METAL ENGINEERING

DIVISION

MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

The Metal Engineering Division was organization-
ally realigned in the business year 2018/19 so
that it can continue to push intra-Group collab-
oration, for one, and present itself to customers
as a provider of complete, demanding systems
solutions, for another. As a result, those areas that
provide innovative rails, turnout, and signaling
technology products and systems solutions for
international rail infrastructure projects were
brought together in the new “Railway Systems”
business segment. Following the same basic ap-
proach, the division’s expertise in the formerly
separate segments—Wire Technology, Tubulars,
and Welding Consumables—was combined in the
new “Industrial Systems” business segment.

In the Railway Systems business segment, the rail
technology product segment recently lost some
of its momentum after experiencing a slight up-
tick at the start of the business year, because it
was unable in the short term to fully offset higher
pre-material costs by way of pricing. While de-
mand was solid overall in Europe’s core markets—
particularly due to catch-up effects related to
maintenance investments, less so due to new rail-
way tracks—the overseas markets that are key to
the rail technology segment were faced with dif-
ficult market conditions that continued unabat-
ed, especially with respect to competition. None-
theless, analyzed over the entire business year
capacity utilization at the division’s plants was
pleasing. The introduction (already under way) of
a new generation of heat-treated high-perfor-

mance tracks enables the Railway Systems busi-
ness segment to once again aim for greater dif-
ferentiation vis-a-vis the competition so that it
can use the resulting innovation advantage to
circumvent the price pressures that have grown
in recent years as much as possible.

The turnout systems product segment, by con-
trast, was able to carry over its excellent perfor-
mance in recent years into the business year
2018/19 as well. Thanks to its strong market po-
sition, this segment is not only exposed to less
competitive pressure, it can also leverage its com-
prehensive global presence to better offset mar-
ket weaknesses in individual regions. Because
materials account for a relatively small share of
the division’s total costs, increases in the cost of
raw materials associated with turnout production
are a much smaller challenge than is the case in
rail production. In market terms, the segment en-
joyed largely stable demand in Europe’s core
markets. Following project postponements at
the start of the business year, market conditions
in China were attractive, especially in the high-
speed sector. In order to benefit from the exten-
sive mass transit infrastructure projects, currently
the division is working on establishing a second
turnout production facility in China in collabora-
tion with a renowned joint-venture partner. In
North America, the market environment in the
heavy haul and transit traffic segments was good.
Activities in Australia’s and Brazil's mining regions
also continued to be successful, whereas project
activity in South Africa was as volatile as before.
The relatively new signaling product segment,
which is positioning itself in the market as a pro-
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KEY FIGURES OF THE METAL ENGINEERING DIVISION

In millions of euros 2017/18 2018/19 Change
in %

Revenue 2,989.7 3,147.1 5.3

EBITDA 372.0 369.0 -0.8

EBITDA margin 12.4% 11.7%

EBIT 191.0 202.0 5.8

EBIT margin 6.4% 6.4%

Employees (full-time equivalent) 13,4871 13,501 0.1

vider of complete solutions and delivers digital
sensor technology to railway operators, is in the
process of rolling out its business model selectively
from Europe to the rest of the world.

Declining momentum in the European automo-
tive market characterized the economic environ-
ment of the Industrial Systems business segment
overthe course of the business year 2018/19; this
had a dramatic effect on the wire technology
product segment, which is strongly aligned with
the automotive sector. While the sentimentin the
European automotive industry was still positive in
the first quarter of the business year 2018/19,
orders began to decline as the year wore on due
to the introduction of the new emissions rules
under the WLTP. Although the auto manufactur-
ers' production figures subsequently stabilized at
the start of the calendar year—albeit at a slightly
lower level year over year—the recovery of the
wire technology segment remained sluggish, be-
cause large inventories within the delivery chain
had to be reduced first.

The challenging conditions in the tubulars prod-
uct segment, by contrast, did not stem from any
weakening in the economic environment, but in-
stead from the imposition of protectionist Section
232 tariffs on imports of steel products into the
United States. In market terms, the US rig count
(active/inactive drilling operations), which serves
as an indicator of the development of demand
in the important US oil and natural gas market,
remained stable during the business year 2018/19.
Before the Section 232 tariffs took effect, how-
ever, the oil and gas field equipment suppliers
sharply built up their inventories in the expecta-
tion that prices would rise significantly on account
of the import duty of 25% that would be collect-
ed asofJune 1, 2018; subsequently, these inven-
tories were once again cut back to average levels
by the end of the calendar year 2018.

The measures taken in years past with respect to
cost-cutting and efficiency enhancement pro-
grams in the welding consumables product seg-
ment delivered significantly positive effects in the
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businessyear 2018/19. In market terms, however,
the performance of this product segment, which
is strongly aligned with the energy sector, was
just average. As a result, demand for welding
consumables in China remained at a solid level,
while the dampened economic sentiment in Eu-
rope continued unabated. As any upturn is ex-
pected to be restrained in the medium term, too,
this product segment is focused on expanding
niche segments, for one, and on pushing its
collaboration with other voestalpine companies
with the aim of developing new business oppor-
tunities.

FINANCIAL KEY PERFORMANCE
INDICATORS

The performance of the Metal Engineering Divi-
sion in the business year 2018/19 with respect to
its key performance indicators was more or less
stable. Its revenue rose slightly by 5.3%, from EUR
2,989.7 millionto EUR 3,147.1 million. This increase
largely stems from higher prices in consequence
of higherraw material costs. The tubulars product
segment, forits part, succeeded in expanding its
sales volume in the important US market in spite
of the import tariffs that were imposed.

At EUR 369.0 million, the operating result (EBITDA)
in the business year 2018/19 was at the previous
year’s level (EUR 372.0 million), but the EBITDA
margin of at 11.7% was slightly lower year over
year (12.4%) on account of the higher revenue.
While the operating performance of the Railway
Systems business segment weakened somewhat,
the Industrial Systems business segment succeed-
ed in improving its performance. Given that the
results for the business year 2017/18 included

EUR 15 million in negative one-time effects from
impairment losses on property, plant and equip-
mentin the ultra-high-strength fine wire segment
(wire technology product segment), the profit from
operations (EBIT) improved by 5.8% from EUR
1971.0 million to EUR 202.0 million, in turn keeping
the EBIT margin steady at 6.4%.

The quarter-on-quarter (QoQ) comparison of
the fourth quarter of the business year 2018/19
with the third quarter clearly shows that while rev-
enue grew moderately, earnings improved sig-
nificantly. As in the year-over-year comparison,
the Industrial Systems business segment was re-
sponsible for the growth in revenue here too, be-
cause it benefited from rising delivery volumes of
wire and seamless tube products, whereas the
Railway Systems business segment delivered sta-
ble performance. As a result, revenue climbed
by 7.4% from EUR 771.3 million to EUR 828.4
million. However, thanks to the convincing per-
formance of its turnout systems product segment,
the Railway Systems business segment posted
the strongest increase in earnings. The Industrial
Systems business segment, forits part, succeeded
in improving the operating results of all of its
product segments. In sum, therefore, the division’s
EBITDA rose by more than one third between the
third and the fourth quarter of the business year
2018/19, from EUR 78.4 million (margin of 10.2%)
to EUR 106.8 million (margin of 12.9%). The EBIT
even skyrocketed by 76.0%, from EUR 36.7 mil-
lion (margin of 4.8%) to EUR 64.6 million (margin
of 7.8%).

At 13,501, the number of employees (FTE) in the
Metal Engineering Division at the end of the busi-
nessyear 2018/19 was atthe same level asin the
previous year (13,481).
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CUSTOMERS OF THE METAL ENGINEERING DIVISION

As percentage of divisional revenue, business year 2018/19
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Other
MARKETS OF THE METAL ENGINEERING DIVISION
As percentage of divisional revenue, business year 2018/19
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QUARTERLY DEVELOPMENT OF THE METAL ENGINEERING DIVISION

In millions of euros 1st quarter 2n quarter 37 quarter 4t quarter BY

2018/19 2018/19 2018/19 2018/19  2018/19
Revenue 799.8 747.6 771.3 828.4 3,147.1
EBITDA 98.5 85.3 78.4 106.8 369.0
EBITDA margin 12.3% 11.4% 10.2% 12.9% 11.7%
EBIT 56.3 44 4 36.7 64.6 202.0
EBIT margin 7.0% 5.9% 4.8% 7.8% 6.4%
Employees (full-time equivalent) 13,577 13,512 13,377 13,501 13,501
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