
Business Risks

The Kobe Steel Group’s business and financial situation 

include the factors discussed below that could have a 

material impact on investor decisions. Furthermore, 

forward-looking statements in this text represent deci-

sions made by the Kobe Steel Group at the end of the 

fiscal year ended March 31, 2012.

1 Economic Conditions in Key Markets

civil engineering, IT, beverage containers and industrial machinery 

constitute the principal areas of product demand for domestic 

sales of the Kobe Steel Group. Meanwhile, overseas sales rep-

of demand—accounting for over half of the overseas sales.

 The Kobe Steel Group’s performance is therefore affected by 

demand trends in these fields, regional economic conditions and 

other factors. In addition, political and social trends as well as 

changes in customs duties, import and export regulations, trade 

and taxes, and other statutory regulations could affect the Kobe 

Steel Group’s performance.

 Moreover, domestic and foreign companies in each of its 

product markets present the Kobe Steel Group with intense com-

petition, which, in some circumstances, could affect the Group’s 

performance.

2 Fluctuating Steel Volume and Prices
The volume and price of steel sold by the Kobe Steel Group are 

affected by trends in domestic and overseas demand as well as 

global steel supply and demand and market conditions.

 Domestic steel sales are broadly divided between contract 

sales, for which product volume and specifications are directly 

negotiated with customers before shipment, and spot sales of 

products that are shipped for use by unspecified customers. Nearly 

all of Kobe Steel’s sales are of the contract variety. When the 

supply and demand balance for steel fluctuates, spot sales prices 

are more sensitive to the fluctuating supply and demand balance, 

although contract sales prices are also eventually affected. In addi-

tion, the sales volume and price of steel exports, which comprise 

of steel supply and demand. These fluctuations in steel shipments 

and prices affect the Kobe Steel Group’s performance.

3 Fluctuating Price of Raw Materials
Steel raw material prices and ocean freight charges for iron 

ore, coal, ferrous alloys, nonferrous metals and scrap procured 

by the Kobe Steel Group are tied to global market conditions. 

Fluctuations in these prices and charges affect the Kobe Steel 

Group’s performance.

 Because a limited number of suppliers and countries through-

out the world produce iron ore and coking coal in particular, global 

market conditions tend to be strongly affected by the balance of 

supply and demand.

copper ingot prices are passed on to customers in the product 

prices. Nevertheless, when the spot prices of aluminum and 

copper ingots fluctuate wildly over the short term, the Kobe Steel 

Group’s performance could be temporarily affected by inventory 

valuations.

 The Kobe Steel Group procures sub-materials, including 

refractory products, capital investment-related materials, as well 

as materials for electrical components, hydraulic equipment and 

internal combustion engines. Fluctuating prices for these materials 

and equipment could affect the Kobe Steel Group’s performance.

4 Impact of Environmental Regulations
Waste and byproducts arise during the production process, 

to domestic and foreign environmental regulations, expenditures 

could arise because of stricter regulations and other factors, 

including the cleaning up of contaminated soil at old factory sites 

that have already been sold.

 If production restraints and taxes are imposed on emissions 

such as carbon dioxide, this would restrict the business activities 

of the Kobe Steel Group, especially in the Iron & Steel segment, 

and could affect the Kobe Steel Group’s performance.

5  Impact on Operations due to Accidents,  
Natural Disasters, etc.

The production equipment of the Kobe Steel Group includes 

equipment that is operated at high temperatures and pressures, 

such as blast furnaces and basic oxygen furnaces used for iron 

and steel production. The Group also has factories that handle 

high-temperature products and chemicals. The Kobe Steel Group 

takes every possible measure to prevent accidents that could 

affect people or property. Nevertheless, should a serious accident 

occur, production activities could be hindered and the Kobe Steel 

Group’s performance could be affected.
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 If a natural disaster such as a massive earthquake or typhoon 

were to strike, an infectious disease such as a new strain of influ-

enza were to spread or some other unpredictable situation were to 

occur, these events could hinder operations and affect the Kobe 

Steel Group’s performance.

6 Litigation Risks
The Kobe Steel Group’s business activities span a wide range 

Kobe Steel Group strives to observe the applicable laws, regula-

tions and social norms, and is guided by business practices that 

are sound, fair and impartial. Nevertheless, whether or not there 

has been a violation of law or regulations by Kobe Steel Group 

companies or their employees, lawsuits could be filed in relation to 

product liability laws and intellectual property rights, which could, 

as a result, affect the Group’s performance.

7 Financial Risk
(1) Exchange Rate Fluctuations

Foreign currency denominated transactions of the Kobe Steel 

Group are primarily U.S. dollar-based, with U.S. dollar-based 

transactions showing an import surplus in the fiscal year under 

in exchange rates, the Kobe Steel Group has taken out foreign 

exchange contracts. However, because of the difficulties in totally 

eliminating volatility risks, foreign exchange fluctuations could 

affect the Kobe Steel Group’s performance.

(2) Interest Rate Fluctuations

this debt is with fixed interest rates. However, interest rate fluc-

tuations of debt with no fixed interest rates, and new borrowing, 

corporate bonds, etc. due to changing financial conditions and 

other factors could affect the Group’s performance.

(3) Decline in Value of Inventories

If the asset value of inventories held by the Group were to decline 

due to decreased profitability, this could affect the Kobe Steel 

Group’s performance.

(4) Fluctuating Prices of Investment Securities

for investment securities held by the Kobe Steel Group stood at 

-

ated with fluctuating share prices of listed shares could affect the 

Kobe Steel Group’s performance.

 Furthermore, actuarial differences could arise in the calculation 

of liability for severance and retirement benefits due to fluctuations 

in the share prices of listed shares, which are included in pension 

funds, and affect the Kobe Steel Group’s performance.

(5) Recording of Deferred Income Taxes

With respect to deferred income taxes, future taxable income 

recorded. Nevertheless, if significant changes arise, such as 

changes in the estimate of future taxable income, deferred 

income taxes could be reversed and this could affect the Group’s 

performance.

(6) Decline in Value of Fixed Assets

If the value of fixed assets held by the Group declines due to 

decreased market value or decreased profitability, this could affect 

the Kobe Steel Group’s performance. 

Furthermore, the financial condition and business performance 

of the Kobe Steel Group could be affected by events other than 

those mentioned above that could not be anticipated as of March 
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