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1. Opportunity and Risk Management System 

We comment on expectations of the medium-term development of the economy and the potential impact on 

our company, while taking account of the opportunities and risks, in the section on “Overall Statement on 

Anticipated Group Performance”. 

Differentiation between risk and opportunity management 

We treat risk and opportunity management separately as a matter of principle. A separate reporting system 

documents the risks and facilitates the relevant monitoring activities. By contrast, recording and communi-

cating opportunities forms an integral part of the management and controlling system that operates between 

our subsidiaries/associated companies and the holding company. The identification, analysis and implementa-

tion of operational opportunities are incumbent on the management of the individual companies. Together 

with the holding company of the Group, goal-oriented measures are devised to reinforce strengths and to tap 

strategic growth potential. The Group has a series of instruments at its disposal for this purpose. These instru-

ments are described under the section entitled “Management and control instruments”. 

Opportunities and opportunity management 

The ongoing monitoring and analysis of the relevant developments affecting the products, technology, mar-

kets and competition in the Group’s environment are an integral part of opportunity management dedicated to 

the identification, seizing and realization of opportunities.  

Our group and management structure that underwent fundamental changes back in 2014 and is aligned to 

efficient and effective structures and workflows forms an important basis for the consistent leveraging of 

potential. This allows us to seize market opportunities more swiftly and in a more selective manner against the 

backdrop of a challenging and dynamic environment. 

The development of the business units is clearly aligned to customer and market requirements and geared to 

premium, innovative products as well as to ensuring the broadest base possible for the Group’s business. 

Business opportunities are to be specifically used under the aspect of sustainable profitability. Alongside 

measures to promote organic growth, we also screen external options with regard to their potential contribu-

tion to securing the Salzgitter Group’s success. Plant productivity and efficient resource deployment as well as 

the continuous optimization of product quality are also components that are critical to our Group’s success.  

Opportunities arise most notably from our numerous and diverse research and development activities. More 

information on projects currently under way has been included in the section on “Research and Development”. 

Risks and risk management 

In the past year our risk management system has proven its worth and effectiveness, also in the light of the 

impact of the financial, debt and European steel crisis as well as political imponderables. 

Business activity as defined by our Articles of Incorporation makes risk taking unavoidable in many instances, 

as this is frequently a precondition for exploiting opportunities. As far as possible, all relevant risks must there-

fore be containable and kept within certain limits by the management of the company. For this reason, fore-

sighted and effective risk management is an important and value-creating component of management that is 

geared toward safeguarding the company as a going concern, along with our investors’ capital and jobs. 
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Qualified top-down set of rules and regulations 

It is the task of the management holding company to put guidelines in place to form the basis on which a uni-

form and adequate consideration and communication of risks can be ensured throughout the Group. We com-

municate the relevant concept to our subsidiaries and associated companies with the aid of a risk policy that 

sets out principles concerning the 

 identification, 

 assessment, 

 dealing with risk, 

 communication and 

 documentation 

of the risks based upon which the groupwide risk inventory is standardized, for the purpose of guaranteeing 

the informative value for the entire Group. We develop our risk management system on a steady basis in re-

sponse to requirements. 

Identification 

With risk management within the Salzgitter Group in mind, we identify situations in the business units that we 

have not yet incorporated – or been able to incorporate – into our planning or in our forecast. The damage or 

the amount of loss is based on the potential divergence from the forecast or anticipation of the result. The risk 

coordinators in the companies ensure that this is a continuous process. We have drawn up a checklist that can 

be used to identify risks. At the same time, the various situations are assigned to risk types. The categorization 

of the different types of risks in the Salzgitter Group consists of the following four main groups: 

 general external risks, 

 performance risks, 

 financial risks and 

 general internal risks. 

In order to ensure a fundamental methodology, we record and monitor mandatory risks for a series of risks in 

our inventory – irrespective of the amount of loss – such as performance risks, for instance, arising from sales, 

procurement, stocks and production downtime. External risks comprise environmental protection risks relat-

ing to the operation of our plants as well as, more recently, risks inherent in environmental and energy policies 

that are particularly significant for our Group. Examples of the financial component include rolling, short-term 

liquidity planning, and, in the case of internal risks, evaluating information technology. Experience has shown 

that this selection covers the main risks in our Group’s risk portfolio. 

Assessment 

We generally document the quantitative extent of the potential calculated loss or damage in the light of all 

influencing factors in order to track and assess the threat scenario. In the event, provisions and valuation al-

lowances reduce the amount of loss, which is noted in the risk documentation. 

Risks from fire damage, operational downtime and other damage and liabilities claims covered by our insur-

ance policies are not recorded. Severe loss incurred by the aforementioned risks is passed to our insurance 

providers, with the exception of any excess. We continuously review the scope and content and make adjust-

ments whenever necessary to ensure that our insurance cover always reflects the status quo. 

With regard to the extent of loss or damage, we distinguish between major risks in excess of a gross amount of 

at least € 25 million and other risks involving loss or damage of less than a gross amount of € 25 million. 

In deriving net loss from gross loss we take account of all measures to contain loss. 
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We make a distinction between five categories based on the likelihood of their occurrence: three “unlikely” and 

two “likely”. Risks in the “unlikely” categories are events that, after careful commercial, technical and legal 

consideration, are deemed unlikely to occur. In the case of risks in the “likely” categories, loss accruing to the 

company from an undesirable event can no longer be ruled out. 

Dealing with risk 

Measures that would need to be taken for evaluating and overcoming each respective risk are documented and 

reported as described below. 

Communication and documentation 

We generally include all the consolidated companies of our business units in our risk management. 

We incorporate risks as an integral part of our intra-year forecasting, medium-term planning. We have defined 

a set of different procedures, rules, regulations and tools with the aim of avoiding potential risks and of con-

trolling and managing the risks that arise and taking preventive measures. Our internal control system that 

incorporates the principles of the COSO model is an integral instrument in minimizing risk. The COSO model is 

based on the “Internal Control – Integrated Framework” published by the Committee of Sponsoring Organiza-

tions of the Treadway Commission. As a result of the high degree of transparency achieved with regard to de-

velopments that involve risk, we as a Group are able to take appropriate countermeasures and implement 

them in a targeted manner at an early stage. The conditions that must be fulfilled for these measures to be 

effective are documented, periodically examined and updated if necessary. 

We use our groupwide reporting system to ensure that Group management is provided with the necessary and 

pertinent information. The Group companies report on the risk situation in accordance with reporting thresh-

olds in monthly controlling reports or ad hoc, which they do directly to the Executive Board. We analyze and 

assess the risks at Group level, monitor them punctiliously and align them to our overall business situation. 

We limit the risks arising from joint ventures in which we do not hold a majority stake by way of appropriate 

reporting and consultation structures, through participation in supervisory committees and through contrac-

tual arrangements. Members of the Executive Board of Salzgitter AG (SZAG) are, for instance, represented on 

the Supervisory Board of EUROPIPE GmbH (EP), a joint venture, and Hüttenwerke Krupp Mannesmann GmbH 

(HKM) in order to ensure the transparency. Moreover, two Executive Board members of our company serve on 

the Supervisory Board of Aurubis AG (NAAG), one of our participations.  

For its part, the Executive Board reports to the Supervisory Board on the risk position of the Group as well as – 

where appropriate – on the status of individual risks. The Supervisory Board has formed an Audit Committee 

that is tasked with addressing issues relating to risk management in its regular meetings. 

 

2. Individual Risks 

Business unit allocations 

The main price and procurement risks inherent in the raw materials and energy required primarily affect the 

Strip Steel, Plate / Section Steel and Mannesmann business units in the Salzgitter Group. This is similarly appli-

cable to production downtime risks relating essentially to key plant equipment and machinery such as the 

rolling mills. The economic risks for companies belonging to the corporate finance and fiscal group are coordi-

nated and controlled by the management holding across all business units. 
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Sectoral risks 

Starting with macroeconomic changes in the international markets, the trends of 

 prices on the sales and procurement markets, 

 energy prices and 

 the exchange rates (above all USD – EUR). 

are particularly significant for the Salzgitter Group. 

In order to minimize the associated business risks, we monitor the relevant trends and take account of them in 

risk forecasts. This is also true of potential restrictions resulting from financial or political measures affecting 

international business. Uncertainty prevails as to how this situation will develop. 

Our business is burdened by the ongoing structural crisis in the steel market, massive competitive distortions 

from direct and indirect nationalization, and foreign policy developments. This is compounded by the United 

Kingdom leaving the EU (“Brexit”), the political imponderables from the Russia-Ukraine conflict, in Turkey and 

in the Near and Middle East, as well as by the direction the US trade policy may take in the future. We regard 

the persistently high import pressure as well as Germany’s respective European energy and environmental 

policy as particularly serious factors of influence for our future development. Risks to the survival of the com-

pany may arise under certain circumstances from these scenarios.  

A burdening effect is meanwhile also emanating from the numerous, often purely trade defense mechanisms 

from countries outside the EU that are no longer aimed at China alone but similarly at EU producers. SZAG is 

directly affected by an ongoing antidumping lawsuit in the US against heavy plate and wide strip imports from 

Germany, among other countries. On November 7, 2016, the US Department of Commerce imposed preliminary 

duties. A preliminary duty of 5 % was imposed on SZAG. A decision on final duties is anticipated at the end of 

March 2017.  

SZAG produces rolled steel and steel tubes as well as focusing on trading as well as plant and machinery engi-

neering. This broad-based holding portfolio goes some way to reducing the Group’s dependency on the strong-

ly cyclical nature of the steel industry. We limit risks from changes in the steel and tubes markets by ensuring 

fast decision-making processes which allow us to adapt rapidly to new market conditions.  

Policies on the climate and energy, the German Renewable Energies Act (EEG), along with emission trading and 

energy systems, for instance, are already causing burdens today. Compared with the status last reported, there 

has been a reevaluation of the risk situation to factor in considerations that the EEG was adjusted with effect 

from January 1, 2017, with consequences for electricity generated for own consumption. This amended version 

ultimately rules that the exemption on electricity generated for own consumption from the EEG levy will be 

basically retained in the future. Only if, for example, a power generating system or generator is replaced or 

significantly upgraded in a power plant will this trigger a proportion of 20 % of the EEG levy on the electricity 

produced from such a system or part of a system in the future. Due to this amendment, we therefore retract 

the respective risk estimated and quantified at € 139 million a year. Additional costs already foreseeable in this 

context at a significantly lower level compared with the former risk assessment have been included in the 

planning. The background to this scenario is in particular that the Group’s most important power generating 

unit, namely the power plant of Salzgitter Flachstahl GmbH (SZFG), was extensively upgraded only a few years 

ago. We are not anticipating more major replacements or significant upgradings in the area of power 

production. 
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Furthermore, our Group will likely have to purchase CO2 allowances for the fourth ETS trading period 

commencing 2021. Indirectly associated in this context is the risk of a price increase in the electricity sourced 

externally. In terms of these two aspects, we still assess risk to be in the order of a maximum € 155 million a 

year. We view the probability of occurrence of the CO2 emissions trading issue as generally likely. The amount 

of loss will hinge on the development of the political environment. The proposal to adjust the Emissions 

Trading Directive from 2021 onward put forward by the EU Commission in mid-2015 and the results in the 

meantime from the committees of the European Parliament have likely increased the fundamental probability 

of burdens of this kind occurring. 

In the procurement of CO2 allowances, we keep an eye on the threat of escalation in the current legal situation 

and prices. 

Beginning with the cost aspect, using all energy sources sparingly is an important aspect for us, which is why 

we operate intensive groupwide energy monitoring. 

Price risks of essential raw materials 

During 2016, price trends on the international procurement markets were of a heterogeneous nature. Whereas 

iron ore largely remained within a price band similar to 2015, coking coal saw an absolute price rally from the 

summer onward. We assume that burdens can be passed on to customers, so that we do not anticipate any 

risks that could constitute a threat to our company as a going concern. We fundamentally endeavor to even 

out fluctuations in the price of raw materials through natural hedging: The Group applies a permanent system 

of monitoring sales and procurement to ensure congruence between the fixed-price procurement of raw mate-

rials and the fixed-price sale of our products. This system allows changes to be recognized at an early stage so 

that any resulting risk can be dealt with in time. In addition, we use hedging to a limited extent mainly for iron 

ore as well as increasingly for coking coal. 

Procurement risks 

We counteract the general risk from supply shortfalls of raw materials (iron ore, coal) and energy (electricity, 

gas) by safeguarding their procurement, firstly by way of long-term framework contracts, and secondly 

through ensuring our supply from several regions and/or a number of suppliers. In addition, we also operate 

appropriate inventory management. Our assessment of our supply sources confirms our opinion that the me-

dium-term availability of these raw materials in the desired quantity and quality is ensured. We procure our 

electricity largely on a contractually secured basis if our needs exceed our own generating capacity. In addition, 

we have established a groupwide project to sustainably enhance energy efficiency. In order to be equipped for 

power cuts, though infrequent, we invest in particularly sensitive areas, such as emergency power generators 

in the computer center. For the reasons cited above, we believe that supply bottlenecks are unlikely, and no 

adverse effects are therefore anticipated. We keep abreast of the further growth of renewable energies in 

order to detect potential medium-term risks to the stability of our supply. 

The scheduled and punctual rail transport of iron ore and coal from the international port in Hamburg to the 

Salzgitter site is especially important. Our contractual partner in guaranteeing this logistics task is DB Car-

go AG, the freight subsidiary of Deutsche Bahn AG. We have developed a detailed contingency plan to deal with 

any adverse effects, such as strikes. This plan includes foresighted stockholding and intensive coordination 

between DB Cargo and ourselves to keep train transport running regularly to the greatest possible extent. 

Another viable alternative is the more intensive use of the railway facilities owned by the Group, as well as 

resorting to inland waterways to transport partial shipments. Moreover, we counteract possible constraints 

that could hinder the supply of materials by rail at the weekend and public holidays through closely coordinat-

ing activities with railway operators or opting to use our own means of transport more intensively. 

Selling risks 

A risk typical of our business may also result from sharply fluctuating prices and volumes in our target markets. 

In assessing the current economic environment with regard to the outlook for the financial year 2017, we refer 

to the section entitled “Overall Statement on Anticipated Group Performance”. 
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We counteract the general risk to our company as a going concern by maintaining a diversified portfolio of 

products, customer sectors and regional sales market to achieve a certain balance in our risk portfolio. Owing 

to the aforementioned steel crisis and uncertainty in the project business on the large-diameter pipes market, 

the economic impact on the individual business units is not fully offset, even given an improvement in capacity 

utilization. 

Financial risks 

Our management holding defines the financial structure. It coordinates the funding and manages the interest 

rate and currency risks of companies financially integrated into the Group. The risk horizon that has proven to 

be expedient is a rolling period of up to three years aligned to the planning framework. The guidelines issued 

require all companies belonging to the group of consolidated companies to hedge against financial risks at the 

time when they arise. For instance, risk-bearing open positions or financing in international trading must be 

reported to Salzgitter Klöckner-Werke GmbH (SKWG) by the respective subsidiaries. SKWG then decides on 

hedging measures, taking account of the Group’s exposure at the time. On principle, we permit financial and 

currency risks only in conjunction with processes typical to steel production and trading. Please also see the 

sections on “Currency risks” and “Interest rate risks”. The financial risks are clearly relative when taken in pro-

portion to the operating risks. 

Currency risks 

Our procurement and sales transactions in foreign currencies naturally harbor currency risks. The development 

of the dollar, for instance, exerts a major influence on the cost of procuring raw materials and energy, as well as 

on revenues in the tubes business or in mechanical engineering, for example. Although the effects are mutually 

counteracting, the need for dollars for procurement activities predominates owing to the business volumes 

that vary greatly. We generally set off all EUR–USD denominated cash flows within the consolidated group, a 

process known as netting, thereby minimizing currency exposure. 

To limit the volatility of financial risks, we conclude derivative financial instruments with terms whose value 

develops counter to our operational business. The development of the market value of all derivative financial 

instruments is regularly ascertained. Moreover, for the purpose of the annual financial statements, we simu-

late the sensitivity of these instruments in accordance with the standards laid down under IFRS 7 (see the 

section entitled “Notes to the Consolidated Financial Statements”). Hedging arrangements are not disclosed as 

hedge accounting positions in the accounts. 

We do not hedge translation risks arising from the converting of positions held in a foreign currency into the 

reporting currency, as these are of secondary importance in relation to the consolidated balance sheet. More 

information can be found in the “Notes to the Consolidated Financial Statements”. As a result of the preventive 

measures, we believe that currency risks do not constitute a threat to the company as a going concern. 

Default risks 

We counter our receivables risks by practicing stringent internal exposure management. We limit around two 

thirds of these risks through trade credit insurance and other collateral. We monitor the unsecured positions 

meticulously as well as evaluating and taking them into account in our business transactions. 

Liquidity risks 

The management holding monitors the liquidity situation within the Group by operating a central cash and 

interest management system for all the companies that are financially integrated into the Group. This system 

defines internal credit lines for the subsidiaries. If subsidiaries have their own credit lines, they are responsible 

for minimizing the associated risk themselves and for reporting on potential risks in the context of the Group 

management and controlling structures. Risks may also arise from the necessary capital and liquidity 

measures taken on behalf of the subsidiaries and holdings if their business should develop unsatisfactorily in 

the longer term. We do not, however, anticipate any burdens from this area of risk that could constitute a going 

concern risk. We counteract this risk by means of rolling liquidity planning. In view of the cash and credit lines 

available, we do not perceive any danger to our Group as a going concern at this time. 
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Interest rate risks 

The cash and cash equivalents item, significant in relation to the balance sheet total, is exposed to interest rate 

risk. Our investment policy is fundamentally oriented toward investment categories with appropriate credit 

ratings while, at the same time, ensuring the availability of the assets. In order to monitor the interest rate risk, 

we regularly conduct interest rate analyses the results of which are directly incorporated into investment 

decisions. On the liabilities side of the balance sheet, a further decline in the yields of first rate corporate 

bonds could in particular cause a further increase in the pension provisions needing to be formed. Should this 

risk occur – the assumption being that the scope will be limited given the already historically low interest rate 

level – the Group’s robust balance sheet forms a sound basis for compensatory measures. 

Tax risks 

The recording and documenting of tax risks are carried out by the companies integrated into the tax group in 

close coordination with the holding company’s tax department. SZAG, Salzgitter Mannesmann GmbH (SMG) 

and SKWG are responsible for provisioning, for example, in respect of the risks inherent in audits conducted on 

their tax group. Subsidiaries taxable as individual entities, above all international companies belonging to the 

Trading, Mannesmann and Technology business units, are responsible for their own provisioning. Provisions 

have been set up to cover any identifiable tax risks. 

Since the spring of 2014, the Braunschweig public prosecutor’s office has been investigating various Group 

companies on grounds of suspected tax evasion. The investigation proceedings concerning the formation of 

allegedly fiscally impermissible provisions, the non-capitalization of acquisition and manufacturing costs from a 

tax standpoint, as well commission payments and credit notes not recognized under tax legislation, are ongoing. 

SZAG and its subsidiaries are cooperating unconditionally with the investigating authorities and have hired 

external attorneys to investigate the matter comprehensively. We believe that the tax returns in question 

submitted by the Group companies are in compliance with the statutory regulations. In view of knowledge 

currently available, and taking the overall circumstances into account, there is no serious or overwhelming 

probability of claims being asserted in excess of the amounts already set aside against group companies from 

the investigation proceedings. 

Production downtime risks 

We counteract the risk of unscheduled, protracted downtime of our key plant equipment and machinery 

through regular plant and facility checks, a program of preventive maintenance, as well as a continuous process 

of modernization and investment. In order to contain other potential loss or damage and the associated produc-

tion downtime, as well as any other compensation and liabilities claims, the Group has concluded insurance 

policies that guarantee that the potential financial consequences are curtailed. The scope and content of insur-

ance cover is reviewed on an ongoing basis and adjusted, if necessary. We consider the probability of events 

occurring that are not covered by appropriate insurance – and the associated potential loss – to be manageable. 

Legal risks 

In order to exclude potential risks arising from a possible breach of the manifold fiscal, environmental, compe-

tition- and corruption-related rules and regulations and other legal provisions we require our employees’ strict 

compliance. The Executive Board has communicated its fundamental set of values by distributing a Code of 

Conduct to all the Group’s employees. We seek extensive legal advice from our experts as well as, on a case-by-

case basis, from qualified external specialists. Comprehensive training supports the process of raising our 

employees’ awareness of this aspect. In our opinion, there are no discernible material legal risks. 

Personnel risks 

SZAG actively competes on the market to attract qualified specialists and managers. The company counters the 

risk of fluctuation and the associated loss of knowledge by means of broad-based measures designed to devel-

op its personnel. To this end, specialist career paths have been explicitly introduced with the aim of creating 

appropriate career prospects for our specialists. In our knowledge transfer, which is applied groupwide, we 

have developed an instrument that, in the case of successor staff, ensures continuity in the transfer of all 

knowledge-based information, contact and business connections pertaining to the respective professional 

activity. Moreover, we also offer attractive company pension schemes that, given the dwindling benefits under 

the state pension scheme, are becoming increasingly important. 
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We initiated the “GO – Generation Campaign 2025 of Salzgitter AG” back in 2005 against the backdrop of demo-

graphic trends with the aim of responding in good time to the impact of these trends on our Group, thereby 

securing our innovative strength and competitiveness in the long term. The project is focused on the systemat-

ic preparation of all employees for a longer working life. Given our manifold measures, we believe that we are 

well prepared in this area of risk. 

As of January 1, 2014, SZAG and its domestic Group companies carried out the examination on adjusting com-

pany pensions prescribed under Section 16 of the German Occupational Pensions Improvement Act (BetrAVG). 

The financial position of each individual company is definitive for the adjustment decision. Given the unsatis-

factory financial situation, the pensions awarded by several Group companies were not adjusted as of January 

1, 2014. A model procedure was signed with IG Metall for the purpose of reducing legal costs. Under this agree-

ment, the decision-making principles of the legally valid model procedure are to be transfered to other em-

ployees with pension expectancies of the respective companies. 

In the meantime, judgments that are not yet final have been made in the court of first instance in four model 

proceedings.  

Full subsequent adjustment to company pensions as of the reporting date of December 31, 2016, would result 

in an increase in the capitalized net pension obligation of around € 31.8 million. Of this amount, € 7.3 million 

would have to be reported as past service charge through profit and loss and € 24.5 million without effect on 

income in the context of revaluations. Transfers in companies for which the respective provisions were formed 

in the financial years 2015 and 2016 respectively have not been taken into consideration. 

Product and environmental risks 

We meet the challenge of product and environmental risks with a multitude of measures aimed at securing 

quality. Examples include: 

 certification in accordance with international standards, 

 continuous modernization of plants, 

 ongoing development of our products, 

 quality assurance integrated into processes and 

 comprehensive environmental management. 

Right at the manufacturing stage we aim to supply our customers with the agreed specifications, ensured 

through quality assurance systems.  

SZAG’s head of Environmental Protection and Energy Policies is tasked with centralizing and coordinating 

environmental and energy policy issues affecting all companies, representing the Group externally in matters 

relating to the environment and energy policies, and managing individual projects affecting the whole Group, 

as exemplified by the program to sustainably raise energy efficiency.  

Risks from owning land and property may arise, particularly from inherited contamination. We counteract 

these risks, for instance, by fulfilling our clean-up duties. In terms of financial precautions, an appropriate 

amount of provisions are formed. To our knowledge there are no unmanageable circumstances arising from 

this type of risk. 

Information technology risks 

The growing integration of information systems, also in the context of “Industry 4.0”, and the demand for their 

permanent availability place increasingly greater requirements on the information technology (IT) and the IT 

infrastructure deployed. 

We counteract potential risks and guarantee the availability and security of our information systems by using 

cutting-edge hard- and software and ensuring the ongoing technological upgrading of our IT infrastructure. 
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In the context of a multi-year program, the Group is endeavoring to harmonize IT structures that have evolved 

heterogeneously over time with a view to replacing them by a largely standardized EDP infrastructure. The first 

sub-projects under this harmonization process have already been completed. Alongside the necessary econom-

ic aspect, the compatibility and security of the IT systems and databases are guaranteed. The risks from this 

area are deemed manageable, and we estimate the probability of an adverse event occurring to be low. 

Corporate strategy risks 

We invest regularly in securing our future profitability. More detailed information on the individual business 

units is included in the section on “General Business Conditions and Performance of the Business Units”. We 

nevertheless see the need for restructuring for market and competitive reasons. We are addressing this in a 

targeted manner (reorganization of the heavy plate product segment [Ilsenburger Grobblech GmbH and 

Salzgitter Mannesmann Grobblech GmbH], termination of sheet piling activities [HSP Hoesch Spundwand und 

Profil GmbH], reorganization of the Mannesmann product segment [completed at the EUROPIPE Group, Dunkirk 

location, in the process of implementation at Salzgitter Mannesmann Line Pipe GmbH and the Salzgitter 

Mannesmann Precision Group]). We consider the risks inherent in this restructuring to be manageable. 

 

3. Overall Statement on the Risk Position of the Group 

Evaluation of the risk position by management 

Having reviewed the overall risk position of the Salzgitter Group, we can conclude that there were no risks 

endangering either the individual companies or the entire Group as going concerns at the time when the 2016 

annual financial statements were drawn up. This evaluation applies to the individual companies as well as to 

the Group as a whole. 

Nevertheless, burdens on us continue to emanate from the ongoing structural crisis in the steel market, 

massive distortions of competition from direct and indirect nationalization, and foreign policy development. 

This is compounded by political imponderables in Turkey as well as in the Near and Middle East due to from the 

terrorist activities of Islamic State in Iraq and Syria extremists (ISIS). We regard Germany’s respective European 

energy and environmental policy as well as ongoing huge import pressure as particularly serious factors of 

importance for our future development. Risks to the survival of the company may arise under certain circum-

stances from these scenarios. The prices of important raw materials, such as iron ore or coking coal, also 

displayed a great deal of volatility in the year elapsed. The risk situation arising from these circumstances is 

contingent on passing on the potential burden to the customers. 

Despite limited planning certainty, we nonetheless consider ourselves well equipped in the current situation 

to master the considerably greater challenges placed on opportunity and risk management during this phase. 

Our business policy, which takes due account of risks and is geared toward sustainability, and our sound 

strategic alignment form the basis for this assessment. 

The independent auditor has examined the early warning system installed at SZAG applicable to the entire 

Group in accordance with the German Stock Corporation Act (AktG). This audit verified that the early warning 

system fulfills its functions and fully satisfies all requirements under company law. 

As an independent authority, SZAG’s Internal Audit Department examines the systems used throughout the 

Group in terms of their adequacy, security and efficiency and provides impetus for their further development 

when and as required. 

Rating of the company 

No official rating has been issued for SZAG by international rating agencies recognized in the capital market. 

From our perspective, there is currently no need for such a rating as companies that are not rated externally 

meanwhile also fundamentally have access to all the instruments of capital market financing.  
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Description of the main features of the accounting-related internal control system and the risk manage-

ment system with respect to the (Group) accounting process (Sections 289 para. 5 and 315 para. 2 item 5 of 

the German Commercial Code (HGB)) 

To supplement the information already contained in the risk report, the main features of the internal control 

and risk management system implemented within the Salzgitter Group in respect of the (Group) accounting 

process can be described as follows: 

The accounting-related internal control system is operated in cooperation with the controlling, legal, internal 

audit, accounting and treasury departments where the functions are clearly segregated and to which clearly 

delineated areas of responsibility have been assigned. 

The aim is to use control mechanisms implemented to sufficiently ensure that, despite potential risks, the 

consolidated financial statements are drawn up in accordance with rules and regulations. 

To ensure the effectiveness, efficiency and regularity of accounting and compliance with pertinent statutory 

provisions the control system encompasses all the necessary principles, procedures and measures. 

The Executive Board is responsible for the implementation of and compliance with statutory provisions. It 

reports to the Audit Committee (Supervisory Board) regularly on the financial position of Salzgitter AG (SZAG). 

The Audit Committee is also tasked with monitoring the effectiveness of the internal control system. An 

agreement has been made with the external auditor that the Chairman of the Supervisory Board will be in-

formed without delay about all material findings and events connected with the auditing of the annual finan-

cial statements which are relevant to the tasks of the Supervisory Board. 

The Salzgitter Group is decentralized, which means that responsibility for compliance with legal standards 

rests with the executive and supervisory bodies of the various companies. The Executive Board works towards 

ensuring compliance i.a. through the holding departments. 

SZAG’s Internal Audit examines the operations and transactions relevant to the accounting of SZAG and its 

subsidiaries and holdings from a risk-oriented perspective independently and on behalf of the Executive Board. 

The planning and carrying out of the audit by Internal Audit takes account of the risks in the (consolidated) 

financial statements and the accounting process. These tasks are carried out by members of staff specially 

qualified in accounting. The basis of activities is the annual audit plan that is determined in accordance with 

statutory requirements. Group Internal Audit informs the Executive Board of SZAG and the Group’s external 

auditor of the outcome of audits by way of audit reports. Group Internal Audit follows up on the implementa-

tion of measures and recommendations agreed in the audit reports. 

SZAG’s Group Accounting Department draws up the consolidated annual financial statements. Independent 

auditors issue an audit opinion on the financial statements of the companies included. To ensure that statuto-

ry requirements are complied with in respect of accounting, Group guidelines are updated on an annual basis 

and disseminated to the companies. These guidelines form the basis of a uniform, due and proper ongoing 

accounting process, both with respect to accounting as defined under the German Commercial Code (HGB), as 

well under the International Financial Reporting Standards (IFRS). Along with general accounting principles 

and methods, rules and regulations on the balance sheet, income statement, notes to the financial statements, 

cash flow statement and segment report are first and foremost defined, taking into account the legal position 

prevailing within the EU. Accounting regulations also lay down specific formal requirements relating to the 

consolidated financial statements. In addition to determining the group of consolidated companies, the com-

ponents of the reporting packages that Group companies must prepare is similarly defined in detail. A stand-

ardized and comprehensive set of forms is used for this purpose. These Group guidelines also include explicit 

instructions for the presentation and processing of offsetting procedures within the Group, with the respec-

tive process for reconciling balances and the calculation of the fair value of holdings. The companies are in-

formed about changes under the law and the consequences pertaining to the preparation of the consolidated 

annual financial statements in regular information events organized by the Group. 
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The financial statements of the consolidated companies are recorded with the aid of a uniform IT-based work-

flow used throughout the Group. This workflow comprises a permissions concept, along with checking rou-

tines and check digits. These control and surveillance mechanisms have been devised for process integration 

as well as for functioning independently of processes. A major part of this is, for instance, made up of manual 

process controls in application, among other things, of the principle of dual control, alongside automated 

IT-based processes controls. Moreover, the Group has an integrated accounting and consolidation system. At 

Group level, the control activities geared specifically to ensuring proper and reliable consolidated accounting 

comprise the analysis of the reporting packages submitted by the Group companies, taking account of the 

audit reports provided by the external auditors. In application of the control mechanisms and plausibility con-

trols already established in the consolidation software, reporting packages containing errors are corrected – 

once the Group companies in question have been informed and respective external auditor consulted – prior to 

the consolidation process. 

The application of uniform, standardized measurement criteria to impairment tests is ensured by way of cen-

tralized processing in the Group Accounting Department for the – from the Group’s perspective – individual 

cash generating units.  

The valuation of pension and other provisions, among other items, is also subject to uniform regulations by 

centrally determining the parameters applicable to throughout the Group.  

Moreover, the preparation of the management report is carried out centrally, thereby ensuring compliance 

with legal requirements. 

 

4. General Business Conditions in the coming Year  

According to the International Monetary Fund (IMF), global economic momentum is set to accelerate slightly in 

2017, driven mainly by the emerging markets. While a notable recovery is anticipated for the US, most of the 

other industrial nations are more likely to report stable growth rates. Somewhat more moderate growth is pre-

dicted for the Chinese economy, along with an end to the recessions in Russia and Brazil, while stronger growth 

is forecast for the other emerging markets. All in all, the IMF anticipates global economic growth of 3.4 % in 2017 

(2016: 3.1 %).  

The euro zone is expected to continue its gradual recovery, with domestic economy considered a decisive factor, 

although private consumption may slow a little as a result of the recent renewed rise in energy prices. Capital 

expenditure is likely to make a below-average contribution to macroeconomic development due to the structur-

al problems still prevailing in many euro countries. With an estimated 1.6 %, the IMF anticipates a largely stable 

growth rate in the euro area compared with 2016 (1.7 %).  

The moderate upswing in Germany’s domestic economy is forecast to continue in 2017. This development will still 

be attributable to private consumption, as opposed to the export trade from which little impetus is anticipated, 

also in view of the uncertainty surrounding the future economic policy of Germany’s important trading partners. 

The IMF predicts a slight overall slowdown in economic growth for Germany to 1.5 % in 2017 (2016: 1.7 %). 
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The outlook for the steel, pipes and tubes markets that are relevant for the Strip Steel, Plate / Sections, 

Mannesmann and Trading business units is as follows: 

Market outlook for steel 

The World Steel Association anticipates that the marginal recovery in the demand for steel will hold steady in 

2017. This assessment is supported by expectations of recessionary developments in important regional mar-

kets (Brazil, Russia) tailing off and a renewed upturn in demand for steel in the United States, following the 

slump in market supply in 2015/2016 due to the downturn in oil and gas prices. Global demand for steel is 

therefore likely to grow by 1 % in the current year, which is too slow an acceleration for creating the stimulus 

crucial to finding a solution to the global structural crisis in steel, all the more so as the supply side also con-

tributes too little to mitigating the structural problems. In China, the first steps toward sustainable capacity 

reduction were introduced over the past year that will, however, be far from sufficient. In addition, capacities 

in the rest of the world continue to be ramped up, with the exception of the EU and Japan where capacities 

were shut down. 

Based on the forecast for the steel processing industries in Germany and in the EU that indicates stable de-

mand, market supply in Germany is expected to rise (+2 %). In the assessment of the German Steel Federation, 

positive demand impetus from the inventory cycle will also contribute to this development. Assuming that 

German steel imports and exports remain around the level posted in 2016, crude steel output is likely to grow 

by 2 %. The anticipated paring down of stock levels that are too high, especially in Italy, and the consequences 

expected from the Brexit referendum will generally burden demand in the EU. Accordingly, EUROFER 2017 pre-

dicts that there will be no growth in demand in the EU countries as a whole. Given the persistently difficult 

foreign trade conditions, the question of whether the currently assumed easing of the EU balance of trade for 

steel actually materializes over the course of the year, with the anticipated growth in EU crude steel output 

(+1.5 %), remains open. 

Market outlook for steel tubes 

Compared with the very cautious assessment in the previous year, the outlook for the steel tube industry has 

improved slightly. Following the initial upside impetus emanating from rising raw material and steel prices, the 

steel tubes business is also likely to receive support. Similarly, this is also likely to benefit from North America’s 

expansive economic policy and energy policy that is focused more strongly again on fossil fuels. The seamless 

tubes business in particular could recover further, even if there are still significant surplus capacities specifi-

cally in this market segment. The large-diameter pipes market will remain dominated by the project business 

and will continue to be fiercely contested. The latter applies especially to the line pipe business with pipes of 

up to 16". The precision tubes industry is likely to develop at a stable level against the backdrop of a robust 

economy. 

The machine engineering market that is relevant for the Technology Business Unit expected to develop as 

follows:  

Market outlook for machine engineering 

For the full year 2017, the German Engineering Federation (VDMA) anticipates a slight increase in sales of 1 %. 

By contrast, growth in the food and packaging machinery market has been estimated at between 3 % and 4 % in 

2017. The industry has proved to be more resilient compared with other segments of mechanical engineering. 

Strong impetus is anticipated from the region of North America. However, the extent to which the political 

situation in the US impacts future capital expenditure will require close observation. Strong propensity to 

invest has been assumed in Asia and particularly in China in 2017. The same applies to Africa and the Middle 

East where there have been signs of an uptrend since the end of the reporting year that is likely to continue 

over the course of 2017.  

A positive development (+2 %) in 2017 has also been assumed for the companies of the Technology Business 

Unit that operate in the plastics processing industry.  

  



 

 

Group Management Report and Management Report on Salzgitter AG  

Report on the Economy / V. Opportunities and Risk Report, Guidance 

 

 

70

5. Overall Statement on Anticipated Group Performance 

5.1 Planning Process 

As a matter of principle, the corporate planning of Salzgitter AG (SZAG) takes account of the strategic goals and 

comprises a set of entrepreneurial measures with action embedded in the general economic environment. 

Consequently, it forms the basis for a realistic assessment of earnings, but, at the same time, includes the long-

term aspects relating to investments and the securing of a sound balance sheet and financial stability. Market 

expectations prevailing at the time when planning takes place, as well as the entrepreneurial measures envis-

aged, are incorporated into this plan that is prepared in a process involving the entire Group: The individual 

goals of the subsidiaries are discussed and defined in a combination of a top-down and bottom-up approach 

between the respective management, the Group’s Executive Board and the heads of the business units. All 

individual plans are then aggregated to form a plan for the entire Group. This extremely sophisticated Group 

planning process is conducted once before the start of each new financial year, generally beginning in August 

and ending with the presentation of the insights gained that is delivered at the last meeting of the Group’s 

Supervisory Board in the respective financial year.  

 

5.2 Expected Earnings 

Compared with the previous year, the business units anticipate that business in the financial year 2017 will 

develop as follows:  

Thanks mainly to selling prices rising in the EU steel market in response to the anti-dumping measures initiated 

in Europe, the Strip Steel Business Unit anticipates a more positive development of business. Assuming that 

robust demand holds steady, a notable increase in sales can be expected. Supported by ongoing cost reduction 

measures, a significant increase in the pre-tax result due to its return to the profit zone is envisaged despite 

the partly sharp rise in raw materials prices, particularly for iron ore and coking coal.  

The Plate / Section Steel Business Unit will continue to be exposed to a difficult market environment in the current 

financial year. Satisfactory capacity utilization is nevertheless expected for the two heavy plate producers. Hence, 

the production of input materials for the Nord Stream II contract will contribute to a notable basic capacity utiliza-

tion at the Mülheim mill. Moreover, the two companies will benefit from the extensive cost cutting and efficiency 

enhancement measures initiated in 2016. Passing on the full scope of hikes in raw material costs in a timely manner 

is, however, particularly challenging. Capacity utilization in the section steel business is expected to run at a satis-

factory level. However, the volatile scrap price is likely to prompt speculative buying patterns on the part of 

customers. Drastic increases in grid usage fees for procuring electricity will pose an additional burden. All in all, the 

business unit anticipates a substantial volume- and selling price-induced increase in sales as well as a significant 

improvement in the result before taxes in the direction of breakeven.  

The companies belonging to the Mannesmann Business Unit will again reflect very heterogeneous develop-

ments in 2017: While the German large-diameter pipe mills report good capacity utilization, also due to book-

ings in the previous year, the order situation in the North American market has deteriorated. The segments of 

medium-diameter line pipe, precision and stainless steel tubes are likely to stage a hesitant recovery at mini-

mum. Rising shipment volumes supported by a higher selling price level should result in moderate sales 

growth in the segment. In conjunction with the profit improvement programs, both initiated and planned, a 

notably increased pre-tax result around breakeven is predicted. 

In 2017, the Trading Business Unit anticipates marked sales growth on the back of the recovery in the interna-

tional project business, as well as an increase in the sale of prefabricated products. Support should also ema-

nate from expanding the customer base in the context of stepping up the digitalization of sales. As it cannot be 

assumed that the temporary widening of margins attributable to the steel price trend in 2016 will repeat in the 

financial year 2017, a very satisfactory pre-tax profit, albeit at a discernably lower level than in the previous 

year, is anticipated. 
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Based on a high order backlog, the Technology Business Unit anticipates that sales will remain stable. In view 

of the fierce price-led competition for the project business, the KHS Group will rely on growth in the profitable 

product segments as well as on expanding its service business. Moreover, above all the efficiency enhancing 

measures introduced under the new “Fit4Future 3.0” program are likely to develop their positive impact. In 

conjunction with the promising outlook for the other specialist mechanical engineering companies, a tangible 

increase in pre-tax profit is expected.  

In Industrial Participations / Consolidation that is mainly influenced by the costs of the management holding 

company, reporting-date related valuation effects from foreign exchange and derivatives positions, the results 

of the services companies assigned to it, and other associated companies, including Aurubis AG (NAAG), we 

expected a significantly lower year-on-year pre-tax result due to the very high year-earlier level.  

Against the backdrop of additional positive effects from measures and growth programs, we anticipate the 

following for the Salzgitter Group in 2017: 

 an increase in sales to around € 9 billion,  

 a pre-tax profit of between € 100 million and € 150 million, as well as 

 a return on capital employed (ROCE) that marginally exceeds the previous year’s figure. 

The forward-looking statements on the individual business units assume the absence of renewed recessionary 

developments. Instead, we anticipate an ongoing economic recovery in our fiercely contested main markets in 

the current financial year. As in recent years, please note that opportunities and risks from currently unfore-

seeable trends in selling prices, input material prices and capacity level developments, as well as exchange rate 

fluctuations, may considerably affect performance in the course of the financial year 2017. The resulting fluc-

tuation in the consolidated pre-tax result may be within a considerable range, either to the positive or to the 

negative. The dimensions of this range become clear if one considers that, with around 12 million tons of steel 

products sold by the Strip Steel, Plate / Section Steel, Mannesmann and Trading business units, an average € 25 

change in the margin per ton is sufficient to cause a variation in the annual result of more than € 300 million. 

Moreover, the accuracy of the company’s planning is restricted by the volatile cost of raw materials and shorter 

contractual durations, on the procurement as well as on the sales side. 

 

5.3 Anticipated Financial Position 

Our cash and cash equivalents are used partly for financing investments that are ongoing primarily in our steel 

and technology business. As before, we consider it essential to keep cash funds available in a mid-triple-digit 

million range to ensure that, in the event of a deterioration in the environment, we will not have to procure 

funds on the capital market at short notice. 

An amount of € 456 million has been earmarked for our Group’s capital expenditure budget in 2017. Together 

with the follow-up amount of around € 150 million in investments approved in previous years, the cash-

effective portion of the 2017 budget should amount to approximately € 400 million (previous year: € 352 million). 

As previously, investments will be effectively triggered on a step-by-step basis and in accordance with the de-

velopment of profit and liquidity. 

The funds required in the financial year 2017 for foreseeable investment measures will exceed depreciation 

and amortization. 

The financial position of our Group should be comparatively sound at the end of the year 2017 as well, particularly 

given the measures implemented in the capital markets in recent years. With a view to exploiting attractive 

placement conditions, external financing measures are subject to ongoing review.  
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The dividend amount will continue to be geared to the profit trend. The cyclical fluctuations typical of the 

sector are by nature reflected in the results of the Group, on the one hand, and in its share price, on the other. 

The separate financial statements of Salzgitter AG (SZAG) are decisive for the ability to pay dividend. The 

Salzgitter Group pursues a fundamental policy of paying out steady and attractive dividend – removed from 

volatile reporting-date related influences – based on the pre-requisite of achieving actual operating profit. 

Such payments do not necessarily have to fully reflect the cyclicality of the earnings performance. Against the 

backdrop of the market environment currently to be expected and the dependence of the earnings of SZAG on 

its subsidiaries we anticipate a result available for distribution for the financial year 2017 around the level of 

the previous year.  

All in all, it can be concluded that, owing to its broad-based business and sound financial base, the Salzgitter 

Group is still comparatively well prepared to meet challenging phases. We will continue to attach great im-

portance to this in the future as well.  

 

 

 

 

 

 

 

 

 




