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RATING ACTION COMMENTARY

Fitch Af�rms thyssenkrupp at
'BB-'; Outlook Stable
Fri 18 Feb, 2022 - 7:51 AM ET

Fitch Ratings - Warsaw - 18 Feb 2022: Fitch Ratings has af�rmed thyssenkrupp AG's

(TK) Long-Term Issuer Default Rating (IDR) of 'BB-' with a Stable Outlook. Fitch also

af�rmed TK's senior unsecured notes' rating of 'BB-' with a Recovery Rating of 'RR4'.

The ratings of TK re�ect its low, albeit improving, and vulnerable cash �ows, which are

counterbalanced by its strong liquidity position, a conservative capital structure and a

well-diversi�ed business pro�le.

The extensive measures taken by TK in recent years to restructure and / or sell off loss-

making or under-performing businesses are yielding result, with core operating

earnings and free cash �ow (FCF) improving materially over the past 12 months. Fitch

expects these improvements to continue in the short term, which, if accomplished, will

likely lead to positive rating momentum.

KEY RATING DRIVERS

Improving Earnings and Cash Generation: Fitch expects improvements in TK's

underlying earnings and FCF since 2020 will likely continue in the short-to-medium

term to levels that may be strong for the rating. In �nancial year to September 2021,

EBITDA and funds from operations (FFO) margins rose to 4% and 2.1%, respectively,

from negative levels in the prior year, and we believe that they could rise to around 6%

and 4%, respectively, in the short-to-medium term. FCF, which has been negative for the

past four years, is expected to be around break-even in FY22 before gradually rising to

around 1% of revenue in the medium term.

https://www.fitchratings.com/
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Cash Flows Remain Vulnerable: While the restructuring programme and extensive

asset disposals are expected to lead to a long-term structural improvement in cost,

expected improvement in margins is also highly reliant on steel price spreads remaining

high and broadly favourable market dynamics in the sectors to which TK is most

exposed to, such as automotive. Furthermore, threats to margins in the short term are

also evident from bottlenecks in the global supply chain and the in�ationary

environment related to, for example, energy and transportation prices, the pass-

through of which is often delayed or partial.

Strong Capital Structure Sustainable: TK has a very strong balance sheet for the rating,

as re�ected by a net cash position and low debt of around EUR4 billion at end-1QFY22.

Cash proceeds from the 2020 sale of its elevator business were used to fund

considerable cash burn during the restructuring period and to repay a large portion of

existing debt. We believe the former has now ended, while future debt maturities are

likely to be re�nanced as the company has likely achieved its targeted capital structure.

This means that �nancial �exibility, coupled with expected gross EBITDA and funds

from operations (FFO) gross leverage of around 2x at end-FY22, will strongly support

positive rating momentum in the near term.

Steel Business Improvement Key: Pro�tability at TK's steel division, which accounts for

about a quarter of total revenue, has been improving since 2020 due to high steel prices

and considerable cost reduction. Its adjusted EBIT margin improved to 4.7% in 1QFY22,

from 1.3% in FY21, and may gradually rise to the division's target of around 6% - 7% in

the medium term, unless global steel prices see a sharp decline.

The steel division remains under strategic review by management, and any partial or full

divestment will likely have a rating impact, although Fitch's rating case at present does

not include any change to the ownership of this business.

Conservative Cash Deployment: Fitch expects management to maintain their

conservative approach to cash deployment in the short-to-medium term regardless of

FCF improvement. This includes our assumption that when TK reinstates dividend

payment it is likely to be at a moderate level that will not place pressure on liquidity. We

expect capex to remain at materially above depreciation levels in the next four years as

key modernisation is carried out, especially in the steel business, but for overall capex

and working-capital discipline to be maintained over the medium-to-long term.

Asset Disposals Gaining Pace: TK has made signi�cant progress in exiting businesses

that it no longer wants to own, grouped under the multi tracks segment, which reported

cumulative EBIT losses of close to EUR900 million in FY20 and FY21. At end-1QFY22,

TK had signed commitments to sell or close more than half of these businesses (by
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revenue). While the cash consideration from these disposals is unlikely to be signi�cant,

these sales should materially aid �nancial results, improve the overall business pro�le

and increase management's focus on the remaining operations.

DERIVATION SUMMARY

TK's rating re�ects a strong business pro�le with more diversi�ed operations than steel-

focused peers - in particular, the company's closest peer ArcelorMittal S.A.

(BBB-/Stable). This re�ects TK's capital goods businesses, which provide more earnings

stability. ArcelorMittal is larger and more geographically diversi�ed, vertically

integrated into raw materials (iron ore) and has stronger credit metrics, notably a more

resilient FCF margin and lower FFO gross leverage.

Conversely, TK has greater exposure to volatile steel earnings, a larger �xed-cost base

and lower production �exibility than capital-goods peers, including KION GROUP AG

(BBB/Stable) and Atlas Copco AB (A+/Stable). These peers also have a greater

proportion of total group sales from stable servicing and maintenance.

KEY ASSUMPTIONS

- Low double-digit revenue growth in FY22 from continuing operations driven by the

European steel division, followed by low single-digit growth for the next three years

- EBITDA margin rising to over 6% in FY22 and remaining broadly stable to FY24, as a

result of improvement in the operating cost structure, the disposal of under-performing

businesses and a stabilisation of the global economic environment

- Although TK is contemplating a separation of Steel Europe, we assume no divestment

or deconsolidation of the European steel business in the short-to-medium term

- Capex at around 4% - 4.5% of revenue per annum in the short-to-medium term

- No dividend payments in the short-to-medium term, due to uncertain timing of the

potential reinstatement of dividend

- All maturing debt to be re�nanced

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

- EBITDA margin above 8%
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- FFO margin above 6%

- FCF margin above 1%

- EBITDA/gross leverage below 2.5x

- FFO gross leverage below 3.5x

Factors that could, individually or collectively, lead to negative rating action/downgrade:

- EBITDA margin below 5%

- FFO margin below 3%

- Negative FCF on a sustained basis

- Failed restructuring measures resulting in EBITDA/gross leverage and FFO gross

leverage above 3.5x and 4.5x, respectively, on a sustained basis

- Material deterioration in liquidity

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Non-Financial Corporate issuers have a best-case

rating upgrade scenario (de�ned as the 99th percentile of rating transitions, measured

in a positive direction) of three notches over a three-year rating horizon; and a worst-

case rating downgrade scenario (de�ned as the 99th percentile of rating transitions,

measured in a negative direction) of four notches over three years. The complete span

of best- and worst-case scenario credit ratings for all rating categories ranges from

'AAA' to 'D'. Best- and worst-case scenario credit ratings are based on historical

performance. For more information about the methodology used to determine sector-

speci�c best- and worst-case scenario credit ratings, visit

https://www.�tchratings.com/site/re/10111579.

LIQUIDITY AND DEBT STRUCTURE

Strong Liquidity: As of end-1QFY22, TK had around EUR7.8 billion of Fitch-adjusted

liquidity, consisting of about EUR6.2 billion of readily available cash and around EUR1.5

billion of undrawn long-term committed credit lines. Its EUR3 billion commercial paper

programme and history of tapping capital markets on a regular basis also support

liquidity. Although current liquidity is robust, we expect slightly negative FCF to weigh

on TK's liquidity until FY23.

https://www.fitchratings.com/site/re/10111579
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ISSUER PROFILE

TK is a manufacturer of industrial components and a leading European supplier of �at

steel.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable

Criteria.

ESG CONSIDERATIONS

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a

score of '3'. This means ESG issues are credit-neutral or have only a minimal credit

impact on the entity, either due to their nature or the way in which they are being

managed by the entity. For more information on Fitch's ESG Relevance Scores, visit

www.�tchratings.com/esg
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PARTICIPATION STATUS

The rated entity (and/or its agents) or, in the case of structured �nance, one or more of

the transaction parties participated in the rating process except that the following

issuer(s), if any, did not participate in the rating process, or provide additional

information, beyond the issuer’s available public disclosure.

APPLICABLE CRITERIA

Corporates Recovery Ratings and Instrument Ratings Criteria (pub. 09 Apr 2021)

(including rating assumption sensitivity)

Corporate Rating Criteria (pub. 15 Oct 2021) (including rating assumption sensitivity)

Sector Navigators - Addendum to the Corporate Rating Criteria (pub. 15 Oct 2021)

http://www.fitchratings.com/
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APPLICABLE MODELS

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to

criteria providing description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v7.9.0 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND

DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY

FOLLOWING THIS LINK:

HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN

ADDITION, THE FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-

DEFINITIONS-DOCUMENT DETAILS FITCH'S RATING DEFINITIONS FOR EACH

RATING SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS RELATING

TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE

AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT,

CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE,

AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM

THE CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND

SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT

HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE

PROVIDED ANOTHER PERMISSIBLE SERVICE OR ANCILLARY SERVICE TO THE

RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF PERMISSIBLE

SERVICE(S) FOR WHICH THE LEAD ANALYST IS BASED IN AN ESMA- OR FCA-

REGISTERED FITCH RATINGS COMPANY (OR BRANCH OF SUCH A COMPANY) OR

ANCILLARY SERVICE(S) CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR

THIS ISSUER ON THE FITCH RATINGS WEBSITE.
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contents will meet any of the requirements of a recipient of the report. A Fitch rating is

an opinion as to the creditworthiness of a security. This opinion and reports made by

Fitch are based on established criteria and methodologies that Fitch is continuously

evaluating and updating. Therefore, ratings and reports are the collective work product
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security. All Fitch reports have shared authorship. Individuals identi�ed in a Fitch report

were involved in, but are not solely responsible for, the opinions stated therein. The

individuals are named for contact purposes only. A report providing a Fitch rating is

neither a prospectus nor a substitute for the information assembled, veri�ed and

presented to investors by the issuer and its agents in connection with the sale of the

securities. Ratings may be changed or withdrawn at any time for any reason in the sole

discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not

a recommendation to buy, sell, or hold any security. Ratings do not comment on the

adequacy of market price, the suitability of any security for a particular investor, or the

tax-exempt nature or taxability of payments made in respect to any security. Fitch

receives fees from issuers, insurers, guarantors, other obligors, and underwriters for

rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the

applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number

of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or

guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to

US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or

dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name

as an expert in connection with any registration statement �led under the United States

securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,

or the securities laws of any particular jurisdiction. Due to the relative ef�ciency of

electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.  

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds

an Australian �nancial services license (AFS license no. 337123) which authorizes it to

provide credit ratings to wholesale clients only. Credit ratings information published by

Fitch is not intended to be used by persons who are retail clients within the meaning of

the Corporations Act 2001 

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a

Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of

the NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such

are authorized to issue credit ratings on behalf of the NRSRO (see

https://www.�tchratings.com/site/regulatory), other credit rating subsidiaries are not

listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those

subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel

may participate in determining credit ratings issued by or on behalf of the NRSRO.

READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of

the rated entity/issuer or a related third party. Any exceptions follow below.

https://www.fitchratings.com/site/regulatory
https://www.fitchratings.com/site/regulatory
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ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may

be, are endorsed for use by regulated entities within the EU or the UK, respectively, for

regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit

Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be.

Fitch’s approach to endorsement in the EU and the UK can be found on Fitch’s

Regulatory Affairs page on Fitch’s website. The endorsement status of international

credit ratings is provided within the entity summary page for each rated entity and in

the transaction detail pages for structured �nance transactions on the Fitch website.

These disclosures are updated on a daily basis.
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