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ECONOMIC ENVIRONMENT
AND COURSE OF BUSINESS

Uncertainty continued to characterize the overall
economic environment in the first half of the
business year 2019/20. Current triggers such as
the global trade wars and the Brexit (along
with its ramifications, especially in Europe) had a
growing impact on the real economy. As a range
of precursor indicators already show, in actual
fact the willingness to make investments has de-
clined worldwide. While service sectors with a
predominantly regional orientation as well as
consumers’ spending patterns have largely re-
mained robust so far, the first signs of negative
collateral effects are making themselves felt on
these sectors too.

EUROPE

The economy in Europe on the whole still managed
to generate slight growth toward the end of the
reporting period. Yet the gap between the manu-
facturing sector and the service sector (which
continues to run smoothly) has grown substan-
tially since the start of the business year. Both the
good employment situation and consumers’ strong
purchasing power have helpedto fuel the expan-
sion ofthe service sector, although the momentum
recently slowed a bit in this area also.

Europe’s export-oriented industrial sector, by
contrast, isincreasingly suffering under the global
trade barriers as well as the general decline in
investments. This sector has had to contend with
negative growth rates since the start of the current
business year. These developments affect Ger-

many, in particular, also on account of the weak-
ening of its automotive industry.

The European Central Bank (ECB) has responded
through fiscal measures aimed at stimulating
investments: It has continued to lower interest
rates and has restarted its large-scale asset pur-
chases, also known as “quantitative easing” (QE).
It is only natural that these developments would
negatively affect the performance of voestalpine,
which generates a good two-thirds of its revenue
in Europe. Shrinking demand from the auto in-
dustry, reduced investments, and the downturn
in the manufacturing sector on the whole have
broad implications for voestalpine’s divisions.
Two positive developments stand out, however:
the railway infrastructure segment as well as the
aerospace industry. Both of them succeeded in
avoiding the negative dynamic during the first
half of the business year 2019/20. The steel in-
dustry, by contrast, was buffeted in the reporting
period not only by slowing demand from individ-
ual market segments, but also by large volume
steel imports to Europe as well as the high cost of
raw materials.

NORTH AMERICA/ USA

In North America, economic growth remained on
track in the first two quarters of the business year
2019/20, even though here, too, the growth rates
have recently begun to slacken somewhat. While
consumption continued to boost growth, toward
the end of the first half of the current business
year investment activity as well as housing con-
struction declined for the first time in years. Aside
from the slackening of the economy worldwide,




growing uncertainties and falling corporate profits
have put a break on investments here as well.
Just asin Europe, demand from the railway infra-
structure sector as well as the aerospace industry
forthe products of the voestalpine Group contin-
ues unabated. By contrast, the Group’s production
levels had to be adjusted in response to declining
demand from the oil and natural gas sector.
Given the Section 232 restrictions on imports, on
the whole the U.S. market has become a difficult
economic proposition for voestalpine.

SOUTH AMERICA/BRAZIL

While the Brazilian economy managed to expand
a bit at the start of the business year 2019/20,
the momentum flattened out yet again over the
summer. Investment activity, which had received
a boost through fiscal measures, slowed as much
as did manufacturing activity. Exports expanded
a bit across the board, but remained at a low
level on the whole not least due to developments
in Argentina. Production of Brazil's most important
export commodity—iron ore—was ramped up to
normal levels for the first time since the fatal dam
break in early 2019.

Overall, the voestalpine Group'’s Brazilian sites
delivered solid performance in this moderate
economic environment.

ASIA/ CHINA

The trade war with the United States has put a
substantial brake on China’s economic develop-
ment. It has triggered not only the downturn in
exports, but has also affected domestic consump-
tion. As in the past, China’s central government

reacted to these developments with a number of
measures aimed at stimulating growth. So far,
however, the positive expectations tied to these
interventions have not yet borne fruit over the
course of the current business year. As a result,
consumption in China has remained weak, and
the country has not yet succeeded in offsetting
the substantial downturn in its automotive indus-
try. Over time, the state-controlled infrastructure
and real estate projects have led to a considerable
expansion of steel productionin China—the world’s
largest steel producer by far. In turn, this triggered
a substantial increase in the cost of raw materials,
above all iron ore.

The Chinese branches of the voestalpine Group
have profited from the government’s stimulus
programs in the railway infrastructure segment.
Low demand from both the consumer goods in-
dustry and the automotive industry have affect-
ed particularly the tool segment.

In sum, therefore, the voestalpine Group was
confronted with a substantial dampening of eco-
nomic sentiment. Europe, which accounts for the
largest portion of voestalpine’s regional portfolio,
also had the weakest momentum. European steel
production during the reporting period was char-
acterized by an extraordinary situation: Falling
demand and strong import pressures in tandem
with sharp increases in raw materials prices have
impacted financial results.

It is precisely in this highly uneven economic en-
vironment that voestalpine’s strategy displayed
its strengths. These include the Group’s focus on
technologically sophisticated markets as well as
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its investments in recent years to extend the value
chain. The railway infrastructure segment, the
aerospace industry, storage systems as well as
welding technology—all of which delivered good
performance in the first six months of the business
year 2019/20—provide solid evidence thereof.

REPORT ON THE FINANCIAL
KEY PERFORMANCE INDICATORS
OF THE voestalpine GROUP

Following years of growth, the voestalpine Group
posted a slight decline in revenue for the first half
ofthe businessyear 2019/20. This decline chiefly
reflects the dampening of economic sentiment
in important economic regions and/or customer
segments as well as the resulting negative effect
onthe Group's deliveryvolume. Price developments
paint a differentiated picture: Prices at both the
High Performance Metals Division and the Metal
Engineering Division (with the exception of wire
products)were higher on account of the increases
in the cost of raw materials. By contrast, steel
prices in the Steel Division fell due to deteriorat-
ing market conditions despite rising pre-materials
costs. All divisions except the Metal Forming
Division had to contend with declining sales. In
sum, this resulted in a 2.0% decrease in revenue,
from EUR 6,674.0 million in the first half of the
business year 2018/19 to EUR 6,541.6 million in
the first half of the business year 2019/20.

The downturn in the voestalpine Group's earnings
was substantially greateryear overyear. Although
the previous year’'s comparative figure already
was lower due to non-recurring effects in the Steel
Division (the complete overhaul of its most im-
portant blast furnace), the Group’s individual
earnings categories all experienced significant
declines in the first half of the current business
year on account of the challenging market envi-
ronment. All four divisions were affected by this
development, albeit to different degrees. The
Metal Engineering Division posted the smallest
earnings decline, because its relatively stable
Railway Systems business segment accounts for

about one half ofits business volume. By contrast,
the Metal Forming Division was confronted with
the greatest drop in earnings due to the cooling
of the automotive industry as well as high start-up
costs at its automotive plant in Cartersville,
Georgia, USA. As a result, the EBITDA of the voest-
alpine Group on the whole fell from EUR 860.1
millioninthe previousyearby 22.6% to EUR 665.5
million in the first half of the business year 2019/20.
EBIT plummeted year overyear by more than one
half, from EUR 479.5 millionto EUR 229.6 million.
At net financial income of EUR -67.1 million in
the first half of the business year 2019/20 (previ-
ous year: EUR -58.0 million), the profit before
tax for the reporting period is EUR 162.5 million
(previous year: EUR 421.5 million). Based on a
tax rate of 29.1% (previous year: 24.7%), the
profit after tax for the first half of the business
year2019/20 plunged by 64.0%, from EUR 319.9
million in the same period of the previous yearto
EUR 115.2 million in the reporting period.

The gearing ratio (net financial debt as a per-
centage of equity) of the voestalpine Group rose
sharply, both year over year and compared with
the annual reporting date. This is chiefly due to
accounting issues and not to the Group'’s oper-
ating performance. For one, a portion of this
increase stems from the recognition of leases
pursuant to IFRS 16, which raised the interest-
bearing liabilities by about EUR 437 million com-
pared with the annual reporting date. For anoth-
er,on September 2, 2019, the Management Board
of voestalpine AG resolved to fully redeem the
EUR 500 million hybrid bond issued in 2013 as
of October 31, 2019. This means that, as of Sep-
tember 30, 2019, the hybrid bond is recognized
in financial liabilities and not in equity. As regards
the Group's operating performance, the increase
in working capital compared with the March 317,
2019, reporting date adversely affected the debt
ratio even though it was more or less stable year
over year. Given these developments, net finan-
cial debt rose from EUR 3,599.0 million as of
September 30, 2018 (or EUR 3,725.4 million as
of the March 31, 2019, reporting date) to EUR
4,503.1 million as of September 30, 2019. During




the same period and due to the redemption of
the hybrid bond, equity fell from EUR 6,550.9
million as of September 30, 2018 (or EUR 6,709.8
million as of the March 31, 2019, reporting date)
to EUR 5,994.7 million as of September 30, 2019.

In turn, this caused the gearing ratio to climb
from 54.9% as of September 30, 2018 (and 46.6%
as of the March 31, 2019, reporting date) to

75.1% as of September 30, 2019.

COMPARISON OF THE QUARTERLY AND SIX-MONTH FIGURES OF THE voestalpine GROUP

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 3,469.0 3,336.1 3,205.0 3,205.5 6,674.0 6,541.6 -2.0
EBITDA 513.0 370.9 3471 294.6 860.1 665.5 -22.6
EBITDA margin 14.8% 11.1% 10.8% 9.2% 12.9% 10.2%
EBIT 323.8 156.7 155.7 72.9 479.5 229.6 -52.1
EBIT margin 9.3% 4.7% 4.9% 2.3% 7.2% 3.5%
Profit before tax 294.3 124.4 127.2 38.1 421.5 162.5 -61.4
Profit after tax? 226.3 90.4 93.6 24.8 319.9 115.2 -64.0
Employees
(full-time equivalent) 51,827 51,670 51,931 51,275 51,931 51,275 -1.3
1 Before deduction of non-controlling interests and interest on hybrid capital.
Net financial debt can be broken down as follows:
NET FINANCIAL DEBT
In millions of euros 09/30/2018 09/30/2019
Financial liabilities, non-current 2,376.3 3,584.6
Financial liabilities, current 1,756.7 1,689.1
Cash and cash equivalents -264.0 -312.5
Other financial assets -256.0 -442.5
Loans and other receivables from financing -14.0 -15.6
Net financial debt 3,599.0 4,503.1
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INVESTMENTS

Following a steady stream of investments in recent
years, some of which substantially exceeded de-
preciation, the voestalpine Group made fewer
investments in the business year 2019/20 to date.
As a result, this key performance indicator will be
more or less equivalent to depreciation in the
current business year. This must be considered
against the backdrop of both the weakening
economy and the optimization of processes in
previously implemented projects. Overall, the
investments of the voestalpine Group fell by
28.9%, from EUR 474.6 million in same period
the previous yearto EUR 337.5 million in the first
half of the business year 2019/20.

The investments of the Steel Division dropped
by almost two thirds, from EUR 206.8 million in
the previous year to EUR 72.2 million in the re-
porting period. The comprehensive overhaul of
Blast Furnace A at the Group’s facility in Linz,
Austria, from June 2018 through the end of Sep-
tember 2018 was the last of its major projects to
be implemented. Presently, the Steel Division is
focused on optimizing existent facilities as well
as on select replacement and maintenance in-
vestments. Among other things, the project to
replace the crane track girders in the steelworks
is now entering the second phase. And a testing
centeris being established for the strip steel seg-
ment to determine the mechanical properties of
cold-rolled steel strip.

At EUR 114.3 million, the investments of the High
Performance Metals Division in the first half of
the business year 2019/20 were 12.7% higher
than the investments of EUR 102.0 million in the
first half of the business year 2018/19. Currently,
this division’s most important project concerns
the construction of the new special steel plant in
Kapfenberg, Austria. Specialized companies
are building the steel factory floor, the energy
delivery system as well as the piping systems, thus
ensuring that the construction work remains on
schedule. The factory floor will be completed by
the end of February 2020. The second half of the
calendar year 2021 should see the completion
of the project on the whole as well as the onset
of the start-up phase. Work on another key pro-
ject at the Kapfenberg site—a next-generation
production facility for the construction of struc-
tural aircraft components—has already reached

a highly advanced stage. The forging facility will
be up and running in the next few months. The
High Performance Metals Division already invest-
ed in a high-tech fast forge press for highly stress
resistant, rotating aircraft turbine components a
year earlier.

The investment volume of the Metal Engineering
Division in the first half of the business year2019/20
(EUR 671.3 million) was slightly less than in the first
half of the business year 2018/19 (EUR 65.4 mil-
lion). Currently, this division’s most important pro-
jectinvolvesthe construction of a new continuous
casting facility (“CC4"). This cutting-edge facility
will replace the existent one (“CC2") and create
the conditions for even greater improvements in
the product quality of the pre-materials used in
processing operations. It is slated to be commis-
sioned at the end of the current business year.

The investment expenditure of the Metal Forming
Division in the first half of the business year2019/20
(EUR 81.0 million) was 14.8% less than that in the
first half of the business year 2018/19 (EUR 95.71
million). In recent years, this division had focused
on the international rollout of its product innova-
tions in automotive components (among others
in China, the United States, and Mexico). This year,
itis focused on optimizing processes at individu-
al facilities. The Tubes & Sections business segment
is currently pushing investments in new process
technologies. Forexample, it invested in a power-
ful processing centerin Shelbyville, Kentucky, USA,
specifically forthe aerospace industry. The French
entity, Profilafroid, also focused on issues of pro-
duction technologyin the first half of the business
year 2019/20 by installing a customized section-
ing line.

BUSINESS TRANSACTIONS
WITH ASSOCIATED COMPANIES
OR PARTIES

Information regarding business transactions with
associated companies and partiesis available in
the Notes.

RISK MANAGEMENT

Proactive risk management, as it has been under-
stood by and practiced in the voestalpine Group
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formanyyears, serves both to ensure the existence
ofthe Group as a going concernin the long term
andto boostits value and thus is key to the success
ofthe Group overall. As part of the systematic risk
management process (which is undertaken Group-
wide several times a year in uniform fashion) and
as part of internal control systems (ICS, which are
also integral elements of the Group’s structural
and workflow organization) material risks are
systematically recorded, analyzed, assessed, and
subjected to permanent monitoring early on;
appropriate measures to minimize risks are taken
as necessary.

The risk environment of the voestalpine Group in
the first six months of the current business year as
well as compared with the prioryears has remained
largely unchanged. Material fields of risk—such
as the availability of raw materials and energy
supplies, the loss of critical production facilities,
the loss of critical IT systems, the CO, issue, knowl-
edge management, or financial risks—and the
respective precautionary measures thus have
remained largely the same. The material fields of
risk and the respective measures to minimize risk,
which were presented and described in detail in
the Annual Report 2018/19 of the voestalpine
Group (Annual Report 2018/19, “Report on the
Company’s Risk Exposure”), thus remain valid for
this interim management report.

There were no changes with respect to the disclo-
sures in the Management Report for the business
year 2018/19 regarding the Austrian energy tax
rebate. Note that the Austrian Federal Finance
Court (Bundesfinanzgericht)has directed a request
for a preliminary ruling to the European Court of
Justice (ECJ)(BFG10/31/2014,RE/5100001/2014).
The amendment ofthe Austrian Energy Tax Rebate
Act (Energieabgabenvergltungsgesetz) by means
of the 2011 Austrian Budget Accompanying Act
(Budgetbegleitgesetz - BBG 2011), which applies
to periods after December 31, 20710, limited the
energy tax rebate to manufacturing companies.
Subsequently, the question of whether this restric-
tion, which may be deemed state aid, violated
EU lawwas submitted to the ECJ for a preliminary
ruling; this has actually been affirmed by the court
(ECJ 7/21/2016, docket no. C-493/14, Dilly’s
Wellnesshotel GmbH). As a result, the restrictions
pursued by the Budget Accompanying Act 20711
did not enter into force with legal effect and,
therefore, service providers, in particular, can

retroactively claim the energy tax rebate for pe-
riods after February 1, 2011. In its subsequent
ruling, the Austrian Federal Finance Court declared
that the restriction to manufacturing companies
did not take effect. The Tax Office appealed this
decision to the Higher Administrative Court, which
in September 2017 (decision dated 9/14/2017,
EU 2017/0005 and 0006-1) again sought recourse
with the ECJ. The final applications of the advocate
general were filed on February 14, 2019. To date,
it is not known when the decision on the matter
pending before the ECJ (C-585/17) will be hand-
ed down. No adverse impact is anticipated for
the voestalpine Group.

Based on the insights gained as a result of past
economic and financial crises and their effects
on the voestalpine Group, additional steps—pri-
marily of a corporate nature—were taken in recent
years to minimize the Group's risk exposure, which
are also described in detail in the Annual Report
2018/19, and these measures have been and
are being consistently implemented in the current
business year. Given the ongoing difficulties in
the economic environment, as before a working
group is tasked with monitoring any fallout from
the Brexit decision. Consequences arising from
(punitive) tariffs and global trade disputes are
subject to continuous monitoring as well.

The measures that have been putin place to avert
or preventidentified risks aim to reduce potential
losses and/or minimize the likelihood of losses
occurring.

It must be stated that, as of the date of this in-
terim management report, the risk exposure of
and resulting uncertainties in the voestalpine
Group are limited and manageable, and do not
threaten the continuation of the Group as a going
concern. There are no threats to the company as
a going concern in the future, nor are any such
risks discernible as of the semi-annual reporting
date.

OUTLOOK

The Management Board’s assessment at the
start of the business year 2019/20—specifically,
that the previous year’s performance based on
EBITDA would probably be achievable again in
the current business year—was premised on a
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number of factors. At the time, the key influencing

variables in market and cost terms on which this

assumption was based were as follows:

» A cooling of the economy in the markets that
are key to voestalpine, but no recessionary or
crises scenarios;

» A cooling of the momentum in the automotive
industry, but no new dramatic distortions in the
automotive market on account of the new emis-
sions testto be introduced in Europe in Septem-
ber 2019;

» No negative effects from the global trade wars
and/or the Brexit above and beyond the anti-
cipated cooling of the economy;

» Anormalizing of iron ore prices over the course
of the business year; and

» Positive dispositions of challenges internal to
the company.

Key assumptions largely did not come to pass
overthe course of the first six months of the current
business year.

While the intracorporate challenges are being
dealt with and certain improvements are still
expected to be realized, the slowdown in the
momentum of the automotive industry has been
both more intense and widespread than originally
expected, even though the new emissions test
that was introduced in September of this year did
not trigger the distortions seen a year ago.

The global trade war along with protectionist
policies have clearly crimped investments in many
parts of the world and thus have led, particularly

toward the end of the current business year's first
half, to significant demand declines in many mar-
kets that are key to the voestalpine Group.
Althoughiron ore prices did ease overthe summer,
the expected margin growth did not materialize.
Recordimportsinto the European Union combined
with weak intra-European demand continued to
depress steel prices at the end of this reporting
period.

Given these negative macroeconomic develop-
ments, the scenario posited at the start of the
current business year no longer applies. From
today’s vantage point, it is to be expected that
the third business quarteris likely to be as difficult
asthe second quarter ofthe business year 2019/20.
Positive effects from both seasonal influences
and the resolution of intracorporate issues as well
as earnings contributions from the steps taken to
lower costs and boost efficiency should take effect
in the business year’s last quarter.

In this difficult environment, the Management
Board’s focus is on measures designed to stabilize
earnings and generate free cash flow. Aside from
short-term actions, over the next few months this
will also entail examining the ramifications of the
changed global economic framework for the
long-term positioning of all of the Group'’s mate-
rial business segments.

At this point in time, the Management Board of
voestalpine AG thus expects EBITDA of about
EUR 1.3 billion for the business year 2019/20—
an assessment that is largely in line with market
expectations.
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