STEEL DIVISION

MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

The economic upward trend in the Steel Division
already evident in the closing quarter of the past
business year continued (with the usual seasonal
fluctuations) throughout the business year
2017/18. Supported especially by increasing mo-
mentum in Europe over the course of the year,
the division succeeded in delivering its best result
by far since the onset of the financial and eco-
nomic crisis. In addition to the favorable environ-
ment, the excellent development stems not least
from the consistent implementation of our efforts
to boost efficiency across all stages of value cre-
ation. This was proof yet again that continuous
process and cost-optimization measures are not
inconsistent with an ambitious approach to qual-
ity. Furthermore, the investments made in the past
years into the continuous expansion of the prod-
uct mix have played a crucial role in the division’s
excellent performance.

As expected, Chinag, the world’s largest steel pro-
ducer, also influenced the European steel market
in 2017718, primarily because Chinese steel pro-
ducers tried to stick to their policy of steadily ex-
panding global exports over the past years in
order to offset slowing domestic demand. How-
ever, trade measures in the form of across-the-
board import duties (including in Europe) as well
as growing public resistance to rising air pollution
in urban centers led in 2017 to the first serious
efforts to close down ageing Chinese steel pro-
duction capacities. The significant decline in
Chinese exports over the course of the calendar

year 2017 should be considered in this light and
in relation to positive demand in China’s domes-
tic market. All in all, ultimately steel imports to
Europe did not decline as a result regardless, be-
cause rising imports from other countries (includ-
ing Turkey, India, South Koread, and Iran) offset
lower Chinese delivery volumes. But the decline
in China’s tendency to flood markets reduced the
pressure on the market. Against this backdrop,
the European steel industry’s capacity utilization
rates increased significantly in 2017.

Towards the end of the business year 2017/18,
the announcements by the US administration of
their intention to impose global punitive import
tariffs on steel imports to the United States led to
uncertainty with respect to future developments
in an otherwise thriving market environment. The
EU Commission initiated intensive efforts, which
were still ongoing at the time of Annual Report
was written, to achieve a permanent exemption
for the European steel industry. Although the di-
rectimpact on the Steel Division of import restric-
tions into the USAis limited, any diversionary ef-
fects on the global trade flows of steel products
could represent a potential threat to some extent.
At the end of March 2018, the European Com-
mission initiated a “Safeguard Measures” proce-
dure to curb the threat of a flood of imports to
Europe.

In terms of sales, the Steel Division profited from
the excellent performance of all of its key indus-
try segments during the business year 2017/18.
The division’s most important (in terms of volume)
as well as qualitatively most sophisticated cus-
tomer segment—the automotive industry—saw
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KEY FIGURES OF THE STEEL DIVISION

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

Revenue 3,912.4 4,772.7 22.0

EBITDA 563.9 908.2 61.1

EBITDA margin 14.4% 19.0%

EBIT 263.2 592.9 125.3

EBIT margin 6.7% 12.4%

Employees (full-time equivalent) 10,898 11,020 1.1

strong and stable demand. In 2017, the automo-
tive manufacturers succeeded in boosting sales
of passenger cars in Europe for the fourth yearin
a row. Even in the Steel Division’s most important
premium segment, which has been booming for
years, the number of vehicle registrations contin-
ued to rise even further. All in all, demand from
the white goods and consumer goods sectors re-
mained high. During the past business year, the
mechanical engineering industry was embedded
in an increasingly dynamic market environment
based on improved capacity utilization in the in-
dustry together with the stable low interest rate
environment.

Although project activity in the oil and gas sector
was only moderate overall, the Heavy Plate busi-
ness segment secured several large volume or-
ders with extremely exacting production specifi-
cations in this sector. In lieu of deliveries for the
“Nord Stream II” pipeline project, which were suc-

cessfully completed by the end of the business
year 2017/18, currently follow-up orders for ex-
tremely sophisticated steel grades, especially in
the deep-sea pipeline segment, are being com-
pleted.

The first year of full-capacity production at the
direct reduction plant in Corpus Christi, Texas,
USA, was characterized by excellent product qual-
ity, a solid market environment, but also numer-
ous freak weather conditions. While the plant and
the surrounding areq, in particular, were impact-
ed by Hurricane Harvey at the end of August and
in September 2017, winter weather, which was
wholly atypical for Texas, and which had a sub-
stantial impact on the site’s supply infrastructure,
hitin January 2018. Despite these adversities, the
plant fulfilled its contractual obligations by sup-
plying its customers throughout the entire busi-
ness year 2017/18.
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FINANCIAL KEY PERFORMANCE
INDICATORS

The excellent performance of the Steel Division
in the business year 2017/18 is immediately evi-
dent from the figures, particularly revenue as well
as the operating result (EBITDA) which reached
an unprecedented level—thanks also to the HBI
plant in Texas, USA, which was almost fully op-
erational this year for the first time. Revenue rose
by 22.0% year overyear from EUR 3,912.4 million
in 2016/17 to EUR 4,772.7 million in 2017/18.
While delivery volumes roughly matched the re-
cord volume achieved in 2016/17—due above
all to excellent demand—the price of high-quality
grades was significantly higher than in the pre-
vious year. The direct reduction plant in Texas,
USA, which was officially inaugurated in October
2016 and has been in regular operation (subject
to weather-related interruptions) since the be-
ginning of the business year, as well as the Heavy
Plate business segment, which succeeded in sig-
nificantly boosting deliveries and simultaneously
raising prices, have been key to the revenue growth
in the current business year. Together with a gen-
eral increase in the gross margin and a continued
strong focus on cost optimization, these two busi-
ness segments also contributed significantly to
the improvement of the operating result (EBITDA)
of the Steel Division by 61.1% as of the close of
the year, from EUR 563.9 million to EUR 908.2
million. This lifted the EBITDA margin from 14.4%
to 19.0%. Profit from operations (EBIT) soared

125.3%, from EUR 263.2 million to EUR 592.9
million, during the same period, almost doubling
the EBIT margin from 6.7% to 12.4%.

In a direct quarter-to-quarter comparison be-
tween the third and fourth quarters of 2017/18,
the Steel Division demonstrated a surge in both
revenue and results, which stems primarily from
the significant growth in delivery volumes, itself
the result of traditionally rising demand during
the first quarter of the calendar year. In light of
the positive market environment, at the start of
the calendaryearthe division succeeded in pass-
ing the preceding increases in raw material costs
on to the marketin connection with the fairly large
number of renegotiated contracts. As a result, the
Steel Division was able to boost its revenue by
10.3%, from EUR 1,176.2 million in the third quar-
terto EUR 1,297.7 million in the fourth quarter of
the business year. EBITDA rose by 22.2% during
the same period, from EUR 209.5 million to EUR
256.0 million, primarily due to the quarter-on-
quarter increase in the sales volume of about
10%, while EBIT improved by as much as one
third, from EUR 130.9 millionto EUR 174.1 million.
The EBITDA margin rose from 17.8% in the third
quarterto 19.7% in the fourth quarterof 2017/18,
while the EBIT margin increased in the same pe-
riod from 11.1% to 13.4%.

As of March 31, 2018, the Steel Division had
11,020 employees (FTE), an increase of 1.1%
compared with the figure (10,898 employees) as
of on the previous year's reporting date.
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CUSTOMERS OF THE STEEL DIVISION

As percentage of divisional revenue, business year 2017/18
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QUARTERLY DEVELOPMENT OF THE STEEL DIVISION

European Union
(of which Austria: 16%)

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

2017/18 2017/18 2017/18 2017/18  2017/18
Revenue 1,213.3 1,085.5 1,176.2 1,297.7 4,772.7
EBITDA 227.8 214.9 209.5 256.0 908.2
EBITDA margin 18.8% 19.8% 17.8% 19.7% 19.0%
EBIT 150.2 137.7 130.9 174.1 592.9
EBIT margin 12.4% 12.7% 11.1% 13.4% 12.4%
Employees (full-time equivalent) 10,810 10,905 10,879 11,020 11,020
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