Ask WORLD STEELDYNAMICS

World Steel Dynamics (WSD) is a leading steel information service in Englewood Cliffs, N.J. WSD's steel expe-
rience, steel database and availability of steel statistics are the principles for performing steel forecasts, studies
and analysis for international clients. WSD seeks to understand how the “pricing power” of steel companies
the world over will be impacted by changes in the steel industry’s structure. To submit your questions for WSD,

e-mail WSD@aist.org.

Q. What does WSD mean when it labels a company a
World-Class Steelmaker?

A. WSD’s “world-class” system was initiated in 2002
when we observed that many steel companies had
enhanced their competitive position, notwithstanding,
and/or because of, the more difficult industry environ-
ment. Even so, investors seemed to be almost universally
negative about the group.

WSD thinks the steel industry contains many well-
managed companies, because those that moved ahead
had to overcome difficult industry conditions from the
late 1970s to 2003. If a company was to be in the “win-
ning” category, it needed to implement many correct
decisions about facilities, market emphasis, and merg-
ers and acquisitions. A World-Class Steelmaker is a com-
pany that is growth oriented, has a culture of excellence
and 1s positioned to win in the future. We like to say that
managements became “age hardened” during these dif-
ficult years (the “Old Continuum”). They learned how to
survive and be good performers in an adverse industry
environment.

In the Old Continuum, pricing conditions tended to
be 70-t0-30 in favor of steel buyers. Since early 2004,
the start of the New Continuum, we think that the odds
have shifted to 30-to-70. WSD observes that many steel
companies seem to be ahead of their customers when it
comes to understanding and employing the strategies to
take advantage of the new realities of the marketplace.

Today, WSD believes many non-Chinese steel compa-
nies are proactive, progressive and engaged in a variety
of actions to steadily improve their competitive position.
Of course, there’s no doubt that the friendlier industry
environment since late 2003 may be hiding some of the
companies’ weaknesses.

While the industry will never be dominated by just
a few global steelmakers, as in the aluminum industry,
it still appears that size has advantages. Many of the
World-Class Steelmakers on our list are large enough to
have a solid, if not dominant, market position in their
home market. The globalization of the steel industry
will offer new chances to engage in alliances and joint
ventures.

In March 2007, after publishing 11 prior “world-class”
reports using our original rating system and/or minor
variations to it, WSD added new categories of ratings,
including: (a) size, (b) location in high-growth markets
and (¢) dominance in mature markets. We also changed
the individual weightings for a number of the other
items. In general, the ratings reward those companies
that: (a) have a proactive management, (b) are expand-
ing capacity and (c) are integrated from raw materials to
downstream products.

In June 2008, we began including rankings for 31
steelmakers from around the world. Their combined
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steel shipments in 2008 amount to  WORLD
606 million tonnes, or 44% of the STEEL
global total of 1,391 million tonnes. DYNAMICS

Q. What are some of the characteristics of a World-
Class Steelmaker?

A. Following is a list of 24 characteristics that we have
identified in winning steel companies:

1. Aggressive, experienced and visionary manage-
ment.

2. Ongoing actions to “leap frog” the competition
using new technologies.

3. Low operating costs.

4. Strong relations with workers. Loyal, skilled and
productive workforce.

5. Strong balance sheet.

6. Niche and high-quality products.

7. Strong customer service orientation.

8. “Pricing power” with large buyers.

9. Ownership of downstream steel-using businesses.

10. Key joint ventures.

11. Makes strong use of computer systems.

12. Some control over their steel scrap situation.

13. Ownership of low-cost iron ore and coking coal
mines.

14. Geographic advantages.

15. Favorable location to serve customers.

16. Economy-of-scale benefits.

17. High-cost, nearby competitors.

18. Low overhead costs.

19. Low price paid for electricity.

20. Sizable year-by-year cost-cutting efforts.

21. High proportion of sales in the home market.

22. Home market prices not principally impacted
by world export prices.

23. Access to funds from outside sources on a favor-
able basis.

24. A critical mass. Larger companies have more
clout and status.

Q. At your June Steel Success Strategies XXIII con-
ference, AK Steel was added to the World-Class
Steelmaker list. Can you elaborate on some of the
reasons behind this addition?

A. AK Steel has been added to WSD’s list of World-Class
Steelmakers, reflecting its extraordinary turnaround
since 2003. The company’s strengths include good equip-
ment, a high-end product mix, low conversion costs, far-
above-average price realizations because of its mix, good
profitability, ongoing cost reduction programs, improved



labor relations and a vastly improved balance sheet. The
company’s weak point is the market prices it is paying for
most of its iron ore and coking coal requirements.

The company has leading market positions in high-
value-added products. It is one of the top producers in
the United States of automotive sheet (although ship-
ping less than before), ferritic (non-nickel-containing)
stainless steel for automotive mufflers and other appli-
cations, and the highest-value-added grades of silicon
electrical steel.

Once it has produced its liquid steel, which is high-
cost because of what it is paying for steelmakers’ raw
materials, AK Steel 1s a low-cost converter of the liquid
steel to finished products. The company typically has
high production per facility, quite good labor productiv-
ity, low rejects and high product quality. It is consistently
rated at the top of its class in product quality according
to independent surveys.

Its operating profit per ton is one of the best among
the U.S. integrated steelmakers.

When Jim Wainscott was appointed president and
CEO in 2003, AK Steel common stock was under $2 per
share; in May 2008, it traded over $73 per share (ver-
sus the June 16, 2008, closing price of $69 per share).
Wainscott, who also served as AK Steel’s chairman of the
board in 2005, has instituted a flat management struc-
ture, with just six other executives running the staff and
operating functions.

The balance sheet is remarkably improved. Legacy
costs for retired workers are sharply down. The annual
legacy cost operating expense has been reduced to about
$16 per ton at present versus about $47 per ton in 2003
(when the price of steel was less than one-half the cur-
rent level).

Interestingly, management has purposely reduced
the share of automotive business because the return
on investment in this business when producing high-
strength automotive sheet, for example, is less than that
for some commodity products.

The company is increasing its silicon electrical steel
capacity to about 344,000 tons per year, improving
its long-term coke availability and cost, and adding to
steelmaking capacity at its Butler, Pa., plant (in order
to largely eliminate its purchases of steel slab, which in
2008 may be 0.5-0.6 million tons).

The company’s labor contract probably provides for
more contracting-out flexibility than some of its com-
petitors, despite new contract negotiations that were
completed in late August 2008. AK Steel also reached an
early agreement on a labor contract expiring in October
2008 at its Ashland, Ky., coke works.

One of AK Steel’s major concerns is that the state of
Ohio 1s showing signs of offering sizable tax incentives
to a potential new Russian-owned greenfield steel plant.
This would not be a plus for the company, given the pos-
sible location of the new plant in south central Ohio.

Management’s next challenges include decisions on
merger and acquisition activity and actions to reduce its
raw material costs. +

— Peter F. Marcus, managing partner, World Steel
Dynamics, pmarcus@worldsteeldynamics.com, (201)
503-0902

— Becky E. Hites, managing partner, World Steel
Dynamics, bhites@worldsteeldynamics.com, (201)
503-0935
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