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MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

The two business segments of the Metal Engineer-
ing Division—Railway Systems and Industrial Sys-
tems—faced very different market environments
inthe business year 2019/20. Order levels in Rail-
ways Systems, which has encompassed the divi-
sion’s rail, turnout, and signal technology prod-
ucts since the business year 2018/19, were good
throughout. By contrast, there was a cleardamp-
ening of conditions in the market environment of
two of Industrial Systems' three product segments—
mainly wire and seamless tube products. The weld-
ing consumables product segment (welding con-
sumables and welding equipment) for its part
succeeded in developing along a relatively stable
trajectory during the entire business year despite
the weakening macroeconomic environment.

Railway Systems and Industrial Systems—down-
stream processing segments both—lay claim to
high product quality. The fact that they guaran-
tee it to their customers is closely bound up with
their own steel production in Donawitz, Austria,
using blast furnace technology. By contrast, their
competitors in individual segments such as wire
technology and tubulars (seamless tubes) rely on
electric furnace technology for producing pre-
materials. Given the significant increase in prices
foriron ore used in blast furnace operations com-
pared with prices for scrap used in electric fur-
nace operations, these manufacturers were
able to benefit from the significant advantages
in raw material costs thus accruing to them from
time to time. In part, voestalpine managed to off-

set this disadvantage by using a cost-optimized
raw materials mix in pig iron production at its
Donawitz steel plant.

Solid order levels in Europe had a positive effect
on the Railway Systems business segment during
the business year 2019/20. Investments in the
European rail network create the most important
market by far for the rails product segment that
relies on Donawitz for production. Outside of
Europe, the segment’s focus traditionally has been
on heavy-haul transports in mining regions. The
impetus coming from both Australia and Brazil in
this connection was largely positive. Satisfactory
demand overall ensured good capacity utiliza-
tion with respect to rail production in Donawitz.
By contrast, the high cost of raw materials put a
damper on earnings because the costs could only
be passed on to customers after a certain time.

With more than 40 production and distribution
centers worldwide, the turnout systems product
segment is shaped by its pronounced global ori-
entation. This global market leader develops and
produces turnout systems based on customers’
specifications for heavy haul transportation as
well as high speed and mass transit systems. In
terms of demand, the turnout systems segment
benefited during the business year 2019/20 from
China's comprehensive economic stimulus pro-
grams. While activities in Europe, Australia, and
Brazil were satisfactory overall, there was little
momentum in South Africa. The U.S. market,
finally, was confronted with a downward trend
throughout the business year ended. Because
it is largely owned by private companies and is
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focused mainly on the freight business, the rail-
way market in the United States is strongly de-
pendent on macroeconomic developments. The
signaling technology product segment success-
fully expanded its operations yet again in the
business year ended. Its main focus is on digi-
talized turnout diagnostic systems and rolling
stock alarm systems that enable customers to
avoid unnecessary preventive maintenance.

So far, the COVID-19 pandemic has had relatively
moderate negative effects on the Railway Sys-
tems business segment. Turnout systems produc-
tion in China was restricted for a few weeks, but
orders on hand are high. Europe’s railway infra-
structure market remained robust as well. Given
that railway systems in both the United States and
Australia are deemed systemically relevant, pro-
duction continued in both countries albeit subject
to strict security precautions.

The market environment of the Industrial Systems
business segment continued to deteriorate
throughout the business year 2019/20. As a part-
ner of the European automotive supplierindustry,
the wire technology product segment sells high
quality wire products to its customers. Wire, a
pre-material, is used among other things for en-
gine fasteners, ball bearings, and shock absorber
springs. The challenging conditions that this
segment faced in the reporting period resulted
from a number of factors. The downturn in Europe’s
car production is causing markets to shrink at the
same time as high raw material costs are putting
increased pressure on the margins. Given declin-
ing capacity utilization, capacities at the wire
production facility in Donawitz were cut from four
shifts to three at the beginning of the business
year 2019/20.

The economic environment of the tubulars prod-
uct segment for its part was adversely affected
by both weakening market momentum and strong
competitive pressures. Tubulars manufactures
sour gas-resistant oil country tubular goods (OCTG)
forthe exploration and extraction of natural gas
and crude oil as well as gastight threaded con-
nections. The business year ended saw a decline
in demand for equipment required for extracting
shale oil and natural gas in the United States. The
imposition of Section 232 protectionist tariffs on
steel imports had already diminished the attrac-
tiveness of the U.S. market for tubulars. The tubu-
lars segment reacted by taking the following tar-
geted measures: For one, its stated objective is

to continue segmenting its sales regions and, for
another, it will consistently push innovation to
achieve further product differentiation. At the
level of operations, manufacturing in Kindberg,
Austria, was reduced from four-shift operations
to three at the end of the summer 2019. Because
oil prices tanked toward the end of the business
year 2019/20 and current demand is low, the ol
sectoris not expected to recover until the start of
the next business year.

The welding consumables product segment took
comprehensive steps in previous years to lower
costs and boost process efficiency. The acquisi-
tion of Selco, a North Italian welding machine
manufacturer, in the fourth quarter of the busi-
ness year 2019/20 enabled the segment to de-
velop into a full-service provider in the welding
technology market (see the chapter, Acquisitions).
In addition to a comprehensive range of welding
consumables tailored specifically to the energy
and transportation sectors, the segment’s prod-
uct portfolio now also includes welding machin-
ery. A new plant was built in the United States to
counteract the negative effects of the country’s
protectionist policies. However, the U.S. market
environment developed poorly due to the decline
in the country’s industrial activities, whereas ac-
tivities in Europe were somewhat satisfactory
despite the dampening of sentiment. The spread
of the COVID-19 pandemic interrupted Asia’s
relatively positive momentum during the first
three quarters of the business year ended.

On the whole, the adverse effects of the crisis in
the business year’s fourth quarter on the Indus-
trial Systems business segment were manageable.
The management of the Metal Engineering Divi-
sion reacted to declining orders by launching fur-
therinitiatives aimed at lowering costs. For exam-
ple, employees at the division’s most important
locations in Europe were registered for short time
work so that it can adjust capacities as best as
possible to the development of demand.

FINANCIAL KEY PERFORMANCE
INDICATORS

Inthe businessyear2019/20, the key performance
indicators (KPIs) for the Metal Engineering Divi-
sion were weaker year over year due to the down-
trend in both the automotive and the energy in-
dustry as well as non-recurring effects. The division’s
revenue fell by 6.5%, from EUR 3,747.1 million in
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the previous year to EUR 2,941.7 million in the
reporting period. The analysis by business seg-
ment presents a bifurcated picture: While Railway
Systems even succeeded in boosting its revenue
from foreign sales year over year, the scope of
Industrial Systems’ deliveries and services declined.
Inthe business year 2019/20, the wire technology
and tubulars product segments delivered sub-
stantially lower quantities of wire and tubular
goods, respectively. As a result, the operating
performance of both wire technology and tubu-
lars contributed substantially to the year-over-
year drop in EBITDA by 18.4%, from EUR 369.0
million (margin of 11.79) in the previous year
to EUR 3071.1 million (margin of 10.2%) in the re-
porting period. Note, however, that the negative
non-recurring effects which reduced EBITDA by
EUR 5 millionin the business year 2019/20 in play
as well. In addition, the tubulars and welding
consumables segments both recognized impair-
ment losses that additionally affected EBIT to the
tune of EUR 83 million. By contrast, the negative
effects from the steps taken in the reporting pe-
riod to mitigate the COVID-19 pandemic stayed
within tight limits. On the whole, EBIT plunged by
83.7%, from EUR 202.0 million in the business
year 2018/19 to EUR 32.9 million in the business
year 2019/20, causing the EBIT margin in turn to
drop from 6.4% to 1.1%.

However, the quarter-on-quarter comparison
(QoQ) between the business year's third and fourth
quarters presents a differentiated picture. Reve-
nue decreased but moderately by 1.6%, from
EUR 707.6 million to EUR 696.6 million. A slight
decline in Railway Systems was contrasted by the
stable performance of Industrial Systems. While
the wire technology product segment managed

to boost delivery volumes in the fourth quarter,
sales prices in this segment were slightly lower. In
the tubulars product segment, the extremely un-
favorable market conditions led to further declines
in delivery volumes. By contrast, the welding con-
sumables product segment posted a slight in-
crease in revenue forthe final quarter of the busi-
ness year 2019/20.

At EUR 72.3 million, the Metal Engineering Divi-
sion’s EBITDA for the fourth quarter improved by
28.0% compared to the immediately preceding
quarter (EUR 56.5 million). Note, however, that
EUR 5 million in negative non-recurring effects
impacted the third quarter. The EBITDA margin
rose QoQ from 8.09% to 10.4%. Starting from the
low level in the third quarter, there was an uptrend
inthe performance of the Industrial Systems busi-
ness segment in the subsequent quarter. At EUR
-40.0 million (margin of -5.7%), however, EBIT
forthe business year’s final quarter was substan-
tially negative compared to the slightly negative
level of EUR -3.4 million (margin of -0.5%) in
the preceding quarter. The collapse in EBIT was
chiefly due to fourth-quarter impairment losses
of EUR 63 million in the tubulars and welding con-
sumables product segments. The third-quarter
impairment losses in the tubulars segment were
EUR 20 million.

As of the end of the business year 2019/20, the
number of employees (FTE) in the Metal Forming
Divisionwas 13,3710, or 1.4% below the pastyear’s
figure (13,501). This reduction in personnel reflects
the division’s reaction to the considerable decline
in demand in both the tubulars and the wire tech-
nology product segments.
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CUSTOMERS OF THE METAL ENGINEERING DIVISION

As percentage of divisional revenue, business year 2019/20
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MARKETS OF THE METAL ENGINEERING DIVISION

As percentage of divisional revenue, business year 2019/20 The revenue figures for Great Britain for both the current
and the comparative period were reclassified
from “European Union” to “Rest of world.”
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QUARTERLY DEVELOPMENT OF THE METAL ENGINEERING DIVISION

In millions of euros BY

1st quarter 2" quarter 3 quarter 4t quarter 2019/20 2018/19 Change

2019/20 2019/20 2019/20 2019/20 in %

Revenue 778.8 758.7 707.6 696.6  2,941.7 3,147.1 -6.5
EBITDA 90.0 82.3 56.5 72.3 301.1 369.0 -18.4
EBITDA margin 11.6% 10.8% 8.0% 10.4% 10.2% 11.7%
EBIT 44.9 317.4 -3.4 -40.0 32.9 202.0 -83.7
EBIT margin 5.8% 4.1% -0.5% -5.7% 1.1% 6.4%
Employees
(full-time equivalent) 13,371 13,369 13,175 13,310 13,310 13,501 -1.4
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