STEEL DIVISION

MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

While a dampening of sentiment had already
begun to make itself felt in the European steel
market since the second half of the business year
2018/19, the situation deteriorated dramatically
inthe business year 2019/20. This extremely chal-
lenging development culminated in the fallout
from the COVID-19 pandemic toward the close
of the reporting period.

Demand for steel products had noticeably cooled
off as early as at the start of the business year,
due mainly to the slowing of demand in the auto-
motive, the mechanical engineering as well as
the white goods and consumer goods industries.
Solely the construction industry remained robust
throughout.

The decline in demand contrasted starkly with the
significant growth of steel imports into Europe. In
the final analysis, these imports were the outcome
of the United States’ Section 232 protectionist
tariffs, which practically closed off the country’s
market from the rest of the world, diverting the
global flow of goods elsewhere. Europe’s attempt
to protect its own (steel) market from this fore-
seeable development by enacting “Safeguard
Measures” was not particularly effective, inevitably
causing steel prices in Europe to decline. Unlike
similar events in the past, however, this time the
prices for the most important raw materials used
in steelmaking did not decline also.

China, the world’s largest steel producer by far,
turned out yet again to be a key factor in the de-
velopment of the cost of raw materials worldwide.

To stimulate its own economy, China launched
an investment program aimed at the infrastruc-
ture, construction, and real estate industries, in
turn pushing the country’s pig iron production to
new highs. The demand for iron ore also rose to
new highs as a result. Owing to the fatal dam
break in a Brazilian iron ore mine, iron ore sup-
plies had already tightened during this period,
putting yet more upward pressure on prices.

In the European steel industry, this combination
of falling demand, rising imports, and falling steel
prices combined with massively increasing raw
material costs led to a meltdown in earnings across
the board. Thanks to its long-term partnerships
with customers, however, the quality-focused
Steel Division partly succeeded in cushioning the
price pressures but was unable in the end to avoid
the devastating impact of the sharp increase in
the cost of raw materials (above all iron ore).

Demand in the sales market noticeably slowed
throughout calendaryear 2019. Toward the close
of the year, many customer segments worked to
reduce their inventories—especially the automo-
tive industry, which had dramatically cut back
production. While this sector showed clear signs
of a recovery at the start of calendar year 2020
(which coincided with the start of the fourth quar-
ter of the business year 2019/20), demand from
the mechanical engineering sector remained re-
strained. This upward trend also affected the
white goods and consumer goods industries. De-
velopments in the construction industry were
solid throughout the business year 2019/20.
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There was little demand from the oil and natural
gasindustry during the same period, and low ca-
pacity utilization at all relevant heavy plate man-
ufacturers led to fierce competition for the small
number of projects in the pipeline market. voest-
alpine’s focus on the quality segment—for exam-
ple, technologically sophisticated clad plates
that are used in pipeline construction—turned out
to be helpful indeed: It gave the Steel Division
some room to maneuver despite the difficult
market conditions.

The COVID-19 pandemic paralyzed the market
at the end of the fourth business quarter, just as
the recovery in most customer segments had
started to cause noticeable jumps in demand for
steel products.

Particularly the automotive industry shut down its
production almost completely in mid-March 2020.
No new orders were placed with suppliers, nor
were any deliveries accepted. While other cus-
tomer segments’ response was not quite as rad-
ical, most curtailed production to an extent un-
paralleled in living memory.

The sharp decline in orders led to a curtailment
of production at the voestalpine Group’s steel
facility in Linz, Austria, and a small furnace was
turned off. Such a step had to be taken just once
since the company went public in 1995, specifi-
cally, in 2009 owing to the global financial crisis
that followed the collapse of Lehman Brothers,
the U.S. investment bank.

Developments at the direct reduction plant in
Corpus Christi, Texas, USA, were highly uneven
during the business year 2019/20. While produc-
tion remained stable throughout the business

year, the deterioration in the market environment
continued unabated. The market for hot briquet-
ted iron (HBI) came under a lot of pressure due
especially to sharply rising iron ore prices that
went hand in hand with falling steel prices in North
America.

FINANCIAL KEY PERFORMANCE
INDICATORS

Year over year, the Steel Division’s revenue fell by
6.5%, from EUR 4,887.3 million in the business
year 2018/19 to EUR 4,570.5 million in the busi-
nessyear 2019/20. Delivery volumes were stable
despite the economic downturn. Note that the
corresponding figure forthe previous year already
was some 10% below that for the business year
2017/18 owing to the overhaul of the division’s
largest blast furnace. The decline in revenue thus
stems from falling prices. While prices gradually
lost ground throughout the business year ended,
the cost of pre-materials—i.e., the price of the
division's most important raw material, iron ore—
rose sharply from time to time. This means that
the Steel Division was confronted with an ex-
tremely challenging environment in the reporting
period. The declines in the individual earnings
categories significantly exceeded those on the
revenue side against this backdrop. EBITDA fell
by 24.4%, from EUR 653.2 million (margin of
13.4%) in the business year 2018/19 to EUR
494.0 million (margin of 10.89) in the business
yvear 2019/20. Aside from the overhaul of the
blast furnace, the previous year’s earnings were
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also affected by provisions related to an investi-
gation by the German Federal Cartel Office
(Bundeskartellamt) in the heavy plate product
segment.

At EUR -100.6 million, the Steel Division’s EBIT for
the reporting period was negative, down from
EBITof EUR 319.0 million in the previous business
year. Negative non-recurring effects of EUR 240
million for the business year 2019/20 must also
be taken into account in this connection; they
comprise impairment losses at the direct reduc-
tion plantin Texas, USA, and at the Foundry Group.
This caused the EBIT margin to decline from 6.5%
in the previous year to -2.2% in the reporting
period.

The guarter-on-quarter comparison (QoQ) be-
tween the business year’s third and fourth quar-
ters shows a considerable uptrend in the Steel
Division’s performance despite the initial negative
fallout from the COVID-19 pandemic. Following
the value chain inventory reductions in the third
business quarter, customers’ order call-ups im-
proved afterthe X-Mas break. Specifically, revenue

rose by 4.9%, from EUR 1,098.0 million to EUR
1,157.4 million, due to the increase in the QoQ
sales volume. In earnings terms, lower raw mate-
rial costs offset falling product prices. EBITDA
jumped by 41.7% in consequence, from EUR 96.6
million (margin of 8.8%) in the third quarter of
the business year 2019/20 to EUR 136.9 million
(margin of 11.9%) in the fourth quarter.
Impairment losses of EUR 200 million in the third
quarter and of EUR 40 million in the fourth quar-
ter at the Texas plant as well as the Foundry Group
impacted EBIT. It is against this backdrop that
the division’s EBIT improved quarter on quarter
from EUR -193.7 million (margin of -17.6%) to
EUR 11.5 million (margin of 1.0%).

As of March 31, 2020, the Steel Division had
10,419 employees (FTE), a decrease of 4.2% com-
pared with the figure (10,877 employees) as of
the previous year’s reporting date. This reduction
is due to the adjustments in personnel that were
made on account of the difficult market environ-
ment.
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CUSTOMERS OF THE STEEL DIVISION

As percentage of divisional revenue, business year 2019/20
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MARKETS OF THE STEEL 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 STEEL 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 1,182.1 1,139.0 1,098.0 1,151.4  4,570.5 4,887.3 -6.5
EBITDA 150.6 109.9 96.6 136.9 494.0 653.2 -24.4
EBITDA margin 12.7% 9.6% 8.8% 11.9% 10.8% 13.4%
EBIT 60.8 20.2 -193.1 11.5 -100.6 319.0 -131.5
EBIT margin 5.1% 1.8% -17.6% 1.0% -2.2% 6.5%
Employees
(full-time equivalent) 10,730 10,682 10,451 10,419 10,419 10,877 -4.2
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