STEEL DIVISION

MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

The European steel industry experienced contra-
dictory developments in the calendaryear 20718.
While the year's first half was characterized by
excellent demand across practically all key cus-
tomer segments, the year’s second half saw
dramatic signs of a weakening in a number of in-
dustrial sectors. In turn, two distinct effects char-
acterized the steel industry’s positive trajectory
during the first half of the year. For one, the steel
production output of the European manufacturers
rose slightly yet again compared with the already
very good level in the previous year despite con-
tinued high imports. For another, steel prices sta-
bilized in the spot market at a high level despite
the decline in spot buying prices for iron ore. In-
creasingly, however, the sentiment darkened over
the summer. This development was driven mainly
by the sharp decline in the momentum of the
automotive sector, which plays an important role
particularly with respect to high-quality steel
products. In the early fall, the auto manufacturers
lowered their order call-ups, on short notice and
in part substantially, owing to the new Worldwide
Harmonized Light Vehicle Test Procedure (WLTP).
The stricter requirements that went into effect as
of September 2018 had a massive effect on the
German automakers, in particular, which tradi-
tionally offer a broad range of both models and
options. Aside from the automotive industry,
orders from the white goods and consumer goods
industry also declined—in part substantially—over
the course of the business year. However, the me-

chanical engineering and construction industries,
both of which are equally relevant to the Steel
Division, developed along a satisfactory trajec-
tory throughout the business year 2018/19, even
though individual segments of the mechanical
engineering industry began to display the first
signs of weakness toward the end of the year.

In addition to the fact that the economic envi-
ronment was becoming more challenging overall
as the year wore on, the steel industry in Europe
was also affected by critical trade policy deci-
sions. The international flow of goods changed
the moment the Section 232 import tariffs, which
were imposed to protect the US steel industry,
went into effect. Absent sufficient capacity in their
respective domestic markets to soak up the ex-
cess, Turkish and Russian producers, forexample,
switched their focus increasingly on the European
Single Market. As follows from the resulting high
level of imports up to the end of the business year,
neither the temporary protective mechanisms
(“Safeguard Measures”) that the European Com-
mission enacted in mid-July 2018 nor the final
ones had any effect.

The fourth quarter of the business year 2018/19
saw a significant price increase in iron ore with
the resulting pressure on margins. This was due
to the shortage of supply following a dam break
in a Brazilian mine, for one, and a tropical cyclone
in Western Australia, for another. Consequently,
in the first few months of the calendar year 2019
orders remained slightly below the very good level
during the same period the previous year.

The delivery volumes in the Steel Division during
the business year 2018/19 fell somewhat short
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KEY FIGURES OF THE STEEL DIVISION

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

Revenue 4,772.7 4,887.3 2.4

EBITDA 908.2 653.2 -28.1

EBITDA margin 19.0% 13.4%

EBIT 592.9 319.0 -46.2

EBIT margin 12.4% 6.5%

Employees (full-time equivalent) 11,020 10,877 -1.3

year over year due to the complete overhaul (re-
lining) of the Group’s largest blast furnace,
which is located at its Linz site in Austria. The re-
pairs, which took more than three months, reduced
the production of crude steel by around one mil-
lion tons. Good capacity utilization was main-
tained at the downstream rolling facilities thanks
to pre-materials inventories that had been built
up in the preceding periods as well as purchases
of pre-materials despite the considerably greater
complexity of the operating processes.

Owing to its strong position in the demanding
deep-sea pipeline segment, the Heavy Plate busi-
ness segment delivered excellent performance
in the business year 2018/19 even though the
markets remained hesitant overall. In the business
year’s third quarter, however, provisions had to
be set up in view of potentially adverse financial
effects from a pending investigation by the Ger-
man Federal Cartel Office (Bundeskartellamt).
The direct reduction plantin Corpus Christi, Texas,
USA, succeeded in leveraging largely good mar-

ket conditions in the business year 2018/19 only
in part, because its production volume had fallen
below normal capacity on account of non-recur-
ring effects. These arose from planned produc-
tion stoppages (a scheduled three-week mainte-
nance shutdown in June) as well as unplanned
plant shutdowns such as the two-week production
stoppage resulting from heavy rains and floods
in September 2018 as well as a gas pipe break
that occurred a short while later. Subsequently,
the plant’s production capacity stabilized over
the course of the business year’s second half.

FINANCIAL KEY PERFORMANCE
INDICATORS

While the Steel Division did see a slight year-over-
yedar increase in revenue in the business year
2018/19, it had to contend with significant losses
in earnings. At EUR 4,887.3 million, the division
generated revenue growth of 2.4% compared
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with the previous year’s figure of EUR 4,772.7
million. Hence it succeeded in offsetting the neg-
ative effects of the complete overhaul (relining)
of its most important blast furnace with the help
of the very good product mix of the Heavy Plate
business segment. While the division’s production
of crude steel fell by about 20% year over year
due to the blast furnace repairs, the delivery vol-
umes declined by less than 10% thanks to both
pre-production and purchases of semi-finished
goods (slabs).

But the overhaul of the blast furnace had a greater
impact on earnings. Together with the provisions
related to the pending investigation by the Ger-
man Bundeskartellamt of the Heavy Plate busi-
ness segment, the repairs are the main cause of
the division'’s lower profitability year over year. In
the second half of the business year 2018/19,
moreover, the division was confronted with de-
clining momentum in individual customer seg-
ments, as described in the section on the Group’s
business performance. As already explained
above too, the HBI plant in Texas, USA, was un-
able to live up toits earnings potential, especially
in the business year's first half, due to non-recur-
ring effects. Against this backdrop, the operating
result (EBITDA) of the Steel Division in the business
year 2018/19 fell by 28.1% to EUR 653.2 million
(margin of 13.4%), down from the excellent level
of EUR 908.2 million in the previous year (margin

of 19.0%). The profit from operations (EBIT)
dropped by 46.2% in the same period, from EUR
592.9 million (margin of 12.4%) to EUR 319.0 mil-
lion (margin of 6.5%).

The quarter-on-quarter (QoQ) comparison be-
tween the fourth and the third quarterof 2018/19
shows that the Steel Division delivered not just a
surge inincome, but also an increase in revenue.
In the business year's fourth quarter, the division
succeeded in boosting its revenue by 10.4% com-
pared to the preceding quarter, from 1,174.5 mil-
lion to EUR 1,297.2 million. This was due above
all to the seasonal expansion of the delivery vol-
umes whereas short-term price levels were slightly
weaker.

Asthe individual earnings categories were signifi-
cantly affected in the business year’s third quar-
ter by the provisions for the antitrust investigation
of the Heavy Plate segment, the Steel Division’s
EBITDA soared from EUR 105.5 million to EUR
205.3 million quarter on quarter, causing the
EBITDA marginto jump from 9.09%to 15.8%. The
EBIT multiplied several times over during the same
period, from EUR 19.3 million to EUR 118.0 mil-
lion, boosting the EBIT margin from 1.6% to 9.1%.

As of March 31, 2019, the Steel Division had
10,877 employees (FTE), a decrease of 1.3% com-
pared with the figure (11,020 employees) as of
the previous year's reporting date.
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CUSTOMERS OF THE STEEL DIVISION

As percentage of divisional revenue, business year 2018/19
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QUARTERLY DEVELOPMENT OF THE STEEL DIVISION

European Union
(of which Austria: 16%)

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

2018/19 2018/19 2018/19 2018/19  2018/19
Revenue 1,276.4 1,139.2 1,174.5 1,297.2 4,887.3
EBITDA 223.9 118.5 105.5 205.3 653.2
EBITDA margin 17.5% 10.4% 9.0% 15.8% 13.4%
EBIT 145.0 36.7 19.3 118.0 319.0
EBIT margin 11.4% 3.2% 1.6% 9.1% 6.5%
Employees (full-time equivalent) 11,111 10,972 10,788 10,877 10,877
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