and liabilities 7.3 7.7
TOTAL NON-CURRENT LIABILITIES 614.6 888.5
Trade receivables 1,048.6 1,203.6 Provisions 80.1 93.2
Derivatives - assets 158.1 26.3 Overdrafts and short-term bank borrowings 332.8 224.4
Other current assets 142.8 200.6 Trade payables 671.9 721.8
Derivatives - liabilities 28.1 113.3
Cash and cash equivalents 912.5 528.1 Other current liabilities 405.7 491.6

TOTAL CURRENT ASSETS TOTAL CURRENT LIABILITIES 1,518.6

TOTAL LIABILITIES AND SHAREHOLDERS’

EQUITY 4,922.9

NET DEBT (1) including Group share 986.2




Glossary

Alloy: combination of a metal
and one or more other chemical
elements that acquires greatly
enhanced mechanical properties
when subjected to mechanical
and heat treatments.

Billet: section cut from a steel
bar (round tube) for the purpose
of transforming it into a tube by
mechanically working it while hot.

Buttress: standard threading for
OCTG products.

Casing: tubes assembled by
means of leak-tight threaded
connections to form a column
consolidating the walls of an oil
or gas well.

Supercritical or ultra-supercritical
power plant: Enhanced-performance
thermal power plants that operate

at high temperature (>374°C) and
high pressure (>221 bar). The term
“ultra-supercritical” applies to plants
operating at temperatures in excess
of 600°C.

Continuous caster: industrial
facility that solidifies metal in a
mould in a continuous process,
forming long bars.

Drill pipe: extremely strong tube
used to drill oil or gas wells. Drill
pipes are assembled end-to-end
to form a drill string, which may be
up to 10,000 m long.

Hollow: Semi-finished tube, which
can subequently be transformed
into a product satisfying the
specific requirements of a particular
market.

Threading: machined profile at the
ends of tubes, allowing them to be
assembled by screwing the male
and female parts together.

Drilling: use of appropriate tools to
penetrate underground formations,
whether for geological studies or to
remove fluids (oil, gas, water, etc.)
from the drilled terrain.

Electric arc furnace: furnace
designed for smelting scrap metal
or prepared ore, in which the main
heat source is an electric arc.

Blast furnace: reactor that uses
carbon (in the form of coke or
charcoal) as an iron ore-reducing
agent to produce iron.

VAM® joints: family of premium
threaded joints invented and
patented by Vallourec. VAM®
joints ensure a totally gas-tight
connection and are suitable

for a wide range of demanding
applications.

Rolling mill: plant where seamless
tubes are manufactured in a three-
stage hot process:
1. pierce the billet;
2. draw the resulting hollow on

an internal mandrel;
3. calibrate the final dimensions.

Line-pipe : oil and gas transport
pipes, generally consisting of
seamless tubes in the offshore
section and large-diameter welded
tubes in the onshore section.

OCTG: Oil Country Tubular Goods

- casing and tubing products for oil

and gas production.

Premium : high-performance
product - recognized as such
by the market - for which a high

price is justified. Premium products

are manufactured by only a small
number of producers possessing
the necessary technological and

industrial expertise.

MSH section: trademark
registered by the Vallourec Group
for premium structural tubes.

Riser: offshore pipe that carries oil
extracted from the sea bed to the
export facility on the surface.

API standards: American
Petroleum Institute (API): US
organization that produces
standards relating to the oil
industry.

Heat treatment: transformations
in the structure of steel obtained
by performing heating and
cooling cycles for the purpose of
improving the steel’s mechanical
properties.

Structural tube (hollow section,
micro-pile, etc.): round, square
or rectangular hollow sections
used in a vast range of
applications in the mechanical
engineering, construction and
civil engineering sectors.

Tubing : steel tubes assembled
by means of gas-tight threaded
connection to form a production
string through which fluids are
piped from a well bottom to the
surface.
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