STEEL DIVISION

QUARTERLY DEVELOPMENT OF THE STEEL DIVISION

In millions of euros Q1 Q2 H1
2018/19 2019/20 2018/19 2019/20 2018/19 2019/20 Change
04/01- 04/01- 07/01- 07/01- 04/01- 04/01- in %
06/30/2018 06/30/2019 09/30/2018 09/30/2019 09/30/2018 09/30/2019
Revenue 1,276.4  1,182.1 1,139.2  1,139.0 2,415.6 2,321.1 -3.9
EBITDA 223.9 150.6 118.5 109.9 342.4 260.5 -23.9
EBITDA margin 17.5% 12.7% 10.4% 9.6% 14.2% 11.2%
EBIT 145.0 60.8 36.7 20.2 181.7 81.0 -55.4
EBIT margin 11.4% 5.1% 3.2% 1.8% 7.5% 3.5%
Employees (full-
time equivalent) 11,111 10,730 10,972 10,682 10,972 10,682 -2.6

MARKET ENVIRONMENT

AND BUSINESS DEVELOPMENT

Following two years of good developments in the
European steel industry, demand has gradually
dampened in the course of the calendar year
20719 to date. Exorbitant increases in premateri-
als prices intandem with decreases in steel prices
have aggravated the tensions in steelmakers’
environment. Add to that continued high imports
of steel into the EU’s Single Market. In July 2019,
iron ore prices climbed to a level not seen since
20713 owing to both temporary production shut-
downs and unexpectedly strong demand for raw
materials from China. The “Safeguard Measures”
initiated by the European Union were unable by
and large to contain the pressure generated by
flat steel imports. In turn, this lowered European
steelmakers’ production of crude steel by about
3% in the first eight months of 2019 compared
with the same period of the previous year.

The Steel Division, too, was exposed to these
conditions in the first half of the business year
2019/20. Thanks to long-standing customer re-
lationships, however, it succeeded nonetheless
in delinking itself to some extent from price de-
velopments in spot markets. But the increases in
the price of iron ore had substantially negative
effects on costs. The great importance of the
German automotive industry to the Steel Division

caused order levels to decline because the in-
dustry’s production levels dropped to an extent
even greater than that revealed by the sales
figures. Yet the export-oriented mechanical en-
gineering industry also had to contend with de-
clining momentum, as did the white goods and
consumer goods industry. Solely the construction
industry remained robust during the first half of
the business year 2019/20.

The energy sector, which is the most important
customer segment of the Heavy Plate business
segment, experienced overall declines. Project
activities in this sector, especially in the demand-
ing deep sea pipeline segment, were as restrained
as before. Only the niche segment of high-quality
clad plates for the downstream activities of the
oiland natural gas sector exceeded expectations.
There were no major shutdowns at the direct re-
duction plantin Corpus Christi, Texas, USA, during
the business year to date, and production pro-
ceeded as planned. Nonetheless, both therise in
iron ore prices and the decline in scrap prices over
the summer had adverse effects on the facility’s
performance.

FINANCIAL KEY PERFORMANCE INDICATORS

Year over year, the Steel Division's revenue fell by
3.9%, from EUR 2,415.6 million in the first half
of2018/19 to EUR 2,321.1 million in the first half




of the reporting period due to slightly weaker
deliveries and somewhat lower prices. Although
the previous year’s comparative figure for de-
liveries was about 10% lower than that for the
first half of the business year 2017/18 owing to
the general overhaul of Blast Furnace A, sales for
the first six months of the current business year
declined a little bit yet again due to macroeco-
nomic factors. Prices fell, particularly in the short-
term contract business, but remained largely
stable for the time being in connection with an-
nual contracts. The dampened economic sentiment
that has gripped the European steel industry
is reflected chiefly on the earnings side. Given
the continual increase in raw materials prices
that stem from sharp increases in iron ore prices,
lower prices have had an additional negative
effect on earnings growth. Accordingly, in the
first half of the business year 2019/20 EBITDA
dropped year over year by 23.9%, from EUR
342.4 million (margin of 14.2%) to EUR 260.5
million (margin of 11.2%).

The quarter-on-quarter (QoQ) comparison of the
first and second quarters of the 2019/20 business
year shows the fallout from the increasingly diffi-
cult economic environment in addition to cus-
tomary seasonal shortfalls. Against this backdrop,
revenue fell by 3.6%, from EUR 1,182.1 million in
the first quarter of the business year 2019/20 to
EUR 1,139.0 million in the second quarter. While
the percentage decline in volumes corresponds
to the generally expected shortfall in the summer
quarter, the increases in the cost of iron ore did
not lead to higher steel prices as it did in the past;
on the contrary, they triggered further price de-
clines in the short-term contract business. As a
result, the quarter-on-quarter decline in earnings
exceeded the fallin revenue many times overdue
to the price/cost pressures. Consequently, EBITDA
dropped by 27.0%, from EUR 150.6 millioninthe
first quarter of the business year 2019/20 to EUR
109.9 million in the second quarter; the EBITDA
margin fell accordingly from 12.7% to 9.6%.

REPORT FOR THE FIRST HALF OF 2019/20



