
A Message from the President

Business conditions continued to be difficult in the first six months 
ending September 2000.  Spurred by growing investment in 
information technology (IT), private-sector capital expenditure rose 
and exports to Asia were strong.  While the economy continued its 
gradual recovery, consumer spending was weak.
   With this background, we began to carry out our Consolidated 
Midterm Management Plan unveiled in May. To maximize 
profitability, we have been strengthening our involvement in three 
strategic areas - automotive lightweighting, the independent power 
producer business, and the environmental business - as well as 
improving our financial position. 
   In the interim period, consolidated sales were ¥654.7 billion, 
aided by higher steel shipments and higher product prices at a 
semiconductor subsidiary. Operating income was ¥52.5 billion.  
Net income was ¥5.2 billion, due to extraordinary losses brought 
about by the introduction of retirement benefit accounting and 
financial instrument accounting.

Segment Performance
Iron and Steel
Our consolidated Iron and Steel sales were ¥263.5 billion. While 
steel prices fell in the domestic market, both domestic and overseas 
shipments went up.  Operating income was ¥24.4 billion despite 
lower steel prices, owing to higher shipments and lower costs from 
restructuring and other cost reduction measures.
   Domestic demand for steel rose in the construction and 
manufacturing industries. While personal spending was weak, the 
IT sector exhibited strong growth and private-sector capital 
investment increased. Overseas, exports to Asia were strong owing 
to a recovery in the Asian economies, though global supply and 
demand eased with the softening of the U.S. market.

Aluminum and Copper
Aluminum and Copper sales totaled ¥131.6 billion.  Exports of 
aluminum can stock declined. Domestic and export shipments were 
firm for aluminum plate for semiconductor fabrication equipment 
and copper tubing for air conditioners. Domestic demand was up 
for copper strip for electronic applications.  Operating income was 
¥6.3 billion due to overall cost reductions.
  
Machinery
Machinery sales were ¥86.3 billion due to low overseas orders, 
while operating loss was ¥1.6 billion.  A major factor was the drop 
in overseas sales, despite efforts to boost profitability by reducing 
costs.
   Total Machinery segment orders were ¥112.1 billion and the 
backlog of orders rose to ¥230.7 billion.  In the domestic market, 
Machinery segment orders were ¥98.5 billion. Contributing factors 
were strong environment-related orders for municipal solid waste 
treatment plants to meet dioxin regulations and recovery in private-
sector capital investment.  Overseas, a cement plant order in 
Europe brought orders to ¥13.6 billion.

Construction Machinery
Construction machinery sales were ¥82.3 billion with operating 
income of ¥2.6 billion.  With the sluggish economy, the crane 
market, and primarily rough terrain cranes, continued to face 
severe market conditions.  However, shipments of hydraulic 
excavators were firm owing to strong demand in North America 
and Europe, as well as the introduction of new models in the 
market.

Electronics and Information
Higher shipments and prices from a semiconductor subsidiary led 
to sales of ¥59.6 billion.  Recovery in the semiconductor market, 
along with improved yield and productivity, contributed to 
operating income of ¥15.2 billion.

Real Estate
Sales were ¥22.9 billion with operating income of ¥6.5 billion. 
Strong marketing of condominiums, a major part of the business, 
contributed to sales despite severe competition.

Looking Ahead
Under our Consolidated Midterm Management Plan, we continued 
to reorganize our business structure.  Under the selective 
consolidation of our businesses, we entered into a non-binding 
term sheet in October with our joint venture partner, Micron 
Technology, Inc., for Micron to acquire our 75% share of KMT 
Semiconductor, Ltd. The transaction is expected to close by March 
2001, at which time Micron will own 100% of KMT.  As 
semiconductor fabrication requires large capital investments in 
short cycles and as we don't have our own semiconductor 
technology, we decided that we could no longer consider KMT a 
core business.
   Our independent power producer business is anticipated to be a 
major pillar of profitability in the 21st century, and work is 
progressing as planned.  The No. 1 Power Plant under construction 
in Kobe Works is scheduled to go into operation in April 2002. In 
2001, we intend to start building the No. 2 Power Plant.  When the 
No. 2 Plant starts up in 2004, we will have a combined 1.4 million 
kilowatts of capacity.
   We are progressing with our management plan to increase the 
corporate value of the entire Kobe Steel Group. We are focusing on 
strategic, core businesses, promoting structural reforms through 
selective consolidation, and improving our financial position. 
   In our efforts to increase our corporate performance, we ask you 
for your continued support and understanding.
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Koshi Mizukoshi
President and Chief Executive Officer

 Thousands of
Millions U.S. dollars

Assets of yen  (Note 1)

Current assets:  
Cash and cash equivalents ¥  116,053 $  1,074,565 
Marketable securities 4,537 42,009 
Notes and accounts receivable:  

Trade 244,553 2,264,380 
Unconsolidated subsidiaries
   and affiliates 77,975 721,991 
Other 25,473 235,860 
Allowance for doubtful accounts (1,270) (11,759)
  346,731 3,210,472 

Inventories 270,750 2,506,944 
Deferred income taxes 19,751 182,880 
Other 23,680 219,259 
        Total current assets                       781,502           7,236,129 

Investments and other assets:  
Investments in securities 108,018 1,000,167 
Investments in and advances
   to unconsolidated
   subsidiaries and affiliates 36,895 341,620 
Long-term loans receivable 10,030 92,870 
Other 78,454 726,427 
Allowance for doubtful accounts (9,522) (88,167)

223,875 2,072,917 

Plant and equipment:  
Land 145,868 1,350,630 
Buildings and structures 611,999 5,666,657 
Machinery and equipment 1,780,124 16,482,630 
Construction in progress 37,061 343,157 

2,575,052 23,843,074 
Less accumulated depreciation (1,581,716) (14,645,518)

993,336 9,197,556 

Intangible assets 21,242 196,685 
Deferred income taxes 89,559 829,250 

¥2,109,514 $19,532,537 

Thousands of
Liabilities and Millions U.S. dollars

Stockholders' Equity of yen (Note 1)

Current liabilities:  
Short-term borrowings ¥   239,722 $  2,219,648 
Current portion of long-term debt 161,149 1,492,120 
Notes and accounts payable:  

Trade 203,642 1,885,574 
Construction 15,868 146,926 
Unconsolidated subsidiaries
   and affiliates 50,859 470,917 
Other 15,523 143,731 

285,892 2,647,148 

Advances from customers 33,013 305,676 
Customers' and employees'
   deposits 23,413 216,787 
Income and enterprise
   taxes payable 2,982 27,611 
Deferred income taxes 258 2,389 
Other 53,382 494,279 
        Total current liabilities                  799,811 7,405,658 

Long-term liabilities:  
Long-term debt 844,097 7,815,713 
Employees' retirement benefits 80,712 747,333 
Allowance for special repairs 29,635 274,398 
Deferred income 107 991 
Deferred income taxes 5,685 52,639 
Other 61,702 571,315 

1,021,938 9,462,389 

Contingent liabilities (Note 5)  

Minority interests 27,572 255,296 

Stockholders' equity:  
Common stock, ¥50 par value;  
   Authorized - 6,000,000,000 shares
   Issued - 2,835,981,926
      shares in 2000 213,667 1,978,398 
Additional paid-in capital 132,309 1,225,083 
Accumulated deficit (68,277) (632,194)
Revaluation of investments
   in securities 6,558 60,722 
Foreign currency
   translation adjustments (23,526) (217,834)
Treasury stock, at cost (538) (4,981)

Total stockholders' equity 260,193 2,409,194 
¥2,109,514 $19,532,537 

   Thousands of
   Millions    U.S. dollars
   of yen    (Note 1)

Net sales ¥654,691 $6,061,954 
Cost of sales 528,868 4,896,926 

Gross profit 125,823 1,165,028 

Selling, general and
 administrative expenses 73,367 679,324 

Operating income 52,456 485,704 

Other income (expenses) :  
Interest and dividend income 2,448 22,667 
Interest expense   (18,035) (166,991)
Seconded employees' 
   salaries net of reimbursement (11,666) (108,019)
Loss on sale of securities (71) (657)
Loss on write down of
   securities and investments (6,535) (60,509)
Loss on sale or disposal of
   plant and equipment (1,566) (14,500)
Loss on disposal of inventories (534) (4,944)
Foreign exchange gain 152 1,407 
Provision for doubtful receivables (2,458) (22,759)
Special employees' 
   retirement benefits (1,267) (11,731)
Gain on securities for contribution
   to employee pension plan 11,850 109,722 
Effect of applying new accounting
   standard for retirement berefits (25,695) (237,917)
Loss on revaluation of
   interest swap contracts (3,969) (36,750)
Equity in income of unconsolidated
   subsidiaries and affiliates 297 2,750 
Other, net (4,703) (43,547)

(61,752) (571,778)

Loss before income taxes (9,296) (86,074)
Income taxes:  

Current (3,284) (30,407)
Deferred 20,637 191,083 

17,353 160,676 
Minority interests in income

 of subsidiaries (2,855) (26,435)
Net income ¥    5,202 $     48,167 

                  U.S. dollars
                                Yen                 (Note 1)

Net income per 1,000 shares ¥1,839 $17.03 

Consolidated Interim Balance Sheet
At September 30, 2000 (unaudited) 

Consolidated Interim Statement of Operations 
Six months ended September 30, 2000 (unaudited)

See accompanying notes. See accompanying notes.


