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the Austrian Commercial Code (UGB).

CORPORATE
GOVERNANCE REPORT
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the voestalpine AG website under the “Investors”
tab.

» The full link is
http:/www.voestalpine.com/group/en/
investors/corporate-governance

REPORT ON THE GROUP’S
BUSINESS PERFORMANCE AND
ECONOMIC SITUATION

While the start of the business year 2018/19 was
still marked by the tail end of the past years’ eco-
nomic boom, the remainder of the year saw an
increased dampening of sentiment in the macro-
economic environment—particularly against the
backdrop of the escalating trade war between
the United States and China as well as other re-
gions, including Europe. In the European Union
(EU), economic growth prospects were weighed
down additionally by the unproductive nature of
Britain's Brexit negotiations as well as the intro-
duction of a new emissions test (the “Worldwide
Harmonized Light Vehicle Test Procedure” - WLTP)
in the important automotive industry. It was pre-
dictable no later than from the start of the busi-
nessyear's second half, therefore, that the broad
economic expansion in recent years was coming
to a close.

EUROPE

While the European economy still remained on a
growth trackin early 2018, it was unable to main-
tain the strong momentum that had character-
ized 2017. The rhetoric of US president Donald
Trump regarding changes in the trade relation-
ships of the United States with the rest of the world
still did not have much of an effect on the Euro-
pean economy at the start of the business year
2018/19, but the mood clearly started to darken
during the summer, and not just in Europe. Par-
ticularly the imposition of protectionist (Section
232) tariffs in the name of national security on
both steel and aluminum—which were subse-
quently followed by additional restrictions in other
economic sectors—changed not only the global
trade flows, but also the political relationships
between the world’s major economies.

In addition, the introduction of the new emissions
test (WLTP) in September 2018 triggered unex-
pectedly strong distortions especially in the Ger-
man automotive industry which, given the size
and significance of this sector, accelerated the
dampening of economic sentiment in Europe to-
ward the end of the calendar year. Due to the
continued escalation of trade policies as the year
wore on, primarily between the United States and
China, European exports began to decline as well
across a widening range of countries and indus-
tries. The negotiations regarding Great Britain's
withdrawal from the European Union, which
seemed downright unproductive, also had anin-
creasingly negative impact not just on the politi-
calmoodinthe EU, but also on its economic mood.
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In this economic environment, which became ever
more challenging from one quarter to the next,
voestalpine’s performance overall in Europe (its
domestic market) was uneven both overtime and
across industries. While the company’s automo-
tive activities, in particular, continued to boom at
the start of the business year 2018/19 and its
other market segments largely benefited from
solid demand as well, after the summer most sec-
tors experienced a rapid decline indemand. These
developments had the greatest impact on the
automotive sector not least due to the changes
triggered by the WLTP, but the tool steel industry
forits part was faced with strong price pressures
in Europe especially due to the diversion of inter-
national trade flows in the wake of the global tariff
wars. Inthe EU, aerospace and construction were
the only industries that escaped the dampening
of sentiment in the past business year.

NORTH AMERICA

The longest economic expansion in the history of
the United States continued unabated in the
businessyear 2018/19 even though the country’s
mood was not as euphoric as in previous years
due, for one, to the long government shutdown
atthe end of 2018 and the start of 2019 and, for
another, to the slowing down of the global econo-
my—particularly as a result of the trade war be-
tween the United States and China. Toward the
end of the business year, the normalization of
credit conditions togetherwith rising interest rates
led, moreover, to an inversion of the interest rate
curve and thus to growing fears of a recession in
the country. On the whole, however, in the United

States the business year 2018/19 was character-
ized by the continued solidity of the economic
environment; the voestalpine Group benefited
from this scenario especially in aerospace and
storage technology but also increasingly in rail-
way infrastructure. The US automotive industry,
by contrast, started to trend laterally, albeit at the
same high level as before. Even the US oil and
natural gas industry experienced good demand
overall during this period despite fluctuating crude
oil prices, yet voestalpine was able to benefit from
this development only to a limited extent, partic-
ularly in margin terms, owing to the imposition of
Section 232 protectionist tariffs.

Economic developments in Canada and Mexico
during the business year 2018/19 were buffeted
especially by the unilateral termination by the
United States of the North American Free Trade
Agreement (NAFTA) and the resulting onset of
tariff discussions. While Canada’s economic en-
vironment remained relatively stable nonetheless,
enabling voestalpine’s local entities to perform
accordingly, at the start of 2079 Mexico saw a
change in government that put a damperon the
country’s economic momentum. But the Mexican
automotive industry, which is important to voest-
alpine’s local companies, was not affected as
much from these developments.

SOUTH AMERICA

In Brazil, the positive mood at the end of a multi-
year recession led to a moderate upswing during
the past business year, at least for the time being.
Aside from intra-Brazilian factors such as the
presidential election campaign (which took almost
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an entire year), the protectionist policies of the
United States—one of the country’s key export
markets—put as much of a damper on hopes for
awider upturn as did the darkening of economic
sentiment globally. Rising interest rates in the
United States as well as the appreciation of the
US dollar, moreover, caused the credit conditions
facing Brazil to deteriorate further.

In addition, all of South America was adversely
affected during the business year 2018/19 by
the critical developments that continued unabat-
ed in Venezuelaq, but also in Argentina and Co-
lombia.

In this economic environment which, while posi-
tive overall, had not lived up to the company’s
high expectations at the start of the business
year, the voestalpine Group actually performed
better than initially expected in both tool steel
and special materials but also in railway infra-
structure and special sections.

ASIA/ CHINA

At the very start of the business year 2018/19,
China’s economic development was clouded by
uncertainties that became apparent not least
when the economy took longer than expected to
gather steam again after the traditional Chinese
New Year celebrations. Nonetheless, the momen-
tum of the country's economy accelerated sub-
stantially thereafter until the tensions arising from
the trade war with the United States escalated
during the summer of 2018 and the economic
sentiment started to cloud overyet again. China’s
central government reacted by lowering interest
rates and initiating economic stimulus measures,
as before mainly in infrastructure. Even though
the mood improved thereafter, increasingly the
real economy began to suffer from the trade war
with the United States. Aside from the resulting
significant downturn in exports, the growing un-
certainty among Chinese consumers and their
curtailed spending had a corresponding effect
on China’s economic momentum.

In this environment, China’s demand for the voest-
alpine Group’s tool steel declined substantially
over the course of the business year, thus reflect-
ing weaker growth not only in the consumer goods
industry but especially in the automotive industry
also. Having already started the business year on
a weak footing, the automotive sector virtually
collapsed after the summer. So far, however, the
impact of this decline on the automotive compo-
nents production of the voestalpine Group has

been relatively weak, because these units supply
primarily European automotive manufacturers in
China, which were fairly successful during the past
business year in escaping the broad downward
trend.

As regards railway infrastructure, voestalpine ben-
efited from the newly launched infrastructure
projects, thus succeeding in recording substan-
tially rising order levels as the year wore on.

BUSINESS PERFORMANCE OF THE DIVISIONS

Steel Division

Ambivalent developments affected the perfor-
mance of the Steel Division in the business year
2018/19. While the division’s young North Amer-
ican direct reduction plantin Corpus Christi, Texas,
USA, continued to pursue technical finetuning
work in a very attractive environment, an exten-
sive, technically warranted maintenance shut-
down prevented full capacity utilization of its
main facility in Linz, Austria.

This long-planned, comprehensive overhaul (re-
lining) of the Group’s largest blast furnace—most
of which took place during the entire second
business quarter and was successfully completed
in the early fall of 2018—was the key issue facing
the Steel Division in the business year 2018/19.
To a considerable degree, the resulting loss of
production volume was offset through both
pre-production and purchases of semi-finished
goods (slabs), albeit at a higher cost than would
have been incurred, had self-produced material
been used, with the corresponding effect on earn-
ings.

As far as the market is concerned, the division
met with excellent demand for high-quality steel
products at the start of the business year, a dy-
namic that seamlessly continued the existent
trend from prior periods but cooled off increas-
ingly as the business year wore on. Particularly
the distortions in the automotive industry stem-
ming from the new Worldwide Harmonized Light
Vehicle Test Procedure (WLTP) emissions test led
to volatile order intake at a lower level overall in
the business year'’s second half. With the excep-
tion of the mechanical engineering and construc-
tion industry, all other market segments that are
key to the Steel Division also experienced declines
in demand.

Over the course of the business year 2018/19,
the protectionist policies of the United States,
which reached an initial high when tariffs were
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REVENUE OF THE voestalpine GROUP

In millions of euros

11,189.5 11,068.7

12,897.8 13,5607

11,294.5

2014/15 2015716

slapped on steel and aluminum on national se-
curity grounds (Section 232), led to diversion
effects from changes in the global flow of goods,
causing an increase in steel imports to Europe.
The measures enacted by the European Union
in response (import quotas labeled “Safeguard
Measures”) fell—and continue to—fall short by far,
thus making it impossible to maintain some sort
of equilibrium in the European steel market.

In an environment of falling demand and rising
imports the price of iron ore, the raw material
that is key to the production of steel, sharply in-
creased. This against the backdrop of continued
high demand from China coupled with supply-
side declines in iron ore volumes on the global
market due, in particular, to the massive technical
failure of a dam in a Brazilian mining operation.
Toward the close of the business year, this com-
bination of lower demand, high imports, and
higher raw materials prices led to increasing pres-
sure on the Steel Division’s results.

Furthermore, the potentially adverse effects on
the Group’s net assets, financial position, and re-
sults of operations from the pending investigation
by the German Federal Cartel Office (Bundes-
kartellamt) against several steel producers on
suspicion of anti-competitive practices made it
necessary in the second half of the business year
2018/19 to set up provisions in the Heavy Plate
business segment.

High Performance Metals Division

While this division of the voestalpine Group, which
has the broadest international footprint, suc-
ceeded in benefiting from the ongoing, positive

2016/17

2017/18 2018/19

economic developments in both North America
and Brazil, at the same time it suffered greatly
from changes in the global trade flows—particu-
larly in the wake of the trade war between the
United States and China that accelerated during
the business year.

Solid demand continued to characterize the glo-
bal market environment in most of the customer
segments of the High Performance Metals Divi-
sion at the start ofthe business year 2018/19, but
the widespread uncertainty among customers
in China owing to the latter’s trade war with the
United States increasingly became apparent in
the course of the business year’s first half. Subse-
quently, this uncertainty continued to intensify
and led in both the automotive industry and the
consumer goods industry to clearly growing re-
straint with respect to purchasing decisions, es-
pecially in tool steel.

The increasingly protectionist trade policies of
ever more economies also made itself felt in the
European tool steel market. As far as individual
quality categories are concerned, this triggered
a growing imbalance of supply and demand, thus
intensifying price pressures.

However, these developments did not have much
of animpact on demand for high-alloyed special
materials in the aerospace industry as well as in
oil and natural gas exploration, which remained
positive at a stable level.

Metal Engineering Division

The performance of the Metal Engineering Divi-
sion in the business year 2018/19 differed by
segment. While demand for turnouts in railway
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infrastructure was good in most of the world'’s
regions—especially in China thanks to the rollout
of new economic stimulus packages—demand
for rails was solid yet not strong enough in terms
ofits momentum to fully pass on hikes in raw ma-
terials prices to the market.

The wire technology product segment, which
largely serves the automotive industry, was af-
fected by the massive downturn in sales resulting
from the switch to the new WLTP emissions testing
procedure afterthe summer of 2018. Having gen-
erated excellent results in the first quarter of the
business year 2018/19, it was confronted with
volatile and substantially lower demand partic-
ularly in the business year’s second half.
Demand in the oil and natural gas industry for
seamless tubes used in exploration remained rela-
tively stable in spite of volatile crude oil prices,
allowing the tubulars product segment to benefit
in volume terms. Because of the Section 232 tar-
iffs that the United States imposed on national
security grounds, however, this positive, volume-
driven market environment is not reflected in the
segment’s results for the past business year.
Thanks not least to programs aimed at lowering
costs and boosting efficiency, the welding con-
sumables product segment delivered solid per-
formance despite continuing challenges in the
market environment.

Metal Forming Division

The performance in the business year 2018/19
of the Metal Forming Division's two smaller busi-
ness segments, Precision Strip as well as Ware-
house & Rack Solutions, was still pleasing, where-
as the division’s main revenue generating units
(Tubes & Sections as well as Automotive Compo-
nents) were faced with declining momentum. Par-
ticularly the automotive sector, which accounts
for almost one half of the division’s revenue,
experienced substantial distortions in Europe
following the introduction of the new WLTP emis-
sions test in September 2018. Automotive sales
in China dropped in the business year’s second
half even absent such testing changes, but these
developments had little effect on the European
premium producers that the Metal Forming Divi-
sion supplies locally; in fact, they even succeeded
to alarge extent in boosting their sales yet further.
Generally speaking, in the business year2018/19
the automotive market in North America was sta-
ble on a continued high level.

Owing to difficulties in both production and lo-
gistics processes, the division’s automotive com-
ponent plant at its Cartersville, Georgia site (its
largest in North America) incurred much higher
start-up costs than planned in connection with
the commissioning of new facilities. Shifts in or-
ders also made it necessary to set up provisions.
These non-recurring effects had a substantially
negative effect on the results of the Metal Form-
ing Division in the business year 2018/19.

REPORT ON THE FINANCIAL
KEY PERFORMANCE INDICATORS
OF THE voestalpine GROUP

REVENUE AND OPERATING RESULT

The positive revenue trend that prevailed in re-
centyears continued in the business year 2018/19.
Besides the boost from the investments made
especially in recent years as part of the Group’s
internationalization strategy, this development
was also due to significant increases in the prices
of both raw materials and alloys along with the
resulting effects on sales revenue as well as to the
positive economic climate that still held sway in
the business year’s first half. The dampening of
sentiment toward the end of the period affected
the development of revenue during the year in
that the last quarter was the strongest one yet
again in this business segment too, but the dif-
ference to the preceding quarters was not as pro-
nounced as in previous business years.

Theyear-over-yearincrease in revenue is based on
positive developments in each of the Group's four
divisions, which is remarkable because the Steel
Division had to contend with substantially reduced
production capacities in the past 12 months owing
to the complete overhaul (relining) of the Group's
largest blast furnace (blast furnace A) in Linz,
Austria, and thus fell short substantially year over
year with respect to sales volumes.

The High Performance Metals Division boosted
its revenue as well, but the sales volume was just
about the same as in the previous business year.
Hence higher price levels driven by much higher
prices for alloys largely account for the improve-
ment in revenue.

In the Metal Engineering Division, the increase in
revenue is due to effects from both the product
mix and prices. As far as sales volumes are con-
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REVENUE BY DIVISIONS

As percentage of total divisional revenue, business year 2018/19

22%
Metal Engineering

21%
Metal Forming

REVENUE BY INDUSTRIES

35%
Steel

22%
High Performance Metals

As percentage of Group revenue, business year 2018/19

34%
Automotive

5%
White goods/Consumer goods

3%
Aerospace

11%
Railway systems

9%
Mechanical engineering

15% 14%
Energy Other
9%
Building/Construction
REVENUE BY REGIONS
As percentage of Group revenue, business year 2018/19
65%
European Union
(of which Austria: 7%)
16%
NAFTA
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South America
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cerned, particularly the rail technology and wire
technology product segments lost a bit of ground
year overyear, whereas the tubulars product seg-
ment, which is engaged primarily in the oil and
natural gas exploration business, succeeded in
recovering from its low revenue levels in previous
periods.

In the Metal Forming Division, revenue growth
was driven by the Tubes & Sections business seg-
ment as well as, in particular, the expansion of
automotive activities, while the remaining busi-
ness segments posted stable revenue growth.
At EUR 13,560.7 million, the voestalpine Group
saw a new all-time revenue high against this back-
drop, which equates to an increase of 5.1% year
over year (EUR 12,897.8 million).

Due to the significant cooling of the economy as
well as non-recurring effects specific to the Group,
however, the positive revenue development did
not translate into higher earnings. As a result, at
EUR 1,564.6 million the operating result (EBITDA)
in the business year 2018/19 was down 19.9%
compared with the previous year (EUR 1,954.1
million). The EBITDA margin fell accordingly from
15.2% to 11.5% year over year.

The profit from operations (EBIT) followed a tra-
jectory akin to that of the operating result. Spe-
cifically, it dropped from EUR 1,180.0 million
(EBITmargin of 9.1%) in the business year 2017/18
to EUR 779.4 million (EBIT margin of 5.7%) in the
business year 2018/19, which corresponds to a
decline of 33.9%.

While the substantial cooling of the economy in
the business year’s second half had a negative
effect on all of the voestalpine Group’s divisions,
the effects of the global trade wars triggered by
the isolationist stance of the United States im-
pacted particularly the High Performance Metals
Division and the Metal Engineering Division,
whereas the Steel Division and the Metal Forming
Division suffered primarily from internal negative
non-recurring effects.

To alarge extent, the volume losses in production
owing to the overhaul (relining) of blast furnace
Ainthe Steel Division were offset by purchases of
pre-materials from third parties—in addition to
a certain level of pre-production activities—which
supported revenue growth yet succeeded only in
mitigating the negative effects as far as results
are concerned. A three-week planned mainte-

nance shutdown as well as unplanned production
stoppages at the HBI facility in Texas, USA, due
especially to flooding and a gas pipe rupture
made matters worse. Furthermore, the Steel Divi-
sion had to set up provisions at the start of the
calendar year 2019 due to potentially adverse
financial effects on the Group from the pending
investigation by the German Federal Cartel Of-
fice (Bundeskartellamt) against several steel
producers on suspicion of past anti-competitive
practices in the Heavy Plate business segment.
In September 2018, the market segment that is
key to the voestalpine Group—the automotive in-
dustry—experienced significant turbulence with
corresponding effects on demand in the wake of
the switch in emissions testing procedures to uni-
form standards worldwide (specifically, the World-
wide Harmonized Light Vehicle Test Procedure
- WLTP). This had an especially negative effect
on the Metal Forming Division, where the auto-
motive industry accounts for just nearly one half
of revenue. Starting in the fall of 2018, moreover,
this division was confronted with significant neg-
ative effects on earnings due to difficulties in con-
nection with the start-up of a new automotive
component plant in Cartersville, Georgia, USA,
as well as associated one-time effects from the
provisions that were set up on account of shifts in
order activity.

The Section 232 tariffs on steel and aluminum
imports that the United States introduced on na-
tional security grounds affected the voestalpine
Group both directly and indirectly. The direct ef-
fects concern primarily the tubulars product seg-
ment of the Metal Engineering Division, which
exports a substantial portion of its products to
the US and thus was exposed to margin pressures.
Indirectly, the US measures had an impact on
prices in both the European and the Chinese tool
steel industry on account of the effects from the
diversion of global trade flows with correspond-
ing consequences on the earnings growth of the
High Performance Metals Division.

Dueto the non-recurring effects on earnings, most
of which were posted in the third quarter of the
business year 2018/19, the direct comparison of
this quarter with the business year’s fourth quar-
ter shows a jump in earnings of 88.7% from EUR
244.0 million in the third quarter to EUR 460.5
million in the fourth. Accordingly, EBIT skyrocketed
from EUR 46.0 million in the third quarter of the
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EBITDA

In millions of euros
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businessyear 2018/19 to EUR 253.9 millionin the
fourth quarter—an increase of 452.0%.

The analysis of the division’s performance during
the business year based solely on the operating
business—i.e. subject to adjustment of the third-
quarter results for the aforementioned one-time
effects—shows a merely small increase in both
the operating result (EBITDA) and the profit from
operations (EBIT) between the third and the fourth
quarter.

PROFIT BEFORE TAX AND PROFIT AFTER TAX

In keeping with both the operating result (EBITDA)
and the profit from operations (EBIT), both profit
before and after tax (net income) declined in
the course of the business year. Based on net fi-
nancial income of EUR -133.7 million (previous
year: EUR -137.5 million), the profit before tax
for the business year 2018/19 is EUR 645.7 mil-
lion which, compared with the previous year’s
level of EUR 1,042.5 million, equates to a decline
of 38.1%.

The tax rate rose significantly year overyear from
20.8% in the previous year to 29.0% in the past
business year in connection with the aforemen-
tioned one-time effects.

As a result, the profit after tax is EUR 458.6 mil-
lion—a decline of 44.4% from EUR 825.4 million
in the previous year.

PROPOSED DIVIDEND

Subject to the approval of the Annual General
Meeting of voestalpine AG on July 3, 2019, a divi-
dend of EUR 1.10 per share will be paid to the
shareholders, which represents a decrease of
271.4% compared with the previous year’s divi-
dend of EUR 1.40 per share. Note, however, that
the business year 2017/18 was the Group’s most
successful in its history. The current dividend pro-
posal corresponds exactly to the dividend pro-
posed for the business year 2016/17 and thus is
in line with the level during normal business years,
economically speaking. Based on the earnings
per share (EPS) of EUR 2.31 (previous year: EUR
4.40) that are reported in accordance with IFRS,
the resulting distribution ratio is 48.1% (previous
yvear: 31.8%). Relative to the average price of
the voestalpine share of EUR 35.59 in the busi-
ness year 2018/19, the dividend yield is 3.1%.

GEARING RATIO

The gearing ratio (net financial debt in percent
of equity) was 46.6% at the end of the business
year2018/19 and thusis largely stable compared
with the previous year's level of 45.7%.

While equity rose 2.4% from EUR 6,554.3 million
as of the end of March 2018 to EUR 6,709.8 mil-
lion as of the current reporting date (March 31,
2019), the net financial debt rose by 4.4%
year over year, from EUR 2,995.1 million as of
March 31, 2018, to EUR 3,125.4 million as of the
close of the business year 2018/19. While nega-
tive effects resulted, for one, from the develop-
ment of working capital, which was driven by a
significantincrease in value throughout the busi-
nessyear 2018/19 due to rising raw material and
alloy prices, for another, investment expenditure
for other intangible assets, property, plant and
equipment also went up year overyear, from EUR
850.2 million to EUR 1,045.7 million.

CASH FLOWS

At EUR 1,166.6 million, the cash flows from oper-
ating activities was kept at almost the same
level as in the previous year (EUR 1,7195.71 million)
despite the much more difficult environment;
the decline equates to merely 2.4%. This is due
mainly to the development of the working capital
which, at EUR -137.1 million, is negative for the
business year 2018/19, thus leading to a much
lower commitment of funds than in the previous
year (EUR -426.9 million).

While the voestalpine Group’s net investments
in 2018/19 were EUR 810.0 million, slightly less
than the EUR 847.7 million in the previous busi-
ness year, the former figure includes EUR 210.1
million in disinvestments of financial assets. In-
vestments in other intangible assets, property,
plant and equipment were EUR 1,045.7 million,
up 23.0% from the previous business year (EUR
850.2 million).

The cash flows from Group financing activities
in the business year 2018/19 is EUR -579.3 mil-
lion (previous year: EUR -129.7 million). The
closing balance of cash and cash equivalents as
of March 31, 2019, is EUR 485.9 million.
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EPS - EARNINGS PER SHARE
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Net financial debt can be broken down as follows:

NET FINANCIAL DEBT

In millions of euros 03/31/2018 03/31/2019
Financial liabilities, non-current 2,783.6 2,661.8
Financial liabilities, current 1,315.5 1,142.3
Cash and cash equivalents -705.8 -485.9
Other financial assets -388.1 -182.3
Loans and other receivables from financing -10.1 -10.5
Net financial debt 2,995.1 3,125.4
QUARTERLY DEVELOPMENT OF THE voestalpine GROUP

In millions of euros BY

1st quarter 2~ quarter 3 quarter

4t quarter 2018/19 2017/18" Change

2018/19* 2018/19" 2018/19" 2018/19 in %
Revenue 3,469.0 3,205.0 3,274.6 3,6712.1 13,560.7 12,897.8 5.1
EBITDA 513.0 3471 244.0 460.5  1,564.6 1,954.1 -19.9
EBITDA margin 14.8% 10.8% 7.4% 12.7% 11.5% 15.2%
EBIT 323.8 155.7 46.0 253.9 779.4 1,180.0 -33.9
EBIT margin 9.3% 4.9% 1.4% 7.0% 5.7% 9.1%
Profit before tax 294.3 127.2 9.1 215.1 645.7 1,042.5 -38.1
Profit after tax? 226.3 93.6 -38.6 177.3 458.6 8254 -44.4
Employees
(full-time equivalent) 51,827 51,931 51,472 51,907 51,907 51,621 0.6

1 Business year 2017/18 and 1t - 34 quarter 2018/19 retroactively adjusted.
For details see the Notes to the Consolidated Financial Statements under B. Summary of Accounting Policies.
2 Before deduction of non-controlling interests and interest on hybrid capital.
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INVESTMENTS

The Group's investments in the business year
2018/19 focused on maintenance and optimi-
zation projects in metallurgy, which provides the
basis for its downstream activities. Moreover, the
Group also implemented pioneering projects in
the downstream business that will further boost
voestalpine’s trailblazing role in technology as
regards products for sophisticated customer seg-
ments such as the aerospace and automotive
sectors as well as the oil and natural gas industry.
Total investments of the voestalpine Group in the
business year 2018/19 were EUR 1,0171.8 million
and thus 13.0% more than in the previous busi-
ness year (EUR 895.2 million).

The investment expenditures of the Steel Division
inthe businessyear 2018/19 rose by 40.6% from
EUR 229.5 million in the previous year to EUR
322.7 million this year. While the division’s focus
in years past served primarily to secure the long-
term technology and quality leadership of the
Linz-based flat steel facility’s end products, re-
cently its focus has been on the comprehensive,
planned overhaul (relining) of the Group’s most
important blast furnace in terms of capacity. A
three-year, detailed planning period provided
the basis for ensuring that this challenging main-
tenance project was completed in just over 100
days. The furnace was again operating at its nom-
inal capacity just a few days later. An extensive
pre-materials inventory of slabs from both in-
house and external production sources had been
built up during the preparation phase in orderto
ensure the best possible capacity utilization of
the downstream rolling facilities during the relin-
ing process and thus the Group’s delivery perfor-
mance to which its customers are accustomed.
The complete overhaul, which cost about EUR
180 million in toto, included upgrading not just
the actual core unit, but also all other plants and
facilities associated with the blast furnace such
as hot-blast stoves, the natural gas supply sys-
tem, and dedusting systems. It also entailed inte-
grating brand new digital measurement and con-
trol instruments. Taking advantage of the lower

production of pig iron during the summer of 2018,
the division also carried out the replacement of
the key crane track girders in the steel plant (the
need for which had become apparent over the
years) largely during ongoing operations.

At EUR 241.2 million, the investment expenditure
of the High Performance Metals Division in
the business year 2018/19 was 6.5% higheryear
over year (EUR 226.4 million). The groundbreak-
ing ceremony for the new special steel plant in
Kapfenberg, Austria, took place on April 24, 2018,
six months after the siting decision had been an-
nounced. Following a three-year construction pe-
riod, starting in 2021 the fully digital facility will
ensure the technology leadership of the Kapfen-
bergsite in the long term. From that point onward,
some 205,000 tons annually of sophisticated
high-performance steels primarily for the inter-
national aerospace and automotive industry as
well as the oil and natural gas sector will be de-
livered around the world. Specifically, the prelim-
inary field work as well as the contract awards for
the core units (electric arc furnace and converter)
and the secondary metallurgical facilities of the
EUR 350 million project were implemented as
planned in the business year 2018/19. The work
onthe foundations of the steel mill hall has reached
an advanced stage by now, and the construction
of the production hall itself will follow as the busi-
ness year 2019/20 wears on. The Kapfenberg fa-
cility also saw an investment in a high-tech fast
forge press used mainly to manufacture base
products for highly stress-resistant, rotating air-
craft turbine components. In the future, the new,
highly automated facility will also be used to pro-
duce components for the automotive industry
as well as the oil and natural gas industry. A
new rolling unit was started up in Mirzzuschlag,
Austria, in August 20718. This investment makes
voestalpine BOHLER Bleche GmbH the only
European manufacturer of extremely resistant
and at the same time light titanium sheets for
the aerospace industry. In the Value Added Ser-
vices business segment, the Group’s Houston,
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Texas, USA, site invested in a processing center
for the oil and natural gas sector, which was
launched in July 2018.

At EUR 210.8 million, the investment volume of
the Metal Engineering Division in the business
year 2018/19 was about the same (EUR 207.5
million) as in the previous year. The most impor-
tant investments concerned steel production at
the Donawitz, Austria, facility from where the di-
vision's downstream operations are supplied with
high-purity steels. For example, interim repairs
were carried out at one of the two blast furnaces,
but both the time required (64 days) and the cost
(EUR 14 million) do not even come close to the
cost of the Steel Division's major overhaul project.
Currently, a new continuous casting facility (CC4)
with an annual capacity of 950,000 tons and a
total investment volume of more than EUR 100
million is being built at the downstream steel
plant; it will probably be commissioned in the
fall of 2019 to replace the existent CC2 unit.
Moreover, the division established a Metallurgy
Center research facility at its Donawitz plant in
the business year 2017/18 and launched its test
operations at the start of the business year
2018/19.This “mini steel plant” will serve to manu-
facture new steel grades in batches of four tons
each concurrently with the production of steel in

the major plant and thus help to accelerate the
development of high-performance steel products.

In the business year 2018/19, the Metal Forming
Division delivered stable performance also with
respect to its investments of EUR 223.2 million
(previous year: EUR 218.6 million). The division
continued to pursue the international rollout of
product innovations that are developed in-house
for automotive components based on long-term
partnerships with customers. At the end of August
2018, a new production facility was opened in
Aguascalientes, Mexico, with the aim of promot-
ing the strong expansion of automotive produc-
tion in Mexico. In contrast to the already existent
assembly plant, the new plant will produce com-
plex auto body and structural components. So-
phisticated tube components have been manu-
factured in Zacatecas, Mexico, for use in passive
automotive safety components since the launch
of production there in the summer of 2018. Yet
another expansion phase of the facility in Carters-
ville, Georgia, USA, was completed in the business
year 2018/19; the highly challenging ramp-up
curve led to a massive increase in start-up costs
(see page 36). InTianjin, China, an assembly plant
was started up as planned near Beijing and in
the immediate vicinity of the production facility
of a European automotive manufacturer.
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ACQUISITIONS

As in previous business years, in the business year
2018/19, too, the fact that interest rates have
been low since the financial crisis has continued
to constrain the acquisition activities of the voest-
alpine Group, because the prices paid particu-
larly by financial investors in this environment for
acquisitions are not sufficiently viable, economi-
cally speaking, for an industrial investor such as
voestalpine.

As a result, just one smaller acquisition was made
in the business year 2018/19, specifically, in the
Metal Engineering Division’s downstream busi-
ness. Working through voestalpine VAE Apcarom
SA, Romania, the Railway Systems business unit
acquired a majority stake in Travertec S.R.L., which
is headquartered in Buzau, Romania, and is spe-
cialized in the manufacture of concrete sleepers
for turnouts and rail tracks.
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EMPLOYEES

As of the close of the business year 2018/19 on
March 31,2019, the voestalpine Group had 48,792
employees (excluding apprentices and temporary
employees) and thus around 1,189 employees or
2.5% more than as of March 31, 2018. Including
the 1,310 apprentices and 3,300 temporary
employees, the number of full-time equivalents
(FTEs) is 51,907, this represents a year-over-year
increase of 0.6% (or 287 FTEs) in the total head-
count.

Compared with the previous business year, the
number of temporary personnel (3,300) represents
a decrease of 14.7%.

Atotal of 55.1% of the employees (28,575 FTEs)
work at Group sites outside of Austria, and 23,332
employees work in Austrian voestalpine compa-
nies.

As of the reporting date (March 31, 2019), the
voestalpine Group was training 1,310 apprentices:
61.5% ofthem in Austrian companies and 38.5%
atlocations abroad. Compared with the previous
year, the total number of apprentices has risen
by nine individuals or 0.7%.

EMPLOYEE
SHAREHOLDING SCHEME

voestalpine has had an employee shareholding
scheme since 2001, which has been continually
expanded since then. Besides all of the employ-
eesinAustria, employees in Great Britain, Germany,
the Netherlands, Poland, Belgium, the Czech Re-
public, Italy, Switzerland, Romania, Spain, and
Sweden also have a share in “their” company.

The voestalpine Mitarbeiterbeteiligung Privat-
stiftung (employee foundation for the Group’s
employee shareholding scheme) is the second
largest shareholder of voestalpine AG. As of
March 31, 2019, a total of 25,500 employees
have a stake in voestalpine AG through this foun-
dation. They hold about 24 million shares which,
due to the general bundling of voting rights, rep-
resent 13.49% ofthe company’s share capital (pre-

vious year: 12.9%). In addition, former and active
employees of voestalpine hold approx. 2.5 million
“private shares” of voestalpine AG (which corre-
sponds to 1.4% of the voting shares), the voting
rights of which are also exercised by the founda-
tion as long as the given employees do not exer-
cise their right to dispose of these shares. On the
whole, therefore, as of March 31, 2019, the voting
rights of 14.8% of the share capital of voestalpine
AG are bundled in the foundation.

THE STAHLSTIFTUNG
(STEEL FOUNDATION)

In 1987, the so-called Stahlistiftung (Steel Foun-
dation) was founded in Linz, Austria, as an em-
ployee fund with the aim of providing not only
employees of the VOEST-ALPINE Group (as it was
called at the time), who were dismissed during
crises, but also employees of companies outside
of the Group the opportunity to reorient them-
selves professionally while undergoing up to four
years of training and continuing education in
order to offset or at least alleviate the impact of
losing their jobs.

In the business year 2018/19, about 88% of the
participants looking for work were able to devel-
op a new professional perspective with the help
of the Stahlstiftung.

As of the reporting date (March 31, 2019), the
Stahlstiftung supported a total of 296 individuals,
60.8% of whom were participants from voest-
alpine Group companies. The total number of
active Stahlstiftung participants in the business
yvear2018/19was 560, i.e.17.2% less thanin the
previous year (676 individuals).

APPRENTICES AND
YOUNG SKILLED WORKERS

The sixth voestalpine Group Apprentice Day was
held at the headquarters of voestalpine AG in
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Linz, Austria, in December 2018. About 350 ap-
prentices from Austria, Germany, and Switzerland
attended the event together with their trainers.
The event aims to introduce the Group'’s appren-
tice employees to as many of their young col-
leagues from other Group sites as possible, but
also to give them something of a first-hand over-
view, so to speak, of the Group.

Per apprentice, the company invests about EUR
70,000 in the comprehensive three or four-year
training program. In orderto efficiently approach
potential apprentices, voestalpine has continu-
ously expanded its social media activities via
Facebook, YouTube, Twitter, LinkedIn, Watchado,
and Instagram in recent years. Using the Job Bot,
voestalpine has also been offering an innovative
job search option on Facebook.

The Group’s excellent numbers in terms of com-
pleted apprenticeships create a solid base of
skilled workers for the future: 98.7% of the ap-
prentices in Austria and Germany passed their
final apprenticeship exam in the past business
year; of the Austrian graduates, 70.2% even did
so with “good” or “excellent” grades. Numerous
medals were to be had in connection with a va-
riety of Austrian state championships—a total
of 13 medals just in connection with the “Upper
Austrian Apprentice Awards.” At the Austrian
Skills 2018 Championships (a vocational educa-
tion and skills competition), the voestalpine ap-
prentices won the Austrian title and third place in
the Electrical Systems category.

As an innovative company, it is of great impor-
tance to voestalpine to ensure that its appren-
tices delve into the issue of digitalization/Industry
4.0 from the start of their training. A variety of
digitalization projects as well as, in particular, a
new lab for electrical and automation technology
at the Group’s site in Kapfenberg, Austria, serve
to boost digital skills as part of the training and
thus to ensure the availability of skilled workers
in the future. The apprentices are supported by
highly motivated trainers, who impart knowledge

far beyond statutory standards. At the first voest-
alpine trainers meeting in March 2019, the par-
ticipants shared their real-life experiences; here,
too, the issue of how to teach digitalization was
a key topic.

Forthe apprenticeship year 2019/20 that begins
in the fall of 2019, voestalpine is offering about
480 new apprenticeships in Austria and Germany
alone. Before the training starts, many of the
40 companies organize an “Open House,” where
students and their parents can obtain informa-
tion in person on the wide range of vocational
training and education (VET) options.

HUMANS AS THE LOCUS
OF COMMUNICATION

A key aspect of a communications campaign
conducted inthe business year 2018/19 focused
ontheissue of “Humans in the voestalpine Group.”
This campaign underscores the priority voest-
alpine attaches to its employees, whose perfor-
mance makes a decisive contribution to the com-
pany’s business performance, day in and day out.
Numerous employee portraits were created as
part of this campaign; the Group’s website cur-
rently displays them in organized fashion on a
new, interactive world map. This turns the com-
pany’s employees into its authentic ambassadors.

EXECUTIVE DEVELOPMENT

In the past business year, too, voestalpine con-
tinued to rely on a comprehensive, Group-wide
executive development program based on its
tried and tested “value:program.” One hundred
and seventy-six employees from 24 countries par-
ticipated in this multi-level leadership program
during the business year 2018/19. It provides
target group-specific training and advancement
programs for all executive levels based on a combi-
nation of classroom and online courses, including
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supplementary options for attending external
postgraduate and business school programs.
What makes this program special—aside from
the skills training offered by leading international
experts and the broad range of the program’s
methods—is the intensive collaboration on the
part of representatives from voestalpine’s ex-
panded leadership team, irrespective of whether
they are speakers, project managers, or even
sparring partners, so to speak, in wide-ranging
exchanges of experience. This mixture of external
and internal know-how along with the interest
across the entire Group in ensuring that employ-
ees possess advanced qualifications make the
voestalpine leadership program a central com-
ponent of the Group’s claim to being “one step
ahead.”

OTHER EMPLOYEE
DEVELOPMENT PROGRAMS

In order to foster and boost required employee
capabilities and skills in a manner that is both
functional and regional, the Group offers a num-
ber of additional programs: For example, this
includes the “Purchasing Power Academy”; the
“HR Academy”; the “Early Career Program” in
North America; and the “Young Professional
Training Program” (YPTP) in China. Following
highly successful start-up years, 2018 was the
first time a refresher program was carried out for
former YPTP participants. Twenty-nine select
participants, who had completed the YPTPin 2015
and 20716, were invited to a three-day refresher
training. Besides professional training, the focus
again was on the mutual exchange of experiences
as well as on the opportunity to engage in per-
sonal networking within the Group.

The “High Mobility Pool” executive development
program was also repeated in the business year
2018719 in order to foster international talent.
This program is aimed at young, international
college graduates with a few years of professional

experience, who carry out project work worldwide
at a high level within a predefined period. It gives
young, talented individuals the opportunity to
rapidly absorb corporate practice and to pro-
mote international networks within the Group
through their projects.

Numerous other programs and training options
inindividual divisions and business units comple-
ment the Group-wide training and advancement
portfolio available to voestalpine’s employees.

EMPLOYEE SURVEY

A total of 377 improvements were suggested in
connection with the Group-wide employee survey
conducted in 2016. Ninety-four percent of these
suggestions have already been or are still being
implemented. The next, slightly modified voest-
alpine employee survey will be carried out in the
fall of 2019. Changes include a reduction in the
interview period from three years to two, the fact
that the entire survey will be conducted online,
as well as a simplified and shortened question-
naire. In turn, these adjustments will enable a
number of changes: simpler and more efficient
survey processing, quicker preparation of the
results, and a less complex process of analyzing
the survey’s findings. The employee survey will be
conducted in 48 countries, 26 languages, and
more than 230 companies. On the whole, some
47,000 employees will be able to participate in
it. The Group will continue to measure the key in-
dicator, “commitment,” and maintain a consistent
process to translate the results into practice.

COOPERATION
WITH UNIVERSITIES

Many voestalpine Group companies offer intern-
ships for college and university students. Among
other things, particular emphasis is placed on
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scientific papers prepared by students in collab-
oration with voestalpine companies. Currently, a
total of about 200 diploma and masters theses
as well as dissertations are being written in coop-
eration with the Group.

For several years now, voestalpine has offered
students from Emory University, Atlanta, Georgia,
USA, a ten-week internship at the Group. In ex-
change, students of Johannes Kepler University,
Linz, Austria, are offered a scholarship to attend
Emory University. In another special educational
program, students enrolled in the international
“ACT - Austria, Canada, Taiwan” training course—
a joint program of Johannes Kepler University;

University of Victoria, British Columbia, Canada;
and National Sun Yat-sen University, Kaohsiung,
Taiwan—are integrated into project work lasting
several weeks at the Group’s Linz location in
Austria.

Numerous educational collaboration projects are
carried out with the University of Mining and Met-
allurgy in Leoben, Austria. They range from spon-
soring commitments to generate interest among
young people to aim for a degree in a technical
field, to the so-called “voestalpine talks” (a col-
laborative event with all student representatives),
all the way to support for the annual “teconomy”
student trade fair.
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RAW MATERIALS

The prices of the input materials—iron ore and
coal—that are key to the production of steel in
blast furnaces followed a continuously rising
trend in the business year 2018/19 that reached
achallenging level toward its end. In the business
year'’s first three quarters, the spot prices for
iron ore (the most important raw material for the
aforementioned method) fluctuated between
USD 65 and USD 75 perton (cost and freight (CFR)
China) and thus were less volatile than in previous
business years. Overall, however, iron ore prices
followed a robust trend driven by a noticeable
increase in the production of steel in China, which
accounts for more than 50% of worldwide steel
production and thus occupies a controlling global
position. By now, China imports more than one
billion tons of iron ore annually by seaq, because
it decided for quality reasons to gradually reduce
its self-sufficiency regarding iron ore. Both the so-
lidity of steel prices in the domestic market and
environmental issues contributed to the country’s
need to import higher-rated iron ore from Australia
and Brazil. Iron ore supply and demand were
largely balanced throughout the calendar year
2018 due to the advantageous, demand-driven
situation and despite yet another push on the
part of the major mine operators in the afore-
mentioned two countries to expand capacities.
This equilibrium ended abruptly at the start of
the calendaryear 2019, however, when adamin
an iron ore mine in the Brazilian state of Minas
Gerais failed, triggering a humanitarian and eco-
logical catastrophe. The operations of the affect-
ed company'’s other mines of the same or a simi-
lar type were closed for security reasons. Experts
believe that this has removed some 100 million
tons of iron ore capacity from the market on an
annual basis, at least temporarily. The situation
was aggravated in March 2019 when a cyclone
hit Western Australia, damaging the infrastructure
needed to ship iron ore in the affected region.
Initially, the global iron ore spot market price
skyrocketed in the last quarter of the business
year 2018/19 against this backdrop, and subse-
quently remained at a level of between USD 85
and USD 95 per ton. Because the dam break in

Brazil had an impact not just on fine ore (the base
product), but also on the production of iron ore
pellets, there was a shortage of relevant supplies
which, in turn, triggered yet another increase in
the price of this high-quality input material.

As far as the second base material—metallurgi-
cal or coking coal—for the production of steel by
blast furnace process is concerned, structurally
speaking general price levels have risen substan-
tially in recent years due to both mine closings in
China by order of government agencies and a
reduction in the annual number of workdays in
Chinese coal mines. Furthermore, the past two
years saw erratic price fluctuations resulting from
temporary supply bottlenecks caused by freak
weatherin Australia and China. As the major coal
deposits largely did not experience even greater,
weather-related capacity losses during the busi-
ness year 2018/19, recently the price volatility
declined and spot buying prices settled at a
level of between USD 175 and USD 230 per ton
(free on board (FOB) Australia).

High-quality scrap is used in both the Steel Divi-
sion and the Metal Engineering Division to sup-
plement pig iron, for one, and it is the main raw
material for the production of special steel in the
electric arc furnaces of the High Performance
Metals Division, for another. At the start of the
business year 2018/19, the price for high-quality
scrap (type E3, Germany) was about EUR 300
per ton but, by the end of March 2019, the price
had fallen slightly below this level to about EUR
285 per ton subject to considerable volatility
throughout the business year.

An even more uneven and especially volatile de-
velopment occurred during the business year
2018/19 with respect to the alloy elements that
are indispensable to steel processing. Alloys are
an important base material particularly, but not
only, for the production of special steel and thus
are a material cost factor especially in the High
Performance Metals Division.
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While the price of molybdenum trended laterally
for most of the past business year, the price of
chromium dropped sharply following a steep in-
crease at the start of the business year. Prices for
nickel, the most valuable element in the alloy
portfolio, fluctuated wildly as well during the busi-
ness year. Following a steep rise in the first busi-
ness quarter of 2018/19 to more than USD 15,500
per ton, subsequently the price at the London
Metal Exchange gradually dropped back down
to about USD 10,500, only to climb back up again
to about USD 13,000 in the business year’s last

quarter. But the price of vanadium experienced
the strongest fluctuations by far during the past
business year. In the first three business quarters
of 2018/19, the price almost doubled to more
than USD 125,000 per ton due to the growing
significance of electromobility. After peaking in
November 2018, however, it dropped back down
sharply to less than USD 60,000 perton. The price
of zinc, which is used primarily in the Steel Divi-
sion, fluctuated during the business year 2018/19
between USD 2,300 and USD 3,000 per ton.
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RESEARCH

AND DEVELOPMENT

voestalpine’s strategy of pushing Research and
Development (R&D) at all times is key to its
corporate strategy. It is indispensable for a
technology-driven company to engage continu-
ously in the development of new products and
production processes in order to distinguish itself
from the competition and prevail in an increas-
ingly competitive market.

The Group’s research expenditures have climbed
continually in recent years against this backdrop.
Expenses for R&D in the business year 2018/19
were EUR 170.5 million, and the budget of EUR
174.6 million forthe business year 2019/20 shows
that the long-term upward trend is continuing.
voestalpine’s research activities serve to develop
complete innovative solutions for its customers,
with a focus on combining expertise in both ma-
terials and processing based on metallic materi-
als. Yet the development of products and pro-
cesses in the voestalpine Group also focuses on
industries with the most sophisticated technolog-
ical requirements—particularly mobility and en-
ergy.

Cutting-edge materials also were the main topic
at the annual “voestalpine Synergy Platform,”
which took place in Vienna, Austria, this past busi-
ness year. Presentations by internal and external
experts offered an exciting overview of the cur-
rent state of the art in materials development and
of potentially new, cutting-edge materials and
development methods.

Lightweight construction is the core challenge
facing both the automotive and the aerospace
industry. It saves fuel and lowers emissions. In
electromobility, these two factors largely define
vehicles’ reach. The Group steps up to these chal-
lenges by developing ultra-high tensile steels and
high-quality forged components made of special
metal alloys. But such high and ultra-high tensile
steels with a strength of up to 2,000 megapascal
(MPa) also promote passenger safety by ensuring
that the vehicle's safety components possess high
crash resistance. This also entails the ongoing de-
velopment of the required hot forming processes
of the “phs” technology family, which was devel-

oped by voestalpine and is used to manufacture
autobody parts relevant to crashes.

The company supplies so-called HD grades, i.e.
ultra-high tensile steels with high ductility (HD),
to all renowned European automotive manufac-
turers oris in the process of licensing them. voest-
alpine is the very first non-Japanese partner ever
to have been granted a license to offer 1180 HD
steel to the European plants of Japanese auto-
motive manufacturers.

Alongside the development of state-of-the-art,
high-tech steel particularly for the automotive in-
dustry, the company is also continuously refining
the sophisticated tool steels and tool coatings
required for processing such steel grades so that
the Group on the whole can ensure that these
new materials are optimally worked and pro-
cessed.

As far as railway systems are concerned, both
passenger safety and high track availability are
a priority. To this end, new track materials that
considerably expand the useful life of tracks are
being developed and intelligent turnout systems
put in place; the latter’s support and diagnostic
systems enable mobile management and control
aswell as, additionally, prospective self-diagnos-
tics. In the future, this will substantially reduce
roadway disruptions, in turn significantly boosting
both availability and safety.

In the field of energy, currently the next genera-
tion of support structures for photovoltaic (PV)
modules is being developed for land-based in-
stallations and for those that float on bodies of
water.

Additional centers of excellence were established
in Asia and Canada to expand the Group's tech-
nology leadership in metal additive manufactur-
ing. voestalpine became a member of Singapore’s
Advanced Remanufacturing and Technology
Centre (ARTC) in connection with this project.
Thanks to its expertise which, by now, has been
coordinated worldwide and thus pooled, voest-
alpine is able to continuously expand its know-
how and thus the possibilities of this new tech-
nology in order to offer its customers the best
possible solutions—from sophisticated metal
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powder as the base material all the way to com-
plete product design and thus finished products.
The Metallurgy Center research facility of the
Metal Engineering Division was brought online
recently in Donawitz, Austria. In the future, it will
be used to produce experimental materials and
small series as the basis for future large-scale
manufacturing. All of this will help to achieve
greater efficiency in the development of materi-

als and accelerate the time-to-market process in
product development.

Increasingly, new products are evolving from holis-
tic, ecological analyses of the product life cycle,
including in spheres of life that are unusual for a
technology company—e.g. the leova® vineyard
post made of steel that is just starting to become
accepted in sustainable viniculture.

RESEARCH EXPENDITURE FOR THE voestalpine GROUP

In millions of euros, R&D gross expenditure (without R&D facility investments)
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ENVIRONMENT

ENVIRONMENTAL EXPENDITURES

Environmental investments (+62.7%) as well as
current environmental operating expenses
(+16.19%) in the business year 2018/19 substan-
tially surpassed those in previous years.

The new environmental investments rose in the
past business year from EUR 40.7 million to EUR
66.2 million. This increase stems mainly from two
large projects in the Steel Division and the High
Performance Metals Division, respectively. By con-
trast, the increase in current environmental ex-
penditures from EUR 257.7 million to EUR 299.1
million reflects the significant increase in costs
associated with EU emissions trading. Because
the price of the CO, certificates has risen over
time, the resulting expenses of the voestalpine
Group inthe business year 2018/19 were EUR 69
million, and thus EUR 36 million higher year over
year. The Steel Division alone had to spend EUR
44 million to buy CO, certificates and thus EUR
26 million more than ayear earlier—even though
its CO, emissions in the business year just ended
were much lower than in previous years due to
the complete overhaul (relining) of its largest blast
furnace.

On average, the shortfall (overall need for certifi-
cates less allocation of free certificates) in the
past business year was about one third, just as in
previous years.

After skyrocketing in the business year 2017/18
by almost 173% on average, the price of a cer-
tificate jumped yet again in the business year
2018/19 by another 61.7%, from EUR 13.26 per
ton of CO, to EUR 271.44 perton. Note in this con-
nection the extremely high price volatility of the
price trend, with a doubling of prices in the first
five months of the business year 2018/19 and yet
another massive increase in April 2019 to more
than EUR 27 per ton of CO,.

CORPORATE ENVIRONMENTAL
FOCUS AND MEASURES

The Group's environmental programs in the past
business year again focused on further reductions
in process-related emissions and continual im-
provements in resource efficiency (especially in
connection with the consumption of energy and
raw materials), although existent steel production
processes offer only limited options for doing so.
In the Steel Division, more efficient filter systems
were introduced as part of the complete overhaul
of the Group’s largest individual blast furnace
(blast furnace A), and extensive supplementary
steps were taken to ensure blast furnace gas
cleaning and dedusting. The rehabilitation work
on the area of the division’s coking plant in Linz,
Austria, which has been contaminated since World
War ll, has been ongoing since 2011; highly con-
taminated sites in the eastern portion were re-
moved by way of so-called hot spot excavation
in the business year 2018/19. More than 25 tons
of aromatic hydrocarbons have been removed
from the subsoil using soil vapor extraction since
2015.

The High Performance Metals Division has low-
ered its consumption of energy to a considerable
extent by acquiring a new forging press with
automated system controls as well as by putting
in place new, energy-efficient furnaces.

In the Metal Engineering Division, additional steps
have been taken to suppress dust, for example,
by misting the production lines near the blast
furnaces in Donawitz, Austria, as well as by install-
ing dust-suction equipment at the annealing
furnace in Kindberg, Austria.

The Metal Forming Division focused on expand-
ing its in-house generation of hydropower and
thus the production of renewable energy, which
the voestalpine Group has already pursued in the
past at several sites. As far as the current project
is concerned, a more powerful turbine was in-
stalled in one of the existent hydroelectric plants
and the power plant as such—all the way to its
control systems—was brought up to specifications.
Steps aimed at using electromobility as the intra-
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company mode of transportation were acceler-
ated in a number of this division’s units.

ENVIRONMENTAL MANAGEMENT
SYSTEMS

Of the roughly 130 Group companies worldwide
that are included in the environmental data man-
agement system (including all larger, environmen-
tally sensitive operating sites), about 60% use an
environmental management system (EMS) pur-
suant to ISO 14001, about 159% have also been
validated under the EU’s Eco-Management and
Audit Scheme (EMAS), and more than 20% utilize
a certified energy management standard pursu-
ant to ISO 50001. The implementation of ISO
14001 at the Group’s facility in Corpus Christi,
Texas, USA, will be completed by the end of the
business year 2019/20.

In September 2018, the voestalpine Group’s en-
vironmental team was awarded the EMAS prize
for the best environmental team by the Austrian
Ministry of the Environment.

ENVIRONMENTAL EXPENDITURES

PRODUCT SUSTAINABILITY

“Product sustainability”—i.e. the analysis of a prod-

uct based on ecological, economic, and social

criteria across its entire useful life—is increasingly
gaining significance, and not just from the cus-
tomers’ standpoint; increasingly, it is also being
addressed at both the political and the legislative
level in connection with climate protection.
voestalpine has been pushing the complex issue
for many years, taking into account all affected
areas of both the Group and its divisions, includ-
ing the latter’s operating units.

In particular, current customer-specific activities

concern the following:

» Life cycle assessment, material compliance, en-
vironmental product declarations (EPDs), circu-
lar economy models;

» Social aspects (e.g. conflict minerals); and

» Economic analyses (particularly regarding life
cycle costs).

Furthermore, increasingly detailed information
and data on product assessment are being made

In millions of euros

213 218 222
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27 23

Environmental investments B Environmental operating expenses
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46 41
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*In the business year 2015/16, in addition to the emission-intensive Austrian Group sites,
a number of other, primarily international, production companies were included.
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available, forinstance, as the basis for certifica-
tion systems related to sustainable buildings or
international product-related standards (e.g. the
Framework Standard for Responsible Sourcing -
BES6001). voestalpine also participates in initia-
tives such as the Carbon Disclosure Project (CDP)
in connection with the comprehensive assessment
of delivery chains.

ENERGY AND CLIMATE POLICY

Energy-intensive and thus emissions-intensive
sectors such as the steel industry are currently
pushing their research and development activi-
ties to reduce the CO, emissions that are gener-
ated in the production of steel. Aside from the
actual innovation activity in metallurgy, cross-
sector projects are becoming significant, espe-
cially those related to energy. At the same time,
the framework for energy, climate, and research
policies that are key to the feasibility in the long
term of new technologies is being fleshed out in-
crementally at the global as well as at the Euro-
pean and national level.

The United Nations World Climate Agreement,
which was adopted in Paris in 2015 and took
effect at the end of 2016, was given a rule book
in November 2018 that is binding on all 196 par-
ties to the accord. Starting in 2020, therefore,
global climate protection will be subject to uni-
form standards, requirements, and mechanisms—
at least formally so.

At the European level, the actual, legal imple-
mentation of the “Clean Energy for all Europeans”
package intended for the implementation of the
EU’s “2030 Goals"—which addresses discrete top-
ics such as energy efficiency, expansion of renew-
ables, electricity market design, and governance—
currentlyisinits final phase. The emissions trading
system (ETS) for the 20271 to 2030 trading period
now is subject to tertiary legislation (final deter-
mination of key parameters such as benchmarks
for the free allocation of certificates).

Also at this time, the EU’s innovation and trading
policy up to 2030 is under discussion and/or in

the process of being prepared at the legislative
level. The monies available during the multi-year
funding period from 20271 through 2027 for re-
search, development, and upscaling to large-
scale standards are the element of this legislation
that is material to the industry. Thinking beyond
2030, currently the EU is also developing its long-
term “A Clean Planet for All” decarbonization
strategy up to 2050.

Austria held the presidency of the European
Council in the second half of the calendar year
20718. Hence voestalpine participated in a multi-
tude of related events and activities that served
as platforms for presenting and discussing the
company'’s challenges, approaches to solutions,
and ongoing projects aimed at decarbonizing
the production of steel in the long term. The
high-level conference, “Charge for Change: Inno-
vative Technologies for Energy-Intensive Indus-
tries,” was held in September 2018 at voestalpine
Stahlwelt, Linz, Austria, as part of an informal
meeting of the EU Council of Energy Ministers.
The European Hydrogen Initiative adopted by
the Energy Ministers was signed by voestalpine
too.

Nationally, Austria’s hydrogen strategy, which is
based thereon and is supposed to be ready by
the end of 2019, is one focus of the implementa-
tion of the “Integrated Climate and Energy Strat-
egy” (#mission2030) that the Austrian government
presented in June 2018.

voestalpine is chairing one of fourworking groups,
specifically, the one headlined “Hydrogen in In-
dustrial Processes” at the invitation of the Austri-
an Federal Ministry for Sustainability and Tourism,
which is tasked with managing the hydrogen strat-
egy.

Additional Austrian administrative laws pertain-
ing to the #mission2030 were being discussed
or implemented at the time the present Annual
Report was being prepared. In particular, this in-
cludes the Austrian Expansion of Renewables Act
(Erneuerbaren-Ausbaugesetz - EAG); the Austri-
an Energy Efficiency Act (Energieeffizienzgesetz
- EEffG); the Austrian sustainable heating supply
strategy as well as the finalizing of the National
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Energy and Climate Plan (Nationaler Energie- und
Klimaplan - NEKP). The latter must encompass
specific actions for achieving the 2030 Goals, and
Austria must submit it to the EU Commission in
binding fashion by the end of 2019.

DECARBONIZATION:
EU H2FUTURE SHOWCASE
PROJECT AND SUSTEEL

The adequate and stably secured, large-scale
availability of “green” hydrogen is one of the basic
requirements forthe developmentin the long term
of hydrogen-based breakthrough technologies
for CO, minimized steel production.

The “H2FUTURE - green hydrogen” showcase
project, which is supported by the Fuel Cells and
Hydrogen Joint Undertaking (FCH JU) as part of
the EU’s “Horizon 2020" research program at
voestalpine’s Linz site, is researching proton ex-
change membrane (PEM) electrolyte technology
on an industrial scale for the purpose of gener-
ating hydrogen in the future using electricity from
renewable energy, its potential for use in steel-
making, and its simultaneous contribution to grid
stabilization. This joint venture of six industrial and
scientific partners from Austria, Germany, and the
Netherlands—specifically, VERBUND (Austria’s
largest electricity provider); voestalpine; Siemens;
Austrian Power Grid (APG); K1-MET (a metallur-

gical competence center); and ECN part of TNO
(a Dutch research organization)—is currently en-
gaged in preparing the demonstration operation
that will run until mid-2021.

A massive push is being made with respect to
the “Sustainable Steelmaking” (SuSteel) project
atthe Group’s Donawitz facility in Austria, another
long-term research project in the field of hydro-
gen metallurgy. It is aimed at producing pig iron
directly from the base material by way of a hy-
drogen plasma smelting reduction without any
intermediate steps. Tests in connection with this
multi-year research and development project are
currently being conducted at a pilot plant, though
for now solely at the bench scale. The project is
being undertaken jointly with the University of
Mining and Metallurgy in Leoben, Austria, and
with the support of the Austrian Research Promo-
tion Agency (FFG), among others.

voestalpine is also exploring the possibilities of
carbon capture and usage (CCU). In particular,
current projects or those that are beginning to
take shape in connection with “Carbon-2-X" con-
cern the conversion of CO, from process gases
and its subsequent utilization as a raw material
in the chemical industry.

Research projects on the development of metal-
lurgy and raw materials that are aimed at opti-
mizing existent production processes with respect
to CO, are being pursued concurrently.
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REPORT ON THE

COMPANY'S

RISK EXPOSURE

Proactive risk management, as it has been under-
stood by and practiced in the voestalpine Group
for many years, serves to both ensure the exis-
tence of the Group as a going concern in the long
term and boost its value and thus is key to the
success of the voestalpine Group on the whole.
The voestalpine Group has had a comprehensive
risk management system since the business year
2000/01, which is rooted in a general policy that
applies throughout the Group and has been up-
dated and expanded repeatedly since then.

This systematic risk management process assists
management in identifying risks early on and ini-
tiating appropriate action to avert or prevent
dangers. In the sense of responsible corporate
management that is oriented toward both the
long term and shareholder value, risk manage-
ment is an integral part of the decision-making
and business processes of all of the company’s
divisions and hierarchy levels. Risk management
covers the strategic and operational levels and
is therefore a major element in the sustainable
success of the Group.

Strategic risk management serves to evaluate
and safeguard the strategic planning for the
future. The strategy is reviewed as to its confor-
mity with the Group's system of objectives in order
to ensure value-added growth based on the best
possible allocation of resources.

Operational risk management is based on are-
volving procedure (“identify and analyze, assess,
manage, document, and monitor”) that is run

several times a year uniformly across the entire
Group. Operational risk management also includes
ensuring conformity with the given strategy.
Identified risks are appraised using a nine-field
assessment matrix that evaluates the extent of
possible losses and the probability of their occur-
ring. In the main, operational, environmental,
market, procurement, technological, financial,
compliance, and IT risks are documented at both
the strategic and the operational level. The risk
management process is supported by a special
web-based IT system.

Since the coming into force of the Austrian
Company Law Amendment Act of 2008 (Unter-
nehmensrechts-Anderungsgesetz) and the re-
sulting increase in the importance of the internal
control system (ICS) and the risk management
system, an Audit Committee has been set up at
voestalpine AG which, among otherthings, is also
tasked with continually addressing questions re-
lated to risk management and the ICS as well as
the monitoring thereof; see also the “Audit Com-
mittee” chapter of this Annual Report. Both the
risk management and the internal control systems
are integral components of existing management
systems within the voestalpine Group. Internal
Audit monitors the operational and business
processes and associated risks as well as the ICS
and, in its capacity as an independent in-house
department not bound by instructions, also has
full discretion with respect to both the reporting
on and the appraisal of the audit results.
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The preventive measures for the main risk areas
presented in the previous business year's Annual
Report are still valid.

» AVAILABILITY OF RAW MATERIALS

AND ENERGY SUPPLIES

In order to ensure the supply of raw materials
and energy in the required quantities and qual-
ity in the long term, the voestalpine Group has
for some years already pursued a diversified
procurement strategy that is appropriate to the
heightened political and economic risks of this
globalized market. Long-term supply relation-
ships, the expansion of the supplier portfolio
as well as the development of the Group's self-
sufficiency are the core elements of this strat-
egy, which remain as important as before given
the volatility of the raw materials markets; for
details see the “Raw Materials” chapter of this
Annual Report. As far as energy supplies are
concerned, the Group is continually on the look-
out for alternative energy resources.

» GUIDELINE FOR HEDGING

THE RAW MATERIALS PRICE RISK

An internal guideline defines the objectives,
principles, and responsibilities as well as the
methodology, procedures, and decision-making
processes that are applied to the handling of
raw materials risks. Based thereon and taking
into account individual specificities of the re-
spective Group company’s business model,
prices are hedged by way of delivery contracts
containing fixed price agreements or by way of

derivative financial instruments. Financial deri-
vatives are deployed to hedge raw materials
procurement contracts.

» THE CO, ISSUE
Risks associated with CO, are covered sepa-
rately in the “Environment” chapter of this An-
nual Report.

» FAILURE OF PRODUCTION FACILITIES

In order to minimize the risk of critical facilities
breaking down, ongoing targeted and compre-
hensive investments are made to technically
optimize sensitive units. Supplementary mea-
sures encompass consistent preventive main-
tenance, risk-oriented storage of spare parts as
well as employee training.

» FAILURE OF IT SYSTEMS
Atthe majority of the Group’s sites, business and
production processes, which are largely based
on complex information technology (IT) systems,
are serviced by voestalpine group-IT GmbH, a
company that specializes in IT and is wholly
owned by the Group holding company voest-
alpine AG. Given the importance of IT security
and in order to continue minimizing possible
IT breakdown and security risks, minimum IT
security standards that also encompass guid-
ance on business continuity management were
developed in the past. These minimum stan-
dards are regularly adapted to new circum-
stances, and compliance is reviewed annually
by way of an audit. Additional periodic pene-
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tration tests are carried out in order to further
reduce the risk of unauthorized access to IT sys-
tems and applications. Broad online campaigns
aimed at further sensitizing our employees to
security issues were carried out yet again in the
business year just ended. Increasingly, attention
is being paid also to the topic of cyber security
as part of these online campaigns. Evidence of
cyber fraud attacks (such as social engineering,
CEO fraud, man-in-the-middle attacks related
to payments and deliveries) are collected by a
working group, preventive measures are de-
veloped, and existent measures are reviewed
and adjusted as necessary. In addition, exten-
sive online campaigns were carried out and
special e-learning programs were initiated to
both prevent potential cyber fraud attacks and
further sensitize our employees to these risks.

KNOWLEDGE MANAGEMENT /

PROJECT MANAGEMENT

In order to sustainably safeguard the Group’s
knowledge—in particular, to prevent the loss
of its know-how—complex projects initiated in
the past are consistently refined on a continu-
ous basis. Besides permanently documenting
all available knowledge, new findings from key
projects as well as lessons learned as the result
of unplanned events are analyzed and incor-
porated as appropriate. Detailed process doc-
umentation, especially in IT-supported areas,
also contributes to securing the available knowl-
edge.

A diverse range of project management tools
and suitable project monitoring are used to
counteract any project risks (e.g. investments,
the project business). Insights gained from
earlier activities are also collected in the sense
of lessons learned and form the basis of the
ongoing enhancement of already available
tools to ensure that they are consistently applied
in future projects.

-~
<

» COMPLIANCE RISKS
Compliance violations (e.g. antitrust and cor-
ruption violations) represent a significant risk

and may have adverse effects in that they may
trigger both financial losses and damage to the
Group's reputation. A Group-wide compliance
management system is designed particularly to
counteract antitrust and corruption violations.
Regarding antitrust proceedings and allega-
tions, see chapter 19 of the Notes.

» RISKS OF NONCOMPLIANCE WITH

DATA PRIVACY REQUIREMENTS

Violations of requirements under data privacy
laws may have adverse financial effects and
lead to reputational damage. A data privacy
unit was established on the basis of the data
privacy requirements that apply throughout
the Group. It helps the management of Group
companies to carry out their responsibilities re-
garding compliance with statutory and intra-
Group data privacy requirements.

» FINANCIAL RISKS

Financial risk management is organized cen-
trally with respect to policy-making power, strat-
egy determination, and target definition. The
existent policies encompass targets, principles,
duties, and responsibilities for both Group Treas-
ury and the financial departments of the in-
dividual Group companies. Financial risks are
monitored continuously and hedged where
feasible. In particular, this strategy aims to bring
about natural hedges and to reduce the fluc-
tuations in both cash flows and income. Market
risks are largely secured through derivative
financial instruments that are used exclusively
in connection with an underlying transaction.

Specifically, financing risks are hedged using the
following measures:

» Liquidity risk
Liquidity risks generally consist of a company
being potentially unable to meet its financial
obligations. Existent liquidity reserves enable
the company to duly meet its obligations even
in times of crisis. Furthermore, a precise finan-
cial plan that is prepared on a revolving quar-
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terly basis is the primary instrument for con-
trolling liquidity risks. Group Treasury centrally
determines the need for funds and bank credit
lines based on the consolidated operating results.

» Credit risk

Credit risk refers to financial losses that may
arise from the non-fulfillment of contractual
obligations by individual business partners. The
credit risk of the underlying transactions is
largely minimized by way of extensive credit in-
surance and bankable securities (guarantees,
letters of credit). The default risk related to the
Group's remaining own risk is managed by way
of defined credit assessment, risk evaluation,
risk classification, and credit monitoring pro-
cesses. Counterparty credit risk in financial con-
tracts is managed daily by monitoring the rat-
ings of counterparties and any changes in their
credit default swap (CDS) levels.

» Foreign exchange risk

The primary objective of foreign currency risk
management is to create a natural hedge (cross-
currency netting) within the Group by bundling
the cash flows. In this connection, hedges are
implemented centrally by Group Treasury using
derivative hedging instruments. voestalpine AG
hedges the budgeted (net) foreign currency cash
flows forthe next 12 months. Longer-term hedg-
ing is carried out only in connection with con-
tracted project business. The hedging ratio is
between 25% and 100% of the budgeted cash
flows within the next 12 months.

» Interest rate risk
voestalpine AG conducts interest rate risk as-
sessments centrally for the entire Group. In par-
ticular, this entails managing cash flow risks
(i.e. the risk that interest expense or interest in-
come may undergo an adverse change). As of
the March 31, 2019, reporting date, any increase
in the interest rate by one percentage point
would raise the netinterest expense by EUR 14.3
million in the following business year. However,
this is a reporting date assessment that may be

subject to significant fluctuations over time.
Interest-bearing investments have also been
made, because voestalpine AG maintains a
liquidity reserve to ensure the availability of lig-
uidity. In order to avoid interest rate risks stem-
ming from these investments, the interest rate
exposure on the asset side (expressed by way
of the modified duration) is coupled with the
interest rate exposure on the liability side (asset/
liability management).

» Price risk
voestalpine AG also assesses price risks, pri-
marily using scenario analyses for the purpose
of quantifying interest and currency risks.

» UNCERTAINTIES STEMMING
FROM LEGISLATION

Energy tax rebate in Austria

It must be noted with respect to the Austrian
energy tax rebate that the Austrian Federal
Finance Court (Bundesfinanzgericht) has direct-
ed a request for a preliminary ruling to the Euro-
pean Court of Justice (ECJ) (BFG 10/31/2014,
RE/5100001/2014). The amendment of the
Austrian Energy Tax Rebate Act (Energieab-
gabenvergltungsgesetz) by means of the 2011
Austrian Budget Accompanying Act (Budget-
begleitgesetz - BBG 2077), which applies to
periods after December 31, 2010, limited the
energy tax rebate to manufacturing companies.
Subsequently, the question as to whether this
restriction, which may be deemed state aid, vio-
lated European Union law was submitted to the
ECJ for a preliminary ruling; the highest court
has by now answered the question in the af-
firmative (ECJ 07/21/2016, docket no. C-493/14,
Dilly’s Wellnesshotel GmbH). This means that
the restrictions envisioned in the BBG 20711 have
not taken effect. Therefore, service providers, in
particular, can retroactively apply for the energy
tax rebate for periods after February 1, 2011. In
its subsequent ruling, the Austrian Federal Fi-
nance Court declared that the restriction to
manufacturing companies did not take effect.
The Austrian fiscal authorities appealed this
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decision to the Austrian Higher Administrative
Court (Verwaltungsgerichtshof), which in Septem-
ber 2017 (decision dated 09/14/2017,EU 2017/
0005 and 0006-1) again sought recourse with
the ECJ. The final applications of the advocate
general were filed on February 14, 2019. To date,
it is not known when the decision on the matter
pending before the ECJ (C-585/17) will be handed
down. No adverse impact is anticipated for the
voestalpine Group.

ECONOMIC
AND FINANCIAL CRISES

Based on the insights gained as a result of past
economic and financial crises and their effects
on the voestalpine Group, additional steps—
primarily of a corporate nature—were taken in
recent years to minimize the Group’s risk expo-
sure; both the past year and the coming years, re-
spectively, saw and will see consistent implemen-
tation and enhancement of these measures. In
particular, these measures are aimed at

» Minimizing the negative effects that a reces-
sionary economic trend would have on the com-
pany by means of relevant planning precautions
(“scenario planning”);

» Maintaining high product quality along with
concurrent continual efficiency gains and on-
going cost optimization;

» Having sufficient financial liquidity available
even inthe event of constricted financial markets;
as well as

» Securing in-house expertise even more efficiently
than before with a view to continuing the long-
term expansion of the Group’s quality and tech-
nology leadership.

Given the ongoing difficulties in the economic
environment, as before aworking group is tasked
with continually monitoring and analyzing any
fallout from the Brexit decision. Consequences
arising from (punitive) tariffs and global trade war
conflicts are subject to continuous monitoring as
well.

Specific measures to hedge the risks previously
identified within the voestalpine Group have been
developed and implemented. These measures
are aimed at reducing potential losses and/or
minimizing the likelihood of losses occurring. It can
be stated that, from today’s perspective, the risks
of the voestalpine Group are limited and ma-
nageable and that they do not threaten the con-
tinuation of the Group as a going concern. There
is no indication that the company’s continued ex-
istence as a going concern in the future is at risk.

REPORT ON THE KEY FEATURES
OF THE GROUP’S INTERNAL
CONTROL AND RISK MANAGE-
MENT SYSTEM WITH REGARD
TO ACCOUNTING PROCEDURES

Pursuant to Section 243a (2) Austrian Commer-
cial Code (Unternehmensgesetzbuch - UGB),
Austrian companies whose shares are traded on
a regulated market must describe the key fea-
tures of their internal control and risk manage-
ment system with regard to accounting proce-
dures in their management reports.

Section 82 of the Austrian Stock Corporation Act
(Aktiengesetz - AktG) requires the Management
Board to establish a suitable internal control and
risk management system for accounting proce-
dures. The Management Board of voestalpine AG
thus has adopted guidelines that are binding on
the entire Group. In line with the decentralized
structure of the voestalpine Group, the local man-
agement of each Group company is obligated
to establish and refine an internal control and
risk management system for accounting proce-
dures that meets the given entity’s requirements;
the management must also comply with existing
Group-wide guidelines and regulations.

The entire process, from procurement to payment,
is subject to strict Group-wide guidelines that are
designed to reduce the risks associated with the
business processes to a minimum. These Group
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guidelines set forth measures and rules for avoid-
ing risk, such as the separation of functions, sig-
nature authority rules and, particularly, signing
powers for authorizing payments that apply only
collectively and are limited to only a few persons
(four-eyes principle).

In this context, control measures related to IT
security are a cornerstone of the internal control
system (ICS). Issuing IT authorizations restrictively
supports the separation and/or segmentation of
sensitive activities. The accounting in the individ-
ual Group companies is largely carried out using
the SAP software. The reliability of these SAP sys-
tems is guaranteed by automated business pro-
cess controls that are built into the system as
well as by other methods. Reports about critical
authorizations and authorization conflicts are
generated automatically.

In preparing the consolidated financial state-
ments, the data regarding fully consolidated
entities is transferred to the Group-wide consoli-
dation and reporting system.

The Group-wide accounting policies for the
recording, posting, and recognition of commer-
cialtransactions are regulated by the voestalpine
Consolidated Financial Statements Handbook
and are binding on all Group companies. On the
one hand, automatic controls built into the con-
solidation and reporting system, together with
numerous manual reviews on the other, are im-
plemented in order to avoid material misstate-
ments to the greatest extent possible. These
controls range from management reviews and
discussions of income and expenses for each

period to the specific reconciliation of accounts.
The summarizing presentation of how the Group
reports its accounting processes is provided in
the voestalpine AG Controlling Handbook.

The accounting and controlling departments of
the individual Group companies submit monthly
reports containing key performance indicators
(KPIs) to their own managing directors and to the
management boards of the divisions, and, after
approval, to the holding company’s Corporate
Accounting & Reporting department to be ag-
gregated, consolidated, and reported to the
Group Management Board. Quarterly reports
include additional information, such as detailed
target/performance comparisons, and follow a
similar process. Quarterly reports are submitted
to the Supervisory Board, Management Board,
or Advisory Board of each Group company, and
a consolidated report is submitted to the Super-
visory Board of voestalpine AG.

In this context, possible accounting risks are an-
alyzed on aregular basis, and measures to avoid
them are taken. The focus is placed on those risks
that are regarded as fundamental to the activi-
ties of that company. Compliance with the ICS,
including the required quality standards, is moni-
tored on an ongoing basis through internal audits
at the Group company level. Internal Audit works
closely with the responsible Management Board
members and managing directors. It reports di-
rectly to the CEO and submits reports periodically
to the Management Board and, subsequently, to
the Audit Committee of the Supervisory Board of
voestalpine AG.
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NUMBER OF

TREASURY SHARES

Holdings of treasury shares for the purpose of
issuing shares to employees and executives of
the company and of affiliated companies under

the existent employee shareholding scheme as
of March 31, 2019, are as follows:

Treasury Percentage of

shares Percentage of share capital

inthousands share capital in thousands

of shares in % of euros

As of 03/31/2018 28.6 0.0 52.0
Additions in 2018/19 0.0 0.0 0.0
Disposals in 2018/19 0.0 0.0 0.0
As of 03/31/2019 28.6 0.0 52.0

The company has held its treasury shares for years.
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DISCLOSURES ON

CAPITAL, SHARE, VOTING, AND
CONTROL RIGHTS AS WELL AS
ASSOCIATED OBLIGATIONS

As of March 31, 2019, the share capital of voest-
alpine AGis EUR 324,391,840.99 (March 31, 20718:
EUR 320,394,836.99) and is divided into
178,549,163 (March 31,2018:176,349,163) no-
parvalue bearer shares. There are no restrictions
onvoting rights (1 share = 1 vote). voestalpine AG
is unaware of any agreements among or between
its shareholders and third parties that restrict vot-
ing rights or the transfer of shares.

Raiffeisenlandesbank Oberdsterreich Invest GmbH
& Co OG, Linz, Austria, and the voestalpine Mitar-
beiterbeteiligung Privatstiftung (a private founda-
tion for the company’s employee shareholding
scheme), Linz, each hold more than 109% (and
less than 15%) of the company’s share capital.
Oberbank AG, Linz, holds more than 5% (and less
than 109%).

The Management Board of voestalpine Mitar-
beiterbeteiligung Privatstiftung exercises the vot-
ing rights of shares held in trust by voestalpine
Mitarbeiterbeteiligung Privatstiftung for the em-
ployees of the Group companies of voestalpine
AGthat participate in the employee shareholding
scheme. However, the way the voting rights are
exercised requires the approval of the Advisory
Board of voestalpine Mitarbeiterbeteiligung
Privatstiftung. The Advisory Board—which is con-
stituted on the basis of parity, with six members
each representing the employees and the em-
ployer—resolves approval with a simple majority.
The chairperson of the Advisory Board, who must
be appointed by the employee representatives,
casts the deciding vote in the event of a tie.

As regards those of the Management Board's
powers that do not follow directly from the law
(such as buybacks of the company’s treasury
shares, authorized or contingent capital), please

see item 17 (Equity) of the Notes to the Consoli-
dated Financial Statements 2018/19.

The EUR 500 million hybrid bond issued in March
2013;the EUR 400 million fixed-interest securities
2014-2021; the EUR 500 million fixed-interest
securities 2017-2024; the EUR 500 million fixed-in-
terest securities 2019-2026 issued in April 2019;
the promissory note loans totaling EUR 574.5 mil-
lion and USD 320 million; the EUR 200 million
syndicated loan closed in March 2015 (which is
used for general corporate purposes and to refi-
nance the syndicated loan 20711, EUR 600 million
ofwhich is being used as a revolving credit facility
to ensure liquidity); as well as bilateral loan agree-
ments for a total of EUR 211.1 million and USD
600.7 million contain change-of-control clauses.
With the exception of the hybrid bonds, according
to the terms of these financing agreements, the
bondholders or the lenders have the right to de-
mand redemption of their bonds or repayment
of their loans if control of the company changes
hands. Underthe terms and conditions of the hy-
brid bond issue, the respective fixed interest rate
(interest rate during the fixed-interest periods)
and/orthe respective margin (interest rate during
the variable interest periods) rises by 5% 61 days
from the date on which a change of control occurs.
voestalpine AG has the right to call and redeem
the bonds effective no later than 60 days from
the change of control. Under the terms and con-
ditions of the aforementioned bonds and fin-
ancing agreements, the acquisition by another
party of a controlling interest as defined in the
Austrian Takeover Act (Ubemohmegesetz} trig-
gers a change of control at voestalpine AG.
There are no indemnity agreements between the
company and the members of its Management
Board and its Supervisory Board, or its employ-
ees, in the event of a public takeover bid.
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OUTLOOK

While stability and a positive sentiment still were
the dominant characteristics of the economic cli-
mate in the first half of the business year 2018/19,
a dampening of the macroeconomic environment
set in at the start of the business year’s second
half, particularly in Europe. For one, the negative
dynamic was driven by rising raw materials and
energy prices. For another and for the very first
time, it was also fueled by considerable negative
effects resulting from the global trade wars that
put increasing pressure on China’s economy as
the yearwore on. No later than at the start of the
past business year's third quarter, moreover, the
multi-year upswing in a number of sectors took a
major hit. This affected chiefly the automotive
industry, which was not only at the tail end of an
extended upturn but also suffering under the
pressure of a new EU emissions testing procedure;
the consumer goods and electrical industry; and
the oil and natural gas equipment sector, which
was buffeted by sporadic dips in crude oil prices.
While a number of segments of the mechanical
engineering industry also lost steam toward the
end of the business year, the construction indus-
try as well as the aerospace and railway systems
infrastructure segment remained stable at a solid
level. Regionally, the economies of the EU and
especially China have been under much more
pressure since the end of 2018 than they were
12 months ago, whereas the USMCA region re-
mained stable at a high level and Brazil started
along a cautious growth trajectory.

Not much has changed with respect to this pic-
ture in the first few months of the business year
2019/20. However, the OECD has lowered its
growth forecasts for most of the world’s regions
yet again, even though it does not foresee reces-
sionary scenarios—at least not across the board.
Trade barriers that continue to go up between
the major economic blocks as well as tit-for-tat
sanctions between a number of countries and
thus protectionist tendencies that continue un-
abated in global economic relationships do not
necessarily provide a promising basis for a rapid

economic turnaround. Following an extended
boom, the European economy is experiencing
a cyclical trend reversal, which is being acceler-
ated by the ongoing Brexit debates and country-
specific economic weaknesses, especially in the
continent’s southern and eastern areas. After de-
cades of massive, continuous growth, the Chinese
economy is confronted with rising saturation in
individual sectors for the very first time. This, in
turn, leads to the continual intensification of glo-
bal expansionary pressures which, in its turn, trig-
gers increasingly critical effects in other econo-
mies. So far, the United States, but also North
America (i.e. the USMCA region on the whole),
have benefited from the strong protectionist be-
liefs of the US Administration and the tax cuts ini-
tiated by President Trump. Increasingly, however,
this momentum seems to be losing steam.

Notwithstanding such geopolitical and regional
considerations, the performance of the industrial
sectors that are key to economic development
continues to display uneven and restrained trends
overall. Forexample, the ongoing stable develop-
ment of the construction industry is contrasted
particularly, but not only, by the automotive indus-
try thatis under considerable pressure in Europe.
The oil and natural gas industry as well as the
mechanical engineering sector, whose segments
follow highly divergent trends (just like the con-
sumer goods industry), are located somewhere
between these antipodes.

What intensifies the lack of economic transpar-
ency arein part erratic, i.e. unforeseeable, devel-
opments regarding raw materials such asiron ore
(where prices were recently jumping by up to ten
percent every month) in tandem with (at least in
Europe) CO, costs that more than doubled year
over year. The fact that steel producers have
announced against this backdrop that they will
cut their capacities by several million tons should
not come as a surprise and should be seen as a
clear sign of the seriousness of the situation in
individual industries.

66

MANAGEMENT REPORT



The Management Board of voestalpine AG is
working hard to put the operating result (EBITDA)
in the 2019/20 business year on a stable foot-
ing—compared with the previous year—despite
growing economic uncertainties that continue
unabated. The biggest internal challenge in this
connection is the work to fix operational issues
at the Group’s US plants so that the ambitious
volume targets can be met.

What is key to macroeconomic developments,

however, is

» the extent to which trade policies will continue
to artificially affect the global trade flows in the
next 12 months;

» the extentto which the performance of the global
raw materials sector will continue to be affected
less by supply and demand and more by other
criteria that are difficult to comprehend;

» the extent to which the new emissions tests and
the political debates about new visions for the
future of automotive technology will affect con-
sumers’ spending patternsin Europe and beyond;
and,

Wolfgang Eder

Robert Ottel Franz Rotter

Herbert Eibensteiner

» last but not least, the direction the European
economy will take in connection with the question
whether the Brexit will follow an orderly or dis-
orderly process.

voestalpine cannot influence or decide any of
these factors, meaning that any guidance issued
forthe business year 2019/20 above and beyond

the general direction expressed above would not
have any basis in fact.

Linz, May 28, 2019

The Management Board

Franz Kainersdorfer

Peter Schwab

This report is a translation of the original German-language report, which is solely valid.
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