STEEL DIVISION

MARKET ENVIRONMENT
AND BUSINESS DEVELOPMENT

Forthe Steel Division, the spread of the COVID-19
pandemic in Europe and the resulting lockdowns
triggered meltdowns in demand across almost
all of its customer segments at the start of the
business year 2020/271. The division responded
to this very serious development by intensifying
cost and efficiency measures, launching a sales
campaign, and temporarily shutting down one
blast furnace to cut production capacity. Demand
from the European steel market began to rebound
after the Northern summer of 2020 and devel-
oped into a boom of sorts by the end of the re-
porting period.

The consumer goods and white goods industries
did well even during the difficult first phase early
in the business year, and they returned to com-
fortable demand levels quite quickly. In and of
themselves, the lockdowns resulted in strong de-
mand for new household appliances and devices,
which continued unabated through to the close
of the reporting period.

The construction industry presented a similar
picture. It had to contend with construction site
closures during the first lockdown in the Northern
spring of 2020 but rapidly returned to the solid
position it had occupied prior to the spread of
COVID-19 as early as during the Northern sum-
mer. After dipping slightly for seasonal reasons
during the Northern winter, demand returned

to a high level by the end of the business year
2020/21.

While the European automotive industry had to
enact major production shutdowns in April 2020,
production was ramped up again incrementally
in May and June. The initially slow rebound de-
veloped considerable momentum over the re-
mainder of the reporting period. As a result, the
automotive segment soon started to see orders
return to the levels prevailing prior to the outbreak
of the pandemic. The division’s rapid and strong
recovery was also driven by the need to replenish
supply chains, given the sharp inventory reduc-
tions during the shutdowns over the Northern
summer. However, inventories had not yet returned
to normal levels by the end of the business year
2020/21 because the demand for cars rose more
strongly and quickly than had generally been ex-
pected. Premium manufacturers, in particular,
who also serve markets in North America and
Asia, benefited from the positive market momen-
tum in those areas. The unexpectedly strong re-
bound in demand triggered delivery bottlenecks
in the semiconductor industry, with the result
that automotive production had to be curtailed
a bit during the business year’s final months owing
to the lack of electronic parts. Demand for high-
quality steel in vehicle production remained very
high nonetheless.

Aside from the sharply contracting economy in
Europe, the mechanical engineering industry was
also hammered by the limitations on travel to its
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traditional export markets which, in turn, caused
a dramatic drop in demand during the first six
months of the business year 2020/271. While it did
not begin to recover until the end of calendaryear
2020, by the final business quarter the market
situation was very good in this segment, too.

The energy industry—a key market of the heavy
plate product segment—came under extreme
pressure on the whole. Aside from the weakening
of demand on account of COVID-19, this was
mainly attributable to the very low level of invest-
ments in the face of low oil prices. This situation
did not noticeably improve during the remainder
of the business year 2020/21. Thanks to its focus
on special applications, however, the heavy plate
product segment managed to offset some of
the declines arising from the unfavorable market
conditions.

Owing to the meltdown in demand, production
capacities at the division’s plant in Linz, Austria,
had to be adjusted in the first few months of the
reporting period, and a small blast furnace had
to be shut down temporarily. It was fully started
up again in September 2020 thanks to the divi-
sion’s focused working of the market and flexible
approaches to production. The price of iron ore
continued to rise during the business year 2020/21
despite the deep, global market distortions aris-
ing from the COVID-19 pandemic. This is rooted
in the fact that China has developed into the
world’s biggest steel producer. China succeeded
in containing the pandemic within a fairly short
time and used state-sponsored investment proj-
ects to drive the country’s production of crude
steel to new highs. Coal, scrap, and energy are
the other critical input materials required for the
production of steel. Initially, the prices of these
raw materials fell in response to the capacity cut-
backs outside of China. The fact that steel pro-
duction had once again expanded in Europe and
North America caused prices to increase substan-
tially toward the end of the reporting period, par-
ticularly those of scrap and iron ore.

While steel prices in the European spot market
had fallen at the start of the business year 2020/21
due to shrinking demand, they stabilized in the
Northern summer and then quickly and signifi-
cantly climbed again during the business year’s
third quarter, developing yet more momentum
through to the end of the reporting period. In the
main, this was due to the unexpectedly rapid re-
bound in demand for steel and the fact that the
ramp-up of production in Europe, where steel
plants had been shut down, was delayed and
sluggish in part. Add to that increases in raw
material costs coupled with the low availability of
steel imports on account of similar shortages
of steel in North America and the highly dynamic
steel market in China.

Atthe start of the business year2020/21, the Steel
Division also had to contend with price declines
inits short and medium-term business. The struc-
ture of its existing contracts, however, ensured not
only that the price declines were smaller than
those in the spot markets but also that the price
increases in the reporting period’s second half
did not take hold in the spot markets until after a
minor delay.

Given the steel production curtailments in both
North America and Europe, the Group’s direct re-
duction plant in Texas, USA, was confronted with
sharply lower demand during most of the first half
of the business year 2020/21. Its success in ac-
quiring new customers in the Far East enabled it
to offset this weakness only in part. Thanks to
stronger demand for steel in North America and
the associated increase in the prices for input
materials such as hot briquetted iron (HBI), how-
ever, the market environment improved signifi-
cantly during the business year's second half.
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FINANCIAL KEY PERFORMANCE
INDICATORS

The Steel Division’s key performance indicators
(KPIs) for the business year 2020/21 mirror the
meltdown at the year’s beginning and the sub-
sequentimprovement through to its end. Division
revenue for the business year 2020/21 declined
by 7.7% to EUR 4,2716.7 million year over year
(2019/20: EUR 4,570.5 million). Roughly one half
of this decrease is due to the reduction in delivery
volumes. Add to that slightly lower prices as well
as the fact that, compared with the previous busi-
ness year, deliveries of high-priced heavy plate
products accounted for a smaller share of the
overall product mix.

The Steel Division’s EBITDA for the business year
2020/27 is EUR 486.6 million (margin of 11.5%)
and thus almost stable year over year (2019/20:
EUR 494.0 million, margin of 10.8%). Strict cost
management and slightly lower expenditures
for raw materials largely offset both the decline
in sales and slightly lower contract prices. State-
sponsored short time work options helped to but-
tress these measures. Just as with respect to rev-
enue, the division’s EBITDA improved as well over
the course of the reporting period after the sharp
downturn early on.

The Steel Division’s EBIT was impacted by non-
recurring effects both in the reporting period and
in the previous business year. A total of EUR 240
million in impairment losses were taken on the di-
vision's direct reduction plant in Texas, USA, as
well as the Foundry Group (cast steel) in the busi-
ness year 2019/20. A total of EUR 163 million in
impairment losses were taken on the Texas direct
reduction plant for the business year 2020/21.
But the division posted positive EBIT of EUR 9.2
million (margin of 0.2%) for the reporting period

nonetheless, compared with EBIT of EUR -100.6
million (margin of -2.2%) for the previous busi-
ness year.

The quarter-on-quarter comparison (QoQ) ofthe
third and fourth quarters of the business year
2020/27 confirms the Steel Division's unequivo-
cal upward trajectory. Division revenue climbed
in the fourth quarter by 11.9% to EUR 1,260.3
million, up from EUR 1,125.9 million in the third.
Because a large number of customer contracts
is usually renegotiated at the start of a calendar
year, higher prices were realized in the reporting
period’s fourth quarter. These price increases re-
sulted from the significant increase in demand
forthe division’s steel products after the Northern
summer, which was also driven by the sharp in-
creases in iron ore prices. Besides full capacity
utilization in the fourth quarter of the business
year 2020/21, the positive market environment
also helped to boost deliveries by 7% compared
with the third quarter. On the whole, the Steel
Division’s EBITDA improved QoQ by 47.3%,
from EUR 1371.4 million in the third quarter to
EUR 193.6 million in the fourth; the EBITDAmargin
rose accordingly from 11.7% to 15.4%. The in-
crease in EBIT was even more pronounced: It sky-
rocketed by 162.3%, from EUR 49.7 million to
EUR 128.8 million, causing the EBIT margin to soar
from 4.4% to 10.2%.

Following a reduction in the number of employ-
ees (FTE) during the first quarter of the business
year 2020/21 due to the difficult market environ-
ment, the number of employees rose again slightly
during the subsequent quarters in tandem with
improved capacity utilization. Hence the Steel
Division had 10,461 employees as of March 31,
2021, returning it more orless to the level of 10,419
as of March 31, 2020.
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CUSTOMERS OF THE STEEL DIVISION

As percentage of divisional revenue, business year 2020/21
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QUARTERLY DEVELOPMENT OF THE STEEL DIVISION

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 834.9 995.6 1,125.9 1,260.3  4,216.7 4,570.5 -7.7
EBITDA 68.2 93.4 131.4 193.6 486.6 494.0 -1.5
EBITDA margin 8.2% 9.4% 11.7% 15.4% 11.5% 10.8%
EBIT -13.5 -155.2 49.1 128.8 9.2 -100.6
EBIT margin -1.6% -15.6% 4.4% 10.2% 0.2% -2.2%
Employees
(full-time equivalent) 10,181 10,321 10,342 10,461 10,461 10,419 0.4

ANNUAL REPORT 2020/21 45



