HIGH PERFORMANCE
METALS DIVISION

MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

The COVID-19 pandemic dampened demand
for both tool steel and special materials much of
the time during the business year 2020/21. While
a slight rebound did not make itself felt in the
markets until the reporting period’s third quarter,
it solidified toward the period’s end.

The production capacities of the High Perfor-
mance Metals Division had to be adjusted ac-
cordingly to the lower demand. This affected pro-
duction facilities and companies with a strong
focus on the aerospace and oil & natural gas in-
dustries the most. Comprehensive measures were
taken in this environment with respect to both
costs and efficiency in order to stabilize earnings
and cash flows.

This also concerned the Value Added Services
business segment, which comprises the compa-
ny’'s international distribution network. In addition
to capacity adjustments, this segment also con-
centrated business centers in some areas.

Yet the division saw growth despite the difficult
environment in the cutting-edge, strategic field
of 3D printing, specifically, in connection with the
production of metallurgical powder as well as the
production of parts and components using ad-
ditive processes. By now, the High Performance
Metals Division possesses a global network of 3D
printing facilities.

TOOL STEEL
Within the tool steel product segment, medical
technology performed very well throughout the

businessyear2020/21 on account ofthe COVID-19
pandemic.

Following the sharp downturn at the start of the
reporting period, the product segment’s other
markets saw a rebound in its second half that
gathered momentum toward its end.

The automotive industry, in particular, which had
suspended production at the beginning of the
business year, recovered once its plants were
started up again over the Northern summer. Be-
cause new projects and models were delayed,
however, demand for tool steel rose but moder-
ately at first, and it did not intensify until the end
of the business year 2020/21.

The consumer goods industry was less volatile on
the whole, not least owing to China'’s relatively
robust performance throughout the reporting
period. All other economic regions saw a strong
rebound in the business year’s second half.

SPECIAL MATERIALS

The division’s special materials product segment
was confronted with massive cutbacks in the aero-
space industry throughout the business year
2020/271. Demand on the part of the major air-
craft manufacturers remained muted although
air traffic rose in the continental markets of both
China and the United States as the year wore on.
Aside from the substantially lower construction
rate, this was also due to the reduction in inven-
tories of completed aircraft.

The oil and natural gas industry saw a slight re-
bound in the second half of the business year
2020/21, afterthe highly challenging market en-
vironment at its beginning. As a result, oil fields
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that had already been developed were expand-
ed, enabling the division to profit especially from
offshore projects. The slight increase in crude oil
prices in the reporting period’s third quarter also
triggered a slight rebound in exploration activity.
Yet demand for the division’s products rose but
moderately owing to large inventories.

REGIONAL DEVELOPMENT

Europe

Inthe European Union, particularly the plant shut-
downs across the automotive industry at the start
of the business year 2020/21 triggered a signifi-
cant downturn in demand for tool steel. As the
year wore on, however, auto sales in Europe im-
proved, driven not least by incentive programs
such as the lowering of the valued-added tax
(VAT) in Germany. While this market segment sig-
naled a slight rebound with respect to the prod-
ucts of the High Performance Metals Division from
the middle of the reporting period, the upward
trends did not really make themselves felt until its
end.

Heavy haul commercial vehicles saw a pro-
nounced recovery in the course of the business
year 2020/271 as a result of catch-up effects and
humming activity in the construction industry. The
uptrend also affected the mechanical engineer-
ing segment. Demand for high-speed steel such
as that required for drills also rose on account
of the lockdowns in Europe and the resulting in-
crease in do-it-yourselfers’ activities at home.
While the aerospace industry accounted for the
largest decline over all in the European market,
it did stabilize in the reporting period’s second
half.

North America

In North America, the division was affected the
most by the economic fallout from the COVID-19
pandemic because aerospace as well as oil and
natural gas account for a disproportionately large
share of its product portfolio.

The freefall in crude oil prices hit the oil and natu-
ral gas industry especially hard at the start of the

pandemic. As a result, exploration activity was
limited to the most efficient and cost-effective
extraction sites—with dire consequences for equip-
ment demand. As oil prices recovered from their
lows over the course of the business year 2020/21,
exploration activity expanded again, albeit at a
slow pace. Despite the rebound in the business
year’s second half, however, this meant that de-
mand for the division’s special materials remained
low on the whole.

Just as in Europe, the U.S. automotive industry
also had to contend with production shutdowns
atthe start of the reporting period. While demand
recovered in this industry after the Northern sum-
mer just as it did in the expansive toolmaking in-
dustry, it remained stuck at a moderate level over
all.

As before, the Section 232 protectionist tariffs
of 25% on all steel products continue to make
things alot more difficult for the High Performance
Metals Division.

South America/Brazil

Compared with other economic regions, Brazil's
governmental authorities imposed far fewer re-
strictions in connection with the fight against the
pandemic. Demand did melt down here, too, at
the start of the business year 2020/21, but the
market recovered rapidly. In addition to relatively
stable domestic demand for tool steel, demand
from the oil and natural gas industry for special
materials also rebounded as the year wore on.
Moreover, currency relations had a stimulating
effect on the Brazilian economy and, consequent-
ly, on demand for the division’s products.

Asia/China

Market developments in Asia were uneven. While
China rapidly returned to economic strength at
the start of the reporting period, other Asian mar-
kets suffered palpably from the pandemic.

In China, demand for both tool steel and high-
speed steel was initially driven by the markets for
consumer goods (especially entertainment elec-
tronics) and medical technology. As time wore on,
even the automotive industry’s demand for the
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division’s products increased. On the whole, there-
fore, China turned out to be the most robust mar-
ket during the business year 2020/21.

FINANCIAL KEY PERFORMANCE
INDICATORS

In the business year 2020/21, the High Perfor-
mance Metals Division had to contend with a
year-over-year decline in revenue of 20.4% to
EUR 2,299.8 million (2019/20: EUR 2,891.0 mil-
lion). But the revenue losses differed according
to both region and industry. Regionally speaking,
revenue in China developed along a much better
trajectory than in Europe and North America,
where the volume of business shrank substantially
owingto the COVID-19 pandemic. Onthe whole,
the sales volume fell by 139 over the course of
the reporting period, especially because deliv-
eries of special materials for the oil and natural
gas industry and/orthe aerospace industry came
under a lot of pressure. Deliveries of tool steel for
the automotive and consumer goods industries,
however, decreased just a bit year over year.
Slightly lower prices and/or unfavorable factors
in the product mix also affected the division’s rev-
enue performance in the reporting period.

Overand above the slightly unfavorable product
mix, the weakening earnings were driven mainly
by the decrease in volumes. Consistent cost con-
trol measures helped to tamp down the decline
in EBITDA. The High Performance Metals Division
availed itself of state-sponsored short time work
options especially at those facilities that were
affected by temporary declines in demand. But
structural cuts were necessary at those entities
that are strongly oriented toward the aerospace
industry as well as the oil and natural gas indus-
try. The division’s EBITDA for the business year
2020/21 dropped year over year by 22.3% to

EUR 214.4 million with a margin of 9.3% (2019/20:
EUR 276.0 million, margin of 9.5%). EBIT dropped
during the same period by more than one third
to EUR48.8 million with a margin of 2.1% (2019/20:
EUR 76.6 million, margin of 2.6%). The non-
recurring effects in the business year 2019/20
must be taking into account in this connection:
In that business year, restructuring expenses at
Buderus Edelstahl in Wetzlar, Germany, as well as
provisions impacted EBITDA to the tune of EUR
54 million. In addition, EUR 26 million in impair-
ment losses at this German special steel plant
had a negative impact on EBIT for the business
year 2019/20 also.

The quarter-on-quarter (QoQ) comparison of the
third and fourth quarters of the business year
2020/21 reflects the upward trends in the divi-
sion’s major customer segments. The sales volume
rose substantially as a result. Furthermore, the
slight increase in prices resulting from higher alloy
costs also caused revenue to rise in the fourth
quarter by 16.5% to EUR 666.71 million (third
quarter: EUR 572.0 million). The increase in deliv-
eries as well as improved capacity utilization at
the production units in tandem with an unrelent-
ing focus on costs led to a significant improve-
ment in earnings for the reporting period’s fourth
quarter. EBITDA jumped by 50.6% to EUR 82.7
million (margin of 12.4%), up from EUR 54.9 mil-
lion (margin of 9.6%) in the third quarter. EBIT
jumped from EUR 14.7 million (margin of 2.6%)
to EUR 40.3 million (margin of 6.1%).

As of March 31, 2021, the High Performance
Metals Division had 12,586 employees (FTE). This
corresponds to a decrease of 6.1% compared
with the number (13,404) as of the previous
business year's reporting date, which stems from
the structural adjustments in personnel at those
facilities that are facing longer-term market weak-
nesses.
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CUSTOMERS OF THE HIGH PERFORMANCE METALS DIVISION

As percentage of divisional revenue, business year 2020/21

27%
Automotive

14%

White goods/Consumer goods

4%
Building/Construction

22%
Mechanical engineering

7%
Aerospace

16%
Energy

10%
Other

MARKETS OF THE HIGH PERFORMANCE METALS DIVISION

As percentage of divisional revenue, business year 2020/21

QUARTERLY DEVELOPMENT OF THE HIGH PERFORMANCE METALS DIVISION

13%
USMCA

7%
South America

21%
Asia

47%
European Union
(of which Austria: 4%)

12%
Rest of world

In millions of euros BY

1st quarter 2 quarter 3 quarter 4t quarter 2020/21 2019/20 Change

2020/21 2020/21 2020/21 2020/21 in %

Revenue 527.3 534.4 572.0 6661 2,299.8 2,891.0 -20.4
EBITDA 40.4 36.4 54.9 82.7 214.4 276.0 -22.3
EBITDA margin 7.7% 6.8% 9.6% 12.4% 9.3% 9.5%
EBIT -1.5 -4.7 14.7 40.3 48.8 76.6 -36.3
EBIT margin -0.3% -0.9% 2.6% 6.1% 2.1% 2.6%
Employees
(full-time equivalent) 12,902 12,381 12,369 12,586 12,586 13,404 -6.1
ANNUAL REPORT 2020/21 49



