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KEY DATA OF THE SALZGITTER GROUPD

1995/19962) 1996/19972) 1997/1998 1998/1999 1999/2000

Steel Production Division 1,015 1,086 1,295 1,129 1,252
Steel Trading Division 1,387 1,470 1,697 1,393 1,773
Raw Materials and Services Division 227 206 201 174 228
Industrial Shareholdings Division - - - - 38
Flat rolled products 1,487 1,582 1,877 1,485 1,901
Sections 465 537 563 500 636
Share of exports 41 45 46 45 49
Personnel expenses 500 508 552 554 582
Workforce (annual average) 11,885 11,693 11,536 12,349 13,181
Personnel expenses/employee 42 43 48 45 44
Inventories 393 403 491 458 545
Provisions 745 700 762 971 977
Liabilities 270 340 376 337 538
thereof due to banks 11 8 26 45 207
Income before interest and tax (EBIT)4 47 98 175 37 110
EBIT before depreciation and amortization (EBITDA)% 141 203 285 203 284
Return on capital employed (ROCE)> 4.2 8.8 14.6 3.8 9.5
Cash flow 212 140 73 116 114

1) As of 1998/1999 all balance sheet data were established acc. IAS and are thus only conditionally comparable with prior years.
2) All data have been adjusted to the new Group structure introduced 1997/1998 and to the changed presentation.
3) Without financial assets.
4) Until 1997/1998 EBT plus net interest result, as of 1998/1999 EBT plus interest expense (without interest as part of additions to pension provisions).
5) Until 1997/1998 EBIT in relation to total of shareholders’ equity, minority interests in equity, pensions and tax provisions and interest-bearing liabilities;
as of 1998/1999 EBIT in relation to total of shareholders’ equity, minority interests in equity, tax provisions (without deferred taxes) and interest-bearing liabilities.



HIGHLIGHTS OF THE FISCAL YEAR 1999/2000

Supervisory Board Meeting focusing on the
appointment of Dipl.-Betriebswirt Wolfgang Leese as
Chairman of the Executive Board of Salzgitter AG.

Press release with key data of annual financial
statements 1998/1999: “With Profit and Growth into
the Upswing”.

The new production facility for organic coatings
of cold rolled sheets (coil coating line) going into opera-

tion at the Salzgitter Works.

Supervisory Board Meeting focusing on the
approval of annual financial statements, appropriation of

earnings, approval of investments totaling €209 million.

Year-end press conference with presentation of
consolidated financial statements 1998/1999: “Salzgitter
AG Expecting Significant Improvement after a Difficult

Year for Steel.”

Analysts’ conferences in Frankfurt and London.

Salzgitter AG joins the compensation fund of
German industry. The Company is thus committing itself

to a moral duty in the social community.

Ad hoc information concerning results of 1st
quarter 1999/2000: “Good Start into New Fiscal Year”.

Supervisory Board Meeting focusing on acquisi-
tion of all shares in Hoesch Spundwand und Profil
GmbH, of remaining shares in Europlatinen GmbH and
acquisition of a majority shareholding in K.F.Z. Projekt-
management GmbH (now: Salzgitter Automotive

Engineering GmbH).

Annual Shareholders’ Meeting adopting the
Supervisory Board’s recommendations as to appropria-
tion of earnings, discharges for the fiscal year ended,
election of auditor for the fiscal year 1999/2000 and

election to fill a vacancy on the Supervisory Board.

Widely noticed presentation of Salzgitter AG at

the Hanover Industrial Fair.

B2B-Metals Conference at Morgan Stanley,
London. Salzgitter AG presenting its corporate develop-

ment.

Presentation of the water quenching and temper-
ing facility that provides an attractive range of high-
strength and abrasion resistant plates from own produc-

tion.



Ad hoc information on first half 1999/2000
result: “Excellent Business Development during First Half
1999/2000.”

Ad hoc information concerning initial discussions

between Salzgitter AG and Mannesmannrohren-Werke AG.

Analysts’ conferences in Frankfurt and London.

Paper and Steel Seminar, investors’ conference at
Goldman & Sachs. Salzgitter AG illustrates its current cor-

porate development.

Ad hoc information on the agreement with
Mannesmann AG regarding the acquisition of 99.3 per-
cent of Mannesmannrohren-Werke AG. This is a major
step for Salzgitter AG towards realizing its growth strate-
gy and a new chapter in the development of Salzgitter AG

towards an entirely new dimension.

Special Supervisory Board Meeting approving the

acquisition of the shares of Mannesmannréhren-Werke AG.

Press release regarding the acquisition of all
shares in Hoesch Spundwand und Profil GmbH and of

74.7 percent in K.F.Z. Projektmanagement GmbH.

Dr. Luckan, member of the Executive Board re-
sponsible for Finance and Accounting, is retiring on
December 31, 2000 at his own request.

Dr. Fuhrmann, member of the Executive Board in
charge of the Plate Sector and of Corporate Planning, will
be responsible for Finance and Accounting as of January 1,
2001 including his present responsibilities of Corporate
Planning, Subsidiaries and Investor Relations. Both Execu-
tive Board members shall jointly manage the combined

area of responsibility through December 31, 2000.

Supervisory Board Meeting focusing on the change-
over of the Group structure to a holding structure, spin-off
of the pipe mill to become a GmbH, appointment of Dipl.-
Volkswirt Michael B. Pfitzner as a member of the Executive
Board, effective November 1, 2000, succeeding the
Executive Board member Dr. Jlrgen Kolb, responsible for
Sales, Marketing and Traffic, who will retire on March 31,

2001, at his own request.

Ad hoc information on first three quarters of fis-
cal year 1999/2000: “Excellent Business Development
During First Nine Months. Increased Sales — Earnings
Tripled”.
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Preface by the Executive Board

PREFACE BY THE EXECUTIVE BOARD

Dear Shareholder:

You are looking at the annual report of your
Company, presented in a new and considerably modified
layout: a straightforward design without frills — yet unmis-
takable.

“Steel and Technology” - this is and will be our
core business even though the annual report 1999/2000
does not contain any photographs of products or pro-
duction facilities. It is our particular aim, this time, to
present the start-up spirit towards a new visual dimen-
sion, rather than to inundate you with words. We hope
that the annual report will make good and interesting
reading so that you will enjoy it as much as we did

preparing it.

Now to the facts and figures: the operative devel-
opment of the fiscal year 1999/2000 was very satisfacto-
ry and was a major step towards implementing our

growth strategy conceived during the summer of 1999.

The key data of the consolidated annual financial
statements alone — sales increase by 22.1 percent to €3.3
billion, net income before tax according to IAS more
than tripled to reach €97.3 million - signals that we
made good use of the chances in an improving market
environment. Crude steel production of 5.1 million tons
sets a new record for the past 25 years. Two extensive
fires at our coil coating lines at the Salzgitter Works had a
detrimental effect on the development of the fiscal year.
A highly efficient project organization prevented major
negative effects on our customer relations. We have
taken even more extensive precautionary measures to

avoid such occurrences in the future.

In February 2000, Salzgitter AG joined the com-
pensation fund of German industry for the benefit of for-
mer forced laborers. We recognize the moral duty of the
social community and are thus making a substantial

amount available to the fund, namely €2.7 million.

Management by objectives is our principle; we
reached many goals during the past fiscal year. Personal
initiative, motivation and determination of all employees
within the Group achieved a great deal in the operative
and organizational areas; during 1999/2000, more than
500 individual projects of our Profitability Improvement
Program contributed considerably towards a sustained
strengthening of our earnings power and led to substan-

tial cost reductions.

Investments of €208 million comprise important
projects for the realization of the internal part of
our growth strategy. This includes the new coil coating
line at the Salzgitter Works, a state-of-the-art facility rep-
resenting world-class product quality and process oper-
ation. The same features can be expected from the hot-

dip galvanizing line under construction.






Preface by the Executive Board

A different challenge was the changeover of our
accounting to the International Accounting Standards.
This was effected smoothly and on time. Our consolidat-
ed financial statements are thus easier to understand and
compare for the community of internationally oriented

investors.

Initially, stock exchange activities were a continu-
ation of previous years’ scenario. Companies of the “old
economy”, more oriented to financial and corporate sta-
bility, seemed to suffer in particular from the mostly
speculative concentration on those industries which were
attributed the highest growth potential. It was only by
the summer of 2000 that we were able to welcome a
certain reversal of this much exaggerated trend. In this
environment, the price of Salzgitter shares developed
considerably better than that of average steel shares. We
see this encouraging development as an indication
towards a general acceptance of our long-term strategy

to raise the Company’s worth.

The external part of our growth strategy was
already implemented to a large extent during the fiscal
year 1999/2000 insofar as several acquisitions of different

size were made.

The Salzgitter Group is thus presenting itself as a
company concentrating on clearly mapped out activities
in the sectors of steel production, steel trading and steel
processing into components especially for the automo-

tive and building industries.

Further major Group activities are raw material
supply and qualified services. These companies are also
supplying and servicing third parties outside the Group,

which enhances their competitive position.

The newly acquired Mannesmannrohren-Werke
brings the Group into a leading position on the European
and world steel pipe markets. There are manifold and
interesting synergies with our current activities that will
be addressed in the near future. These areas comprise
research and application technology, closely linked out-

put chains and personnel development.

The Salzgitter Group still has ambitious plans in
line with the Company’s tradition, its locations and its
subsidiaries. The basis of our strategic activities is the
maxim: “To develop and enhance the productivity and
the performance of the Salzgitter Group as an independ-

ent coporate entity”.

This requires an organizational structure meeting
the standards and challenges of the new dimension. We
are convinced that the separations of typical group func-
tions such as strategy, controlling and personnel devel-
opment from the operative activities will enable the
Company to perform with even more flexibility and

customer orientation.



Therefore, we are intending to ask you — our
shareholders — for approval of this decisive measure at
the Shareholders’ Meeting on May 23, 2001.

In the preface of last year’s annual report we
expressed our conviction that our Company has a bright
future. This has been already achieved to a large extent
during the fiscal year 1999/2000. The strength of
Salzgitter AG opens up new options for us. On behalf of
our employees we thank our shareholders, customers

and banking organizations for their confidence and sup-

@(A«. Prof. Dr. Ginter Geisler

Dr. Heinz J6rg Fuhrmann

/WW et

Dr Jirgen Kolb

port.

Yhisbord, Hnans
Dr. Eberhard Luckan &AA}\

Michael B. Pfitzner
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GROUP STRUCTURE

Group Structure

STEEL TRADING

STEEL PRODUCTION
1

SALZGITTER WORKS
Flat Steel Products

PEINE WORKS
Sections

ILSENBURG WORKS

Plates
RAW MATERIALS
AND SERVICES
1
PPS

Services (100%)

VPS
Railroad Transport (100%)

DEUMU
Raw Material Supply (100%)

GESIS
Information Technology (100%)

TELCAT
Communication Technology (100%)

PEINER AGRAR- & HUTTENSTOFFE
Secondary Material Trading (100%)

GLUCKAUF
Housing Property Management (100%)

HANSAPORT
Port Operation (51%)

BURWITZ
Firing Construction (26%)

SALZGITTER HANDEL
(100%)

Steel Trading Germany
21 Companies

Steel Trading Western Europe
12 Companies

International Steel Trading
11 Companies

HOVELMANN & LUEG
(95%)

UNIVERSAL EISEN UND STAHL

(50%)

INDUSTRIAL SHAREHOLDINGS

1
HSP HOESCH SPUNDWAND
UND PROFIL (100%)

SALZGITTER BAUELEMENTE
Building Systems (100%)

WESCOL GROUP
Steel Construction (26.2%)

SALZGITTER EUROPLATINEN
Automotive (100%)

SALZGITTER AUTOMOTIVE
ENGINEERING (74.7%)

OSWALD HYDROFORMING
Automotive (24.9%)

1
STEEL DYNAMICS
Minimill (12.6%)







Implementation of Growth Strategy

IMPLEMENTATION OF GROWTH STRATEGY

The forward growth strategy adopted towards
the end of last fiscal year was consistently implemented
during the current year — externally by means of acquisi-
tions as well as internally by developing our products and

by capital expenditure.

Already during the first quarter of the fiscal year,
the acquisition of a 26.2 percent shareholding in the
English steel construction company Wescol Group plc
contributed towards ensuring further sales of steel sec-
tions. Furthermore, we are expecting this acquisition to
contribute increasingly to the use of sections in steel con-

struction on the European continent.

Our 24.9 percent participation in Oswald
Hydroforming GmbH & Co. KG gives us access to the
new technology of hydroforming, a manufacturing tech-

nique predominantly applied to automotive parts.

The 100 percent acquisition of HSP Hoesch
Spundwand und Profil GmbH, Dortmund, complements
our current range of sheet piling and makes us a complete
supplier in this important sector of civil engineering and

traffic routes construction.

Our 74.7 percent shareholding in K.F.Z. Projekt-
management GmbH, renamed Salzgitter Automotive
Engineering GmbH, adds to our activities in the automo-
tive sector by now including a comprehensive service for

prototype manufacturing.

The direct and indirect shareholding of alto-
gether 99.3 percent in Mannesmannréhren-Werke AG
(MRW) moves the Salzgitter Group into a new dimen-

sion. As the takeover was only finalized in October 2000,

it did not have any effects on the year-end financial state-
ments at September 30, 2000.

Together with its subsidiaries and shareholdings,
MRW covers nearly the entire product range of industri-

ally manufactured pipes.

The 50 percent subsidiary Europipe produces
longitudinally and spirally welded large-diameter pipes
for pipeline construction — predominantly for natural gas
and petroleum. Salzgitter AG, which has its own mill for
spirally welded pipes, is thus growing from a marginal
supplier to become world market leader for large-diame-

ter pipes.

The subsidiary MHP Mannesmann Prazisrohr
GmbH and the 20.9 percent shareholding Vallourec
manufacture seamless and welded precision steel
tubes, predominantly for the automotive industry, but
also for mechanical and plant engineering. This is cre-
ating synergy effects with the other Salzgitter automo-

tive and engineering activities.

The 45 percent shareholding Vallourec Mannes-
mann Tubes SA produces mainly seamless hot rolled
tubes for the chemical and petrochemical industries and
manufactures all tubing products necessary for petro-

leum and natural gas exploration and production.

Mannesmann Line Pipe GmbH and the 50 per-
cent shareholding Rohrenwerke Gebr. Fuchs GmbH
manufacture medium-size line pipes mainly for the
energy sector, for mechanical and plant engineering and

increasingly for the water and waste water industries.






Implementation of Growth Strategy

Furthermore, the MRW acquisition will
strengthen the Salzgitter Trading Division, which will
now be in a position to cover part of its current tubing
trade from own Group production. Additionally, the
Mannesmann Research Institute included in the acquisi-
tion enables us to significantly intensify our position
concerning technology and development in the

metallurgy and tubing sectors.

The acquisition of MRW also means a joint move
towards expanding internationalization, an advantage
which Salzgitter so far only had in the trading sector,
and which now, supported by the Mannesmann name,

will be extended to the production sector.

Moreover, there are further acquisition projects
being reviewed in the areas of steel service centers, trad-
ing and industrial processing — all within the scope of our

growth strategy.

The slogan for internal growth is “Quality
Leadership” for the flat rolled sector, and “Cost-Effective

Leadership” for sections.

In January 2000, the new coil coating line for
organic coatings was put into operation. It will run to full
capacity early in 2001. This facility will put us in a posi-
tion to expand our clientele beyond the current indus-
tries and also supply the appliance industry. Further-
more, we shall be able to expand our production of
organic zinc-containing thin-film coatings for the auto-

motive industry.

The second hot-dip galvanizing line, with its

state-of-the-art temperature control conception, will prob-

ably go into operation during the second quarter of the

fiscal year 2001.

In January 2000, the Supervisory Board of
Salzgitter AG approved substantial capital expenditure
for the modernization and improvement of the hot strip
mill. These investments will be used to build a third fur-
nace and thus increase the heating capacity, to adjust
the production techniques in line with higher quality
standards required by our customers, and to produce
new high-yield and high-strength steel grades. The invest-
ment program will probably be completed in 2003 and
it should enable us to meet our customers’ demands in

the future.

Additionally, the construction of an upsetting
press for the hot strip mill in Salzgitter was approved.
This will contribute to an increased capacity of the steel
works as the number of casting widths of the slabs will
be reduced, to be tailor-made later in the upsetting

press to meet customer specifications.

Moreover, the Supervisory Board of Salzgitter AG
approved the construction of a beam blanking line, a
continuous casting facility for near net-shape preliminary
sections, at the Peine location. This equipment will re-
duce the number of passes in the heavy sections mill

and thus cut processing costs.

Our present successful acquisitions and the meas-
ures to increase internal growth have put us well on
track towards the objectives defined last year, namely to
raise our sales by at least 25 percent, to strengthen our
earnings power and to be less dependent on products
with small added value. We shall continue to follow this

path consistently during the current fiscal year.
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INVESTORS AFFAIRS

Capital markets and price development of the

Salzgitter stock

Early in the fiscal year 1999/2000, the situation
on the stock exchanges was promising. While the Asian
crisis had shaken world financial markets during the prior
year and the steel industry had also suffered fundamentally
from a drastic deterioration of sales prices and volume,
an improvement was becoming evident prior to the turn
of the year 1999/2000. A higher capacity utilization
together with a marked recovery of sales prices began to
be reflected in higher steel industry share prices as of
December 1999. After a slow start at €8.00 and a DAX
level of 5,124 at the beginning of the fiscal year, Salzgitter
stock rose to €9.40 at the end of 1999 when the DAX
had simultaneously recovered strongly to a level of 6,958.
Even prior to October 1999, the situation on the stock
exchanges was marked by strong investor appetite for
shares of “new economy” companies. This development
created vast price gains on the “Neuer Markt”, the seg-
ment for young technology companies, but it also
brought about price increases for some companies in

other segments.

After rapid rises, Salzgitter stock reached its
annual high of €10.30 on January 13, 2000. This encour-
aging price performance could not, however, be main-
tained. By March 15, 2000, the date of the Annual
Shareholders’ Meeting, the price had dropped by one
euro and after the expected ex-dividend markdown it
dropped further to €8.70. During the same period of
time, the share prices of the European competitors fell
even more sharply — on average more than 20 percent.
Meanwhile, in view of the considerable price increases

for all steel products on the European market and due to

Investors Affairs

a continued stable world economy and a subsequently
rising demand promising excellent earnings for the year
2000, development of steel shares was altogether disap-
pointing. The Company is in constant touch with inter-
national steel analysts who attribute this situation to a
“technology-multimedia-telecommunications” euphoria
on capital markets, which strongly reduced the interest
of institutional investors in “old economy” companies
backed by temporary material assets. Among these com-
panies is the steel industry, but also automotive and
mechanical engineering industries. During the course of
the year, we found this assessment repeatedly confirmed

by institutional investors.

In early June, analysts’ reports about the tighter
situation on the US steel market were putting pressure
on European steel stock, as capital markets were fearing
a medium-term setback in Europe following price de-
clines in the US. These fears caused further drops of
European steel company stock, so that by balance sheet
date, the shares had slumped by 20 to 60 percent off
their annual high. During the last weeks of the fiscal
year, the Salzgitter AG stock performed considerably bet-
ter than the average of the competition and closed on
balance sheet date with €8.10 on the Frankfurt floor
and with €8.00 in the computerized XETRA-system.






Stock exchange turnover

More than 13 million Salzgitter shares were trad-
ed on the German stock exchanges during the fiscal year
1999/2000, this corresponds to a daily turnover of abt.
52,000 shares. 10.7 million shares (abt. 80%) were traded
on the Frankfurt floor and in the computerized XETRA-sys-
tem. Turnover at the two Frankfurt stock markets nearly
doubled compared with the previous year, considering the
delisting from official trade on the regional stock exchanges
in Berlin, Dusseldorf, Hamburg and Munich effected on
December 30, 1999. This is very meaningful, as a major
criterion for a company’s participation in one of the stock
indices DAX, MDAX and SDAX is the turnover achieved
on the Frankfurt stock exchange. Salzgitter AG’s medium-
term objective is participation in the MDAX, the stock

index for medium-sized companies.

Stock buyback

In compliance with the authorization given at the
Annual Shareholders’ Meeting of March 16, 1999, the
Company repurchased 3,899,100 of its own shares at an
average price of €9.35 per share on the stock exchange
during the last fiscal year. They account for €9,967,890
of the share capital (6.2%). The Company has already
started using these shares for corporate acquisitions, pur-

chasing shareholdings and gaining new shareholders.

Employee shares

With the aim of increasing employees’ identifica-
tion with the Company and its success, the Company
made a second issue after 1998 of 240,357 shares to

employees.

Investors Affairs

Investor Relations

Investor Relations activities were extended again
during the fiscal year. The results of the fiscal year
1998/1999 and of the first half of 1999/2000 were pre-
sented to financial analysts at well-attended conferences
in Frankfurt and in London. Telephone conference calls
were made regarding the publication of the quarterly
results and on the occasion of the acquisition of Mannes-
mannrohren-Werke AG. The Company presented itself
during two investors conferences in London and during
numerous individual discussions with national and inter-
national institutional investors. Furthermore, a number of
analysts, investors, bankers and journalists paid personal
visits to Salzgitter AG. During tours through the works
and during intensive personal talks attended by members
of the Executive Board, the current economic situation,
the excellent competitive positioning and the strategic
orientation of the Company were presented and dis-
cussed. The successful exchange of information resulted

in a number of buying recommendations.

Regular studies on Salzgitter AG were issued by

ABN AMRO Morgan Stanley Dean Witter
BHF-Bank AG NORD/LB
BNP Paribas Schroders Salomon Smith Barney

Deutsche Bank Research WestLB Panmure

Dresdner Kleinwort Benson



Dividend

Executive and Supervisory Boards propose to the
Annual Shareholders’ Meeting the adoption of a dividend
payment of €0.40 per share. Taxpaying shareholders resi-
dent in Germany receive an additional tax credit of
€0.17 per share. Based on the stock exchange price of
Salzgitter shares on September 30, 2000, of €8.00, this
will result in a dividend yield of 7.1 percent including tax
credit. The proposed distribution on the share capital of
about €160 million amounts to €24.96 million. This is
an increase of 5.3 percent compared with the previous
year. The cash dividend amounts to €0.29 per share

after deduction of the withholding tax credit and surtax

credit.

Tax calculation €/Share
Withholding tax/surtax credit 0.11
Corporation tax credit 0.17

Information for investors

€159,523,066.93 consisting of 62,400,000 ordinary

shares

Ordinary bearer shares, with no par value

€10.30

€7.25

€8.00

€499 million

€1.15

€1.89

35.6%

Salzgitter AG share price compared with European steel index*

Price performance fiscal year 1999/2000

*Source: Datastream.

European
steel index



Group Management Report:

GROUP MANAGEMENT REPORT:

Development of the economy

Economic activities during last year were charac-
terized by a very encouraging development. The econom-
ic expansion which commenced early in the year acceler-
ated during the period under review. Rapid recovery in
the developing countries had quite an impact on the
overall demand in the industrialized countries. Increasing
consumer confidence coupled with an improving eco-
nomic climate gave additional support to domestic
demand. As early as in summer 1999, the US economy
registered the longest economic growth phase for a cen-
tury and it continued its expansion until the fall of 2000,

albeit with diminishing growth rates.

Overall growth and general economic activities in
the euro area and in Western Europe progressed to an
extent unseen for nearly a decade. German economic
growth also increased vigorously during the first nine
months of the fiscal year, thereafter growth rates started
slowing. Major boosts came from exports which were
stimulated by strong economic activities abroad, and by
a devalued euro. Subsequently, the business climate and
capacity utilization improved and investments in machin-

ery, equipment and other plants increased substantially.

Continuing worldwide expansion and a drastic
oil price increase endangered price stability towards the
end of the period under review. The central banks in
North America and in Western Europe responded early
by increasing interest rates and thus contributed to steady-
ing the overall economic development. Tightening of the
monetary reins led to a consolidation in the industrialized

countries towards the end of the year 2000.

Development of the steel market

The worldwide economic growth in the industri-
alized countries and the strong foreign demand for capi-
tal goods had a favorable effect on the business activities

of the steel-consuming industries in our core markets.

The high capacity utilization of the steel-consum-
ing industries, led by road vehicle manufacturing, trigger-
ed a steel consumption increase in Germany and in the
EU amounting to more than 4 percent during the year.
Crude steel production in Germany is likely to reach 46
million t (EU: abt. 164 million t) during 2000, compared
with abt. 42 million t (EU: abt. 155 million t in 1999).

Imports, which had diminished during 1999,
started to rise again in view of the economic upswing
and their volume even accelerated during the first half of
2000. The pressure decreased in the second half due to
the sharp rise of the dollar value and as steel demand

was leveling off.

The economic situation allowed steel producers
to realize significant price increases for all products.
Coupled with a higher tonnage volume, annual sales of
the Steel Production Division and the Steel Trading
Division were increased and so were the other Group

activities.
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Divisions

Steel Production

The continuously improving steel market was the
scenario for the positive development of the Steel
Production Division, resulting in higher numbers of pro-

duction, shipments, sales and earnings.

New order bookings of rolled steel products rose
substantially at the beginning of the fiscal year. During
the second half 2000 incoming orders slacked off to
some extent so that the total tonnage volume of 4.19
million t was 0.14 million t (3.2%) below the year-earlier
level. The order backlog of rolled steel products thus
dropped to 0.97 million t at the end of the fiscal year
compared with 1.18 million t at the beginning of the

year.
As steel demand was slowing, further price in-
creases for new order bookings at the end of the fiscal

year were difficult, except in the plate sector.

Crude steel production reached 5.12 million t;

0.39 million t (8.3%) over last year’s level and at the

Crude steel production

kt per month World
1995 62,696
1996 62,510
1997 66,581
1998 64,696
1999 65,644
2000 69,233*

* Jan.-Oct. 2000 ** Jan.-Nov. 2000

same time a 25-year record high for the Company.

Shipments of rolled steel and processed products
amounted to 4.48 million t, 5.8% over last year’s level of
4.23 million t, affecting the various products differently.
Only large-diameter pipes developed negatively as did
surface coated products due to fire damage to the pro-

duction facilities.

Sales registered a relatively higher increase than
shipping volume. About 50 percent each of the sales rise
was caused by a larger tonnage shipped and by higher
prices for all products respectively. Further notes on the
development of sales and earnings can be found under

Group analysis.

On the purchasing side, prices for raw materials
advanced considerably in view of the excellent world-
wide steel market situation, the strong US dollar also
contributed substantially to price increases of US dollar-
dependent raw materials. The overall purchasing condi-
tions for major raw materials could be kept competitive;
Salzgitter AG thus held a top position among its

European competitors in respect of pig iron production

costs.

EU (15) Germany Thereof SZAG
12,980 3,504 378
12,217 3,316 343
13,316 3,751 391
13,326 3,671 394
12,937 3,505 414
13,701* 3,901* 432%*



Production SZAG

in kt 1999/2000
Large-dia. pipes and trapezoidal profiles 49
Surface coated sheets 739
Sheets 494
Plates 806
Hot rolled coils, steel strip 1,208
Heavy sections 1,298
Crude steel 5,116
Pig iron 3,710

Steel Trading

The Steel Trading Division is reporting an im-
proved economic situation, as compared with the pre-
vious year, due to positive market developments and
thus increasing chances for higher sales prices. Rising
demand from major steel-consuming industries allowed

price hikes for practically all product groups.

However, increasing demand created more and
more difficulties on the supply side. Nearly all steel pro-
ducers worldwide were temporarily fully booked.
Division companies were able, however, to increase the
tonnage shipped by 12.7 percent to 4.78 million t com-
pared to 4.25 million t during the year-earlier period.
Compared with the prior year, sales rose relatively
strongly compared with shipments; further notes there-

on can be found under Group analysis.

Towards the end of the fiscal year, all Division

companies registered a slowing price development.

1998/1999 1997/1998 1996/1997
114 151 108

853 837 784

367 420 439

753 825 762

1,065 1,183 1,217
1,155 1,147 1,072
4,725 4,928 4,635
3,489 3,673 3,503

After a reorganization of the export department
of the Salzgitter Trading Group at the beginning of the
fiscal year, a restructuring process of the domestic ware-
housing trade was initiated with implementation to take
place during the course of the new fiscal year. An even
stronger customer-oriented sales organization and an
“open warehouse” conception, meaning that every
customer has access to the entire product range, irre-
spective of location and at all times, will be meeting

market requirements even better.
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Raw Materials and Services

The companies of this division provide a very
wide scope of services predominantly for other Group
companies. Their business development is largely
dependent upon the activities of the Steel Production

Division.

The divisional companies are also offering their
infrastructure and their know-how increasingly to third
parties, thus generating additional profits and contribut-
ing to better Group results. During the current fiscal
year, third-party sales increased by €54 million to €228
million. The share of external sales thus rose to 44.0%

(previous year 39.5%).

Industrial Shareholdings

As announced in the last annual report, this divi-
sion was expanded during the fiscal year. We would like
to emphasize the acquisition of all shares in HSP Hoesch
Spundwand und Profil GmbH. This company developed
positively during the fiscal year. Within the framework of
first-time consolidation according to IAS, it will, how-
ever, only be included in the financial statements for the
period from June 1 to September 30, 2000. As a whole,
this division has not yet been able to make a positive

contribution to Group results this year.

The importance of this division is not viewed
under aspects of short-term returns. Salzgitter AG's
commitment in these companies is directed at the
development of future-oriented technologies and

growth potentials in the areas of steel production and

processing. Additional know-how and secure sales markets are
long-term benefits. Nevertheless, we are aiming at a reasonable

capital payback period and yield.



Sales and earnings

Consolidated financial statements for the fiscal
year 1999/2000 were prepared in accordance with the
International Accounting Standards (IAS) for the first
time. The fiscal year 1998/1999 numbers have also been
prepared according to the new accounting standards, so

that they are directly comparable.

Consolidated sales amounted to €3.3 billion and
thus increased by €595 million (22.1%) over the previous
year’s figure — primarily due to the improved steel market

situation.

The Steel Trading Division generated about 54
percent of consolidated sales. In view of a substantial
expansion of trading activities, total sales reached €1.8
billion, which is an increase of abt. 27 percent. The Steel
Production Division had a 38 percent share of total con-
solidated sales. Division sales of €1.3 billion were abt.

11 percent over last year’s figures. It has to be taken into
account that additional supplies worth €0.5 billion pur-
chased by the Steel Production Division went to the Steel
Trading Division. The Raw Materials and Services Division
increased its sales by €0.2 billion or 31 percent. The sales
increase in the Industrial Shareholdings Division came
from the first-time consolidation of HSP Hoesch Spund-
wand und Profil GmbH for the period from June 1, 2000
to September 30, 2000.

Consolidated sales by divisions

€ min 1999/2000 1998/1999 Change in %

Steel Production 1,252 1,129 10.9
Steel Trading 1,773 1,393 27.3
Raw Materials

and Services 228 174 31.0
Industrial

Shareholdings 38 -

Group 3,291 2,696 22.1

About 73 percent of sales were generated in the
EU; the EU thus remains the most important target mar-
ket of the Group. €1.7 billion of sales were made in
Germany. Export sales increased to €1.6 billion, a share

of 49 percent after 45 percent during the previous year.

Consolidated sales by regions

€ min 1999/2000 1998/1999 Change in %
Germany 1,690 1,473 14.7
Other EU

countries 704 622 13.2
Other European

countries 171 101 69.3
America 286 132 116.7
Other regions 440 368 19.6
Group 3,291 2,696 221
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The improved steel market situation was also
reflected in the development of the results. Earnings from
ordinary activities (EBT) amounted to €97 million (prior
year €31 million). Nearly all divisions contributed to the
positive result, namely Steel Production €57 million (pre-
vious year €8 million), Steel Trading €17 million (previ-
ous year €13 million), Raw Materials and Services €23

million (previous year €10 million).

The result of the Industrial Shareholdings Division
consisted mainly of charges (netted) from the at equity
valuation/amortization of the goodwill of the Wescol
Group plc, amounting to €3.0 million, and a positive
contribution for a proportionate period of time only by
HSP Hoesch Spundwand und Profil GmbH, amounting to
€0.9 million.

Division results and consolidated net income for the year

Under commercial law there are tax charges of
€27 million (thereof income tax €24.3 million, income
tax portion 26%). Under tax law the possible application
of loss carryovers for the fiscal year 1999/2000 resulting
from the merger between MHP Mannesmann Prazisrohr
Holding GmbH (MHP Holding) and Salzgitter AG with
economic effect as of October 1, 2000, will lead to tax

charges of €8 million.

Consolidated net income for the year increased

to abt. €70 million due to the good earnings situation.

€ min 1999/2000 1998/1999 Change in %
Steel Production 57.0 7.7 640.3
Steel Trading 17.5 13.5 29.6
Raw Materials and Services 23.1 9.9 133.3
Industrial Shareholdings -2.4 -

Other/consolidation 2.1 0.1

Division income 97.3 31.2 211.9
Income from ordinary activities 97.3 31.2 211.9
Taxes 27.2 17.7 53.7
Consolidated net income for the year” 70.1 13.5 419.3

" Incl. minor shareholdings.



Employees

The implementation of the growth strategy is
also resulting in a change of personnel structure. The
overall number of employees of the companies included
in the consolidation of the Salzgitter Group (excluding
trainees) increased during the fiscal year. The total num-
ber of employees of the Salzgitter Group on September
30, 2000 amounted to 13,020 (previous year 12,271).
The addition is mainly due to the acquisition of HSP
Hoesch Spundwand und Profil GmbH (589 employees).

Development of core workforce in the divisions:

Division 9/30/2000 9/30/1999 Change
Steel Production 7,192 6,935 257
Steel Trading 1,673 1,743 -70
Raw Materials

and Services 3,566 3,593 -27
Industrial

Shareholdings 589 - 589
Group 13,020 12,271 749

During the fiscal year 1999/2000 a total of 672
employees left the Group, partly with part-time agree-
ments for senior employees allowing early retirement
without undue hardship. There were 1,421 additions to
the workforce, partly extra employees needed, partly suc-

cessful trainees taken on.
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A changing environment also changes the work.
Executive and management assignments become more
ambitious, production and maintenance operations need
more than traditional knowledge. Personnel manage-
ment in the Salzgitter Group is aiming at the compatibil-
ity of requirements, qualification and inclination by
means of a systematic target-group-oriented develop-
ment. Topicality and practice are ensured by participa-
tion in pilot programs, by transfer of knowledge within

the Group, science and general schooling.

You will find further details on personnel devel-

opment under “Employees” as of page 80.



Investments

During the fiscal year, the Salzgitter Group again
realized an intensified investment program characterized
mainly by the implementation of the internal growth

strategy of Salzgitter AG.

Total investments amounted to €239 million
(previous year €158 million). Additions to property,
plant and equipment were €208 million, €58 million
above last year’s value. Aside from the capital expendi-
ture for property, plant and equipment, €31 million
were spent for financial assets (previous year €8 million)
expanding our industrial shareholdings. Total invest-

ments thus exceeded depreciation of €174 million.
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Investments/Depreciation®?

1995/1996> 147 134
1996/1997> 108 88
1997/1998 80 65
1998/1999 150 130
1999/2000 208 169

105 89
110 95
166 148
174 150

" Without financial assets.
? According to IAS regulations as of fiscal year 1998/1999.
¥ Considering changes in Consolidation as of 10/1/1997.

¥ Fiscal years 1995/1996-1997/1998 including depreciation permissible under tax law included in other operating expenses

(corresponding releases of special reserves with an equity portion are offset).

Investments in property, plant and equipment
and intangible assets during the fiscal year were €169
million for the Steel Production Division; €5 million for
the Steel Trading Division; €23 million for the Raw
Materials and Services Division and €11 million for the
Industrial Shareholding Division (investments of HSP

Hoesch Spundwand und Profil GmbH only).

Investments in property, plant

and equipment” by divisions

Steel Production 169.2 130.0 30.2
Steel Trading 5.4 6.7 -19.4
Raw Materials

and Services 23.2 13.3 74.4
Industrial

Shareholdings 10.5

" Incl. intangible assets.

Depreciation on property, plant and

equipment” by divisions

Steel Production 150.2 147.8 1.6
Steel Trading 9.4 9.9 -5.1
Raw Materials

and Services 10.4 8.5 22.4
Industrial

Shareholdings 3.9 -

Other/

consolidation 0.2 0.2

" Incl. intangible assets.

In the Steel Production Division, rationalization
and replacement investments were made with the objec-
tive of further cutting processing costs, enhancing
process safety and continuing to upgrade product qual-
ity. Some of the capital expenditure in this division is
part of the Company’s quality offensive in the flat rolled

sector.



Among the outstanding investments in the prod-
uct segment flat rolled steel is the hot-dip galvanizing
line 2 with a new state-of-the-art heating and cooling
conception for producing new steel grades. This facility
enables us for the first time to produce our well-known

I-steel in a galvanized condition.

Early 2000, the new coil coating line was put into
operation on schedule. The facility is now running to its
planned qualitative and quantitative capacity. This state-
of-the-art and cost-efficient equipment is now in a posi-

tion to meet all current customer standards.

Furthermore, the large project in the hot rolling
mill in Salzgitter, approved by the Supervisory Board dur-
ing January 2000 as the basis for the quality offensive is
well on its way. Five individual projects are under con-
struction, others will follow shortly. The entire project is

scheduled for completion during 2002.

An outstanding future-oriented investment is the
second new continuous casting plant for heavy sections
in Peine, which is being installed in the existing steel
plant building while production is continuing. This twin

strand casting machine will cast beam blanks — i.e. near

net-shape preliminary sections — which will reduce the
number of passes and thus contribute to further cost-

cutting at the heavy section mill.

A further major investment is the construction of
a fully automatic building component manufacturing
facility for ready-to-install insulated roof and wall ele-
ments. This project will extend our value-added chain of
coated sheets and will round off our product range for
the building industry. During the fiscal year 2001, this
facility will be transferred to our wholly owned subsidiary

Salzgitter Bauelemente GmbH.

The investments in the Steel Production Division
and those in other divisions, where a multitude of small
and medium-sized investments were realized, will con-
tribute to the Company’s objectives towards current and

future market requirements.
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Profitability improvement program

Aside from internal and external growth by
means of capital expenditure and pinpointed acquisi-
tions, strengthening the Group’s earnings power is a
major objective within the scope of securing and enhanc-
ing the competitive position of Salzgitter AG. The prof-
itability improvement program (PIP) established in 1996
proved to be a continuously successful instrument. The
initial program towards cost reduction, process optimiza-
tion and increased earnings was successfully completed

during the last fiscal year.

The result of the more than 500 single projects
amounts to €243 million, about 23 percent over the

scheduled goal of €198 million.

Aside from measures towards yield optimization
of raw materials, activities focused again on increasing
productivity and quality as well as the expansion of the

product range into high margin segments.

Product-related measures improved the earnings
side by €108 million and savings on raw material, energy
and services purchased reduced expenditure by €135

million.

The success of the program is mainly based on
the commitment of all participants, on its continuous
development and on the institutionalized structures of

this permanent management assignment.

This is why we intend a relaunch on a new eco-
nomic basis during the next fiscal year. The consistent

identification of economic and organizational improve-

ment potential in all segments and their implementa-
tion, the optimization of technical performance in all
core areas and the steady pursuit of all previous im-
provement projects are leading to the expectation that

the relaunch of the program will also be successful.

The new PIP will predominantly take up changes
made within the Group through acquisitions and invest-
ments and it will adjust to new Group structures by

means of a decentralized project controlling.
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Accounting principles

The Salzgitter consolidated financial statements
were prepared in accordance with the accounting rules
of the International Accounting Standards Committee
(IASC) and thus meet the qualifications for the exemp-
tion from preparing consolidated financial statements
according to German accounting rules (§292 a HGB =

sect. 292 a of the German Commercial Code).

The accounts presentation and valuation for the

fiscal year 1998/1999 were adjusted accordingly.

The changeover to IAS led to deviations at a
number of items in the balance sheet and income state-
ment from the previously applied accounting and valua-
tion methods. The deviations are presented in the notes.
They primarily concern depreciation on property, plant
and equipment, the accounting of let property, plant and
equipment, the valuation of provisions for pensions, the
accounting of deferred taxes and of asset-side and liabili-

ties-side differences from capital consolidation.

For an understanding of a few minor changes in
the consolidated financial statements, attention is drawn
to the first-time consolidation of HSP Hoesch Spundwand
und Profil GmbH (HSP) as of June 1, 2000.

Assets and capital structure

Consolidated balance sheet total rose by €219
million (+9.9%) to €2,427 million (previous year €2,208
million). This was caused by increased current assets of
the Steel Trading Division as well as by the first-time con-

solidation of HSP and also by increased fixed assets in

connection with the implementation of the growth strat-
egy. Fixed assets changes resulted from investments of
€239 million (€31 million thereof in financial assets),
depreciation on/disposal of €190 million and the effect

of the HSP consolidation.

On the liabilities side, shareholders’ equity in-
creased by €12 million and short and long-term debt
by €207 million. The increased short-term borrowings

resulted from the use of bank financing.

Asset and capital structure (according to IAS)

€ min 9/30/2000 % 9/30/1999 %
Fixed assets 1,226 50.5 1,177 53.3
Current assets 1,201 49.5 1,031 46.7
Assets 2,427 100.0 2,208 100.0
Shareholders’

equity 912 37.6 900 40.8
Long-term

borrowings 895 36.9 847 38.3
Short-term

borrowings 620 25.5 461 20.9
Liabilities 2,427 100.0 2,208 100.0

The net amount owed to financial institutions
increased on the previous year by €190 million to €185

million.

Credit lines arranged with financial institutions
were extended beyond year-end with a practically
unchanged volume. They were sufficient at any time to

cover short-term liquidity requirements.
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Salzgitter AG conducts the cash and interest
management for the Group companies. Firstly, purchas-
ing and sales positions of transactions in US dollars are
offset (netting), residual amounts are hedged by forward
exchange and option contracts. Other non-euro curren-

cies are rate-hedged.

The balance of short-term asset and liability items
(working capital) increased by €133 million to €881 mil-

lion.

Shareholders’ equity of €912 million was slightly
above last year’s value and covered 38 percent of the

balance sheet total.

The provisions for pensions of €686 million (pre-
vious year €672 million) were again a major part of cor-

porate financing.

Other provisions diminished slightly to €291 mil-

lion (previous year €299 million).

Deviating from the consolidated balance sheet
prepared in accordance with IAS rules, the following
table of Group asset and capital structure under econom-
ic aspects shows that we did not deduct the negative
balance from the first-time consolidation of €30 million
from intangible assets but added it to equity, as this item
is to be released as income shortly. Minority interests of

€4 million were also added to equity.

Asset and capital structure (economic aspect)

€ min 9/30/2000 % 9/30/1999
Fixed assets 1,256 51.1 1,177
Current assets 1,201 48.9 1,031
Assets 2,457 100.0 2,208
Equity” 946 38.5 903
Long-term

borrowings 891 36.3 844
Short-term

borrowings 620 25.2 461
Liabilities 2,457 100.0 2,208

> Incl. badwill and minority interests.

%
533
46.7

100.0
40.9

38.2

20.9
100.0

Equity thus reached a share of 38.5 percent of

the balance sheet total of €2,457 million.



Cash and cash equivalents

Development of cash and cash equivalents was
influenced by the implementation of the growth strategy
and also by an expansion of the trading activities of the

Steel Trading Division.

Current operations resulted in a Group cash flow
of €114 million. Outflows for investments were €234 mil-
lion. The Group received €91 million from financing activi-
ties. Cash and cash equivalents at year-end were €22 mil-
lion. The complete cash flow statement is part of the con-

solidated financial statements.

Net cash provided by

current operations 113.8 116.5 -2.3
Net cash used for

investing activities 233.7 153.0 52.7
Net cash provided

by/used for

financing activities 91.4 -29.1

Change in cash

and cash equivalents -28.5 -65.6 56.6

Value added of the Salzgitter Group

Group operational value added amounted to

€729 million (previous year €629 million).

Employees’ share of value added application di-

minished as compared with the prior year to 84.9 percent.

1.8 percent, a higher portion than in the previous
year, were allotted to lenders, as the implementation of
the growth strategy and the expansion of the trading ac-

tivities required additional borrowed funds.

While the tax portion of 3.7 percent reflects the
good earnings situation, the tax-effective application of
loss carryovers from the merger of MHP Mannesmann
Prézisrohr GmbH and Salzgitter AG is not considered
therein.

The shareholders (without consideration of
treasury shares) shall receive 3.4 percent of the value
added for this fiscal year. A portion of 6.2 percent

remained in the Group for strengthening the asset value.

100.0 2,751 100.0
Advance payments 2,763  79.1 2,122 77.

Group performance 3,492

Employees 619 849 592 94.1
Public sector 27 3.7 18 2.9
Lenders 13 1.8 6 0.9
Shareholders 25 3.4 24 3.8
Group 45 6.2 -1 -1.7

39

Group value
added increased
with change
of corporate

structure.
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Appropriation of earnings

Annual financial statements of Salzgitter AG

The annual financial statements of Salzgitter AG
for the fiscal year 1999/2000 were prepared in accordance
with the German Commercial Code observing the addi-
tional regulations of the German Stock Corporation Act
and were given the unqualified audit approval of the
auditors, PWC Deutsche Revision Aktiengesellschaft
Wirtschaftspriifungsgesellschaft, Hanover. They will be
fully published in the Federal Gazette and deposited with
the Commercial Register of the District Court in Peine
under HRB 1047.

Balance sheet of Salzgitter AG (short version)

Fixed assets

Property, plant and equipment”
Financial assets

Current assets

Inventories

Trade receivables
and other assets?

Shareholders’ equity
Special items
Provisions

Liabilities

Thereof liabilities to banks

760.8 725.1
609.3 611.6
151.5 113.5
931.4 788.0
324.0 287.8
597.1 463.7

622.3 604.5
88.4 123.8
562.5 549.9
419.0 2349
(174.1) (11.3)

" Incl. intangible assets.
2 Incl. deferred charges and prepaid expenses and special loss account.



Income statement of Salzgitter AG (short version)

€ min

Sales

Change in inventories/own work capitalized
Cost of materials

Personnel expenses

Amortization and depreciation

Income from shareholdings

Write-down of marketable securities

Net interest income

Other expenses and income

Result from ordinary activities
Taxes

Net income for the year

Net income for the year and appropriation

of earnings of Salzgitter AG

Salzgitter AG is stating a net income for the fiscal
year 1999/2000 of €40.5 million. Including the non-dis-
tributed income brought forward of €1.3 million and an
allocation to reserves of €16.5 million this results in a

non-distributed income of €25.3 million.

The Executive and Supervisory Boards propose to
the Annual Shareholders’ Meeting that €25 million
(without considering treasury shares) of the non-distribut-
ed income of €25.3 million is used for the distribution of
a dividend of €0.40 per share and the remainder of
€0.3 million is transferred to retained earnings. The tax
credit (corporation tax deductible) to our domestic share-
holders attached to the dividend distribution corresponds
to the distribution tax charge and thus amounts to
€0.17 per share.

1999/2000
1,723.7
40.0

952.5
341.1
128.9

11.0

54

-21.1
-258.6

67.1
26.6
40.5

1998/1999
1,552.6
-36.3
764.6
325.2
124.9

7.9

-17.0
-253.6

38.9
14.6
243
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During the fiscal year 1999/2000, the Salzgitter
Group has further increased its expenditure on research
and development. The Company’s position in major mar-
ket segments was thus strengthened and expanded. The
expenditure of Salzgitter AG for internal and govern-
ment-aided research and development projects during
the fiscal year 1999/2000 amounted to €12.6 million. 81
percent of this sum was for internal projects and 19 per-
cent for government-aided ones. Internal research and
development focused on steel production and steel appli-
cation. Projects were carried out in the areas of process
control and IT organization, material technology and
application, improvements of the blast furnace and steel
works processes, of the rolling and surface coating tech-

nology as well as environmental protection.

The following table shows the percentage by

field of research.

Process control, process models,

data organization 40.9%
Material technology and

application 30.2%
Blast furnace and

steel works processes 7.1%
Rolling and surface

coating technology 8.1%
Environmental protection 2.2%
Other 11.5%

Examples of the internal projects are the develop-
ment of Salzgitter-specific steel production and rolling
technologies, process optimization and the development
of new materials such as abrasion resistant and extra-

tough steels for plates, high strength and extra-high

strength steel grades for hot rolled coils and high
strength isotropic steels for colled rolled strip and surface
coated sheets. In the area of surface structure and coat-
ing, projects for the development and optimization of
PRETEX surface texture and of metallic and organic coat-
ings were carried out. Research further focused on form-
ing behavior, joining techniques and component simula-
tion. Several research projects concentrated on physical

and chemical testing methods.

Research and development projects supported
by third-party funds included the development of a
novel type direct strip casting process, research in re-
spect of surface coating, forming and joining processes,
development of material properties, organization of
quality data bases, participation in international projects
for automotive lightweight construction such as ULSAB
(Ultra Light Steel Auto Body) and ULSAC (Ultra Light
Steel Auto Closures) and the development of employees’

health protection.

Materials are becoming more and more import-
ant in all aspects of the product life cycle from raw
material exploitation via production and use to recycling
(sustainable development). Salzgitter AG has taken up
this task and developed a multitude of projects with cus-
tomers, universities and research institutes. The expan-
sion of the Group and the integration of Mannesmann-
rohren-Werke AG together with the Mannesmann
Research Institute, the shareholding in Oswald Hydro-
forming GmbH and in Salzgitter Automotive GmbH put
us into an even better position to offer R & D projects
from one source, from steel production via prototyping

to processing.
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Strong competition, new technologies with in-
creasing complexity and the growing challenges of a
global society are molding our economic environment. It
is our objective to use all opportunities coming our way.
The instruments of our systematic risk management
enable us to avoid or control all possible risks as much as

possible and to make necessary provisions.

It is essential to identify risks and then keep an

active control within the scope of corporate strategy.

An effective and far-sighted risk management has
for a good many years been an important and product-
ive part of Salzgitter AG’s instruments of corporate
management. Proper systems were continuously devel-
oped and will be permanently adjusted to changing and
future standards. The instruments employed inevitably

differ widely depending on the kind of risk.

We are responding to product and environmen-
tal risks with a multitude of quality assurance measures,
including certification to international standards, continu-
ous improvement and development of our plant and
equipment and our products — and with extensive

environmental management.

We are responding to a possible unscheduled
long-term stoppage of our key plant and equipment with
preventive maintenance and permanent plant control,
continual modernizations and investments. During the
fiscal year 1999/2000, all these measures did not protect
us from a stoppage of several weeks of the electrolytic
and also the hot-dip galvanizing line due to fire damage.
Owing to excellent project organization, repercussions of

the breakdowns on our customers were limited. In co-

operation with the plant manufacturer, fire experts and
our underwriters, an unforeseeable chemical reaction
was determined as cause of the fire. The findings ob-
tained were immediately implemented into a compre-
hensive fire protection conception. A focal support pro-

gram “fire protection” was initiated for other segments.

We have taken out insurance against this sort of
damage and subsequent production stoppage as well as
against other possible damage or third-party liability,
which will ensure that financial consequences of possible
risks will be limited or entirely excluded. The insurance
cover is permanently reviewed and will be adjusted, if

necessary.

In order to respond to possible risks from mani-
fold tax laws, environmental laws, fair trade laws and
other laws and regulations, we observe a strict compli-
ance with laws and regulations and rely on comprehen-
sive advice by our own experts and, as the case may be,
by established outside experts. Apparent changes are
included in regular strategy discussions and in our plan-

ning process at an early stage.

We have detected a possible risk in unreliable
supply of major raw materials (iron ore, scrap) and en-
ergy (coal, electricity, gas). We are countering this risk
with partially long-term master contracts, ensuring the
supply of such raw materials from different regions and
from various suppliers. Furthermore, we adjust our

inventories accordingly.

Our assessment of the supply sources ensures
the availability of these raw materials in sufficient ton-

nages and in the qualities required. This also applies to
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coal supplies, which are partly from domestic production,
partly from the world market. We purchase electricity on
a contractually secured basis for requirements beyond

our own electricity production.

Another risk may result from severe fluctuations

of prices and quantities on sales markets. We counter the

risk, which could jeopardize the continued existence of
the Company, by having a wide diversification of products,
customers and regional markets, by a sound balance
sheet and financing structure and by specific measures

on purchasing markets and in our own plants.

Within the framework of the Group risk manage-
ment system, we emphasize the management of risks
from financial positions which we have to take in con-
nection with our business activities. The leading principle
is risk limitation, which is warranted by application of
proper financial instruments governed by directive rules

and targets for the entire Group.

Taking financial and foreign currency risks is only
permissible in connection with our typical steel produc-
tion or trading activities. In principle foreign currency
risks from purchasing or sales transactions have to be
hedged, either by internal netting or by rate hedging.
Proper instruments are provided for hedging interest
rate exposures. Risk-carrying open commitments or
financing in the international trading business are not
permitted. Risks from trade receivables are limited by
credit insurance as far as possible, or by stringent inter-

nal exposure control.

Existing risks from pending litigations are provid-
ed for in the balance sheet. This includes a dispute with
the Commission of the European Union concerning the
recognition under European Law of the rights granted to
Salzgitter AG by the German authorities to make special
depreciations under the law for subsidies for border

regions at that time.



Monitoring and controlling the economic risks
from current business activities takes place in our plan-
ning and control system. Here, risk factors are followed

and analyzed meticulously.

Integral to our risk management systems are reg-
ulations for the entire Group warranting a uniform han-
dling and communication of risks. Potential risks at all
production stages and in all departments are identified
and analyzed, procedures, regulations and instruments

for their handling are determined.

A Group reporting system ensures appropriate
management information. Critical profit determinants are
monitored on the basis of general business-specific data,
so that undesirable developments are recognized early

and proper countermeasures can be introduced in time.

Moreover, the internal audit department of
Salzgitter AG, an independent authority not directly
involved in the current business activities, audits the ad-
equacy and efficiency of the systems used. In this
respect, audits of nine Group companies were conducted
during the fiscal year 1999/2000. It was confirmed that,
in principle, an efficient risk management system exists
and, furthermore, suggestions for its further development

were made.

The Executive Board is directly and expertly in-
formed about risk-carrying developments, potential risks
and proper measures towards handling and limiting pos-
sible risks. The Executive Board is thus in a position to

respond early and precisely to possible risk factors.

There were no risks jeopardizing the continued
existence of the Company during the fiscal year
1999/2000. Currently, there is no concrete development
discernible which might adversely and permanently
affect the asset, financial and earnings situation of
Salzgitter AG in the future.
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Acquisition of Mannesmannrohren-Werke AG

As early as June 2000, the governing bodies of
Salzgitter AG and Mannesmann AG approved the agree-
ment covering the acquisition of 99.3 percent of MRW
by Salzgitter AG and one of its subsidiaries. After the
approval of the cartel authorities and further qualifica-
tions were available early in the new fiscal year, the clos-
ing took place on October 9, 2000. The shareholding is
thus not included in the annual financial statements at
September 30, 2000.

Merger of MHP Mannesmann Prazisrohr Holding
GmbH and Salzgitter AG

It is a strategic objective of Salzgitter AG to
strengthen and expand the automotive sector within our
processing activities. Subsidiaries and shareholdings in

the automotive sector are held directly by Salzgitter AG.

This is why Salzgitter AG acquired 100 percent of
the shares in MHP Mannesmann Prazisrohr Holding
GmbH (MHP Holding), previously held by MRW, on
November 14, 2000. The company will shortly merge
with Salzgitter AG. Thereafter, Salzgitter AG will have
direct shareholdings in MHP Mannesmann Prazisrohr
GmbH, Mannesmann Line Pipe GmbH, Form Tec GmbH
Umformtechnik, MHP Mannesmann Presné Trubky and
Robur Buizenfabriek B.V.

The merger also provides tax advantages.

Change of fiscal year

After the acquisition of Mannesmannréhren-
Werke AG, whose fiscal year is the calendar year, it was
necessary for the future preparation of the consolidated
financial statements of the Salzgitter Group that either
Salzgitter AG and its subsidiaries change their fiscal year
to the calendar year or that Mannesmann and its subsid-
iaries change their fiscal year to October 1. As the
change at Salzgitter AG will have tax advantages be-
cause of lower corporation tax as of January 1, 2001 for
fiscal years then commencing, the Executive Board
recommended changing the fiscal year of Salzgitter AG
and its subsidiaries to the calendar year and having a
short fiscal year for the period from October 1 to
December 31, 2000.

The change of the fiscal year represents an
amendment of the by-laws, needing the approval of the
Shareholders’ Meeting. This approval was given at the
Special Shareholders’ Meeting on December 20, 2000.
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Structural changes in the Group

In its meetings of July 26 and November 2, 2000,
the Supervisory Board of Salzgitter AG approved the
recommendation of the Executive Board to change the
corporate organization of the Group into a holding struc-
ture. The traditional corporate organization of a parent
company group with a producing lead company — simul-
taneously performing holding functions — reaches its
limits once it has grown beyond a certain size. This organ-
izational set-up will merge the Steel Production Division
with Group management and as a consequence the func-
tionally structured company management will be strongly
integrated in operational activities so that individual div-

isions show a small degree of autonomy.

The structural change is to be presented for

approval to the Shareholders’ Meeting on May 23, 2001.

The objective of the new organization is the lead-
ership of the Group by a management holding, while the
operative duties will be carried out by independent cor-

porate entities with far-reaching decision-making authority.

The structure of the Group shall be subdivided

into three levels.

Below Salzgitter AG as a management holding
fulfilling strategic, planning and controlling functions, busi-
ness activities will be divided into five divisions (Steel, Trad-
ing, Processing, Services and Pipes). The current grouping
into “divisions” corresponds largely, but not exactly, to the
future “divisions”. The group of Mannesmannrohren-

Werke will form the new Pipe Division.

In the Steel Division, the product sectors flat
rolled steel, sections and plates, which are currently oper-
ative sectors of the parent company, will be formed into

separate subsidiary companies.

Independent operating companies will be as-
signed to the divisions, in which the market, product and
location-related business activities shall be decentralized

with far-reaching freedom of decision and own responsibi-

lity.

A clear division of competence and duties leads to
increased transparency and faster reaction within the
Group together with improved operative and marketing

capacity of the individual units.

The conception of a management holding also
provides more flexibility for the Group to integrate new
value added and corporate sectors without changing the
basic principles. The new management structure is par-tic-

ularly compatible to the Company’s growth strategy.
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Leading economic research institutes are predict-
ing an optimistic development of the world economy for
2001. Despite a significant cooling off of the economy,
they expect a growth of 3 percent in the industrialized
and developing countries in 2001 against 4 percent in
2000. It is generally expected that the growth in 2001
will be slower than during 2000. The biggest growth
reduction is forecast for the US, and the strongest further
growth again for the East Asian countries. Factors with a
negative impact will be the increase of oil prices and the

monetary policy in the US.

According to those forecasts, the economic
growth will diminish in 2001 from 3.3 percent to 2.8
percent in the euro-area, and from 3.0 percent to 2.7
percent in Germany. German economic growth is thus

again below the euro-area average.

In general a satisfactory economic climate for the
steel industry will continue. All industries in the EU with a
high steel consumption expect a continued positive devel-
opment, although they also reckon with a slight softening

compared with the previous year.

After a steel consumption growth of 4 percent in
2000, another increase of 2.5 percent is forecast for the
year 2001.

For the further development of major Group
activities we are expecting a brief stabilization of market
conditions on the level of the end of the fiscal year
1999/2000. A certain weakening during the course of
the year 2001 cannot be ruled out.

In order to achieve the corporate objectives with-
in our strategy, we are planning to introduce a number
of Group-wide measures. They include the consistent
continuation of our Group-wide Profitability
Improvement Program and the accelerated application
of state-of-the-art information technology for internal
and outside (e-business) use. Moreover, the new Group
organization will also promote the realization of the qual-

itative and quantitative corporate objectives.

The Steel Production Division is still expecting
a favorable economic climate for 2001 with a possible
slow-down later in the year. We anticipate the crude

steel production to stabilize at a level of abt. 5 million t.

In some sectors of our flat rolled steel produc-
tion we are expecting a diminishing shipping volume,
while at the same time tonnages for coated sheets
should increase in connection with the start of the sec-
ond coil coating line in the fiscal year 1999/2000.
Shipments of sections could be declining, while still
remaining on a relatively high level after last year’s peak.

We expect another increase for quarto plates.

Rolled steel sales prices are likely to soften during

the year, plates excepted.

The following aspects could have negative
effects; the overheated steel market activities in the US
have cooled off and steel prices were also on the
decline, while in the EU and particularly in Germany

sales prices are still rather stable.
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Among other things, this led to a substantially
increased import pressure on the European market. This
problem intensified as the US tried again to seal off their

domestic market.

Nevertheless and all facts considered, this division

is expecting further sales increases.

On the purchasing side, however, price increases
are becoming evident, particularly for raw materials. Oil
prices are still on a high level and utility companies are

demanding price increases for electricity.

Costs for the production of a ton of crude steel
went up considerably as compared with the year-earlier
period because of the successive increase of the US dollar
value against the euro. As many raw materials used for
steel production are paid for in US dollars or are depend-
ent upon that currency, the development of the US dollar
rate of exchange is of major importance to our costing

situation.

The Steel Trading Division assesses market
expectations in the near future quite differently. For the
coming year domestic trading assumes moderate rises of

shipments and almost steady prices.

Trading business in third countries is facing grad-
ually falling prices for nearly all steel products. Further-
more, the North American market will be characterized

by declining tonnages.

This division is expecting falling sales during the
coming year emanating from the international trading

side.

The companies of the Raw Materials and
Services Division will continue focusing their activities on
services mainly for the sector steel production but also
for other Group companies. Expectations are mainly
determined by the business trend of the steel production
sector. The individual company performance will lead to
another increase in total sales. This will be supported by

their activities towards expanding third-party business.

The Industrial Shareholdings Division is also
expecting a positive development, mainly supported by
the HSP activities.

A turning point has been reached by the new
Pipe Division. Steel pipe demand revived significantly
during 2000. Major pipe and tube-consuming industries
such as mechanical engineering, plant engineering and
the automotive industry are very active. Increasing ener-
gy consumption and high oil prices are creating an ac-
celerating demand originating mostly from energy

exploration and transport as well as energy production.

This positive trend is expected to continue in the

future.

The overall outlook as to the tonnage volume of
the Pipe Division is positive. As sales price increases seem
possible across the board, anticipated earnings should

follow the same trend.

The seamless tube sector has already achieved a
good result in 2000 and this will be continued during
2001.



After finalization of the current restructuring
process in the cold finished tube sector, a slightly positive
result can be expected in 2001. A significant improvement
during 2001 can be foreseen for the large-diameter pipe
sector, so that this operation should also be profitable

again.

The medium line pipe sector, already profitable
during 2000, is expecting a considerable improvement

for the year 2001.

The entire division is anticipating a consolidated

profit, which will boost Group results accordingly.

Outside market expectations and our internal
action programs were combined in our Group-wide plan-
ning process to establish a Group plan. Based on the
information available at the planning point in time, this
planning lets us once more expect an even better Group
result for a period corresponding to our former fiscal year
(October 1-September 30).



DIVISIONS:

The Steel Production Division comprises the three
locations in Salzgitter, Peine and llsenburg. Each location
specializes in high quality product groups focusing on
development and production of special and brand name

steels.

The Salzgitter Works concentrate on the produc-
tion of flat rolled steel products including the entire
process chain: blast furnaces, oxygen steel plant with
vacuum treatment and continuous casting equipment,
hot strip mill, cold strip mill and surface coating opera-
tions with hot-dip galvanizing, electrolytic galvanizing
and coil coating. Hot rolled coils and cold rolled sheet
products with various surface coatings are produced
here. Further processing operations such as a large-diam-

eter pipe mill extend the processing chain.

The Peine location has an efficient electric steel
plant, a heavy section mill and a universal medium sec-
tion mill for the production of the Peine beams of world-

wide renown.

The llsenburg Works with its modern plant and

equipment produces a wide range of high quality plates.

With the realization of comprehensive invest-
ments, particularly at the Salzgitter and Peine locations,
the strategic objectives of quality and costing leadership

are being implemented.

A continuously improving steel market sets the
stage for a positive business trend in steel production
resulting in higher numbers for production, shipments,

sales and earnings.

Divisions:

After inventory reductions at the warehousing
trade and consumer levels and the still significantly re-
duced steel imports into the European Union, new order
bookings rose at a sustainable pace early in the fiscal
year. Incoming orders developed positively during the
first half as compared with the annual average of the
previous year. At that point in time, steel traders and the
steel-processing industry had built up their inventories
considerably. It was not surprising that the rate of new
order bookings slowed down during the second half
2000. Consequently, the total volume of incoming orders,
namely 4.19 million t were 0.14 million t (3.2%) under
the prior year’s level. While sections were slightly above
previous year’s tonnage and reached 1.23 million t,
demand for flat rolled steel products dropped by 0.14
million t (4.6%) to 2.96 million t. The activities of the
product sector Salzgitter were negatively affected by the
two fires in the electrolytic galvanizing and the hot-dip
galvanizing lines on March 7 and on May 15, 2000.
Surface coated products were mainly affected. Sales had
to be restricted leading to a lower tonnage of incoming
orders. After the fire, comprehensive crisis management
succeeded in ensuring our customers’ supply to a high

degree.

The turning point on the large-diameter pipe
market came after the price increases for oil and gas,
which determined a significant upturn of quarto plates

activities during the course of the year.






Order backlog for rolled steel products dropped
to 0.97 million t at the end of the fiscal year, after it had
reached a level of 1.18 million t at the beginning of the

year.

Total incoming orders for processed products
increased. Booking a large project for large-diameter
pipes had its positive effects and will lead to a full capaci-

ty utilization of the pipe mill during the new fiscal year.

Crude steel production was 5.12 million t, thus
0.39 million t (+8.3%) over the prior year’s level, a new
company record tonnage for the last 25 years. The steel-
making plant in Salzgitter worked close to capacity and
produced 4.10 million t. The production increase by 0.25
million t (6.6%) was possible because the blast furnace
plant was fully working after last year’s scheduled repair
works. In view of the excellent market conditions, the
electric steel plant in Peine was able to increase its pro-
duction significantly by 0.14 million t (15.6%) to 1.02
million t. Own production could not, however, cover the
required crude steel, so that even more slabs had to be

purchased than during the previous year.

Total production of rolled steel and processed
products for shipment was increased. 4.56 million t
(prior year 4.20 million t) of rolled steel including semi-
material for processing were produced. Processed ton-
nage dropped, however, by 20.1 percent to 0.15 million
t (previous year 0.19 million t). There were major prod-
uct variations, as production of surface coated sheets was

limited because of the fire damage.

Shipments of rolled steel and processed products

of 4.48 million t (previous year 4.23 million t) increased

Divisions:

by 5.8 percent. The volume of the individual products
developed differently. There was another marked decline
of large-diameter pipes (-61.0%). Galvanized sheets
(-11.5%) and electrolytically galvanized sheets (-19.9%)
were negatively affected by the above mentioned fires.
There was, however, also a shift to coated sheets and
the start-up of the second coil coating line made it pos-
sible to increase shipments by 82.1 percent. There was
also a positive trend for hot rolled coils and steel strip
(+16.7%) and an above-average rise of 16.5 percent for
sections and plates achieved an increase over the previ-

ous year of 4.8 percent.

The division registered a stronger percentage
increase in sales than in shipments. Non-consolidated
sales rose by 11.0 percent to €1.72 billion (previous year
€1.55 billion). Aside from increased tonnages, stronger
sales prices were responsible for the sales expansion. The
effect was about 50/50 from higher tonnages and from
higher prices. The sales portions of the product sectors
Salzgitter (56.9%; previous year 59.9%), Peine (26.5%;
previous year 22.7%) and llsenburg (16.6%; previous
year 17.4%) showed a slight shift towards sections. The
relative portion of surface coated products diminished
slightly (23.4%; previous year 26.8%) because of the

above-mentioned events.

Internal sales with consolidated Group compa-
nies of the other divisions accounted for abt. 27 percent,

unchanged from the prior year, of division sales.

91% (previous year 92%) of sales were in the
European Union. Domestic share was 59% (previous year
61%).



Increases in sales due to changes in inventories
and own production capitalized led to a total division per-
formance of €1,764 million (previous year €1,514 mil-

lion).

The higher total performance was in part balanced
by a cost of materials increase of €181 million to € 912
million (51.7% of total performance; 48.3% in the previ-
ous year). Cost increases stemmed from larger raw mater-
ial quantities needed for increased production and partic-
ularly from higher prices for raw materials (ore, coal, scrap)
and for energy (heating oil, natural gas). The increased US
dollar value contributed considerably towards rising prices
for US dollar-dependent raw materials. Approximately 50
percent of the positive revenue effects on the sales side
were eaten up by higher purchasing prices despite coun-
termeasures in respect of optimizing material used. Major
costing effects resulted from hiring labor, which was essen-
tial because of the fires, and from the increased purchases

of slabs.

Personnel expenses rose by €13 million to €327
million (previous year €314 million). They thus amounted
to 18.5 percent of total performance (previous year 20.7
percent). Major reasons for the increase were a higher
number of employees in connection with the start-up of
new facilities, taking over former hired labor, and the col-
lective pay agreement. On the other side, expenditure for

old-age pensions diminished.

Other operation expenses increased by €52 mil-
lion to €421 million (previous year €369 million). The
change resulted predominantly from repair works at the
galvanizing lines, higher freight costs for outside job
processing in connection with the fire damage and a
multitude of costs partly compensating each other.
Altogether the relative portion of other expenses in total

performance dropped to 23.9% (previous year 24.4%).



Income of the Steel Production Division — calculat-
ed as income before tax and before income from share-
holdings — amounted to €57 million (previous year €8
million). The rise in income compared with the prior year
(+€49 million) resulted predominantly from revenue
increases (+€100 million) and higher capacity utilization
(+€32 million), compared with negative effects from
increased purchasing prices (€67 million), higher per-
sonnel expenses (-€13 million), the purchase of slabs
(-€11 million) and a number of further influences. The
higher income stemmed mainly from the product sectors
flat rolled steel in Salzgitter and sections in Peine. Higher
quantities as well as price increases contributed to this
development. In Salzgitter increased shipments of hot
rolled coils were set against declines of sheets, surface
coated products and pipes. Increased sales revenues for
rolled steel products contributed to a positive result. The
product sector Peine also generated a profit benefitting
from a higher capacity utilization yet again and from
increased revenues, while scrap prices rose considerably.
The product sector llsenburg suffered a loss on last year’s
level as the economic recovery affected the plate sector
much later. During the final months of last fiscal year the

trend turned and positive results were achieved.

According to IAS, the Steel Production Division is
stating fixed assets (without financial assets) of abt. €983
million in the balance sheet. This is 31 percent of cost, a
relatively low value considering the high degree of mod-
ernization of plant and equipment. Investments (without
financial investments) of €169 million were €39 million

above last year’s figure.

The core workforce of the steel sector (without
trainees) increased by 257 (+3.7%) to 7,192 during the

Divisions:

last fiscal year. The rise is mainly due to an increased
capacity utilization and to the fact that certain oper-
ations, previously carried out by third parties and other
Group companies, were now performed by own

employees.



Steel Production

Crude steel production kt 5,116 4,725 391
LD-steel kt 4,096 3,843 253
Electric steel kt 1,020 882 138

Shipments kt 4,475 4,230 245
Rolled steel kt 4,326 4,034 292
Processed material kt 149 196 -47

Sales € min 1,724 1,553 171
EU € min 1,566 1,423 143
Third countries € min 158 130 28

Internal sales € min 472 424 48

External sales € min 1,252 1,129 123

Total operating performance/

other operating income £€ min 1,893 1,595 298

Cost of materials € min 912 731 181

Personnel expenses € min 327 314 13

Other operating expenses € min 421 369 52

Amortization and depreciation € min 150 148 2

Net interest income € min -26 -25 -1

Division net income

before tax € min 57 8 49

Investments” € min 169 130 39

Workforce at Sep 30 7,222 6,935 287

Core workforce 7,192 6,935 257
Wage labor 5,415 5,215 200
Salaried employees 1,777 1,720 57

Trainees,

working students 30 - 30

YWithout financial assets.
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The Steel Trading Division comprises the compa-
nies of the Salzgitter Trading Group (Salzgitter Handel
GmbH [SHD], Salzgitter International GmbH [SID],
Salzgitter Handel B.V., Netherlands [BEN], Salzgitter Trade
Inc., Canada [STV]) and Hévelmann & Lueg GmbH & Co
KG (HLK). Furthermore, the shareholding (50 percent) in
Universal Eisen und Stahl GmbH (UES) is assigned to this

division. UES is not included in the consolidation.

A positive market development and subsequent
opportunities for price increases enabled the Steel Trading
Division to improve its economic situation compared with
the year-earlier period. Shipments (excluding UES) in-
creased by 12.7 percent to reach 4.78 million t. Gross
sales were up 28.0 percent and amounted to €1.88 bil-

lion.

The division generated an income before tax and
including income from the UES shareholding of €17.5

million, €4.0 million above previous year’s level.

HLK contributed particularly to this profit increase

due to higher shipment tonnages and better margins.

EBIT of the division were €30.9 million (previous

year €23.2 million).

Division investments amounted to €5.4 million

and amortization and depreciation came to €9.4 million.

The number of employees at the end of the fiscal
year was 1,673 (previous year 1,743) plus 91 (previous

year 100) trainees.

Divisions:

Individual companies:

In view of the improved market conditions as
compared with last year, the Salzgitter Trading Group
exceeded its shipments and sales of the previous year.
Total shipments rose from 4.0 million t to 4.6 million t
(14.2%). Due to higher prices, sales even increased from
€1.4 billion to €1.8 billion (27.6%).

Shipments of the domestic trading companies
were on last year’s level, namely 1.8 million t. Price devel-
opments helped to push sales from €0.7 billion to €0.8
billion (7.2%).

In order to meet market requirements even bet-
ter, the conception “Trade 2000” was initiated for the
domestic side during the fiscal year 1999/2000, which
entails a new corporate structure. The current Salzgitter
Stahlhandel in Gladbeck, Mannheim and Hanover will be
legally and organizationally consolidated in Salzgitter
Stahlhandel GmbH, Dusseldorf.

Sales and marketing of the new Salzgitter
Stahlhandel GmbH in the respective sales regions will no

longer be product-oriented but rather customer-related.

Moreover, the conception of “Open Warehouses”
will be introduced, meaning that the inventories at all
warehouse locations are available to all sales departments

in all market regions.
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Furthermore, purchasing activities of the domestic
steel trading companies will be centrally coordinated for
all product groups. Moreover, administrative functions
such as accounting, controlling, credit management, per-
sonnel and information technology will be centralized in
the holding in Disseldorf.

The Dutch steel trading companies had another
very successful year. The healthy economic climate in the
Netherlands continued to have its positive effects on the
companies’ shipment and sales figures. The excellent

tonnage of the year-earlier period (232 kt) was yet

Steel Trading

Divisions:

exceeded by 6 percent and reached 246 kt. Market pric-
ing developments boosted sales from €84 million to
€95 million (12.8%).

The international steel trading sector of the
Salzgitter Trading Group benefitted especially from the
above-mentioned market scenario. The positive develop-
ment of international steel markets led to higher ship-
ment and sales volumes. Salzgitter International’s ship-
ments were up to 2.29 million t from 1.75 million t
(30.9%) a year earlier. Sales jumped to €839 million
from €530 million (58.3%) during the previous year,

documenting major price increases.

1999/2000 1998/1999 Change
Sales € min 1,881 1,470 411
Salzgitter Trading Group € min 1,811 1,419 392
Hovelmann & Lueg € min 70 51 19
Internal sales € min 108 77 31
External sales € min 1,773 1,393 380
Division income
before tax € min 17.5 13.5 4.0
Salzgitter Trading Group € min 11.8 11.5 0.3
Hovelmann & Lueg € min 2.9 -0.8 3.7
Non-consolidated
companies € min 2.8 2.8 -
Total workforce at Sep 30 1,764 1,843 -79
Core workforce 1,673 1,743 -70
Salzgitter Trading Group 1,493 1,576 -83
Hoévelmann & Lueg 180 167 13
Trainees,
working students 91 100 -9
Inventories € min 162 133 29
EBIT € min 30.9 23.2 7.7
EBITDA € min 40.3 33.0 73



Salzgitter Trade Inc., Vancouver, Canada, anoth-
er international trading company, also participated in
the positive market developments during the first three
quarters of the fiscal year, also leading to increased ship-
ments and sales. During the second half of the third
quarter, however, the company suffered from the slump
on the North American market. Total shipments in-
creased from 207 kt in the previous year to 229 kt
(10.6%) and sales climbed from €69 million to €91 mil-
lion (31.9%) during this fiscal year.

The Salzgitter Trading Group generated an in-
come before tax of €11.8 million (previous year €11.5

million).

Hovelmann & Lueg GmbH & Co KG (HLK)
operates a steel service center at locations in Schwerte
and Salzgitter and conducts steel trading. The company
operates 6 cut-to-length lines and various flame cutting

facilities producing sheets, plates and blanks.

The range of products comprises cold rolled, hot
rolled and surface coated material in thicknesses of 0.4
to 8 mm. Furthermore, packaging material for coils is
produced. All production facilities were working to capac-
ity during the fiscal year. The equipment configuration
could be further optimized by the installation of a new

cutting center for sheets.

Business activities during the fiscal year were
characterized by excellent demand and increasing prices

for all products and in all market areas.



Total shipments (without job processing) in-
creased by 14.9 percent to 182 kt, processing including
job processing rose by 20 percent to 175 kt. Accelerated
by the positive price development, sales increased by 37
percent to €69.8 million. Income before tax was €2.9

million (previous year a loss of €0.8 million).

It is expected that processing, shipment and sales
will stabilize at the present level and that another good
and positive result will be achieved during the new fiscal

year.

Our shareholding (50%) Universal Eisen und
Stahl GmbH (UES) specializes in trading and processing
steel plates. During its deviating fiscal year 1999
(December 31) the company still operated in a difficult
steel market environment. Only after a marked decrease
of import supplies, were the European steel producers
able to increase their prices for quarto plates successively
in mid 1999. High warehousing inventories prevented a
smooth passing on of mill price hikes to the ultimate
consumer. A significantly more active demand during the
second half led, however, to considerably higher ship-

ments.

During the fiscal year 1999, consolidated sales of
UES diminished as compared with 1998 (€161 million)
by €37 million to €124 million. Aside from lower ware-
house shipments, this development was primarily caused
by considerably reduced prices for warehouse sales.
Nevertheless UES generated a result which was only
insignificantly below last year’s profit. UES contributed
€2.3 million towards the division result stemming from
at equity valuation under consideration of the profit

transferred.

Divisions:
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This division comprises the companies DEUMU
Deutsche Erz- und Metall-Union GmbH, PPS Personal-,
Produktions- und Servicegesellschaft mbH, Verkehrsbe-
triebe Peine-Salzgitter GmbH, GESIS Gesellschaft fiir
Informationssysteme mbH, Hansaport Hafenbetriebs-
gesellschaft mbH (51%), telcat multicom gmbh with its
subsidiary telcat Kommunikationstechnik GmbH and
“Glickauf” Wohnungsgesellschaft mbH. The division also
includes the non-consolidated Peiner Agrar- und Hiitten-
stoffe GmbH. Furthermore, various non-consolidated

minor shareholdings are assigned to this division.

The companies of this division predominantly
provide services for Group companies. Plans are afoot to
offer their experience and existing infrastructure more
and more to third parties as well. Additional profits could
thus be generated towards improving Group earnings.

PPS has the additional function of carrying out structural

personnel realignments without creating social hardships.

The Raw Materials and Services Division (scope
of consolidation) achieved gross sales of abt. €518 mil-
lion (previous year €441 million) during the fiscal year.
Sales increases of abt. €77 million were primarily
achieved by DEUMU (+£59 million) and particularly by

their sectors non-ferrous metals and iron scrap.

Third-party sales rose by €54 million to €228
million. The portion of external sales was thus up to
44.0% (previous year 39.5%).

The division (including the non-consolidated
companies) contributed €23.1 million (previous year
€9.9 million) towards Group earnings before tax, more

than double last year’s profit. All companies achieved

positive results, the earnings of DEUMU (+€3.5 million)
and of VPS (+€4.5 million) should be underlined. EBIT
of €25.2 million exceeded last year’s €10.9 million.

Division investments amounted to €23.2 mil-

lion, amortization and depreciation were €10.4 million.

At September 30, 2000, the division had a work-
force of 3,566 (previous year 3,593) employees (without
trainees). In addition there were 632 (previous year 648)

trainees.

The decline of the core workforce in this division
is mainly due to restructuring measures at DEUMU and

the subsequent personnel realignment.
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Divisions: Raw Materials and Services

Raw Materials and Services

Sales € min 518 441 77
DEUMU € min 244 185 59
PPS € min 107 98 9
telcat Group € min 48 44 4
VPS € min 64 61 3
Other companies € min 55 53 2
Internal sales € min 290 267 23
External sales € min 228 174 54

Division income

before tax € min 23.1 9.9 13.2
DEUMU € min 0.7 -2.8 3.5
PPS € min 3.9 0.8 3.1
telcat Group € min 1.8 2.9 -1.1
VPS € min 7.4 29 4.5

Other companies incl.
non-consolidated

companies € min 9.3 6.1 3.2
Total workforce at Sep 30 4,198 4,241 -43
Core workforce 3,566 3,593 -27

DEUMU 275 327 -52

PPS 1,898 1,881 17

telcat Group 385 387 -2

VPS 761 752 9

Other companies 247 246
Trainees,
working students 632 648 -16



Individual companies:

DEUMU has operations at the following loca-
tions: Berlin, Eisleben, Karlsruhe, Kassel, Ludwigshafen,
Magdeburg, Peine and Salzgitter. The operation in
Hamburg was closed at the beginning of the fiscal year.
DEUMU'’s main business activities are trading in and pro-
cessing of scrap, trading in metals, alloys and second
choice steel products, processing of flat rolled steel prod-

ucts and services for industrial demolitions.

DEUMU'’s scrap trade tonnage volume of almost
1.2 million t was nearly up to last year’s level. While
direct shipments diminished slightly, warehouse ship-
ments increased at the same time. Sales rose to €101
million because of higher price levels. The portion sup-
plied to Salzgitter AG’s Peine and Salzgitter Works de-
creased from last year’s 74 percent to 67 percent this

year.

The trade in non-ferrous old metals and alloy
scrap increased by 35 percent over last year and reached
24 kt. Higher prices improved sales by 73 percent to
€27 million.

Non-ferrous new metals shipment increased by
30 percent to 55 kt. Sales of €85 million were 48 per-

cent above last year’s level.

Trade in second choice flat rolled steel products
was also brisker, shipments were up 30 percent and

reached 21 kt, sales rose by 25 percent to €4 million.

DEUMU increased its total sales by €59 million
(31.9 percent) to €244 million (previous year €185

million).

DEUMU's trading activities altogether closed
with a positive result. While processing and production
operations improved their productivity and thus their
earnings situation, the service sector and steel process-

ing were negatively affected by restructuring measures.

DEUMU'’s total income before tax was €0.7 mil-
lion, an improvement of €3.5 million on last year’s
-€2.8 million.

The full use of rationalization and earnings
potential is consistently pursued. The scrap purchasing
activities of Salzgitter AG will be concentrated on

DEUMU as of the beginning of the new fiscal year.

PPS provides comprehensive services to Group
companies and to third parties in the area of plant tech-
nology, occupational medicine, work safety including fire
and respiratory protection, education and training and a
printing center. Moreover, the company has the function
of organizing Group personnel realignments without
creating social hardships, e.g. by part-time empl