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We are RHI Magnesita.

The driving force.

RHI Magnesita is the leading global supplier of high-
grade refractory products, systems and solutions.
With its high level of geographic diversification,
focus on innovation and a vertically integrated value
chain, from raw materials to refractory products and
full performance-based solutions, RHI Magnesita
serves customers around the world.

Our mission

At RHI Magnesita, innovation

takes place in extreme conditions.
It is the materials, robotics, sensors,
Big Data and machine learning
that is transforming industry across
the world. It is also the everyday
problem-solving of all of our
people, making processes quicker,
products more cost-e ective,

and solutions and services more
beneficial for our customers.

Our culture themes
determine all our actions

¥ Act customer-focused
and innovatively

¥ Have open decision-making
in a respectful environment

¢ Operate cross-functionally,
collaboratively and
pragmatically across the
global organisation

¥ Be performance driven
and accountable
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Operating highlights

3 Record safety performance with a lost time injury
frequency (“LTIF”) rate of 0.4, representing a 60%
improvement on 2017 and demonstrating our focus
on this critical aspect of the business.

D Read more about Safety
on pages 54 to 55

¥ The integration of RHI and Magnesita continued to
be successful in 2018 and has been managed well,
with minimal disruption from a customer perspective
from day one and ensuring continuity throughout
the process. Synergies of €70 million were realised
during the Year with the €110 million 2020 target
remaining on track.

¥ Positive customer demand in the Group’s Steel
Division, with strong revenues of €2,204 million
+15%° and a gross margin of 23.7%.

Read more about the Steel Division
on pages 27 to 29

¥ Industrial Division revenue of €877 million +33%?3,
with a gross margin of 24.5%, benefitting from an
overall healthy level of industrial demand.

Read more about the Industrial Division
on pages 30 to 31

¥ Positive growth in the key markets of India
and China and demonstration of our focus on these
geographies, with the ongoing consolidation of
the Group’s business in India to capture growth
opportunities more e ectivelyand e ciently, and
our investment in the mining and brick plant assets
in Chizhou, China, to strengthen our market position
and address global supply shortages.

Read more about the Growth markets
on pages 32to 33

¥ Continued investment in R&D and Technical
Marketing (2018: c. €63 million) to further drive
innovation, with a commitment to devote 2.2%
of overall revenue per year. Key developments
included development of Automated Process
Optimisation, the establishment of our Technical
Advisory Committee, advances with the brick data
hub technology, progress in 3D printing and surface
properties functionalisation.

Read more about Innovation
on pages 22 to 25
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RHI Magnesita
at a glance

€685m

22% revenue in North America

€4/2m

15% revenue in South America

Optimally positioned to provide products,
services and solutions for clients around the globe

+100 14,000

Countries shipped to Employees in more
than 40 countries

€2,204m

2018 Steel revenue

13 35

Raw material sites in Main production sites across
four continents 16 countries
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€3880m

29% revenue in Europe

€43/m

14% revenue in MEA CIS

€608m

20% revenue in Asia Pacific

Steel

Our Steel Division provides its customers with a broad
range of customised solutions and comprehensive
packages for steel production, consisting of refractories
(basic and non-basic mixes and bricks), machinery,
flow control systems, and our solutions offering.

D Read more on pages 27 to 29

Industrial

Our Industrial Division provides refractory solutions for the

cement, lime, non-ferrous metals and glass industries as
well as the environment, energy and chemicals (“EEC”)
sector, providing a wide range of services required by the
complex demands of its customers.

D Read more on pages 30 to 31

Refractory products are used in
all the world'’s high-temperature
industrial processes, exceeding
1,200°C in a wide range of
industries including steel,
cement, non-ferrous metals
and glass.

As global leader, we aim to use our resources,
innovation, worldwide presence and expertise
to drive change in the refractory industry

for the benefit of our customers and all

our stakeholders.

Compelling investment case

Clear strategy and strong
competitive position
¥ 15% global market share (30% ex-China);

leadership in Americas, Europe and Middle East
with broad value-added solution o ering

¥ Opportunity to develop and further leverage
technology across regions and portfolio

¥ Growth in key markets of India and China

¥ Highest level of vertical integration in the
industry with unique mineral sources and 50%-+
self-su ciency in all raw materials

Rapid deleveraging and strong
cash generation

¥ Strong cash flow from operating business supported
by synergies and organic growth opportunities

3 Rapid deleveraging since merger; net debt to
EBITDA reduced to 1.2x

¥ Capital flexibility to pursue both growth and
shareholder returns

Significant synergy delivery and potential

¥ €70 million synergies in 2018 and €110 million
in synergies to be achieved by 2020

¥ Additional “below the line” opportunities in
working capital and tax

¥ Cost saving potential beyond synergies from
further initiatives
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Chairman’s

Statement
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HERBERT CORDT
CHAIRMAN

€150

2018 dividend per
share proposed

My letter in the 2017
Annual Report was
written only two months
a eryour Company was
listed on the Premium
Segment of the London
Stock Exchange.

| remarked then that the formation of

RHI Magnesita was transformative, not only
initself, but in the global refractory industry
inwhich it operates. | also highlighted

the importance of 2018 - the Company’s
first full year - in using its competitive
advantage to set the pace of innovation

and progress in our industry and to

deliver the best for both our customers

and our shareholders.

| trust that our 2018 Annual Report
outlines the strong start we have made
in our first full year since the formation
of RHI Magnesita, and that our all-round
progress demonstrates that the Group
has made a very good start and is on
track in its development, enabling us

to continue delivering on our strategy.

Our culture

The importance of culture, particularly
in the context of a merger, cannot be
overstated, and 2018 has seen the
Company make considerable strides
forward in terms of further defining,
developing and embedding our cultural
values. As part of these efforts, over
2,200 employees worldwide have
now undergone training to become
“culture champions”.

In 2018, employee surveys were

carried out which, | am delighted to note,
demonstrate that we are on the right path
in terms of living our values. Feedback
received via this survey is a valuable

tool for the Board and leadership team

as we continue to shape our future.

Our strategic priorities

In 2018, we further refined our strategic
priorities and have identified four pillars
which will support the Company’s long-
term growth and sustainability.
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Key governance

actions in 2018

¥ Establishment of the Corporate
Sustainability Committee

¥ Development of an
enhanced Board and
Board Committee structure

¥ Achieving a greater level of
female representation on the
Board and EMT

D For more, see page 66

These are: people, business model, markets
and competitiveness and they are covered
in detail on pages 18 and 19.

Focus on sustainability

The Group joined the UN Global Compact
in 2018, signalling our ongoing focus

on sustainability. In light of the world’s
fast-growing population, climate change
pressures and resource scarcity, we must
ensure the long-term sustainability of our
business and communities in which we
operate, while working within the
constraints of the planet.

From climate change and pollution
to gender diversity and safety, we are
addressing the topics that are most
material to us and our stakeholders.
We have established our first set of
sustainability targets and report on
our progress on pages 48 to 57.

We are working to drive progress in our
business in the areas of environment,
human rights, labour and anti-corruption,
as well as supporting societal goals.

To this end, we have set up new governance

structures, targets and programmes.

Our new Board-level Sustainability
Committee will oversee the Group’s
approach, ensuring that we meet our
commitments to the UN Global Compact.

The importance of diversity

Diversity is vital to business success in

the 21st century and a diverse workforce,
leadership team and Board support an
invaluable broadening of thought and
opinion. Our initial focus is to build gender
diversity, with a target to achieve a
minimum of 33% of female representation
on our Board and senior leadership

team. | am delighted by the proposed
appointment of two new female directors
to our Board.

Whilst we have seen encouraging progress
in the gender diversity of our Board and
senior leadership, we have more work

to doin order to achieve our targets.
Diversity goes beyond gender, of course,
and we will work on other aspects to

build the diversity of our Company with
regards to skills, age and nationality,
which is vital to our long-term success.
Our Company already enjoys significant
diversity of backgrounds, given the global

nature of the business, but we also have
certain targets in place to further improve
the balance of nationalities.

Board and Management

team appointments

The Board has been further strengthened
by the proposed appointment of two
Non-Executive Directors - Fiona Paulus
and Janet Ashdown. In April, our new
CFO, lan Botha, will be joining the
Executive Management Team (“EMT”)
and Board. The composition of the EMT
was complemented during the Year by
the appointment of Jacqueline Knox as
General Counsel & Company Secretary
and post-Year end, Gustavo Franco as Chief
Sales Officer (“CSQO”). Finally, the Group
has also established a dedicated Investor
Relations team in London.

D Read more about the Board and
Management on pages 60 to 65

Returns to shareholders

Underpinned by the strong performance
of the business and its strong annual cash
generation, the Board has considered the
long-term dividend policy in the context
of its capital allocation strategy.

For 2018, the Board has recommended
afinal dividend of €1.50 per share for
the full financial year, equating to an
increase of 100% over the previous year.
This represents a dividend cover of 3.5x
adjusted earnings per share.

Going forward, the Board's dividend policy
will be to progressively increase ordinary
dividends and to target a dividend cover

of less than 3.0x adjusted earnings over
the medium term. Dividends will be paid

on a semi-annual basis with one third of the
prior year's full year dividend being paid at
the interim.

Thank you

On behalf of the Board, | would like to
express our sincere gratitude to our
people for their continued efforts to
create value for all our stakeholders.

HERBERT CORDT
CHAIRMAN
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Market
overview

Demand for our refractory solutions
Is based on those industries requiring
advanced heat-resistant materials for
their production processes; being
predominantly steel, cement/lime,
non-ferrous metals, glass and the
EEC industries.

In the long term, demand for refractories
is driven by the production volumes of
these industries and, therefore, demand
for their end products is the central
driver of our business.

Our key demand drivers are
underpinned by technology
and innovation

A shift in customer demand towards more integrated
offerings is observable, with an intensifying demand
for a breadth of products covering the full refractory
portfolio, as well as an increased requirement for
overarching services and solutions.

Industrial processes are becoming more digitalised
and reliant on technology, presenting a significant
opportunity for innovation to derive benefit from
this trend.

Increasing pressure from environmental regulations
creates the demand for efficient products and
processes that can minimise negative impacts.
Forward thinking R&D capacity is vital to offer
solutions to these issues.

There is a mounting focus amongst our customers
on quality; this in turn requires innovation and
advancements in refractory products and processes.

Our strategy

RHI Magnesita has a significant opportunity

to redefine the customer model and solutions
offering beyond conventional refractory products
and services, towards integrated systems that
cover machinery, robotics, automation, sensors,
connectivity, Big Data, Artificial Intelligence
(“Al”) and digitalisation.

One of the fundamental drivers of our business
model and strategy bases itself on our internal
expertise in innovative technologies and
digitalisation, enabling us to provide inventive
solutions and industry-leading services to our
customers. Our overall R&D capabilities for the
full refractories portfolio are at the forefront of
the industry and we are committed to the
development of products and services which
enable energy and cost efficiency.

These are all key areas of focus which underpin
our goal of providing value-driving, customer-
focused business models which will enhance
our competitiveness and further consolidate
our position in the industry.

D Read more about Innovation on pages 22 to 25
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Key demand

drivers

Steel
production

Steel production

Performance of the Steel Division is
correlated to steel production volumes
(rather than steel prices), which have
demonstrated a long-term resilience

and through-cycle consistency. Being an
obvious driver of steel demand, GDP growth
also directly impacts our Steel Division.

¥ Global steel demand continued to
show resilience in 2018, reaching
1,658 Mt. Demand is forcast to reach
1,681 Mtin 2019.

¥ Crude steel production increased
4.6% toreach 1,809 Mtin 2018.

¥ US steel production increased by 6.2%,
with key drivers being the Government’s
infrastructure plan, tari s escalation with
China and raw material prices. Steel
demand growth in 2019 is expected to
slow, with only modest growth in auto
manufacturing and construction activity.

¥ China production increased by 6.6%.
Ongoing trade friction with the US
and a decelerating global economy
provide potential downside to 2019
demand levels, whilst Chinese
government stimulus measures
could in fact boost demand.

¥ India’s production increased by 4.9%,
enabling it to replace Japan as the
world’'s second largest steel producing
country. Indian demand is expected
to continue to be supported by
infrastructure programmes in 2019
and onwards.

¥ Thereis acontinued focus amongst
steel producers on improving
competitiveness as well as producing
higher quality steel products.

1,681 Mt

2019 global steel
demand forecast

Sources: World Steel Association, EY

Global steel demand continues to grow

Steel production volume growth (Mt)
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Our strategy

The Company is the number one refractory
player in four out of the top ten steel markets
in the world, with a clear strategy to further
consolidate our market leader position in all
major basic markets.

Our high market share in Europe and the
Americas enables us to take advantage

of existing key mature geographies and
our strategy to grow in the key markets of
India and China reflects the end-market
growth of these geographies, and provides
significant potential given the size of these
markets and our current level of
representation.

Read more about our Growth markets
on pages 32to 33

The Group's diversified production and
client base protects its business to a
significant extent from the impact of
demand or supply chain shifts brought
about by developments such as trade tariff
impositions. Our movement to increasing
our full services and solutions provision has
the potential to provide insulation against
oscillations in steel demand. As a result of
our focus on innovation, we are able to take
advantage of increases in requirement for
higher-quality steel.

2013

2014 2015 2016 2017 2018

Key geographical drivers of
refractory demand

The ten largest steel
producing countries:

2018 (Mt)

@ China 928.3
India 106.5
Japan 104.3
United States 86.7
South Korea 725

@ Russia 71.7
@ Germany 42.4
@ Turkey 373
@ Brazil 347
@® Iran 25.0
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Market overview

continued

Key demand

drivers

Raw materials

pricing

Raw materials pricing

The Company is able to benefit from
fluctuations in refractory raw material
pricing as a result of its high level

of backward integration.

Generally, the prices of refractory products
depend on the price of raw materials, in
particular sintered and fused magnesia.
Other refractory raw materials such as
dolomite, alumina and bauxite, are also
influential for our business.

¥ A global scarcity of raw materials is
evident, predominantly a result of
Chinese environmental restrictions and
mining and processing regulations.

¥ Consequently, the refractory industry
has been faced with supply shortages,
leading to elevated raw material
prices (specifically higher grade
basic prices).

¥ Asaresult of potential further export
taxes, more restrictive allocation of
explosives and the nationalisation or
controlled consolidation of mining
operations in China, the structurally
altered raw materials pricing
environment is expected to remain in
2019, albeit with a calming of the market.

¥ Whilst current high price levels are not
expected to continue in the longer term,
prices are projected to settle at a much
higher level than that seen before 2017.

¥ Non-basic materials (bauxite, zirconia,
graphite) also experienced price
increases, albeit not to the same extent.
There is an expectation of non-basic cost
pressures in 2019.

Source: Asian Metal
1 Dead burned magnesia (“DBM”)

Raw material price comparison
Rebased to 100 in Q4 2016

600 1

500 -

400 -

300 -

200 -

100 -
2016 Q4 2017 Q2

@ DBM high grade!

@ Aluminawhite

Our strategy

The Company has a high level of backward
integration, with unique mineral sources
and 70% self-su ciency in magnesite and
dolomite and 50% for all raw materials,
which we believe to be a key competitive
advantage. The positive impact for

RHI Magnesita of the new, elevated raw
material pricing environment has still not
fully been noted in the Company’s 2018
results, potentially allowing further benefits
in 2019.

By increasing our production of raw
materials (for example by reopening the
Chizhou operation in China), the Group is
able to further consolidate and leverage its
market position.

2017 Q4

@ DBM medium grade!
Alumina brown

2018 Q2 2018 Q4

Bauxite
Graphite

0%

Self-su ciency in
magnesite and dolomite
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Key demand

Construction &
infrastructure

drivers

Construction & infrastructure

Global GDP growth is a leading indicator of
demand for our Industrial Division products,
with a strong correlation between real GDP
growth and cement consumption.

Demand for cement and glass is closely
linked to the construction industry.
Production of and demand for non-ferrous
metals are closely associated with their
market prices, with copper and zinc being
the most relevant to our business.

Construction markets are estimated
to account for ¢c. 50% of overall
refractory demand.

¥ 2018 saw real global GDP growth of
3.7%, with a projection of 3.3% in 2019,
according to the OECD.

¥ From a global perspective, 2018 was a
year of relative stability for cement and
lime. Global cement demand in 2019 is
expected to grow by 1.5%.

¥ Having been weak in previous years,
from 2016 onwards demand for glass
has stabilised due to the renewed growth
in the flat glass segment propelled by
emerging Asian countries demand and
astable European market.

¥ A erastrong year in 2017, LME-listed
base metals continued their upward
trend at the beginning of 2018 but were
then impacted by international trade
disputes, the introduction of punitive and
counter duties and first signs of a cooling
global economy.

2018 LME-Ilisted base metal prices

Rebased to 100 at the beginning of 2018

125

115

105 +

95 4

85 -

754

65 1 1 1 1 1 1

01/18 02/18 03/18 04/18 05/18 06/18 07/18 08/18 09/18

@® Al ®cCu Ni
@®rb Sn Zn

Our strategy

The Company’s largest markets for cement
refractory products align with the world’s
largest cement producers: China and India.
We are also focusing on strengthening

our presence in the key growth markets
more broadly.

Our geographic diversification is vital in
managing the impacts of any regional
variances in GDP growth. Our Industrial
Division is also well diversified in terms of
industries, with 37% of revenue in cement/
lime, 25% of revenue in non-ferrous metals
and 39% of revenue in other process
industries in 2018.

Sources: IMF, World Cement Association, Berenberg, OECD

10/18  11/18

12/18

3.7%

Global GDP growth
in 2018

3.3%

2019 projected
GDP growth
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Our business -
how we create value

We have the resources

1

oo A~ W N

Our cultural themes
determine all our actions

14

Financial strength

Our focus on working capital
management and cash generation
remains strong; we continue to be
well financed with high liquidity
and a robust balance sheet.

Production facilities

and raw material sites

With a vertically integrated value
chain, RHI Magnesita serves
customers in more than 150
countries around the world.

Know-how and expertise

Our technical engineers across
90 countries work on-site with
customers to provide custom-
made solutions.

Skilled and motivated people
The comprehensive knowledge
and competency of our c. 14,000
employees, combined with

their innovation, commitment
and motivation, continue to

drive our success.

Strong relationships with

all our stakeholders

We operate with integrity, honesty
and reliability on a daily basis,
ensuring respectful relationships
amongst employees and with

all customers, shareholders and
business partners.

Act customer-focused
and innovatively

...and the strategy

People

Hire, retain and motivate
talent and nurture a
meritocratic, performance-
driven, customer-focused
and friendly culture.

Business model

The leading service and
solution provider in the
refractory industry with an
extensive portfolio based
on innovative technologies
and digitalisation.

Markets

Worldwide presence with
strong local organisations
and solid market positions
in all major markets.

Competitiveness
Low-cost producer of
technically advanced
refractory materials with
safe production network.

Read more about our Strategic
priorities on page 18

Have open decision-making
in a respectful environment
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As the leading Company in the refractory
industry, RHI Magnesita has developed
a resilient business model to create value

sustainably for all our stakeholders.

...to add value through a full suite
of products and services

oW
s
co

Recycling
and disposal

Our

earch and g
us (s evey,
o)

REWANEICHETS
mining and
management

customers

Customer
application
and services

Production
(shaping
and firing)

Packaging and
logistics

troughouyt the cyo\®

Our differentiators

Customer focus

A leading service and solutions

provider in the refractory industry, with

an extensive portfolio based on innovative
technologies and digitalisation; our
proposition is distinctive and designed
with our customers in mind.

Driving innovation

We drive innovation in every aspect of our
business, from materials, robotics and Big
Data, to offering bespoke value-driving
business models to our clients which cover
the entire product and process lifecycle.

Operate cross-functionally,
collaboratively and
pragmatically

Industry-leading expertise

We are a valued industry partner for our
clients on account of our industry-leading
in-house and on-site technical experts,
who consult, develop and deliver innovative
solutions directly to customers around

the world, 24 hours and 7 days a week.

Servicing full value chain

With the highest level of vertical
integration in the industry, including
significant self-sufficiency in all raw
materials, we have a unique ability to cover
and service every step of the value chain,
and offer distinctive customer solutions
based on our technological leadership,
expertise and cost competitiveness.

Be performance driven
and accountable

..To create benefits for
all our stakeholders

Our investors

Our clear objective is to create the maximum shareholder
value, supported by a solid strategy based on our strong global
market share, potential to develop and leverage technologies
aswell as our vertical integration. With significant growth
opportunities, synergy targets, strong cash conversion and
arobust balance sheet, we have taken significant steps
forward in terms of integration and deleveraging.

€1.50 dividend per share proposed for 2018

Our customers

Whilst our products only account for around 1% to 5% of
customer production costs, their reliable performance is crucial
to the subsequent quality and stability of the end product.

As the most vertically integrated company in the industry,

our extensive portfolio, based on innovative technologies

and digitalisation, enables us to add value at every step of the
product and process lifecycle, providing optimal support and
overarching solutions to drive the success of our customers.

Presented with the “Outstanding Performance -
Customer Focus” award by Cemex in 2018

Our people

Our people are our most important resource and they

have a fundamental right to a safe and healthy workplace.

We are committed to providing equal opportunities and

aim to help employees fulfil their true potential. We have
training and development programmes in place to enable

this, alongside schemes to motivate and encourage innovation,
whilst driving success.

c. 14,000 people employed globally

Our environment

We have taken the lead in applying technology to make
refractory products more efficient to improve our
environmental footprint. We continue to drive environmental
impact improvements through the use of digitisation,
robotisation, automation, recycling and new materials.

We have established an integrated management system to
guarantee we are consistently meeting high standards.

Commitment to reduce CO2 emissions by
10% per tonne by 2025

Our communities

Our goal is to maximise our social impact in our local
communities and we aim to develop long-term partnerships to
enable this. We are committed to the responsible management
of our operations through compliance with pertaining laws and
regulations as well as striving for ethically sound practice in
everything we do. We have a long operating history within a
number of our host communities and are therefore fully
cognisant of our responsibility.

We joined the LBG framework in 2018!

1 LBGisthe global standard in measuring and
managing corporate community investment

15
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Our broad focus throughout the value
O u r Va I u e chain enables us to offer our customers
high-quality refractory products, supported
- - by industry-leading R&D, and underpinned
by our vertically integrated structure,
C al n eX al n e incorporating both a high level of raw
materials self-sufficiency as well as an

in-depth understanding of technical
customer processes.

The core constituents of the value chain

RHI Magnesita covers all StepS include mining, crushing, mixing, firing,
3 2 c packaging, transportation, customer
throughout its entire value chain. Boplication, recyoling and disposal

according to legal requirements.
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One of the basic materials for refractory
products is magnesite, a mineral that we mine
in both underground and surface mines.

The magnesite ore is crushed and fired at
1,800°C in special kilns. In the burning
process, the CO, contained in the magnesite
is released and, importantly, the material’s
density is increased. The bricks and mixes are
then mixed with binding agents, packaged
and shipped as repair materials and speciality/
technical additives are introduced to enhance
performance capabilities or pressed in
different sizes and shapes, employing a
pressure of up to 3,200 tonnes. Depending
on the application, the refractory bricks are
subsequently either subjected to heat
treatment at up to 350°C or fired at up

10 1,800°C in tunnel kilns for three days.
Unfired products are primarily used in the steel
industry, whilst the main applications of fired
products are in the cement, non-ferrous
metals, process and mineral industries.

A key constituent of the Company’s
ability to add value to our customers lies
in our solutions offering, in which the
refractory products are installed by our
experienced employees. After their use
in the customer’s production process,
worn refractory linings are broken out
and, if possible, reused as secondary
raw materials. RHI Magnesita is therefore
instrumental in the entire cycle from
raw material production to recycling

of finished products.

CONTINUOUS RESEARCH & DEVELOPMENT THROUGHOUT THE CYCLE

i UNSHAPED REFRACTORY CUSTOMERS: STEEL
PRODUCTS INDUSTRY EXAMPLE
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Our strategic

priorities

A eritsfirst full year of
successful integration,

RHI Magnesita is now further
consolidating its position

as the driving force of the
refractory industry.

In 2018, we refined our key strategic priorities
and have identified the following four pillars
which will support the Company’s long-term
growth and sustainability.

As the industry leader, we will use our strategic
priorities as the framework from which to further
develop and grow our business.

To ensure the full focus of our Senior
Management, strategic priorities and
deliverables for 2019 have been allocated
to respective managers and linked

to remuneration.

Macroeconomic environment and
condition of customer industries

Regulatory and compliance risks

Fluctuations in exchange rates and
energy prices, increasing volatility
of raw material prices

Significant changes in the
competitive environment
or speed of disruptive innovation

initiative or necessary adjustments
to core operations

Business interruption and supply
chain disruption

Environment/Health & Safety risks

Cyber and information security risk

@
(2
©
@
e Inability to execute a key strategic
0
@
0
]

Read more about Risks on pages 42 to 47

People

Hire, retain and motivate talent
and nurture a meritocratic,
performance-driven,
customer-focused and
friendly culture.

Business model

The leading service and
solution provider in the
refractory industry with an
extensive portfolio based
on innovative technologies
and digitalisation.

Markets

Worldwide presence with
strong local organisations
and solid market positions
in all major markets.

Competitiveness
Low-cost producer of
technically advanced
refractory materials with
safe production network.
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Progress in 2018

¥

¥

K K

We have developed, disseminated and promoted our culture
through workshops and the cultural champions programme

With a clear shared vision, RHI Magnesita is today, more than
ever, acommitted and focused team

We have established initiatives to enhance international careers,
taking advantage of our rich and diverse culture, and continue
to promote trust and openness

We have stated targets in place to further broaden our diversity

As part of our post-merger strategic planning, a set of clear
customer models were defined to better fit their needs and follow
the market trends; we continue to promote and incentivise the use
of automation as well as encouraging diversity and di erentiation
in our products and services

Our new customer models have been rolled out and communicated
throughout the organisation

Focus was placed on recycling in 2018, with the development
of new recipes and a thorough analysis of recycling practice
per region, as well as a global approach taken to our

recycling activities

In the developed markets of North America, Europe and
South America, the Company is successfully positioned as
the most comprehensive solutions provider by capitalising
on the post-merger integration process and by realising
significant synergies

Enhanced access to core markets, customer bases and
geographical regions as a result of the consolidation of our
global reach

Successful growth achieved in China

Reorganisation and rationalisation of Indian operations to
take advantage of the increasing local market demand

Achieving merger-derived synergies
Establishment of new structures to increase competitiveness

worldwide, including the global business services team
and the global supply chain management department

A Sustainability Steering Committee was established

In line with our stated focus on investment in R&D, 1.1% of
revenue was committed in 2018

Obijectives

¥

¥
¥

¥

Continue towork e ciently, being accountable
and performance-driven

Drive innovation amongst employees

Focus on internal leadership development
and external talent acquisition

Our Technical Marketing and R&D teams will
continue to be a pivotal part of our business
model, as we aim to increase the share of
integrated services and solutions in the
Company's performance

We will continue to use our unparalleled
technical expertise to innovate in technology
for refractory applications as well as in systems
to improve our customers’ processes

We will keep on building an autonomous
and profitable recycling business

Further consolidate our market-leading position
in all major basic markets

Continue optimisation of our global footprint
Optimise our network through our global supply
chain management centre

Take advantage of compelling consolidation
opportunities as they arise

We will continue investing in R&D to create
products that have a distinct competitive
advantage by cost or by product performance

We will continue to pioneer advanced refractory
operations through structured systems for the

intelligent management of our production network

Our aimis to carry on improving operational

processes to deliver the lowest costs in the industry

We will continue developing a full range of
the best products in the industry

Link to risk
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CEQO’s
review

OO

We expect to deliver modest
organic revenue growth, continued
synergy generation and further
optimisation initiatives. In addition
to this we expect further growth
potential from acquisitions.

We remain focused on driving
margin improvement opportunities
and strong cash flow generation,
which will provide the foundation
to support our capital allocation

STEFAN BORGAS
CEO

and dividend policy.
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Looking back at 2018, what has
the Company achieved?

This was our first full financial year as
anew company and | am delighted by
the significant amount that we have
achieved. Underpinned by the strength
of the markets in which we operate,

we have reported very strong financial
results, successfully delivered on our
integration plans and benefitted from the
synergies of the combination. Previous
competitors have become colleagues
and we are now working together to build
the future of RHI Magnesita.

In 2018, RHI Magnesita has continued to
consolidate its position as the driving
force of the refractory industry and we
have made good progress in setting the
business on the right path to achieving
its full potential. The Group achieved
very strong results in its first full year,
following the combination of RHI and
Magnesita in 2017, with revenue growth
of 21%, and an increase in adjusted EBITA
of 81%. The growth in revenues, which
exceeded that of the underlying steel
and industrial markets, demonstrates
the continuing demand for the Group’s
breadth of technology, services and
products. Positive customer demand
was noted in the Steel Division in 2018,
with strong revenues of €2,204 million

and a gross margin of 23.7%. The
Industrial Division reported revenue of
€877 million, with a gross margin of
24.5%, benefitting from an overall
healthy level of industrial demand.

In addition to capturing a significant
proportion of this growth by virtue of
the vertically integrated model, the
Group has benefitted from its successful
integration process, with the realisation
of synergies and network optimisation
supporting a significant step up in
operating margins. Disappointingly, the
Group experienced some operational
and supply chain challenges in its
European business during H2 which
partially offset some of the margin gains.
The root cause of these issues has been
identified and improvement plans are in
place. Management is confident that
they will be substantially resolved in

the currentyear.

Overall, the Group’s integrated

model continues to derive benefit

from a structurally changed pricing
environment. However, itis our ability
to protect margin improvements,
regardless of the pricing environment,
that really matters. This can already be
demonstrated in our results and will be
further underpinned by the Company’s
solid growth strategy.

The Group has continued its successful
integration during 2018, achieving
synergies of €70 million, with a further
€20 million expected in the current
year, and remains on track to deliver
€110 million during the financial year
2020. The combination of top-line
growth, synergy implementation and
our vertically integrated model has led
to an adjusted EBITA margin of 13.9%,
representing a 460 basis points
improvement on 2017.

Read more in the Financial review
on pages 36 to 41

How has the Group’s financial
position evolved?

The Company’s financial position
continues to strengthen, with growth

in operational cash flow generation,
materially improved working capital
intensity and a reduction in annualised
interest expense, as aresult of the
refinancing carried out in 2018. This

has enabled the Group to significantly
reduce net debt to 1.2x adjusted EBITDA.
Along-term dividend policy has also
been approved with a 2018 final dividend
of €1.50 per share recommended.

Read more in the Chairman’s
statement on pages 8 to 9
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Innovation

1 Asapercentage of overall revenue

22

2.2%

Annual commitment to R&D
and Technical Marketing*

Taking innovation to
1,200°C and beyond
We are committed to
iInnovation in every aspect
of our business. We aim
to use data to develop
pioneering products,
new business models
including our solutions
0 ering,ande cient,
iInventive processes that
will add real value to our
customers.

The Company'’s technology leadership
is built on the ambition, dedication and
creativity of our employees. Innovation
management gives structure to this
creativity and ensures that ideas are
converted to marketable products,
services and new business models.

R&D underpins the Group's strategy to

be the top service and solution provider

in the refractory industry with an extensive
portfolio based on innovative technologies
and digitalisation.

The Group expenditure on R&D and
Technical Marketing in 2018 was
c. €63 million.

Research and development

In 2018, R&D focused on integrating teams,
capturing synergies on G&A, production
network and cross selling, and leveraging
the innovation efforts, including the launch
of the Technical Advisory Committee
(“TAC") (see further detail below) and
involvement with Open Innovation
platforms, to further extending our
technical network.

Innovation management

The improvement and further development
of manufacturing processes is one of the
main topics of innovation management at
RHI Magnesita.
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The Company’s clear objective is the
identification, development and utilisation
of new, high-performance production
technologies and services that lead to

a significant improvement in efficiency
and enable the manufacturing of products
with superior material properties and/or
functionalities. Through this approach
the Company not only creates the basis
for patentable, innovative processes,

but also sets new standards in the field

of refractories.

The ongoing advancements due to
digitisation and the increasing degree

of automation have a significant
contribution to the development of
existing production processes and
services. Through analysis, evaluation
and prioritisation of existing technologies,
innovation management ensures their
quick and seamless integration. Trends
such as Big Data, connectivity, Al and
predictive maintenance are only a few
aspects which open up new opportunities
for the Company. The clear objective is to
align the Group's activities to new trends
and to implement new business and
service models that fulfil the demands

of the Company’s stakeholders.

Our R&D capabilities
Ourindustry-leading R&D team is at the
centre of the Company’s ability to innovate.
The Research and Development division
consists of two R&D hubs, located in
Leoben (Austria) and Contagem (Brasil),
and three R&D centres in York (USA), Dalian

(China) and Bhiwadi/Visakhapatnam (India).

The R&D team is diverse in nature with

15 different nationalities being represented.
It comprises more than 250 people,
approximately a quarter of which are
female. Demonstrating the level of
expertise of our team, 98 people within the
global R&D team hold Master's and PhDs.

R&D developments

€33 million, before subsidies and
including opex and capex, was committed
to R&D in 2018, representing 1.1% of total
Group revenue. We aim to commit 1.2%
of Group revenue to R&D and innovative
technologies development on an annual
basis. The minor reduction in 2018 was
due to the effect of foreign exchange
movements and also the merger
combination process.

Key developments in the R&D sphere
during the Year included:

¥ Establishment of the TAC: see case
study below

¥ Automated Process Optimisation
(“APQ”): APO is being used to foster a
greater understanding of the correlation
between steel production parameters,
maintenance and refractory by analysing
data on a central master computer, using
Al methods. Further development of
APO technology has been applied to
RH degassers (a secondary refining
system that removes dissolved gases
such as hydrogen present in molten steel
to enable the production of high-grade
steel) and combined with the Agellis

Furnace safe solution (an infrared
monitoring of furnace shells that
minimises the risk of liquid steel
breakout and maximises the
operational furnace availability while
at the same time increasing safety)

¥ Brick data hub: This initiative aims
to collect data from every stage of
the process from tunnel kiln to brick
destruction. New cameras have been
installed on-site and the interface
between cameras and databases
has been prepared

Technical Advisory
Committee

The TAC was established in 2018 to:

¥ enable the Company to grow its business
by helping to identify new technologies

¥ advise on the optimal use of the current
technologies available in the Group

¥ support and challenge the Group’s
R&D team

¥ expand the Company'’s technology
network into the external world
(universities, start-up companies,
partners)

The TAC is formed of senior, global R&D
and Technical Marketing experts and has
astrong EMT and Board-level presence.
Consultants are also invited to join
meetings when required to provide
external expertise.

The TAC held its first meeting in
September 2018 and key themes discussed
were automation and digitalisation,
functionalisation of refractory surfaces,

fast drying and low temperature sintering
technologies and innovation fostering
within the R&D organisation.
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Innovation
continued

¥ 3D printing: 3D printed refractory
components will be produced on
apilot scale in 2019 and sent for
application testing

¥ Surface properties functionalisation:
Several technologies which are aimed
at functionalising refractory grains
have been investigated, leading to
the development of a new refractory
formulation with improved properties
(mainly corrosion resistance, flexibility
(modulus of elasticity) and in some
cases thermal conductivity)

Intellectual property:

patents and trademarks

Given the industry-leading R&D capabilities
of the Group, we place great importance

on protecting its intellectual property.

The Company safeguards and protects its
new products, systems and technologies via
the effective use of trademarks and patents.
We continuously examine the patentability
of product developments, new raw
materials, systems and technologies in
order to provide targeted intellectual
property protection for the Group’s new
refractory solutions, thus strategically
supporting the Company’s market position
as a global leader in the refractory industry.

Seven priority patent applications

were filed in 2018; providing a competitive
advantage for the Company. They included
patent applications concerning the
geometries of refractory components,
automation and advanced refractory raw
materials. The Group’s patent portfolio
comprised 148 patent families with 1,723
patents and patent applications at the

end of the Year.

A new Group-wide patent evaluation
process has recently been rolled out

in line with the Company’s strategy.
The well-established patent monitoring
process is used to analyse competitors’
patent activities in the market and to
further secure legal compliance.

Significant achievements in 2018 include
the patenting of the IBOS Ladle Bottom
solution in its primary market - the US -
as well as the granting of a European
patent for the APO System.
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The trademark portfolio has been
optimised and reduced to match the
needs of the market.

Our partnerships
RHI Magnesita has active programmes
with the following leading institutions:

¥ University of Leoben;

¥ Johannes Kepler University;

¥ Joanneum Research;

¥ University of Graz and the Graz
University of Technology;

¥ Vienna University of Technology;

¥ Federal University of Sdo Carlos in Brazil;

¥ Slovak Academy of Sciences;

¥ McGill University in Canada; and

¥ Fraunhofer-Gesellscha in Germany.

RHI Magnesita also worked closely with
technology leaders in the steel industry
such as:

¥ Voestalpine Stahl Donawitz;

¥ Voestalpine Stahl Linz;

3 Bohler Edelstahl; and

¥ Primetals Technologies at competence
centres promoted by the Austrian
Research Promotion Agency.

Fundamental research

A key focus of fundamental research is

to gain a better understanding of the
corrosion and erosion mechanisms of

our products within different customer
processes. We carry out this research,
often in collaboration with scientific
cooperation partners and within the
framework of subsidised competence
centres, with the use of simulation and
modelling methods. The aim of these is

to analyse flow conditions of liquid steel
from the steel ladle through the tundish

to solidification in the mould. Methods used
include the finite element method (“FEM”),
computational fluid dynamics (“CFD”),

the discrete element method (“DEM”),
thermochemical simulations and water
modelling. The simulation and modelling
then enables us to offer our customers
tailored refractory solutions which are based
on the research carried out and therefore
take the client’s process and specific
environment into account.

Innovation: enabling
customers to meet
their goals

Against a backdrop of the ever-
increasing focus on environmental,
health and safety issues, there is
growing demand in the steel industry
for zero-emission refractory bricks. Our
R&D team has been working to discover
ways of reducing the environmental
impact of the refractory process for years
and one of the latest developments is the
zero-emission magnesia carbon brick,
which undergoes a specific treatment
process to eliminate emissions.

The success of this product has been
proven in various customer trials and its
ability to provide significant benefit for
the customer has been demonstrated.
One long-standing customer was
required by its host Government to
significantly reduce its emissions and
therefore underwent a variety of trials
with alternative refractory products, with
either limited success or a significant
increase in costs noted, to achieve

this goal. The ladle lining concept

was then altered to enable the use of
our zero-emission bricks. In utilising
RHI Magnesita’s innovative products
and services, the customer was able

to reduce its environmental impact by
eliminating emissions and, critically, to
avoid any adverse regulatory impacts.
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In 2018 in excess of 100 simulation projects
were carried out for both internal and
external customers, with some specific
examples being a CFD simulation of a tap
hole cooler design and a FEA simulation

of a new brick suspension system for
non-ferrous metals electric arc furnace
(“EAF”) roofs.

New product and production

method development

Innovative raw materials and production
processes provide the basis for new
products. The Company has test plants

in Leoben and Contagem which are used
to develop new fused raw materials,

based on phase-theory considerations and
thermochemical calculations. These are
then further developed prior to undergoing
series production at our facilities. In addition
to classic oxidic raw materials, research
also deals with non-oxidic raw materials,
which have turned out to be promising.

Some of these new raw materials are
currently under investigation in order

to highlight their potential in terms of
improving thermo-mechanical properties
as well as corrosion resistance of selected
refractory formulations.

Existing product optimisation

and process improvements

The Company uses Big Data methods to
analyse and enhance existing production
processes. As an example of this, Al is
used to analyse and understand relevant
information and develop the basis of a
refractory wear model. Al methods are also
used to foster a greater understanding of
the correlation between steel production
parameters, maintenance and refractory.

In order to optimise our products and adapt
them to specific customer requirements,
used refractory materials are taken from
avariety of customer aggregates and
thoroughly studied at our R&D centres.
Based on this analysis, the Company is
able to develop optimised products and
techniques with the aim of enhancing
product performance and lowering
customer costs.

As an example, a new development

has been launched aimed at coating
refractory grains in order to improve

the thermochemical corrosion and
mechanical strength of refractory bricks,
which are exposed to highly demanding
environments. Bricks produced with this
new technology are currently undergoing
further testing in industrial kilns.

The close interdisciplinary cooperation
between material development, design
development in the simulation department
and production process development

enables further improvements of the
properties of existing products and optimal
adaptation to customer needs. Examining
raw material alternatives to existing
products in order to secure raw material
availability and to optimise the customer’s
total cost of ownership is one of the
fundamental activities of R&D.

Training

An important part of the R&D process, and
a key part of the Company’s ability to add
value to its clients, is to provide training
and knowledge sharing with our customers.
At the Training Centre in Leoben, Austria,
the Company holds seminars attended by
customers to help familiarise them with our
refractory products and lining techniques.
The participants can learn about and
practice handling refractory products

on a full-scale model of a cement rotary
kiln using modern lining machinery.

Digitalisation

Digitalisation is a key focus for the Company
as well as providing one of the Group’s
leading competitive advantages. In 2018,
further digitalisation and automation
initiatives across the Group's entire value
chain were carried out and remain on track.

Radenthein, which is the Company’s first
digital pilot plant, enables the Group to
apply the power of digital analytics and Al.

Demonstrating the importance we place
on this area, in 2018, we appointed a Digital
Strategy Manager to establish our global
digital agenda, data/digital strategy and
governance process.

We have also developed a Supply Chain
Management (“SCM”) 4.0 team and have
initiated the SCM transformation process.
This includes projects which are focused on
digitalisation and Al to drive optimisation of
our entire supply chain.

Product portfolio

Following the merger, we commenced

a full analysis and review of the Group’s
product portfolio with the aim of unifying,
streamlining and optimising. As a result of
this process, we saw a significant reduction
of active brands and carried out a
streamlining of recipes.

Several successful product roll-outs

were achieved during the Year, including
“Q-mixes”, which were developed to ensure
short delivery times in spite of high plant
loads. Another benefit of these mixes

exists in reducing our consumption of

dead burned magnesia, enabling the
Group to further optimise its supply chain.

The development and optimisation

of reduced- and zero-emission bricks
continued successfully, with the creation
of new recipes as well as the further
optimisation of existing recipes to meet
ever-increasing environmental, health

& safety requirements. In slide gate
mechanics, the successful roll-out of the
“S-Gate” continued with a major focus on
South Americain 2018, thereby securing
the Company'’s patent-protected
technology leadership in slide gate
mechanics and ceramics.

In 2019, product roll-outs will continue
with examples including the introduction
of EAF hearth ramming mixes, produced
in Contagem (Brazil), and doloma-based
bricks, produced in Chizhou (China).

Technical Marketing training

We use innovative training methods to
disseminate knowledge of our product
portfolio both quickly and cost-efficiently
amongst our sales team. These processes
are supported by our dedicated “Academy”
department, within the Technical Marketing
organisation, as well as our e-learning
capabilities.

Recycling

The recycling of used refractory products
is a key strategic initiative for the Group on
the basis of the various benefits it carries.
Firstly, it enables us to secure a supply

of raw materials and therefore reduces

the requirement for their cost-intensive
procurement but also it enables a significant
reduction in energy consumption and CO,
emissions. In addition to this, by recycling
spent refractories, we can reduce the
volume of waste generated as well as
cutting disposal costs. By applying
alternative treatment methods, the
Company is aiming to increase the portion
of Secondary Raw Materials (“SRM”) that
can be recovered from the spent
refractories.

The Company uses over 100,000 tonnes
of recycled materials on an annual basis
and the development of products allowing
a higher SRM content is a priority for us.
2018 saw significant focus on the
development of our recycling strategy

and capabilities and, as part of this, the team
was enhanced during the Year. Our R&D
function developed recipes during the Year
which allowed significantly higher rates

of recycling, while still maintaining the
same functional performance in the final
customer application.

In 2019 we will continue to work in
close collaboration with our customers
to increase the percentage of SRM in
products, whilst retaining or even
improving their performance.
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Operational
review

This operational review gives a
breakdown of performance by
division, as well as providing
some focus on our key growth
markets of India and China.

éé

From a macro perspective, performance
in 2018 can be characterised by the
successful integration of RHI and
Magnesita, which has been managed
well throughout the Year, with minimal
disruption from a customer perspective
from day one and ensuring service
continuity throughout the process.

D Detail on the macro perspective is provided in
the sections below, as well as in the Market
overview section on pages 10 to 13
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Steel
Division

€2,204m

2018 Steel revenue

€522m

2018 Steel gross profit

Our Steel Division provides customers with
a broad range of customised refractory
solutions and services required in steel
production. These include basic and
non-basic mixes and bricks, as well as
machinery, flow control systems and our
solutions offering.

Refractory products used in the steel
industry are considered as consumable
products and therefore their service life
generally does not exceed one year.
They can therefore be classified as a
maintenance investment, with their
demand being correlated to output.

According to the World Steel Association,
global crude steel production increased
by 4.6% t0 1,808.6 Mtin 2018 (+2.5%
excluding China), with increases noted

in all regions except the EU, providing a
positive customer demand backdrop for
the Group’s Steel Division.

72% of total Group revenue was attributable
to the Steel Division in 2018 (2017: 74%"),
amounting to €2,204.3 million, which
represents an increase of 15% on the

1 Pro-forma
2 Comparing against pro-forma 2017
3 Calculated based on 2017 reported figures

previous year?. Gross profit for the Steel
Division was €522.4 million, representing
agross margin of 23.7% (2017: 23.1%3).
Whilst overall there was a gross margin
improvement in 2018, a deterioration was
noted in H2 as a result of some operational
and supply chainissues. The root cause
of these issues has been identified and
improvement plans are in place. We are
confident that they will substantially be
resolved in the current year.

Europe

The Group realised a good level of organic
growth, with revenue of €631.5 million,

in spite of the subdued level of steel
production in Europe and notwithstanding
the plant production challenges

Revenue split by geography

encountered during the Year, whichcanbe @ Europe 29%
characterised by raw material shortages @ North America 4%
and long lead times (especially in dolomite). . =

Asia Pacific 17%

This increase was driven by product

portfolio optimisation with a favourable South America

17%

pricing impact, and also influenced by MEA-CIS

13%

our ability to pass on cost increases. The
Company successfully mitigated long lead
times and production/shipping delays (as a
result of unplanned ex China orders) by
close interdepartmental and customer
cooperation. Furthermore, coordinated
inventory measures were taken to reduce
excessive stock and thereby free up capital
employed without impacting customer
satisfaction with our supply reliability.

Steel production in the EU decreased

by 0.3% to 168.1 Mt. Steel consumption
levelled in H2 2018, according to the
European Steel Association (“Eurofer”),
showing a 2.2% increase at closing when
compared to 2017. High overall levels of
steel consumption and stock building
across the steel distribution chain drove
stable demand during the Year amidst
tensions over US tariffs on European steel
and serious discussions on safeguards and
tariff barriers in response to steel imports
in the region, especially from China and
other Asian producers.

As with North America, we see potential
positive benefits in Europe from the
reopening of the Chizhou plant and
expect 2019 to present a more stable
year in this region.
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Operational review

continued

North America

Strong revenue of €534.6 million was
recorded in 2018, with particularly strong
performance in North America due to
crude steel production rising in the US
and Mexico, but also due to the Group’s
focus on key strategic initiatives, an
enhanced portfolio of products, and
market price adjustments, which
outpaced the cost development.

Given the limited raw material sourcing
options in North America, resulting in

a high reliance on imported goods and
raw materials, this region inevitably saw
challenges in 2018. Customer sentiment
was impacted by supply concerns on
account of raw material developments in
China, which significantly increased prices.
There were specific challenges in 2018 to
fulfil demand for dolomite-based shaped
products, which was impacted by
production capacities and increased
steel pour.

The Group was able to derive benefit from
its strong market position in North America,
driven by its very competitive product and
service offering across the full refractory
portfolio, and also from its high level of
backward integration for imported products
from Europe and South America.

North America demonstrated strong
growth in 2018, particularly when
considering the maturity of the market,
with steel production increasing by 4.1%
t0120.5 Mt. The US saw a particularly high
year-on-year increase of +6.2% to 86.7 Mt,
with key drivers being the Government’s
infrastructure plan, the tariffs escalation
with China and raw material prices.

In March 2018, 25% tariffs were imposed
on steel imports, leading to an increase
in US steel prices and steel customers
announcing new investments (as well as
the recommencement of previously halted
operations). However, as the Year-end
approached, prices began to fall back

to similar levels seen prior to the tariff
implementation. A 10% tariff was also
implemented on imported Chinese
goods in September 2018, which will rise
to 25% absent any future developments.

Capacity utilisation in the US (a key indicator
for the industry) passed the 80%' reference
point and a number of steel producers
initiated investments to ramp up production
capabilities and upgrade facilities as the
economy gained momentum.

Looking forward to 2019, we are encouraged
by customer green- and brownfield projects
as well as the positive impact of increased
steel pour from those operations which
were restarted during the Year. We also
anticipate being in a position to derive

some of the latent benefit from increases

in Chinese raw material pricing that was

not yet fully felt during 2018.

The reopening of the Chizhou plantin
China is expected to free up dolomite
capacity in North American plants from the
end of 2019 onwards, enabling additional
deliveries to customers in the region.

Middle East & Africa (“MEA”),

CIS & Asia Pacific

The Group succeeded in outperforming

the market in India, China and Asia Pacific
in 2018, which itself saw strong steel growth
in all regions. Revenue reported for MEA
and CIS in 2018 was €286.1 million, with
€385.7 million in Asia Pacific, positively
impacted by price increases, with the
strongest improvements being seen in MEA.
The Group contended with the issue of a
limited level of backward integration in a
majority of these regions during the Year;
however, with a steadier raw material

supply flow expected in 2019, a further
improvement in performance is anticipated.

1 The American Iron and Steel Institute
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Strong steel revenues in
2018 of €2,204 million
were underpinned by
positive customer demand.

Steel production in Asia grew by 5.6%

to 1,271.1 Mt. China increased by 6.6%,
with its share of global production rising
from 50.3% to 51.3%. India’s production
increased by 4.9%, overtaking Japan as
the world’s second largest steel producing
country. The Middle East saw a significant
increase in steel production of 11.7% to
38.5 Mt. Turkey decreased slightly to 37.3
Mt. Egypt, Morocco and Algeria increased
steel production by 9.3% to 9.8 Mt2.

Steel production in the CIS remained
largely flat; +0.3% to 101.3 Mt.

Ukraine production decreased by 1.1%
to 21.1 Mt, continuing to be impacted by
political instability and resultant lower
business activity.

The impact of lower steel prices and

higher iron ore production costs at the start
of 2019 is already being noted. Thereis an
increased risk to steel producers in these
regions on the basis of a growing preference
for steel imports from Russia, Ukraine and
China as opposed to utilising local steel
production. Itis specifically likely that
regional EAF plants may suffer.

1 Brazil Steel Institute
2 According to CRU statistics

South America

The Group’s market position in South
America is strong, with a focus on the
solutions model, benefitting from long-
standing customer relationships and driving
value for these customers. Revenue, which
amounted to €366.3 million in 2018, was
negatively impacted by country-wide
industrial action of truck drivers in Brazil

in May as well as the political situation

in Venezuela, which has largely halted
steel production in the country. However,
profitability was increased in 2018 as a
result of improved product mix, better
technical results in performance contracts
as well as merger-related synergies. The
Company encountered some challenges
with its stand-alone installation model in
2018 which negatively impacted on margins
but we expect to generate positive gains in
2019, with a strong focus on a turnaround
of this area.

2018 saw average growth in steel
production, given the maturity of the
market, with an increase of 1.3% in Latin
America to reach 44.3 Mt. Brazil showed
asteady pace in its economic recovery
with steel production reaching 34.7 Mt

in 2018 (+1.1% year-on-year). The domestic
apparent consumption of steel products
in Brazil was 20.6 Mt, an increase of

7.3% over the previous year. Despite the
positive performance of the Brazilian
steel industry in 2018, domestic sales
and apparent consumption still remain
below the levels reached in 2013. Factors
affecting steel consumption in South
Americainclude political uncertainty
latent in Brazil and Colombia due to the
electoral cycle, the financial crisis in
Argentina and the continuing uncertainty
in Venezuela regarding the resumption
of steel production.

The country-wide truckers’ strike in Brazil,
which occurred in May, hindered further
growth in steel sales in the domestic market
in 2018 and the US decision to restrict the
market to steel imports (Section 232),
triggered protectionist escalation on the
part of the other countries, jeopardising
growth in export volumes.

Apparent steel consumption is forecast

to rise by 6.2% to 22.4Mt! on the basis of
optimistic expectations of the new Brazilian
Government measures. Whilst our internal
expectations take into account a certain
level of conservatism, this still has the
potential to drive further steel production
increases in 2019.

We will continue to reinforce the
commercial strategy of our solution-
oriented business in South America,
with a focus on supporting the recovery
of the steel industry.
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Industrial
Division

€8//m

2018 Industrial revenue

€215m

2018 Industrial gross profit

The Industrial Division provides refractory
solutions for the cement, lime, non-ferrous
metals and glass industries as well as the
EEC sectors.

Refractory products for the cement
industries tend to be consumables, with a
replacement period of up to a year. Similar
to those used in the steel industry, they are
considered as maintenance investment,
with demand being correlated to output.

In the non-ferrous metals, lime, glass as
well as the EEC industries, the service life

of refractory products is generally longer.
Refractory investment in these industries is
therefore more project-oriented and subject
to longer replacement cycles, leading to
more volatile demand than that seen in

the steel and cement/lime industries.

With GDP growth in 2018 of 3.7% (of which
c. 3% is relevant to the business), the Group
was able to derive benefit from a healthy
overall industrial demand environment.
Sales to the Industrial Division accounted
for 28% of total Group revenue (2017: 26%0),

1 Calculated on a statutory basis
2 Percentages equal over 100% due to rounding

30

with a revenue of €877.1 million (2017:
€658 million). Gross profit for the Industrial
Division was €214.5 million, representing

a gross margin of 24.5% (2017: 22.5%").

Cement/Lime

Cement/Lime in 2018 amounted to
€321.3 million, driven by price increases
and portfolio optimisation. This segment
constituted 37% of Industrial Division
revenue in 2018 and 10% of overall
Group revenue.

The Company saw a successful turnaround
of its Cement/Lime business during the
Year, with positive effects from the
renegotiation of contract terms being
noted Magnesite and dolomite raw material
availability remained tight in 2018, with
Chinese DBM maintaining high price levels.
In H1, cement continued to be impacted

by long-term contracts and a very high
order level from 2017. Long lead times,
mainly in Europe, also led to delayed
margin improvements. However, the
Company took positive actions to

mitigate these issues, shortening the
impact of price increases by reducing
contracts and price validity, and
concentrating on the most profitable
business areas. From H2 onwards,

price increases were then evident in
improving margins.

2018 was a year of steady refractory

market growth and relative stability for
cement and lime from a global market
perspective, with some significant
variances on a regional basis. China, the
world’s largest cement producer, continued
its focus on environmental improvements
and consequently on reducing mainly
outdated cement capacities. Other
countries, such as Brazil and those in the
near Middle East, can be characterised by
their challenging economic environments,
whereas Eastern Europe, Central Asia and
North America all benefited from significant
increases in demand.

Industrial Division revenue?

@ Cement/Lime 37%
@ Non-ferrous metals 25%
Other process industries 39%

The market demand for lime has been very
stable. However, as a result of fewer projects
in vertical shaft kilns - one of our key market
areas - we saw lower volume and revenue
compared to 2017. Nevertheless, we note an
encouraging projects pipeline and positive
current trend in early 2019. An additional
focus onrotary kilns is also expected to lead
to market growth, mainly in North America.

After the turnaround seen in this business

in 2018, further upside is anticipated in 2019
driven by our ability to fully capture the
positive effects of our backward integration.

Non-ferrous metals

Revenue contribution from the non-ferrous
metals business represented 7% of

the Group’s overall revenue in 2018

and 25% of the Industrial Division, with
strong revenue of €217.2 million in 2018,
outpacing the market, which itself retained
positive dynamics. The business unit
performed well during the Year and saw
the benefit of a number of projects with
long-standing customers.
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After a strong year in 2017, the upwards
price trend of LME-listed base metals
continued at the start of 2018. Following
the implementation of tariffs and the
commencement of international trade
disputes, prices then decreased slightly
with the change in the macro-economic
environment, and the majority closed
2018 down on the previous year.

The business was predominantly driven by
major repairs and standard business with
existing customers. We saw strong orders
from certain customers - with an example
being greater orders than expected from
Kazakhstan'’s ferro alloy industry, which
positively impacted our results.

The positive momentum seen in 2018 is
expected to continue in 2019 and, looking

forward, we see significant opportunities for

the non-ferrous metals business as a result
of the evolution of e-mobility technology.
With the growth of e-vehicles, the
increasing requirement for batteries and
also battery charging infrastructure, the
demand for metals used in this sphere is
likely to increase. The increasing demand
for copper in the e-mobility sector is likely

play a crucial role for new copper capacities

in coming years, on the basis it is needed in
batteries as well as engines and wiring for
e-vehicles and charging infrastructure.
Nickel, platinum and palladium are also
increasingly used in this area. Palladium
(the metal used in catalysts of gasoline
engines) prices gained over 18% in 2018.

Other process industries

Other process industries mainly comprises
glass, EEC and mineral industries. With
revenue of €338.6 million in 2018, this
segment accounted for 39% of the
Industrial Division sales and 11% of the
Company’s overall revenue.

The global demand of refractories for the
glass industry was high in 2018, enabling
us to fully utilise the production capacities
at all of our plants. Customer investments
were strong and, based on our backwardly
integrated portfolio for basic refractories,
we were able to support this trend. Strong
performance was recorded in this section
of the business, mainly driven by pricing.
The Company recorded growth which
outpaced that of the market.

In the first complete business year since
selling the non-profitable fused cast
product line, we were able to compensate
for the loss of fused cast revenue by
focusing on the bonded product portfolio.
Supported by new strategic measures and
alongside a robust pricing strategy the
glass business unit contributed strongly
to the overall business plan, and provided
significant improvements to margins.

In the EEC sector, revenue, shipments

and profitability increased in 2018,

albeit demand for most applications

was relatively flat year-on-year, driven

by volatile oil markets. 2018 saw strong
demand in the pelletising industry, mainly
in the Middle East, as well as an increase in
business with our special waste customers
worldwide. European and CIS demand
was strong throughout 2018. As aresult

of the challenging oil and gas environment
in Canada in 2018, in which a large
proportion of investment projects were
halted, this market saw subdued demand
during the Year.
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The Group derived benefit
from a healthy overall
industrial demand
environment and
recorded industrial
revenues of €877 million.

Opportunities in 2019 include the
further broadening of the product
portfolio, especially with regards to
non-basic products for glass furnaces.
The EEC market saw some positive
impetus at the end of 2018, which is
expected to continue in 2019.

31



STRATEGIC REPORT

RHI MAGNESITA

Operational review

continued

Growth
markets: India

€25Im

2018 India revenue!

1 Includes€6.2 million revenue from

Sri Lanka, Bangladesh, Nepal and Bhutan
Sources: World Steel Association,
JPC/Centrum Research

32

The Group has a strong local presence in
India, with a leading market share, solid
revenue streams and continuous growth.
We operate through two production
facilities and two sales offices and

have long-standing relationships with
blue chip customers.

2018 has seen the Indian steel market
becoming the second largest in the world,
further reinforcing the necessity for our
continued emphasis on this geography.
The Indian Steel Ministry has set a 300 Mt
per annum steel capacity target by the
end of 2030 which underpins the future
of this industry.

Revenue for 2018 amounted to

€251.5 million. In spite of the lack of
greenfield steel manufacturing projects
during the Year, the Group’s Indian
business continued to grow ahead of
steel market growth.

In order to address increased customer
demand, the Company has aligned its
Indian business units to meet requirements.
The Group has also increased capacity
atits operations in certain areas to

address demand. As a result of substantial
restructuring and consolidation in the
Indian steel industry, demand for higher
performance and better quality solutions
has increased - a development which
corresponds well to our strengths as a
Group and enables us to take advantage of
this position, whilst also working to further
strengthen our position in the market in terms
of cost competitive refractory solutions.

India’s steel production and demand

is expected to increase by 5% and 7%
respectively in 2019, backed by growth

in investment in infrastructure and
construction projects, complemented by
strong automotive demand. At present,
the Indian steel industry is running at
78% utilisation rate (current capacity

130 Mt per annum). The demand outlook
for next three to five years is likely to mirror
the current GDP growth rate of 7% (which
should enable India to overtake the UK

in becoming the world’s fifth largest
economy). Ahead of the 2019 general
election it is expected that Government of
India may take measures to boost overall
sentiment in the upcoming fiscal budget.

Consolidating and
strengthening our
Indian presence

By maximising our operational and SCM
excellence, we are working to optimise

our production footprint in India. In 2018,
we commenced the reorganisation of our
structure to combine three separate legal
entities, all with specific areas of focus and
expertise, thereby enhancing the business
and operational synergies via the pooling of
management expertise, technologies and
other resources between the businesses.

Orient Refractory Limited previously
concentrated on special refractory

products (such as flow control solutions)

and mainly sold to small steel manufacturing
companies, whereas RHI India P Ltd dealt in
basic refractories and lining business and
supplied to large steel manufacturers, and
lastly RHI Clasil P Ltd concentrated on
non-basic refractories (alumina bricks).

The combined business, which is
underpinned by the expertise and
experience of RHI Magnesita, creates a
larger asset base in India, and importantly
provides customers with one single
refractories solutions platform. This has
made the business more relevant and better
aligned with the larger steel manufacturers.

The Indian steel industry is undergoing
consolidation, which is expected to
underpin its strength but also to provide a
higher market share for industry leaders. As
acombined group in India, RHI Magnesita’'s
business here will be in a strong position to
benefit from this consolidation on the basis
of the breadth of the combined organisation
as well as its long-standing relationships
with these market-leading customers.
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Growth
markets: China

€166m

2018 China revenuet

In order to develop and advance our
position in the key growth market of

China, we implemented a new business
plan and built up a stronger, locally-focused
management team as part of a ‘China for
China’ strategy developed in 2018.

We have been able to grow our market
presence here as a result of the newly
developed team, our tailor-made products
for China, increased capacities, enhanced
inventory management abilities and an
overall strong local focus on this geography.
Demonstrating our focus in 2018, revenue in
China amounted to €165.8 million*in 2018.

Cognisant of the unique nature of the
Chinese market, our new R&D team

has developed specific, strategic and
environmentally friendly productsin
cooperation with key customers.

The team also collaborates with local
universities and organisations. In addition
to this, we have carried out significant
efforts to increase our brand awareness
in China and have implemented the
Group's first Virtual Reality (“VR”) project
here. This involved developing a VR video
of our fired magnesia brick operation in
Dalian to demonstrate this modern and
high-tech manufacturing site to our
customers around the globe. Itisan
effective way of providing them with an
overview of the operation, demonstrating
the Group'’s technology leadership as
well as enhancing the awareness of our
brand worldwide.

1 Includes €0.1 million revenue from
Hong Kong and Macau

Successful projects carried out in
2018 included:

¥ The ramp up of the Group’s brick plant
in Chizhou, which is being conducted in
atwo phased process. Phase one is on
track, with trial production currently
underway and our first sales coming
onto the market in early 2019;

¥ Silo project: This project o ers greater
flexibility in the production of carbon
bonded magnesia bricks for the domestic
market (previously production from the
carbon bonded magnesia bricks site was
predominantly exported). The Group
now has three sites in Dalian.

¥ |SO extension at Dalian sites: The
Company is developing technology in
the sphere of ISO bricks to enable it to
achieve higher growth than the market.
We are investing in additional capacity
at the ISO site to enable shipping to the
domestic market.

Given our local expertise in China, we are
able to adapt and strengthen our business
to overcome market challenges and adapt
to trends. As an example of this, we have
reorganised and widened the breadth of
the Chinese steel department. Against

the backdrop of a challenging automotive
industry, we still see good opportunities in
the steel sector. In addition to the increasing
demand for SUV and MPVs (which consume
more steel in their production), we are also
seeing strong demand for new energy
vehicles (“NEV”), with the overall sales of
NEV increasing 68% year-on-year for the
January to November period.

We also see significant opportunities

with the shift to EAF steel plants and

the consequent refractory demand.
Automation is a key focus in the Chinese
market and we are therefore concentrating
on creating solutions which will enable our
customers to increase the quality of their
products, whilst lowering energy and
production costs.

With the increasingly strict environmental
policy in China, recycling will play a key role
in our strategy for 2019 and, benefitting
from our local expertise and market access,
we are targeting our R&D work on creating
‘China for China’ products with increased
use of SRM.

Chizhou - our
strategy in action

Our investment in the Chizhou mining
and brick plant assets in 2018 marked
another important strategic step towards
improving our competitiveness and
supply security in the medium term.

By increasing our level of raw material
integration, we can improve our unique
position in the industry and offer our
customers in Asia shorter lead times.
We will also have additional dolomite-
based capacity for customers in North
America, Europe and Asia.

The Chizhou site includes an extensive
dolomite mine and raw material
production site, as well as facilities for
high-quality dolomite-based finished
products. After the completion of the
investment towards the end of 2019,
the Company will be able to offer a
fully backward-integrated dolomite
source in each of our key global regions.

The project is being conducted in a two
phased process. Phase one is on track,
with trial production currently underway
and our first sales coming onto the market
in early 2019.
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Independent
auditor’s report
continued

Key audit matter

Our audit work and observations

Implementation of IFRS 15, the new revenue standard
Refer to note 2, 8, 10, 35 and 50 of the consolidated
financial statements

As described in note 2, 8 and 10 of the consolidated financial statements
the Group has adopted IFRS 15 Revenue from Contracts with Customers.
The application and adoption of this accounting standard is complex.
IFRS 15 establishes a comprehensive framework for determining whether,
how much and when revenue is recognised.

The Group has applied the modified retrospective approach and has
recognised the cumulative effect of initial application as an adjustment
to the opening balance of retained earnings as per 1 January 2018. The
Group applies several practical expedients in its implementation.

In relation to the recognition of revenue under IFRS 15 the Group has to
apply judgementin multiple areas, such as when control over refractory
products passes to the customer, bundling of contracts, identifying
performance obligations and allocating the transaction price to these
performance obligations and whether revenue should be recognised ata
pointin time or over time.

As aresult, we consider the adoption and implementation of IFRS 15 a key
audit matter.

We performed inquiries of Management to obtain an understanding of the process for the
revenue recognition under IFRS 15.

We evaluated the design and technical implementation of the processes of the Group,
surrounding the implementation and recording adjustments arising from the adoption of IFRS 15.

We have obtained a schedule of contract types with the underlying master agreements for the
Group. We evaluated the accuracy and completeness of the contract types in the schedule,
including the technical implementation thereon, based on our knowledge of the Group

and experience of the industry in which it operates. We analysed the existing contracts with
customers and considered the Group’s revenue recognition policies in respect of those revenue
streams. We evaluated the judgement applied by the Group, in particular with respect to when
control over refractory products passes to the customer, bundling of contracts, identifying
performance obligations and allocating the transaction price to these performance obligations
and whether revenue should be recognised at a point in time or over time.

We obtained a schedule of the cumulative effect and adjustments as at 1 January 2018 and for
the current year and evaluated the completeness and mathematical accuracy of the schedule
by assessing whether the schedule of adjustments is complete and reflects appropriate
consideration for the changes in the revenue accounting under IFRS 15. We have performed
substantive testing in order to verify that the accounting for the revenue transactions are
appropriately reflecting the revenue recognition policies in line with IFRS 15.

Furthermore, we have assessed the adequacy of the related (IFRS 15) disclosures in the financial
statements. Our audit procedures did not indicate material findings with respect to the application
of IFRS 15 and disclosures thereto.
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Report on the other information included in
the annual report

In addition to the financial statements and our auditor’s report
thereon, the annual report contains other information that
consists of:

¥ the section strategic report;
¥ the section governance;

¥ the other information pursuant to Part 9 of Book 2 of the Dutch
Civil Code.

Based on the procedures performed as set out below, we conclude
that the other information:

¥ s consistent with the financial statements and does not contain
material misstatements;

¥ contains the information that is required by Part 9 of Book 2 of
the Dutch Civil Code.

We have read the other information. Based on our knowledge and
understanding obtained in our audit of the financial statements or
otherwise, we have considered whether the other information
contains material misstatements.

By performing our procedures, we comply with the requirements of
Part 9 of Book 2 of the Dutch Civil Code and the Dutch Standard
720. The scope of such procedures was substantially less than the
scope of those performed in our audit of the financial statements.

The directors are responsible for the preparation of the other
information, including the directors’ report and the other
information in accordance with Part 9 of Book 2 of the Dutch Civil
Code.

Report on other legal and regulatory
requirements

Our appointment

We were appointed as auditors of RHI Magnesita N.V. by the
supervisory board following the passing of a resolution by the
shareholders at the annual meeting held on 4 October 2017. Our
appointment has been renewed annually by shareholders
representing a total period of uninterrupted engagement
appointment of 2 years.

No prohibited non-audit services

To the best of our knowledge and belief, we have not provided
prohibited non-audit services as referred to in Article 5(1) of the
European Regulation on specific requirements regarding statutory
audit of public-interest entities.

Services rendered

The services, in addition to the audit, that we have provided to the
Company and its controlled entities, for the period to which our
statutory audit relates, are disclosed in note 59 to the consolidated
financial statements.

Responsibilities for the financial statements
and the audit

Responsibilities of the executive directors for the
financial statements
The executive directors are responsible for:

¥ the preparation and fair presentation of the financial statements
in accordance with EU-IFRS and with Part 9 of Book 2 of the
Dutch Civil Code; and for

¥ such internal control as the executive directors determine is
necessary to enable the preparation of the financial statements
that are free from material misstatement, whether due to fraud
or error.

As part of the preparation of the financial statements, the executive
directors are responsible for assessing the Company'’s ability to
continue as a going concern. Based on the financial reporting
frameworks mentioned, the executive directors should prepare the
financial statements using the going-concern basis of accounting
unless the executive directors intend either to liquidate the
company or to cease operations, or have no realistic alternative but
to do so. The executive directors should disclose events and
circumstances that may cast significant doubt on the Company’s
ability to continue as a going concern in the financial statements.

The board of directors is responsible for overseeing the Company’s
financial reporting process.

Our responsibilities for the audit of the financial statements
Our responsibility is to plan and perform an audit engagementin a
manner that allows us to obtain sufficient and appropriate audit
evidence to provide a basis for our opinion. Our audit opinion aims
to provide reasonable assurance about whether the financial
statements are free from material misstatement. Reasonable
assurance is a high but not absolute level of assurance, which
makes it possible that we may not detect all misstatements.
Misstatements may arise due to fraud or error. They are considered
to be material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of
users taken on the basis of the financial statements.

Materiality affects the nature, timing and extent of our audit
procedures and the evaluation of the effect of identified
misstatements on our opinion.

A more detailed description of our responsibilities is set out in the
appendix to our report.

Amsterdam, 26 March 2019

PricewaterhouseCoopers Accountants N.V.
E.M.W.H. van der Vleuten RA MSc
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Appendix to our auditor’s report on the financial
statements 2018 of RHI Magnesita N.V.

In addition to what is included in our auditor’s report, we have
further set out in this appendix our responsibilities for the audit of
the financial statements and explained what an audit involves.

The auditor’s responsibilities for the audit of the

financial statements

We have exercised professional judgement and have maintained
professional scepticism throughout the audit in accordance with
Dutch Standards on Auditing, ethical requirements and
independence requirements. Our objectives are to obtain
reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or
error. Our audit consisted, among other things of the following:

¥ |dentifying and assessing the risks of material misstatement of
the financial statements, whether due to fraud or error, designing
and performing audit procedures responsive to those risks, and
obtaining audit evidence thatis su cient and appropriate to
provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the intentional
override of internal control.

¥ Obtaining an understanding of internal control relevant to the
audit in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an
opinion on the e ectiveness of the Company’s internal control.

¥ Evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates and related
disclosures made by the executive directors.

¥ Concluding on the appropriateness of the executive directors’
use of the going-concern basis of accounting, and based on the
audit evidence obtained, concluding whether a material
uncertainty exists related to events and/or conditions that may
cast significant doubt on the Company’s ability to continue as a
going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditor’s report to the
related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the
date of our auditor’s report and are made in the context of our
opinion on the financial statements as a whole. However, future
events or conditions may cause the company to cease to
continue as a going concern.

¥ Evaluating the overall presentation, structure and content of the
financial statements, including the disclosures, and evaluating
whether the financial statements represent the underlying
transactions and events in a manner that achieves fair
presentation.
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Considering our ultimate responsibility for the opinion on the
consolidated financial statements, we are responsible for the
direction, supervision and performance of the group audit. In this
context, we have determined the nature and extent of the audit
procedures for components of the Group to ensure that we
performed enough work to be able to give an opinion on the
financial statements as a whole. Determining factors are the
geographic structure of the Group, the significance and/or risk
profile of group entities or activities, the accounting processes and
controls, and the industry in which the Group operates. On this
basis, we selected group entities for which an audit or review of
financial information or specific balances was considered
necessary.

We communicate with the board of directors regarding, among
other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in
internal control that we identify during our audit. In this respect, we
also issue an additional report to the audit committee in accordance
with Article 11 of the EU Regulation on specific requirements
regarding statutory audit of public-interest entities. The information
included in this additional report is consistent with our audit opinion
in this auditor’s report.

We provide the board of directors with a statement that we have
complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.

From the matters communicated with the board of directors, we
determine those matters that were of most significance in the audit
of the financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s
report unless law or regulation precludes public disclosure about
the matter or when, in extremely rare circumstances, not
communicating the matter is in the public interest.



RHI MAGNESITA

ANNUAL REPORT 2018

Alternative performance
measures (“APMSs”)

APMs used by the Group are reviewed
below to provide a definition and
reconciliation from each non-IFRS
APM to its IFRS equivalent, and to
explain the purpose and usefulness

of each APM.

In general, APMs are presented externally to meet investors’
requirements for further clarity and transparency of the Group’s
underlying financial performance. The APMs are also used
internally in the management of our business performance,
budgeting and forecasting.

APMs are non-IFRS measures. As a result, APMs allow investors
and other readers to review different kinds of revenue, profits and
costs and should not be used in isolation. Commentary within the
Annual Report, including the Financial Review, as well as the
Consolidated Financial Statements and the accompanying notes,
should be referred to in order to fully appreciate all the factors that
affect our business. We strongly encourage readers not to rely on
any single financial measure, but to carefully review our reporting
inits entirety.

Adjusted pro-forma results at a constant currency

Whilst the merger became effective on 27 October 2017, the
adjusted pro-forma results were prepared as if the combined
Group had existed since 1 January 2017. The pro-formaresults
are, where appropriate, adjusted to reflect the purchase price
allocation (“PPA”) related to the acquisition of Magnesita and
other adjustments. This measure provides an estimation of the
historical financial performance of the current Group structure.

Given the changes in capital structure arising from the acquisition
of Magnesita, the historical interest, tax and dividend charges are
not deemed to be meaningful. As a result, adjusted pro-forma
results have only been provided down to EBITA.

Figures presented at constant currency represent 2017 amounts
retranslated to average 2018 exchange rates.

EBITA
EBIT, as presented in Consolidated Statement of Profit and Loss,
excluding amortisation and impairments.

EBITDA
EBIT, as presented in Consolidated Statement of Profit and Loss,
excluding depreciation, amortisation and impairments.

Adjusted EBITDA and EBITA

To provide further transparency and clarity to the ongoing,
underlying financial performance of the Group, adjusted
EBITDA and EBITA are used. Both measures exclude other
income and expenses as presented in Consolidated Statement
of Profit and Loss.

Adjusted earnings per share (“EPS”)

Adjusted EPS is used to assess the Company'’s operational
performance per ordinary share outstanding. It is calculated using
adjusted EBITA (as described above) and removes the impact of
foreign exchange effects, amortisation, restructuring expenses,
one-off non-cash expenses related to the refinancing of the
legacy debt, and other non-cash financial income and expenses
that are not directly related to operational performance.

Operating cash flow and free cash flow

Alternative measures for cash flow are presented to reflect

net cash inflow from operating activities before certain items.
Free cash flow is considered relevant to reflect the cash
performance of business operations after meeting the usual
obligations of financing and tax. It is therefore measured before
all other remaining cash flows, being those related to acquisitions
and disposals, other equity-related and debt-related funding
movements, and foreign exchange impacts on financing and
investing activities.

Working capital

Working capital and intensity provides a measure how efficient

the Company is in managing operating cash conversion cycles.
Working capital is the sum of manageable working capital,
composed of inventories, trade receivables and trade payables

and other receivables and payables. Working capital intensity is
measured as a percentage of last three months annualised revenue.

Net debt

We present an alternative measure to bring together the various
funding sources that are included in the Consolidated Balance
Sheet and the accompanying notes. Net debt is a measure defined
in the Group’s principal financing arrangements and reflects the net
indebtedness of the Group and includes all cash, cash equivalents
and marketable securities; and any debt or debt-like items.
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