METAL ENGINEERING

DIVISION

MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

While the Metal Engineering Division generates
about two-thirds of its revenue in the railway in-
frastructure and oil and gas customer segments,
unlike almost all other industries, prices in these
sectors were largely subdued in the business year
2017/18.Atthe end of 2016 already, when a clear
upward trend began in most economic sectorsin
Europe, demand in the railway infrastructure sec-
tor, with the exception of China, developed only
moderately and hence distinctly from the eco-
nomic euphoria that was setting in elsewhere.
Towards the end of the business year 2017/18,
however, there were first signs of a recovery in de-
mand, albeit in a market environment that re-
mains highly competitive.

Against this backdrop, the Rail Technology busi-
ness segment in particular was confronted with
challenging conditions in the business year
2017/18, especially in Europe. Overall, capacity
utilization was satisfactory, but there was strong
competition with respect to rail project pricing.
There was also very little momentum in European
rail suppliers’ traditional export markets. Due to
low raw material prices, the level of logistics ac-
tivity in the mining regions of Brazil and South
Africa was fairly modest. In the Gulf States, which
strongly depend on crude oil, investments in the
railway infrastructure were greatly reduced.

The performance of the Turnout Systems business
segment was much more positive, partially due
toits expanded global market presence, but also
as a positive consequence of its leading techno-

logical and market position in the demanding
turnout sector. Furthermore, a weakening of de-
mand in individual regions was offset by other
volume increases—for example, in connection
with high-speed lines in China. The demand for
turnouts for heavy-haul transports in the USA,
which fell sharply in 2016 due to low freight trans-
port volumes, showed the first signs of recovering
in 2017.

Inthe business year 2017/18, the Wire Technology
business segment benefited from excellent de-
mand momentum, especially in the automotive
industry. The new, state-of-the-art, fully digitalized
wire rod mill in Leoben/Donawitz, Austria, which
wentinto full operation in the first half of the busi-
nessyear following a slightly longer start-up phase,
was running at full capacity in the second half of
the year. Now, both external and internal wire rod
customers have access to pre-material that meets
all quality requirements for wire products. As a
result of challenging market conditions, which
continue unabated, the ultra high-strength fine
wire product segment, which primarily serves the
solarand photovoltaics industry, had to recognize
EUR 15 million in impairment losses on property,
plant and equipment in the first half of 2017/18,
which had a corresponding negative one-time
effect on earnings.

The Tubulars (seamless tubes) business segment,
which manufactures primarily products for the oil
and gas sector, benefited in the business year
2017/18 from the accelerating recovery in drill-
ing activities in the United States. As a result, the
production site in Kindberg, Austria, saw full
capacity utilization of the units throughout the
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KEY FIGURES OF THE METAL ENGINEERING DIVISION

In millions of euros 2016/17 2017/18 Change
in %

Revenue 2,684.6 2,989.7 11.4

EBITDA 360.8 372.0 3.1

EBITDA margin 13.4% 12.4%

EBIT 200.8 191.0 -4.9

EBIT margin 7.5% 6.4%

Employees (full-time equivalent) 13,157 13,4871 2.5

business year 2017/18, but prices improved only
gradually, mainly due to exchange rate effects.
Order activity in the Gulf States, which was re-
strained in the first half of the year, improved in
the second half, though here, too, the pricing
situation remained a challenge. Demand for in-
dustrial pipes, such as those used in crane and
tunnel construction or in the commercial vehicle
industry among others, was solid throughout the
year thanks to the economic climate.

The Welding Consumables business segment,
which is also highly active in the energy segment,
also saw good capacity utilization in 2017/18,
but simultaneously faced high price competition.
In the interest of alleviating this pressure, efforts
are currently being stepped up to gain a foothold
in previously less developed industry segments,
while at the same time cost measures are again
being intensified.

FINANCIAL KEY PERFORMANCE
INDICATORS

The increase in revenue in the Metal Engineering
Division is primarily the result of passing the in-
crease in pre-material costs on to customers. In
the Tubulars business segment, it is also due to
the overall improved economic environment in
the oil and gas sector. As a result, the Tubulars
business segment also is the one that made
the largest contribution to the division’s 11.4%
increase in revenue in 2017/18, from EUR
2,684.6 million in the previous year to currently
EUR 2,989.7 million. Despite increasing compe-
tition, the Rail Technology business segment
succeeded in keeping delivery volumes stable
year over year, while Wire Technology reported
slightly lower delivery volumes. However, due
to a generally positive price trend, all of the
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division’s business segments were able to lift their
revenue in 2017/18.

As the positive and negative factors more or less
balanced each other out in the past business year,
the Metal Engineering Division's earnings perfor-
mance was relatively stable compared with the
previous year. Thanks to the gradual upward trend
in the Tubulars business segment on account of
the slow yet continuous improvement in prices for
seamless tubes, the division more than offset the
pressure on margins in the rail sector and the
higher start-up costs for the new wire rod mill in
the first half of 2017/18. While the Turnout Sys-
tems business segment was able to maintain the
previous year’s excellent earnings performance,
the Welding Consumables business segment suf-
fered slight losses as a result of the ongoing weak-
ness of the traditional energy sector. Overall, the
Metal Engineering Division increased its operat-
ing result (EBITDA) by 3.1% from EUR 360.8 mil-
lion (margin of 13.4%) in the previous yearto cur-
rently EUR 372.0 million (margin of 12.4%). The
fact that the profit from operations (EBIT) of EUR
191.0 million in the business year 2017/18 was
4.9% lower than the previous year's level of EUR
200.8 million stems from the initial depreciation
of the new wire rod mill at the beginning of the
businessyear2017/18, forone, and from EUR 15
million in negative one-time effects due to im-
pairment on property, plant and equipment in
the ultra high-strength fine wire product segment,
for another. This caused the EBIT margin to de-
cline from 7.5% to 6.4%.

The direct quarter-to-quarter comparison shows
a clearupward trend, especially in terms of earn-
ings.The 3.1% increase in revenue from EUR 727.8
million to EUR 750.7 million between the third and
fourth quarters also shows a positive trend. While
the Rail Technology and Turnout Systems business
segments were confronted with lower revenue due
to winter-related lower investments in the railway
infrastructure, the other three business segments
reported significant revenue increases. The stron-
gest driver of the improvement in earnings was
the Wire Technology division, which significantly
improved its performance in the final quarter
thanks to the new, now fully operational, wire rod
mill. Rail Technology was the only business seg-
ment whose earnings in the fourth quarter were
slightly lower than in the previous quarter. The di-
rect quarter-to-quarter comparison shows that
the profit from operations (EBITDA) rose by
31.6% from EUR 83.9 million to EUR 110.4 mil-
lion, boosting the margin from 11.5% to 14.7%.
The percentage increase in EBIT was even clearer,
soaring by 57.9% from EUR 42.5 million (margin
of 5.8%) in the third quarter to EUR 67.71 million
(margin of 8.9%) in the fourth quarter of 2017/18.

As of the end of the business year 2017/18, the
number of employees (FTE) in the Metal Engineer-
ing Division was 13,481, or 2.5% higher than the
previous year's figure (13,157). This increase re-
sults primarily from the rising production volume
in the Tubulars business segment.
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CUSTOMERS OF THE METAL ENGINEERING DIVISION

As percentage of divisional revenue, business year 2017/18

48%
Railway systems

3%
Building/Construction

5%
Mechanical engineering

20%
Energy

16%
Automotive
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White goods/Consumer goods

7%

Other
MARKETS OF THE METAL ENGINEERING DIVISION
As percentage of divisional revenue, business year 2017/18
17%
NAFTA
57%
11% European Union
Asia (of which Austria: 79%)
3% 12%
South America Rest of world

QUARTERLY DEVELOPMENT OF THE METAL ENGINEERING DIVISION

In millions of euros 1stquarter 2 quarter 37 quarter 4t quarter BY

2017/18 2017/18 2017/18 2017/18  2017/18
Revenue 770.0 741.2 727.8 750.7 2,989.7
EBITDA 87.2 90.5 83.9 110.4 372.0
EBITDA margin 11.3% 12.2% 11.5% 14.7% 12.4%
EBIT 47.0 34.4 42.5 67.1 191.0
EBIT margin 6.1% 4.6% 5.8% 8.9% 6.4%
Employees (full-time equivalent) 13,274 13,450 13,267 13,481 13,481
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