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Fitch Downgrades thyssenkrupp to 'BB-'; Outlook Stable
Fitch Ratings - Warsaw - 04 March 2020:

Fitch Ratings has downgraded thyssenkrupp AG's (TK) Long-Term Issuer Default Rating (IDR) to 'BB-' from
'BB+' and removed it from Rating Watch Negative (RWN). The Outlook is Stable. Fitch has simultaneously
downgraded the senior unsecured notes' rating to 'BB-' from 'BB+'.

The rating actions reflect the weakening of TK's business profile as a result of the announced disposal of
the profitable Elevator Technology (ET) business (expected to be closed by the end of the 2020 fiscal year)
coupled with the expectation that following the disposal, the company's underlying cash generation is likely
to be weak in the short to medium term.

The ratings are supported by the company's strong liquidity profile, which will receive a material boost from
the EUR17.2 billion sale proceeds of the ET business, and will allow TK to reduce its financial liabilities and
provide adequate time to restructure its underperforming businesses and return them to adequate and
sustainable profitability levels. The strong liquidity position mitigates the execution risk related to the
restructuring plans and underpins the Stable Outlook.

Fitch expects that over the medium term, the company is likely to successfully implement its efficiency
improvement measures, which should support sustainable cash flow generation. Together with the short-
term structural reduction in financing and pension-related costs stemming from the ET disposal, this could
lead to cash-flow based profitability measures being restored to levels commensurate with the 'BB' category
over the coming three to four years.

Key Rating Drivers

Weaker Business Profile: Disposing of its ET unit significantly weakens the group's business profile as it
leaves TK exposed to the lower margin and more cyclical materials and automotive businesses. ET is the
largest contributor of operating cash flows to the group, with EBIT margins consistently above 11%. The
remainder of the company will see weak cash flow generation and likely weak margins, at least in the near
term, until there is a successful turnaround amid restructuring initiatives.

ET Divestment to Reduce Debt: We understand that management's priority is to use a significant portion of
the ET division EUR17.2 billion sale proceeds to repay debt, strengthening the group's weak balance sheet.
We expect TK to reduce short-term debt immediately and the remaining debt as it matures. We also expect
TK to fund a material share of its pension liability, significantly alleviating the sizeable related annual cash
outflow. The remaining proceeds will provide sufficient cash to restructure and turnaround the rest of the
businesses.

Negative FCF: TK's free cash flow (FCF) generation has been subdued over the past several years, as
evidenced by accumulated negative FCF of around EUR3 billion over 2016-2019. We expect the negative
FCF trend to continue over the short to medium term, with a gradual reduction in cash burn as
macroeconomic conditions improve and TK successfully implements its restructuring plans.

Execution Risk Over Restructuring: The group's management has announced a restructuring programme,
aiming to cut around 4% of the global workforce, equating to around 6,000 jobs (500 already cut in 1Q20),
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adopt leaner corporate headquarters and focusing on improving the remaining businesses and particularly
the underperforming Springs & Stabilizers, Heavy Plates and System Engineering units.

We believe that these measures could support a sustainable improvement in operating cash flow
generation, but this will be only achieved through sizeable cash costs to cover the restructuring programme.
Although we view TK's liquidity as adequate to cover any restructuring expenses, we note the related
execution risks.

Further Strategic Reviews: We understand that TK is reviewing its investment needs across the remaining
business units. Steel Europe and Material Services may seek consolidation options on a smaller scale,
while TK may pursue a different ownership structure for its Automotive Technology, Industrial Components
or Marine Systems (MS) units. We understand that strategic alternatives could entail partnerships or the
sale of stakes.

More recently, management announced that it is in the process of signing NDAs seeking to divest part or
the whole Plant Technology unit. Partial divestiture of the segments, divestiture with subsequent debt
reduction, or strategic restructuring efforts could have a positive impact on the company's leverage and
overall credit profile. However, we note that these alternatives are only at the early stages. We would
assess the impact of any transaction as it occurred.

Weakened Capital Goods Performance: TK has been significantly affected by unfavourable macroeconomic
factors over recent years. Softer demand for auto components, concerns over international trade conflicts,
loss-making projects in the Plant Technology and MS Units weigh on the group's thin cash flow generation.
Fitch projects weaker operating cash flows this year amid weakening business environment and
increasingly limited visibility following the Covid-19 outbreak.

Materials Businesses Underperforming: Lower volumes, sluggish demand, depressed steel prices and
higher raw material costs have affected the group's operating cash flows. Fitch expects global iron ore
supply to recover in 2H20, which should reduce TK Materials Services costs. However, Fitch expects that
weak demand and the continued spread of Covid-19 will provide limited headroom for steel prices to grow.

Derivation Summary

TK's rating reflects its relatively good business profile with a more diversified business profile than steel-
focused peers, in particular closest peer ArcelorMittal S.A. (BBB-/Negative), stemming from its capital goods
businesses, which provide more earnings stability. This compares with ArcelorMittal's greater scale, more
geographic diversification, vertical integration into raw materials (iron ore) and stronger credit metrics,
notably a more resilient FCF margin and lower funds from operations (FFO) adjusted gross leverage.

Conversely, TK has greater exposure to volatile steel earnings, a greater fixed cost base and lower
production flexibility 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 derived from stable
servicing and maintenance.

Key Assumptions

Fitch's Key Assumptions Within Our Rating Case for the Issuer

- EBITDA declining to about 60% in pro-forma 2020, reflecting deconsolidation of ET and weakening
operating performance from the rest of the businesses; around 65% EBITDA increase in 2021 from the prior
year's trough supported mainly by restructuring efforts and marginal markets improvements
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- EUR17.2 billion of ET divestment proceeds in 2020

- Significant funding of the company's pension liabilities in 2020

- Debt reduction throughout the rating horizon, in line with debt maturity schedule

- Resumption of dividends payments in 2021

RATING SENSITIVITIES

Developments That May, Individually or Collectively, Lead to Positive Rating Action

- Improvement and stabilisation of cash generation leading to FFO and FCF margins above 6% and 1%,
respectively, on a sustainable basis

- FFO adjusted gross leverage below 4.5x on a sustained basis

Developments That May, Individually or Collectively, Lead to Negative Rating Action

- FFO margin below 3% on a sustainable basis

- Lack of tangible progress in improving the FCF generation capacity resulting in negative FCF on a regular
basis

- Material deterioration in the company's liquidity position

- Failed restructuring measures resulting in FFO adjusted gross leverage above 5.5x after FY21 on a
sustained basis

Liquidity and Debt Structure

Strong Liquidity: As of 31 December 2019, TK had about EUR5.1 billion of liquidity, consisting of EUR2.1
billion of readily available cash and EUR3 million of undrawn committed credit lines, of which EUR2 billion
matures in March 2021. Liquidity is also supported by the company's EUR3 billion commercial paper
programme (EUR1 billion used at end-December 2019) and the group's strong history of tapping the capital
markets on a regular basis, most recently in September 2019 when it issued a EUR1 billion bond with a
term of 3.5 years and a coupon of 1.875%.

Available liquidity sources provide ample headroom to cover short-term financial debt, capex and working
capital requirements. EUR17.2 billion of ET divestment cash will significantly bolster liquidity once the
company receives the proceeds by the end of this fiscal year. However, expected negative FCF over the
rating horizon will continue to burden TK's liquidity.

Summary of Financial Adjustments

Summary of Financial Adjustments

Fitch has adjusted balance-sheet debt at end-September 2019 by including the utilised amount of the
factoring programme of around EUR2 billion.
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Fitch has adjusted cash in the amount of EUR500 million which we treat as not readily available for debt
repayment because of seasonal working-capital swings.

Fitch adjusted debt as at end-September 2019 by capitalising the annual operating lease expense of
EUR218 million using a multiple 8x.

ESG Considerations

ESG issues are credit neutral or have only a minimal credit impact on the entity(ies), either due to their
nature or the way in which they are being managed by the entity(ies).  For more information on Fitch's ESG
Relevance Scores, visit www.fitchratings.com/esg.
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verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
engineering reports, legal opinions and other reports provided by third parties, the availability of
independent and competent third- party verification sources with respect to the particular security or in the
particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and reports should
understand that neither an enhanced factual investigation nor any third-party verification can ensure that all
of the information Fitch relies on in connection with a rating or a report will be accurate and complete.
Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to
Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch
must rely on the work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings
and forecasts can be affected by future events or conditions that were not anticipated at the time a rating or
forecast was issued or affirmed. 
The information in this report is provided "as is" without any representation or warranty of any kind, and
Fitch does not represent or warrant that the report or any of its 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 of Fitch and no
individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address
the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not
engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified 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, verified 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 filed 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 efficiency 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
financial 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.fitchratings.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.
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The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to
credit rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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