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P R E S E N T A T I O N 

Operator  

Good morning, ladies and gentlemen, and thank you for standing by. Welcome to today's Umicore Full Year 2018 Conference Call. (Operator 
Instructions) I must advise you that this conference is being recorded today, on Friday, the 8th of February, 2019. 

I would now like to hand the conference over to your speaker today, CEO of Umicore, Marc Grynberg. Please go ahead. 

Marc Grynberg - Umicore S.A. - CEO & Executive Director 

Thank you. Good morning, everyone, and welcome to the presentation of Umicore's performance for 2018. I will first make some comments on 
our strategy and give an overview of our major achievements and then hand over to Filip, who will talk you through the 2018 business performance 
and financials. I will then wrap-up with some overall comments and outlook, before handing the call over to you for any questions that you may 
have. 

Looking at the key figures of 2018, we produced a very strong overall performance with yet another set of record results. Revenues were up by 
17% year-on-year and recurring EBIT up by 29% to exceed EUR 0.5 billion, as we indicated a year ago. We produced revenue and earnings growth 
across all 3 business groups, and our return on capital employed, in a period of intense investments, has increased to 15.4%, above our 15% target. 

These results demonstrate that we have made the right strategic choices, and that our investments are not only laying the foundations for long-term 
growth, they are also creating value today by generating attractive returns. On this basis, and having already reached our initial 2020 targets 2 
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years ahead of schedule, I am confident that we are on track to deliver on our raised ambitions by 2020 as planned, notwithstanding a less favorable 
macroeconomic environment in 2019. 

With this slide, I want to remind you of the ambitions that we defined in our Horizon 2020 strategy. Back in 2015 I said that, by 2020, we would 
have a clear leadership in clean mobility materials and Recycling, that we would double the size of our business in terms of earnings while rebalancing 
the portfolio of activities and that we would turn our pioneering approach to sustainability into a greater competitive edge. I am proud to say that 
we are 2 years ahead of schedule in achieving our strategic goals, which is both rewarding and motivating for all of us at Umicore. 

Our leadership in clean mobility materials and Recycling has been confirmed and market trends have been evermore in our favor. 8 months ago, 
at our Capital Markets Days, I commented that the faster the decline in light-duty diesel, the better that would be for Umicore. Since then, that 
trend has accelerated much more than anticipated. At the same time, our technological edge in the light-duty gasoline and battery materials 
segments has allowed us to win large EV platforms and new business for gasoline engines requiring particulate filters. 

We have also secured emerging fuel cell and battery recycling business, so confirming our unique ability to provide the solutions for all of the 
future drivetrain technologies. Umicore has clearly become the premier materials technology company, enabling the transition to cleaner mobility. 

The recurring EBIT of EUR 514 million in 2018 is above the original 2020 target of doubling the 2014 figure. Early last year, when it became clear 
enough that we could reach this target already in 2018, I also informed you that we had identified an upside potential of some 35% to 45% over 
and above the original ambition, and I'm confident that we will capture this upside in 2020. 

Our portfolio was very clearly rebalanced by the various divestments through to the end of 2017 combined with a focused investment strategy. 
We sold a number of businesses that did not directly contribute to the strategy of clean mobility materials and Recycling and thus typically had a 
lower growth profile. 

Our closed loop model is gaining traction, which goes to show the added value of our sustainability approach. You cannot have massive electrification 
and you cannot deal with the needs of the catalyst industry or fuel cells without  closing the loop and without  recycling all these powertrain elements 
when they reach end-of-life. 

For environmental reasons, and because of the scarcity of the metals that are required for these technologies, our closed loop model is the way to 
go. Without Recycling, scarcity would be a limiting factor and a significant bottleneck to society's aspirations to cleaner mobility, especially in the 
field of rechargeable batteries. 

I am particularly proud that we are the first and only player in the market to be able to offer our Rechargeable Battery Materials customers certified 
materials from a clean and ethical supply chain. As an example of our sustainable sourcing, our OECD compliance global procurement framework 
is covered by third-party assurance. The fact that we're ahead of schedule did not come by sheer luck. While societal and technology trends support 
the choices we made several years ago, our achievement results from a consistent execution of the strategy. 

Consistent execution of investments. For Catalysis, last year, this mainly involved the integration of the recent acquisitions from Haldor Topsoe 
and full ownership of Umicore ORDEG in Korea. In 2019, the focus will be on the expansion in Europe, China and India, following major business 
wins. 

For Energy & Surface Technologies, we reached milestones ahead of schedule with the completion of the EUR 460 million investment plan in China 
and Korea, in a market where time is of the essence. In 2018, we also made a start on the EUR 660 million investment plan for cathode materials 
on greenfield sites in both China and Poland, together with a newProcess Competence Center in Belgium. 

For Recycling, the significant step was the completion of major environmental investments in the Hoboken plant, which has immediately shown 
a significant reduction in emissions. Consistent execution and expansion of the technology innovation roadmap. In 2018, we stepped up our R&D 
efforts and filed 75 new patent families, up 56% on the previous year, while R&D spend increased by 12%. 
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Our innovation roadmap spans the next 20 years and includes both product and process technologies, in particular, 
for Rechargeable Battery Materials and battery recycling. Innovation part includes new cathode and anode materials to increase the performance 
of battery cells, with a focus on increasing energy density to improve driving ranges, while reducing charging times and optimizing cost per kilowatt 
hour. Looking further ahead, we are also investigating solid-state batteries. 

In Catalysis, the development of innovative materials for fuel cells is also gaining in importance. Consistent execution of the strategy also means 
the ability to attract new talent in competitive growth markets such as Korea and China as well as in Belgium for our R&D division and for the 
recycling plant in Hoboken. 

Attracting and retaining talented and visionary employees is one of the major challenges which our thriving and technology-advanced industry 
faces in order to ensure continued innovation. I'm very proud of our people, and consider the success we had in hiring so many skilled people as 
testimony to our relentless effort to make Umicore an attractive place to work and to promote Umicore as a sustainable employer. 

The philosophy around sustainability at Umicore is not only about minimizing our impact on the environment or on the communities surrounding 
our operations. Our sustainability philosophy is about creating a positive impact on society. 

Having already reached our initial 2020 targets ahead of schedule, I'm confident that we are on track to capture in 2020 the upside earnings potential 
of some 35% to 45% over and above the original ambition levels, notwithstanding a less favorable macroeconomic environment in 2019 impacting 
the automotive sector in particular. 

On this slide, I have detailed some of the factors that will influence performance in 2019. For Catalysis, the macroeconomic situation is clearly a key 
factor, with the automotive industry showing a slowdown in sales since the second half of 2018, especially in China. New car sales in Europe are 
impacted, amongst other factors, by the low resale value of the existing diesel fleet. Consumer choices and the pressure to curb emissions will 
determine how far the engine mix will continue to evolve. 

In China, new legislation has been brought forward by a few months in some municipalities. The impact thereof is expected to be limited, though, 
as the vast majority of car and truck models are not ready for the new standard, due to supply chain bottlenecks. We will expand gasoline particulate 
filter production capacity during the year to fulfill  newly qualified volumes. Obviously, overall sales will depend on the macro environment, and it 
remains to be seen if and when consumer confidence will improve and bring buyers back to the dealerships in the various regions. 

For Energy & Surface Technologies, a significant number of new models of electrified vehicles are due to be launched in 2019 using Umicore 
materials. Against this backdrop, we will bring new capacity onstream in China in the second half of the year, and this will support revenue growth. 

In Cobalt & Specialty Materials, we benefited in the first half of 2018 from strong profitability due to particularly high levels of demand across most 
businesses and through a benign cobalt pricing environment. We do not expect this to be repeated in 2019, due to a softer macro outlook and a 
significantly lower cobalt price impacting revenues and margins in cobalt refining, recycling and distribution activities. 

In Recycling, we will combine the regular maintenance of the Hoboken smelter with optimization investments, and this will result in an extended 
shutdown of the plant in the first quarter of the year. Taking account of the impact of this shutdown, we expect processed volumes to be roughly 
in line with the levels reached in 2018. The supply mix is very much in line with that of last year. 

I will now hand over to Filip, who will comment on the financial aspects. 

Filip Platteeuw  - Umicore S.A. - CFO 

Thank you, Marc, and good morning, everyone. The main message on this slide is that we delivered on our ambition to generate record results in 
2018, as first voiced at the time of the capital raise in February of last year. 
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Revenues increased 17%. But, as importantly, earnings grew faster with recurring EBIT and EBITDA up 29% and 23%, respectively, resulting in higher 
margins. This includes a EUR 13 million year-on-year decrease in earnings contribution from our minority stake in Element Six Abrasives, which we 
reported under corporate. 

Now while all 3 business groups contributed to this growth, Energy & Surface Technologies accounted for most of it, already 
representing half of the group's recurring EBIT in 2018. These higher operating results translated into a 22% increase in recurring net profit and a 12% 
increase in recurring earnings per share, which takes into account dilution effect from the new shares issued as part of last year's capital raising. 

Consistently with our policy of distributing a stable and growing dividend, we will propose a gross annual dividend for 2018 of EUR 0.75 per share. 
Finally, return on capital employed rose to 15.4%, as our businesses continue to create substantial shareholder value, even in a period of intensive 
growth investments. 

The next slide illustrates the consistent earnings and margin increase delivered since 2014, which is our reference year for our Horizon 2020 strategy. 
This happened despite the divestment of 4 business units in recent years. In less than 5 years, recurring EBIT doubled and our earnings distribution 
became more balanced, with Energy & Surface Technologies, in 2018, overtaking Catalysis to become Umicore's largest business group in terms 
of earnings, capital employed and headcount. 

Compared to the baseline of 2014, returns have increased substantially and now apply to a much larger capital employed base, resulting in significant 
value creation. As in 2017, we exceeded in 2018 Umicore's 15% return on capital employed target, generating returns for all 3 business groups well 
in excess of our cost of capital. 

Recycling remains a premium return business due to its unique business model and service offering. The increased ROCE for Recycling in 2018 
includes the effects of the divestment of Technical Materials European operations. 

Return on capital employed for Energy & Surface Technologies was well up, and overtook that of Catalysis, despite the 50% increase in its average 
capital employed year-on-year. This underlines that our investments are generating returns almost immediately. The return on capital employed 
for Catalysis includes some anticipated temporary dilution effect owing to recent acquisitions that have yet to deliver their full synergy potential. 
I propose to review the performance per segment in somewhat more detail, and starting with Catalysis. 

In Catalysis, revenues increased by 9%, while recurring EBIT and EBITDA increased by 2% and 6%, respectively. In Automotive Catalysts, growth 
was driven by the heavy-duty diesel business and a higher demand for gasoline catalysts for passenger cars. In heavy-duty diesel, the acquisition 
from Haldor Topsoe contributed and broadened Umicore's technological footprint. In the passenger car segment, Umicore's higher gasoline sales 
more than offset the fast decline in diesel car sales in Europe. 

There was a slowdown in the automotive sector in the second half of the year, particularly in China, where consumer confidence seemed to be 
affected by trade tensions, and in Europe, where the transition to tighter emission legislation caused some certification delays. Against a backdrop 
of a rising proportion of gasoline in the car mix, Umicore has won the largest share of new gasoline platforms requiring particulate filters in Europe 
and in China that will come to market in the coming years. 

Growth in Precious Metals Chemistry was driven by higher sales of active pharmaceutical ingredients and products used in chemical metal deposition 
applications as well as by increasing demand for Umicore's fuel cell catalysts. While still modest in size today, the fuel cell market update has become 
visible, and Umicore is committed to this clean mobility technology. We are well positioned through close collaboration agreements with leading 
OEMs. 

In Energy & Surface Technologies, revenues increased by 44% and recurring EBIT and EBITDA by 82% and 63%, respectively. Step change growth 
in Rechargeable Battery Materials was based on strong demand for NMC cathode materials for transportation applications and a swift ramp-up of 
the new capacity in China and Korea. We also had high year-on-year demand for LCO used in high-energy portable electronics and for NMC materials 
used in energy storage applications. 
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Earnings benefited from scale effects associated with the newly commissioned capacity. As the next expansion phase consists of sizable greenfield 
expansions, 2019 will see higher upfront costs and is not expected to see a repeat of such scale effects. 

Growth in Cobalt & Specialty Materials in 2018 was driven by strong volumes and a supportive price environment in the first half of the year. Now 
these tailwinds gradually subsided in the second half, exacerbated by an accelerated decline in the cobalt price, and these tailwinds are not expected 
to return in 2019. 

The activity level in battery recycling increased as more OEMs confirmed their interest in a closed loop approach, resulting in newly secured recycling 
contracts. Finally, Electro-Optic Materials showed slightly lower revenues, while revenues in Electroplating were stable. 

This next slide illustrates that we are on track to deliver our ambitious EUR 1.1 billion CapEx expansion strategy for Rechargeable Battery Materials. 
The initial expansions in China and Korea, totaling EUR 460 million of CapEx and as announced in April 2016 and in May 2017, followed an accelerated 
schedule. The ramp-up is largely completed, allowing for the 2018 scale effect that I mentioned before. The next investment wave, announced in 
February of last year, was initiated and will trigger significant upfront costs in 2019. Construction is underway on the greenfield site in Jiangmen 
in China, with start of production expected in the second half of 2019. 

Engineering work is ongoing for the greenfield site in Nysa in Poland and construction is due to start in the spring, with commissioning expected 
mid-2020. And we're also in the final engineering phase for the Process Competence Center in Olen, Belgium. 

Moving now to Recycling. Excluding the impact from the sale of the European operations of Technical Materials, Recycling revenues increased by 
6% and recurring EBIT by 12% on a like-for-like basis. Revenues increased for Precious Metals Refining, thanks to higher processed volumes at 
Hoboken, despite the fire incident that occurred in September. 

Metal prices were, on average, somewhat more supportive, while commercial conditions in some segments continue to be impacted by competitive 
pressure. The mix remained broadly unchanged year-on-year. Revenues were stable in Jewelry & Industrial Metals, and they were higher for 
Precious Metals Management. The strong revenues and earnings growth in 2018 results from focused and sustained investments, which are 
embedded in our Horizon 2020 strategy. These investments continued and increased in 2018. 

Capital expenditure amounted to EUR 478 million for the full year, which compares to EUR 198 million in the first 6 months of the year. 2/3 of this 
amount was taken up by Energy & Surface Technologies, and in particular by the capacity expansions in Korea and China for Rechargeable Battery 
Materials. For 2019, we expect a further increase in capital expenditures compared to 2018. 

The increase in cash net working capital seen in the first 6 months of 2018 continued into the second half, reaching EUR 707 million for the full 
year. Again, more than 2/3 of this amount, close to EUR 500 million, was for the account of Energy & Surface Technologies, driven by the volume 
growth in cathode materials and the need to fill the pipeline for newly commissioned production lines. These effects were exacerbated by a 
substantial year-on-year increase in the average cobalt price. The increase in cash working capital in Recycling in 2018 reflects a temporary increase 
in inventories caused by the fire incident in Hoboken. 

Out of this EUR 707 million of working capital increase, the growth in inventories accounted for EUR 764 million, while the net receivables actually 
decreased by EUR 57 million, as trade payables outgrew receivables. Needless to say, that initiatives are on the way to optimize working capital, 
especially in the expanding battery materials value chain. 

The waterfall chart on the next slide shows a roughly stable net financial debt year-on-year, ending 2018 with EUR 861 million. This implies that 
the new capital raised in February of last year funded the net cash flow needs of 2018. The strong growth across the 3 business groups generated 
a record EUR 800 million of operating cash flow, used to fund the increase in net working capital and part of the CapEx. Free operating cash flows 
are expected to be substantially better in 2019. 
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Cash taxes amounted to EUR 127 million and net interest to EUR 32 million, and Umicore paid close to EUR 200 million of dividends in 2018, of 
which EUR 175 million to its shareholders and the remaining EUR 20 million to minorities. Net buybacks amounted to EUR 79 million, while the net 
cash outflow related to acquisitions and divestments amounted to just under EUR 100 million. 

One of the highlights of 2018 in terms of our funding structure was the successful capital increase in February, raising 10% new equity. The net 
financial debt of end 2018 corresponds to very solid credit ratios, maintaining us comfortably within the investment-grade territory. Our net financial 
debt over recurring EBITDA amounts to 1.2x and our gearing ratio to 24%. 80% of net debt consists of fixed rate, medium- and long-term notes, 
leaving our substantial committed syndicated bank loans largely undrawn. Umicore's strong balance sheet and operating cash flow leaves ample 
funding headroom to continue to execute the strategy in 2019 without the need for additional capital. 

Finally in 2018, we accounted for nonrecurring items totaling a net charge on EBIT level of EUR 14 million. Restructuring charges accounted also 
for EUR 14 million and mainly covered the restructuring plan in Brazil that will result in the closure of our industrial activities in 
Guarulhos, and the transfer to our Americana site. These restructuring charges were partly offset by income from other items, including the gain 
on the sale of the European operations of Technical Materials. 

In 2018, we also recognized EUR 6 million of noncash impairments on permanently tied-up inventories, mostly the result of the declining cobalt 
price. Since the 31st of December closing date, the cobalt price continued to substantially decrease, which is a headwind for certain refining and 
recycling operations into 2019. 

And with this, I'd like to hand it back over to Marc. 

Marc Grynberg - Umicore S.A. - CEO & Executive Director 

Thank you, Filip. Before turning to questions, I would like to wrap-up with some concluding remarks from today's presentation. We have reached 
the ambitions that we have set ourselves as part of the Horizon 2020 strategic plan 2 years ahead of schedule, which goes to show that our strategic 
choices and recent investments are paying off. The long-term fundamentals of our business are strong and our growth prospects are exciting, 
notwithstanding current challenges in the macroeconomic environment, which impact the automotive sector in particular. 

We remain on track to capture the upside potential of some 35% to 45% to the original Horizon 2020 ambitions, while maintaining the 15% ROCE 
target at group level. We will make further progress this year in the execution of our growth strategy. However, EBIT growth in 2019 will be tempered 
by the present subdued demand in the automotive and consumer electronics sectors, combined with increased depreciation charges, R&D efforts 
and start-up costs as well as the timing of new capacity. 

As I have mentioned on many occasions, though, we run the company in a way that allows us to pursue our strategic investments and long-term 
research programs regardless of short-term fluctuations in the macro environment, while consistently delivering strong returns to shareholders. 

While acknowledging that 2019 may be challenging in terms of the macroeconomic environment in the automotive market, I can confirm that we 
see unprecedented mid- to long-term value growth in automotive catalysts as tighter emission nodes are introduced in several regions, as explained 
last year during our Capital Markets Day. 

With our leading position in new gasoline technologies and our improved position in heavy-duty diesel, we are well positioned to outgrow the 
market. The electrification trend is clearly on our side too, and I see rapidly growing demand. Our growth portfolio of the highest quality and mostly 
customized cathode materials, combined with an unrivaled capability to scale-up and a pioneering approach to ensure sustainable supply, put us 
in pole position to capture a significant share of the EV-related growth. 

In Recycling, we continue to grow in our existing segments of industrial byproducts and end-of-life products. At the same time, we have already 
laid the foundations for significant growth in the longer run, with an innovation roadmap that spans the next 20 years in Rechargeable Battery 
Materials and the first tangible and promising signs of success for fuel cell technology, not forgetting the value growth in Automotive Catalysts as 
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combustion engines need to become ever cleaner, and of course, the recycling of spent lithium ion batteries, without  which electrification cannot 
be successful in the long term. 

On this note, I would now like to open the call to questions. 

Q U E S T I O N S A N D A N S W E R S 

Operator  

(Operator Instructions) And the first question comes from the line of Charlie Webb at Morgan Stanley. 

Charles L. Webb - Morgan Stanley, Research Division - Equity Analyst 

Two from my side. Just first, Filip, for you. On the cash flow as we look in, you obviously talk about material improvement in 2019. Perhaps you can 
understand how much you think you can reduce the working capital outflows in '19, and also how -- what our expectations should be for CapEx, 
as CapEx obviously, in '18, was just probably below consensus expectations. Is it just that we carry that forward into '19, or is the CapEx will be 
meaningfully higher? Perhaps you could just help on that one. And then second question just on EST margins and then kind of direction of travel 
and again, how we should be thinking about that in '19? As you pointed out, cobalt prices obviously have continued to fall in January and the start 
of the year. We have quite sizable subsidy cuts being proposed or rumored in China. And we're seeing, I guess, increasing ramp-up in competitor 
capacity in Korea and in China. So maybe just helping us understand both kind of the near-term profile of EST margins as we move into '19, and 
then almost -- as well, perhaps, also longer term. That would be great. 

Filip Platteeuw  - Umicore S.A. - CFO 

Okay. Charlie, on the first question, and I will take it from, let's say, the helicopter view of free operating cash flow, indeed the expectation of what 
we're working to is to have a substantial improvement in the free operating cash flow of 2019. First take CapEx. So CapEx in 2018 came out a bit 
lower than what we initially guided, and that's really a cutoff effect related mostly to E&ST, so that means that indeed you will have part of the 
flow over into 2019. Secondly, we did move the extended shutdown in Hoboken to 2019 and then, thirdly, we will have the substantial greenfield 
expansions in China and in Poland, which will really kick in also in terms of CapEx this year, and especially in the second half of the year. So that is 
what is behind the guidance to have an increase in our CapEx in 2019 compared to 2018. I think as we go along in the year, we'll probably be able 
to refine that a bit more, but definitely an increase, for the reasons that I mentioned. Working capital, I think it's maybe worthwhile to go back to 
the substantial increase that we had in 2018. As I tried to explain, if you look at the composition of that increase, it was 
really in inventories. We had an important increase in receivables and in payables as well. And for us, it's really turnover that is relevant 
when you look at working capital, and our turnover increased by more than close to EUR 2.5 billion, and obviously metal prices play a key role into 
that. So working capital increased because of an increase in inventory. First, strong volume growth in Rechargeable Battery Materials. 
Secondly, the fact that we increased a lot of capacity in these new lines where you need to kind of fill them with base stock. And thirdly then, and 
this should not be underestimated, a substantial increase in the average price of cobalt, which is a key raw material in E&ST. I mean, the cobalt price 
on average year-on-year went up by 30-plus percent. So what that means in terms of 2019 is that, I would say on a stable basis, we are working 
very hard to optimize that working capital that we currently have in our operations. You can imagine, as you start up lines, you increase capacity 
by such an extent thatoptimization is, unfortunately, not the priority. So we're working a lot to optimize our working capital from 
that perspective. Secondly, the cobalt price has come down quite substantially, certainly compared to the average of 2018, so that will help us. 
And thirdly, as we mentioned, the increase in Recycling is really a temporary one related to the fire, so that should work itself out of the working 
capital in 2019. So that's why, overall, we do expect to make substantial improvements on the working capital, I would say, on a stable basis. And 
then obviously, we will have the new capacity coming onboard in the second half that will again require some additional working capital. 
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