(Please note that the following is an English ti@ien of the original Japanese version,
prepared only for the convenience of non-Japanpeaking shareholders. In the case of any
discrepancy between the translation and the Japamiggnal, the latter shall prevail.)

(Stock Exchange No.: 5406)
May 31, 2018

NOTICE OF
165TH ORDINARY GENERAL MEETING OF SHAREHOLDERS

Dear Shareholders,

Kobe Steel, Ltd. (“the Company”) would hereby likeinform you that the 165th Ordinary
General Meeting of Shareholders will be held ato¥ad, and would be grateful if you could
attend the meetind.hose who will not be able to attend the meeting otihe day are kindly
requested to consider appended “Reference Documenfer the General Meeting of
Shareholders” and exercise your voting rights by oa of the following methods no later
than 5:30 p.m., Wednesday, June 20, 2018 (JST (Jap&tandard Time)).

[Voting by mail]

Please indicate on the voting form enclosed herewityour approval or disapproval of the
matters to be resolved, and return it to us.

[Voting via the Internet]

Please read the “Matters related to the exercise afting rights” on page 3 and input your
approval or disapproval of the matters to be resolgd in accordance with the instructions
on the website.

Yours faithfully,

Mitsugu Yamaguchi

President, CEO and Representative Director

Kobe Steel, Ltd.

2-4, Wakinohama-Kaigandori 2-chome, Chuo-ku, Kdthggo



1. Date and Time:

2. Venue:

3. Meeting Agenda:
Mattersto be reported:

Mattersto be

resolved:
Item 1:
Item 2:

Item 3:

Item 4:

10:00 a.m., Thursday, June 21, 28 (JST (Japan Standard Time))
(The venue is scheduled to be open at 8:30 a.m.)

Kobe International Exhibition Hall No. 2 (first o)
11-1, Minatojima-nakamachi 6-chome, Chuo-ku, Kdthgogo

1. The business report, consolidated financial statesneand
non-consolidated financial statements for the l@fikiness
term (from April 1, 2017 to March 31, 2018)

2. The results of audit to consolidated financial estaénts by
Accounting Auditors and the Audit & Supervisory Quittee
for the 165th business term

Partial Amendments to the Articles of Inmomation

Election of ten (10) Directors (excludingréztors who are Audit &
Supervisory Committee Members)

Election of five (5) Directors who are At&i Supervisory
Committee Members

Election of one (1) Director who is a sitiige Audit & Supervisory
Committee Member

4. Information regarding parts of consolidated finacial statements and non-
consolidated financial statements provided via thénternet

Based on laws and regulations and the provisiosriidle 14 of the Company’s Articles of
Incorporation, matters that should be displayedassolidated statements of changes in net
assets, notes to consolidated financial statemeatsconsolidated statements of changes in
net assets, and notes to non-consolidated finastatéments are posted on the Company’s
website (http://www.kobelco.co.jp). The consolidhtetatements of changes in net assets,
notes to consolidated financial statements, norsa@atated statements of changes in net
assets, and the notes to non-consolidated finastagé¢éments were audited as part of the

consolidated financial

statements and the non-dladed financial statements by

Accounting Auditors and the Audit & Supervisory Cmittee in the course of the preparation

of their audit reports.



5. Matters related to the exercise of voting rights

(1) Procedures for the exercise of voting rights ovéhe Internet

(a) Please access the voting exercise websitgps(//www.evote.tr.mufg.jp using a computer,
smartphone or a cellular phone connected to tleerat. Then, according to the instructions on the
website, please enter the login ID and temporasgward supplied on the voting form (you may
use the password you have registered), and exgmisersoting rights.

(b) You may exercise your voting rights from ThuagdMay 31, 2018 to 5:30 p.m., Wednesday, June
20, 2018 (JST (Japan Standard Time)). Please hateame suspend handling of the exercise of
voting rights from 2:00 a.m. to 5:00 a.m. of eaely.d

(c) You may exercise your voting rights by mean®ittier mail using the voting form or the voting
exercise website. Please make sure not to exsmisesoting rights via both means.

In the event that your voting rights are exercigiedboth mail and the Internet, the vote exercised
by the Internet will be regarded as valid.

(d) In the event that multiple votes are exercigeer the Internet, the last vote made will be rdgdr
as valid.

(e) Any fees in accessing the Internet (ISP conmedees, telephone charges, etc.) will be borne by
shareholders.

(2) Electronic voting platform [for institutional i nvestors]
In exercising voting rights at the General MeetfgShareholders of the Company, institutional
investors may use the electronic voting platforreraped by ICJ Inc., a joint venture established by
Tokyo Stock Exchange, Inc. and others.

(3) Notification method for the revision of the desription of Reference Documents for the General
Meeting of Shareholders and other attached documest
In the event that the Company revises the desoniptif Reference Documents for the General
Meeting of Shareholders, business report, and t¢idased and non-consolidated financial statements,
the matters to be revised will be posted on the @om's website_(http://www.kobelco.co.jp).

(4) Exercise of voting rights by proxy
You may entrust another shareholder with votingptsgo attend the meeting to act as a proxy. If you
do so, please submit your proxy statement togetithrthe voting form.

<Inquiries about the voting exercise website for th Ordinary General Meeting of Shareholders>
(i) Please contact the following office about hmnoperate your computer:
Corporate Agency Division, Mitsubishi UFJ Trust @ahking Corporation
Tel.: 0120-173-027 (This toll-free number is avaiabnly within Japan.)
(9:00 a.m. - 9:00 p.m.)

(ii) As for inquiries other than those coveredhe ftem (i) above, please contact the followingcetf
Osaka Corporate Agency Division, Mitsubishi UFJsErand Banking Corporation
Tel.: 0120-094-777 (This toll-free number is avaiabnly within Japan.)
(9:00 a.m. - 5:00 p.m., excluding Saturdays, Sus@ayl Japanese national holidays)

NOTE:

You are requested to submit the enclosed voting fat the reception desk in case that you attendrtbeting in
person. You may entrust another shareholder hakimgoting rights to attend the meeting to act peoay. If you do
so, please submit your proxy statement togethér thé voting form.

Souvenirs will not be prepared for shareholdersdktend the meeting. We appreciate the understgrafi
all shareholders.




Reference Documents for the General Meeting of Shanolders

1. Total Number of Voting Rights Held by All Sharelolders: 3,610,251

2. Agenda Items and Reference Documents:
< Reference material common to Item 1 through Item 2>

In order to achieve the continued growth and enéiauenit of corporate value of the Kobe Steel
Group (the “Group”), the Company has thus far eedtvo (2) or more Independent Directors,
and five (5) Audit & Supervisory Board Members,wdiich the Companies Act stipulates three
(3) or more, in addition to establishing the “Meegtiof Independent Directors” comprised
entirely of Independent Directors in December 2Gdba forum where the Company conducts
hearings of objective opinions with respect to apipoent and/or remuneration of its executives
from Independent Directors, shares wide-rangingness information related to large-scale
investments, etc., and provides Independent Dirgcidgth information with respect to the
execution of the Company’s business for the purpdseirther strengthening the supervisory
function of Independent Directors, and thereby aohéd the corporate governance system.
Furthermore, to further strengthen the Companyrpa@te governance system and the auditing
function of the Board of Directors and to acceleratecision-making with regard to
management, the Company transitioned to a compdthyan Audit & Supervisory Committee
in June 2016.

Thus far, in addition to the Meeting of Independeirectors, the Company has also established
a Compliance Committee mainly comprised of extemgderts as an advisory organ to the
Board of Directors, and this Committee monitors thplementation status of compliance
activities and whether the Company is respondingr@miately to matters about which the
internal reporting system has been used from a d&indpoint, and provides reports and
recommends response measures and other opinitimes Board of Directors.

However, in view of the misconduct of the Groupe(tct of falsifying or fabricating inspection
data for products falling short of public standaoiscustomer specifications (nonconforming
products), and shipping or delivering those prosiuotcustomers as if they conformed to the
public standards or customer specifications), webe it is essential that we ensure thorough
risk management once again, build systems capablpreventing and quickly detecting
compliance issues, and expand these activitiesweradhe Group as a whole, and based on this
belief, for the purpose of further strengtheningegraance in relation to quality and enhancing
fairness and transparency of the Board of Directars have strengthened the monitoring
function of the Board of Directors by revising thdvisory organs to the Board of Directors and
changing the composition of Directors as follows.

(1) We Will Revise the Composition of Independeirebtors

For the purpose of enhancing fairness and transpai& the Board of Directors and advancing
our growth strategies as a company, Independemicidirs will account for one third (1/3) or
more of the board. As for now, we have a total igfeen (16) board members, but we will
change the authorized number to fifteen (15) arsienthat five (5) of them are Independent
Directors.



(2) We Revise the Advisory Organ to the Board akbiors
We introduce a Nomination and Compensation Comamitee majority of which are Outside
Directors, as voluntary advisory organ to the BoafdDirectors, and enhance fairness and
transparency of the Board of Directors.
(3) We Will Remove the Chairman Position and AppaitChairman of the Board of Directors
The Company had a chairman of the Board of Direcésrwell as a chairman of the Company
who was in charge of external corporate affairs.Wileremove the chairman of the Company
position and appoint a chairman of the Board ofeBtiors from among the Independent
Directors in order to further encourage discussi@inthe Board of Directors and enhance the
function of the Board to monitor the business dtitis of each division.
(4) We Will Revise the Composition of the BoardDifectors
1) We Will Cease the Practice of Appointing Eackifion Head as Director
The Company used to appoint each division head diszator, but we cease that practice.
For the purpose of reinforcing the monitoring fuostof the Board of Directors, we will
assign one director position to the materials ssn(i.e., Iron and Steel, Welding,
Aluminum & Copper), one (1) director position teetmachinery business (i.e., Machinery,
Engineering, Construction Machinery), and one (it¢daor position to the electric power
business.
2) We Appoint a Director in Charge of Risk Manageine
For the purpose of strengthening our corporate m@aree to ensure compliance, in
particular, we appoint a director who primarily os&es and be responsible for compliance
and other risk management activities so that theu@rcan engage in risk management
activities effectively with a focus on preventingyanisconduct from taking place.
3) We Appoint a Director in Charge of Quality Assnice
We appoint a director who oversees and be resperfsibcompany-wide quality assurance
for the purposes of strengthening our corporateegwance as a Group in terms of quality.



If the proposal submitted at this Ordinary Genéfigleting of Shareholders is approved, the
composition of the Board of Directors will be agwsim below.

Before change After change
Summary No. of System in fiscal Summary No. of
directors year 2017 directors
Chairman 1 President (CEO) 1
President (CEO) 1 ! Materials 1
Iron & Steel Business 1 1 Machinery 1
Welding Business 1 1 Electric Power 1
Aluminum & Copper Business 1 1 Quality 1
Machinery Business 1 1 Corporate 1
Engineering Business 1 1 Risk Management 1
Construction Machinery Business 1 1 Corporate (technical) 1
Electric Power Business 1 - Independent Directors 2
Corporate 1 1 Audit & Supervisory Outside 3
Committee Members
Corporate (technical) 1 Inside 2
Independent Directors 2 2 Total 15
Audit & Supervisory Outside 3 3 (Of which Independent Directors| 5
Committee Members
Inside 2 2
Total 18 16
(Of which Independent Directors) 5 5
(Note) The Director in charge of Corporate concutyeserved as the Director of the Electric Power

Business.



Item 1: Partial Amendments to the Articles of Incomporation

(Reasons for partial amendments to the Articlesadrporation)

Previously, meetings of the Board of Directors waraired by the Chairman of the Company
as his duty, but for the purpose of selecting ait@ien of Meetings of the Board of Directors
from among Outside Directors and to abolish thezedf of Chairman of the Company and Vice
Chairmen of the Company, amendments are to be toakiticles 20, 21 and 25 tie Articles

of Incorporation.

The amendments to the Articles of Incorporatiorppsed in this Item shall become effective

upon the conclusion of the 165th Ordinary Generaétihg of Shareholders.
The details of the amendments are as follows:

(Amended parts are underlingd

Current Articles of Incorporation

Proposed amendsen

Article 20. Representative Directors and Directaith
Special Titles

The Board of Directors may by resolution select
from among Directors (excluding Directors who are
Audit & Supervisory Committee Members) one (1)

Chairman of the Board, one (1) or more Vice Chairme

of the Board and one (1) President.

The Board of Directors shall by its resolutionese|
the Representative Directors of the Company from
among Directors (excluding Directors who are Audit
Supervisory Committee Members).

Article 21. Division of Duties of Directors with $pial
Titles

The Chairman of the Board shall preside over
meetings of the Board of Directors and the Vice
Chairmen of the Board shall assist the Chairman.

The President shall carry out the resolutionsef t
Board of Directors and supervise the Company’s
business.

If the President is unable to act, another Dinecto
shall act for him in accordance with the order pvasly
established by resolution of the Board of Directors

Article 20. Representative Directors and Directaith
Special Titles

The Board of Directors may by resolution select
from among Directors (excluding Directors who are
Audit & Supervisory Committee Members) one (1)
President.

The Board of Directors shall by its resolutionesel
the Representative Directors of the Company from
among Directors (excluding Directors who are Auit
Supervisory Committee Members).

Article 21. Division of Duties of Directors with $pial
Titles

(Deleted)

The President shall carry out the resolutionsef t
Board of Directors and supervise the Company’s
business.

If the President is unable to act, another Dinecto
shall act for him in accordance with the order pyasly
established by resolution of the Board of Directors




Current Articles of Incorporation

Proposed amendsen

Article 22. to Article 24. (Omitted)

Article 25. Person to convene and to Act as Chairata
Meetings of the Board of Directors

The Chairman of the Board shall convene and act
Chairman of Meetings of the Board of Directors gtce
as required by mandatory provisions of laws and
regulations.

If the office of the Chairman of the Board is vatca
or he is unable to act, one of the Vice Chairmethef
Board in accordance with order previously establish
by resolution of the Board of Directors shall comnedhe
meeting and/or act as chairman. If all the officEthe
Vice Chairmen of the Board are vacant or all ofitee
unable to act, the President shall convene theingeet
and/or act as chairman. If the President is untabéet,
the Director next in line in accordance with thdear
previously established by resolution of the Board of
Directors shall convene the meeting and/or act as
chairman.

Article 22. to Article 24. (Same as the present)

Article 25. Person to convene and to Act as Chairata
Meetings of the Board of Directors

as The Director previously determined by resolutidn
the Board of Directors shall convene and act as
Chairman of Meetings of the Board of Directors gtce
as required by mandatory provisions of laws and
regulations.

If the Director set for the in the preceding paagdp
is unable to act, the Director next in line in actamce
with the order previously established by resolutibthe
Board of Directors shall convene the meeting anaébr
as chairman.




Item 2: Election of ten (10) Directors (excluding rectors who are Audit & Supervisory
Committee Members)

The terms of office of the eleven (11) incumbenteliors (excluding Directors who are Audit

& Supervisory Committee Members; hereinafter, tamea shall apply in this Item) will expire

at the conclusion of the 165th Ordinary General twigeof Shareholders. Accordingly, it is

proposed that ten (10) Directors be elected.

The candidates for Directors are as follows.

Current Current
No. Name . No. Name .
position position
. . . . Reappointment
Mitsugu ) President, CEO Hiroyuki .
1 ) Reappointment ) 6 Independent Director
Yamaguchi and Director Bamba ) .
Outside Director
. Executive
o Executive Vice )
Yoshinori ) ) ) Vice
2 Reappointment President and 7 Takao Ohama: New appointment )
Onoe ) President
Director .
and Officer
) Executive
) Executive Vice o )
Fusaki . . Koichiro . Vice
3 L Reappointment President and 8 . New appointment .
Koshiishi ) Shibata President
Director )
and Officer
Director, .
) Senior
. Senior .
Shohei ) ) ) ) ) Managing
4 Reappointment Managing 9 Jiro Kitagawa | New appointment .
Manabe ) Executive
Executive .
. Officer
Officer
. Senior
Reappointment . .
. . Yoshihiko . Managing
5 Takao Kitabata: Independent Director 10 New appointment .
) ) Katsukawa Executive
Outside Director )
Officer

There are no special interests between the caredidaid the Company.
The Audit & Supervisory Committee has stated tihatrd are no issues to be noted for this
proposal upon prior examination.

Career summary of each candidate is as follows.



No 1 |Mitsugu Yamaguchi Reappointment/ nggggfoﬁﬁgﬁs orth
(Date of birth: January 8, 1958) Internal Director 11,000 shares
Career summary (positions) Duties and significamictirrent positions
April 1981: Joined the Company
April 2011: Officer
April 2013: Senior Officer
April 2015: Executive Officer
June 2016: Director, Senior Managing Executive ceff
April 2017: Executive Vice President and Director
April 2018: President, CEO and Director (incumbent)

Reasons for
selecting the

[¢)

Mitsugu Yamaguchi has abundant experience and lednel through promoting the iron & steel
business, machinery business, and M&As and allmrioethe Head Office, and we have
concluded that he is well qualified to be a Direatd the Company in light of the Company’s
fundamental policy with regard to appointment ofididates for Directors (please see pages 25
through 26). In particular, in rebuilding the gavance system centered on quality, which i$ an

candidate urgent task, and in leading the reform of the Gi®uplture, it is necessary to take an objective
and comprehensive view not biased toward a paaticbusiness. In this sense, we have
concluded that Mitsugu Yamaguchi, who has expeedeimc the various fields of materials,
machinery and Head Office, is well qualified foe thosition.
vo.2 | Yoshinor Onoe el
(Date of birth: November 30, 1955) Internal Director 19,200 shares
Career summary (positions) Duties and significamictirrent positions
April 1980: Joined the Company Oversees companywide technical development.
April 2008: Officer Oversees the Environmental Control & Disaster
April 2010: Senior Officer Prevention Department, the Research &
April 2012: Executive Officer Development Planning Department and IT
April 2014: Executive Vice President and Officer Planning Department. Oversees companywids
June 2014: Executive Vice President and Director information systems. Head of the Technical
April 2016: I_Executive Vice President and Director Development Group.
(incumbent)
Yoshinori Onoe has abundant experience and knowledthe field of product technology in the
iron & steel business and experience as Generahlytarof an ironwork, and we have conclugded
that he is well qualified to be a Director of ther@pany in light of the Company’s fundamental
;?:;?:; tfr?é policy with regard to appointment of candidates Birectors (please see pages 25 through|26).
candidate |In addition, as a person to supervise the fieldtamhnical development that serves as|the
foundation of our growth strategy, and environmkeotatrol and disaster prevention forming the
basis for our business promotion, we have conclubatl Yoshinori Onoe, who has experience
and knowledge in the technical field and producstites, is well qualified.

—10 -



No.3 |Fusaki Koshiishi Reappointment/ | mo%" Of SHeres of e
(Date of birth: August 29, 1959) Internal Director 11,900 sharels
Career summary (positions) Duties and significamictirrent positions
April 1984: Joined the Company Oversees the Quality Management Departmerit,
April 2012: Officer Intellectual Property Department and
April 2014: Senior Officer MONODZUKURI (Production System
June 2015: Managing Director Innovation) Planning and Promotion Department
April 2016: Director, Senior Managing Executive iO&r andcompanywide quality management.
April 2018 Executive Vice President and Director
(incumbent)
Fusaki Koshiishi has abundant experience and kragelén the field of product technology |in

the welding business, and we have concluded thas keell qualified to be a Director of the
Company in light of the Company’s fundamental polidth regard to appointment of candidates
;T:Stci)r?; tfr?(; for Directors (please see pages 25 through 26).addition, as a person to supervise
candidate |companywide quality management at the Company, wbjierates various businesses incluging
materials, machinery and electric power, we hawveclemled that Fusaki Koshiishi, who has
experience and knowledge in the Welding Businegm@gng in both materials and machingry

businesses, namely welding materials and weldibgtrsystems, is well qualified.

. . Number of shares of the
No. 4 Shohei _Manabe Reappomltment/ Company owned:
(Date of birth: September 16, 1955) Internal Director 14.400 shares
Career summary (positions) Duties and significamicarrent positions
April 1978: Joined the Company Oversees the Audit Department and Compliance
April 2009: Officer Management Department. Oversees companywide
April 2011: Senior Officer compliance.
April 2015: Executive Officer
June 2015: Senior Managing Director
April 2016: Director, Senior Managing Executive O
(incumbent)

Shohei Manabe has abundant experience and knowlédgaroject management in the
engineering business and planning and administratigision in the business divisions, and |we
Reasons for |have concluded that he is well qualified to be aeCior of the Company in light of the
selecting the | Company’s fundamental policy with regard to appoiemt of candidates for Directors (please

candidate see pages 25 through 26). In addition, as a pems@upervise companywide compliance, we
have concluded that Shohei Manabe, who has experiém risk management in project
management, is well qualified.

- 11 -



] Reappointment/ Number of shares qf
No 5 | Takao Kitabata Outside Director/ | the Company

(Date of birth: January 10, 1950) Independent Director owned:

3,800 shares

Career summary (positions) Duties and significamictirrent positions
April 1972: Joined the Ministry of Internationalalte | chajrman of SANDA GAKUEN Junior High
and Industry . ]
] . | School— Senior High School
June 2004: Director-General, Economic and Industrig . . . .
Policy Bureau, the Ministry of Economy;, Outside Director of Marubeni Corporation
Trade and Industry (METI) Outside Director of SEIREN CO., LTD.
July 2006: Vice-Minister of Economy, Trade and Outside Director of Zeon Corporation
Industry
July 2008: Retired from METI
June 2010: Director of the Company (incumbent)
QOutside Corporate Auditor of Marubeni
Corporation
June 2013: Chairman of SANDA GAKUEN Junior High

School— Senior High School (incumbent)
Outside Director of Marubeni Corporation
(incumbent)

April 2014: Principal of SANDA GAKUEN Junior High
School— Senior High School
June 2014: Outside Director of SEIREN CO., LTD.

(incumbent)

Outside Director of Zeon Corporation
(incumbent)

Although Takao Kitabata has not participated in thenagement of a company in a position
other than outside director or outside audit & suisery board member, as he is able to make
objective, fair and neutral judgment based on kipdinsight in the world of industry backed|by

Reasons for his broad experience as an administrative officiatl extensive knowledge as an outside

selecting the | ] ] } ) )
candidate |director/audit & supervisory board member of listmmpanies, we have concluded that he is

well qualified to be an Outside Director of the Guamy in light of the Company’s fundamental
policy with regard to appointment of candidates Birectors and Standards for Independent
Directors (please see pages 25 through 27).

Attendance at Board of Directors meetings durisgdi 2017: | Term of office as Outside Director of the
20/21 meetings held (95%ompany: 8 years

® Takao Kitabata is a candidate for Outside Directader the Regulations for Implementation of the @anies
Act, Article 2, paragraph 3, item 7.

® The Company registered Takao Kitabata as an IndigmrDirector at the financial instruments excharife
Takao Kitabata is elected as Outside Director at 165th Ordinary General Meeting of Shareholddrs, t
Company is scheduled to register Takao Kitabatéhagsm an Independent Director at the financialruments
exchange.

® In October 2017, during the term of office of Tak€itabata, the Company announced the fact thatonthects
had been taking place in the Group concerning tbdygts and services delivered by the Group, inotuthe act
of falsifying or fabricating inspection data forgpiucts falling short of public standards or custospecifications,
and shipping or delivering those products to custenas if they conformed to the public standardsustomer
specifications.
Takao Kitabata was not aware of these facts urablpms were identified, but he had made propcmadscalled
attention to matters regarding the type of comphaythe Company should aspire to be, and fronpénspective
of ensuring compliance, on a regular basis at mgetf the Board of Directors and other occasions.
Since these facts were identified, Takao Kitabates Mexpressed various views aimed at ensuring the
appropriateness and validity of the method of itigasion, in addition to uncovering the causes aadfying
safety, at meetings of the Board of Directors, daked on his experience and knowledge as an adratiie
official and as an outside director/audit & supsovy board member of other listed companies, hae al
contributed to the formulation of measures to pnéveoccurrence by providing proactive and consitvacviews
as a member of the Quality Governance RestructiDigliperation Committee, on matters including measdor
strengthening quality governance, including at @recompanies, organizational reforms, awarenessigaiand

- 12 -



utilization of external personnel, as well as ggtbening of the functions of overseas regional haaders.

® The Company and SANDA GAKUEN Junior High Schoel Senior High School do not have business
transactions. In addition, the Company does notenddnations to the said school corporation. Theeefbe
meets the Company’s Standards for Independent Diec

® The Company has entered into an agreement withoT&kibata that the limit of his liability for damgas
stipulated in Article 423, paragraph 1 of the Conipa Act shall be the minimum liability amount stigted in
laws and regulations. If he is elected as Direetothe 165th Ordinary General Meeting of Sharehsl|dihe
Company is scheduled to renew the terms of theeaggat limiting liability with him.

— 13-



o, | Hiroyukd Bamba el Pl
(Date of birth: January 27, 1954) Independent Director 1,600 shares
Career summary (positions) Duties and significamictirrent positions
April 197€ JoinedSumitomo Rubber Industries, L Outside Director of Sekisui Plastics Co., Ltd.
Marck 20C0: Dicriectm of Sumitomo Rubber Industrie
Ltd.

March2003 Executive Officeiof Sumitomo Rubbe
Industries, Ltc

July 20(3: Presidenand Directolof SRI Sports Limite(
(currently Sumitomo Rubber Industrigs,
Ltd.)

March 201: Chairmat and Directo of SRI Sports
Limited

March 201" Counselor t Sumitomo Rubber Industrie
Ltd.

June 201& Outside Director of Sekisui Plastics Co., L
(incumbent

June 201: Director of the Company (incumbe

As Hiroyuki Bamba is able to make objective, faimdaneutral judgment based on his abun

ant

Reasons for |experience in the different business fields fromsan the world of industry and deep insight as a
selecti_ng the | corporate executive, we have concluded that heslsgualified to be an Outside Director of the
candidate | company in light of the Company’s fundamental pplidth regard to appointment of candidajtes

for Directors and Standards for Independent Dimscfplease see pages 25 through 27).

Attendance at Board of Directors meetings durisgdi 2017: | Term of office as Outside Director of the

17/17 meetings held (1009 ompany: 1 year

® Hiroyuki Bamba is a candidate for Outside Direatader the Regulations for Implementation of the @ames
Act, Article 2, paragraph 3, item 7.

® The Company registered Hiroyuki Bamba as an Inddg@enDirector at the financial instruments excharife

Hiroyuki Bamba is elected as Outside Director & fl65th Ordinary General Meeting of Shareholdérs,
Company is scheduled to register Hiroyuki Bambaraga an Independent Director at the financialrimaents
exchange.

® Since Hiroyuki Bamba assumed office as DirectorJone 21, 2017, 17 Board of Directors meetings Hmsaen
held.

® In October 2017, during the term of office of Hiuky Bamba, the Company announced the fact thatandhects

t

had been taking place in the Group concerning tbdygts and services delivered by the Group, inotuthe act
of falsifying or fabricating inspection data forogiucts falling short of public standards or custospecifications,
and shipping or delivering those products to custenas if they conformed to the public standardsustomer
specifications.

Hiroyuki Bamba was not aware of these facts untilbfems were identified, but he had made proposats
called attention to matters regarding the type ahpgany that the Company should aspire to be, am fhe
perspective of ensuring compliance, on a regulsisks meetings of the Board of Directors and otleeasions.
Since these facts were identified, Hiroyuki Bambas hexpressed various views aimed at ensuring the
appropriateness and validity of the method of itigasion, in addition to uncovering the causes aadfying
safety, at meetings of the Board of Directors, draded on his experience and knowledge as a ctepaxacutive
in the different business fields from ours, hasoat®ntributed to the formulation of measures toveng
reoccurrence by providing proactive and constrectiews as a member of the Quality Governance Retsting
Deliberation Committee, on matters including measudor strengthening quality governance, inclugih@roup
companies, organizational reforms, awareness-tpisand utilization of external personnel, as wefl a
strengthening of the functions of overseas regibeadquarters.

Although the Company and Sumitomo Rubber Industrigd. have business transactions in the Machinery
Business, three or more years have passed singguliBBamba’s retirement as an executive persddunfitomo
Rubber Industries, Ltd., and additionally the antoafnthese transactions totals less than 2% ofCbmpany’s
consolidated net sales. Therefore it would not lesified as a “major business partner” and he snéwet
Company’s Standards for Independent Directors. §trts Limited (renamed Dunlop Sports Co., LtdMay
2012) merged with Sumitomo Rubber Industries, iridlanuary 2018. The Company did not have any basin
transactions with SRI Sports Limited or Dunlop Sp@o., Ltd.

® The Company has entered into an agreement withytiioBamba that the limit of his liability for damas

stipulated in Article 423, paragraph 1 of the Conipa Act shall be the minimum liability amount stigted in
laws and regulations. If he is elected as Direetothe 165th Ordinary General Meeting of Sharehsldihe
Company is scheduled to renew the terms of theeaggat limiting liability with him.
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Takao Ohama

. Number of shares of th
New appointment/

No. 7 Date of birth: October 14, 1955 Internal Director | COMPany owned:
( ' ) 16,900 shares
Career summary (positions) Duties and significamictirrent positions
April 1081: Joined the Company Oversees the machinery businesses. Head ¢
April 2010: Officer Machinery Business
April 2012: Senior Officer
April 2014: Executive Officer
April 2018: Executive Vice President and Officer

(incumbent)

Reasons for
selecting the
candidate

Takao Ohama has abundant experience and knowladde ffield of product technology in t
machinery business and overseas business entiies,we have concluded that he is
qualified to be a Director of the Company in ligiftthe Company’s fundamental policy w

[¢)

f the

ne

ell

th

regard to appointment of candidates for Directptegse see pages 25 through 26). In addition,

as a person to supervise the machinery businesselave concluded that Takao Ohama,
has experience in the technical field in the maetyinbusiness field and experience in
management of overseas business entities, is walified.

Koichiro Shibata

New appointment/

Number of shares of the

who
the

No.8 Date of birth: December 6, 1958 Internal Director | COMPany owned:
( , 1958) 10,900 share
Career summary (positions) Duties and significamtctirrent positions
April 1984: Joined the Company Oversees the materials businesses. Head d
April 2012: Officer Iron & Steel Business
April 2014: Senior Officer
April 2016: Executive Officer
April 2018: Executive Vice President and Officer

(incumbent)

Reasons for
selecting the
candidate

the iron & steel business and experience as Gemhdsakhger of an ironwork, and we hg
concluded that he is well qualified to be a Direaid the Company in light of the Compan
fundamental policy with regard to appointment ofididates for Directors (please see page
through 26). In addition, as a person to superthisediversifying metallic materials business
we have concluded that Koichiro Shibata, who hgses&nce and knowledge in the field

Koichiro Shibata has abundant experience and krdgelén the field of product technology|i

f the

of

product technology and production sites, is wedlidied.
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No. 9 Jiro Kitagawa New appoi_ntment/ Company owned:
"7 | (Date of birth: September 1, 1959) Internal Director 10,400 sharels

Number of shares of th

Career summary (positions) Duties and significamictirrent positions

April 1982:
April 2013:

July 2013:

April 2014:
April 2016:
April 2018:

[¢)

Joined the Company Oversees the electric power business. Head af the

General Manager of the IPP Division, Electric Power Business
General Manager of Planning Department,
Iron & Steel Business

General Manager of the IPP Division,
General Manager of Planning Department,
Attached to Iron & Steel Administration
Department,

Iron & Steel Business

(President and Representative Director of
Shinko Kobe Power Inc. (currently Kobelcp
Power Kobe Inc.))

Officer
Senior Officer
Executive Officer (incumbent)

Reasons for
selecting the

Jiro Kitagawa has abundant experience and knowlédgbe field of manufacturing facility

technology in the iron & steel business and infitake of electric power business, and we have

concluded that he is well qualified to be a Direaid the Company in light of the Compan

,

S

fundamental policy with regard to appointment ofididates for Directors (please see pages 25

candidate through 26). In addition, as a person to supertiseclectric power business, which is currently
promoting a large-scale project, we have conclutted Jiro Kitagawa, who has abundpant
experience in facility technology and facility ptang, is well qualified.
No. 10 | Yoshihiko Katsukawa New appointment/ (N:gmg; )c/)foi\r/]r?ézs of the
(Date of birth: March 12, 1962) Internal Director 5,600 sharek
Career summary (positions) Duties and significamicarrent positions
April 1985: Joined the Company Oversees the Legal Department, Corporate
April 2011: Gen_er_al Manager of the Planning_& Communications Department, General
Administration Department, Machinery o ]
Business Administration Department, Human Resources
April 2014: General Manager of the Corporate Plagnij Pepartment, Corporate Planning Department
Department (excluding the Automotive Materials Planning
April 2015: Officer Section), Accounting Department, Finance
April 2017: Senior Officer Department, Marketing Planning Department,
April 2018: Executive Officer (incumbent) Civil Engineering & Construction Technology
Department, Rugby Administration Office,
domestic branch offices and sales offices
(including Takasago Works) and responsible far
overseas locations (under the head office).

Reasons for
selecting the
candidate

Company’s fundamental policy with regard to appoient of candidates for Directors (ple
see pages 25 through 26). In addition, as a paossnpervise the Head Office, which promd

divisions, is well qualified.
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Yoshihiko Katsukawa has abundant experience andvledlge in operations in the corporate
planning divisions and planning and administratibvision in the business divisions, and we
have concluded that he is well qualified to be ae&ior of the Company in light of tle

se
tes

the reform of the Group’s culture and supports louginess activities, we have concluded that
Yoshihiko Katsukawa, who has abundant experiencglatning divisions and administratipn



Item 3: Election of five (5) Directors who are Audi & Supervisory Committee Members

The terms of office of the five (5) incumbent Dites who are Audit & Supervisory Committee
Members will expire at the conclusion of the 168tdinary General Meeting of Shareholders.
Accordingly, it is proposed that five (5) Directorgho are Audit & Supervisory Committee

Members be elected. As for submitting this Itene ttonsent of the Audit & Supervisory

Committee has been obtained.

The candidates for Directors who are Audit & Susa®w Committee Members are as follows.

Current Current
No. Name . No. Name .
position position
Director who is
R intmen n Audi
Takashi eappointment a Udl.t & Hiroshi New . .
1 . Independent Supervisory 4 . . Senior Officer
Okimoto . . . Ishikawa appointment
Outside Director Committee
Member
Director,
Director who is Manag!ng
Reappointment an Audit & Executive
Yoshiiku PP . Yasushi New Officer of
2 . Independent Supervisory 5 . .
Miyata . . . Tsushima appointment Kobelco
Outside Director Committee .
Member Construction
Machinery Co.,
Ltd.
Director who is
Hidero Reappointment an Aud!t &
3 Chimori Independent Supervisory
Outside Director Committee
Member

There are no special interests between the caredidaid the Company.

Career summary of each candidate is as follows.
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. . Reappointment/ | Number of shares of th
TakaShl_ O_klmOto Outside Director/ | Company owned:
(Date of birth: November 14, 1950) Independent Director 7,700 shares

[¢)

No. 1

Career summary (positions) Duties and significamictirrent positions

April 1973: Joined The Dai-Ichi Kangyo Bank, Lintte

June 2001: Executive Officer of The Dai-lchi Kangyq
Bank, Limited

April 2002: Executive Officer of Mizuho Corporate
Bank, Ltd.

Oct. 2002: Managing Executive Officer of Mizuho
Corporate Bank, Ltd.

April 2005: Deputy President of Mizuho Corporate
Bank, Ltd.

April 2007: Retired from Deputy President of Mizuho
Corporate Bank, Ltd.

Advisor of Orient Corporation

June 2007: Representative Director, Chairman and
Corporate Officer of Orient Corporation

June 2008: Outside Director of Daiichi Sankyo
Company, Limited

June 2011: Retired from Representative Director,
Chairman and Corporate Officer of Orient
Corporation

Audit & Supervisory Board Member of the
Company
External Director of Fujitsu Limited

June 2012: Outside Director of FUJI ELECTRIC CO|,
LTD.

President and Representative Director, Chuo
Real Estate Co., Ltd.

June 2013: Outside Audit & Supervisory Board Member
of Shindengen Electric Manufacturing Co.
Ltd.

Audit & Supervisory Board Member of
Seiwa Sogo Tatemono Co., Ltd.

June 2015: Chairman and Representative DirectarpCh
Real Estate Co., Ltd.

June 2016: Retired from Chairman and Representat|ve
Director, Chuo Real Estate Co., Ltd.

Director who is an Audit & Supervisory
Committee Member of the Company
(incumbent)

Takashi Okimoto has abundant experience in creditagement and financial management at
financial institutions and deep insight as a coapmexecutive of financial institutions, and as he

is able to make objective, fair and neutral judgtzased on his insight in the financial segtor,
Reasons for

selecting the i ] o ]
candidate | Supervisory Committee Member of the Company intlighthe Company’s fundamental policy

we have concluded that he is well qualified to e Qutside Director who is an Audit &

with regard to appointment of candidates for Divestand Standards for Independent Diregtors
(please see pages 25 through 27). Additionallyh&® considerable knowledge of finance pnd

accounting.

Attendance at Board of Directors meetings durisgdi 2017: | Term of office as Outside Director of the
21/21 meetings held (100%@ompany: 7 years

Attendance at Audit & Supervisory Committee meetidgring
fiscal 2017: 19/19 meetings held (10006)
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Takashi Okimoto is a candidate for Outside Directoder the Regulations for Implementation of thenPanies
Act, Article 2, paragraph 3, item 7.

The Company registered Takashi Okimoto as an Inuép® Director at the financial instruments excleanf
Takashi Okimoto is elected as Director who is anlif& Supervisory Committee Member at the 165th i@ady
General Meeting of Shareholders, the Company isdidkd to register Takashi Okimoto again as andeddent
Director at the financial instruments exchange.

The above term of office as Outside Director inelsidive (5) years in office as Outside Audit & Styisory
Board Member of the Company (from June 2011 to 2016).

In October 2017, during the term of office of Taka®kimoto, the Company announced the fact thatamducts
had been taking place in the Group concerning tbdyzts and services delivered by the Group, inotuthe act

of falsifying or fabricating inspection data forgpiucts falling short of public standards or custospecifications,
and shipping or delivering those products to custenas if they conformed to the public standardsustomer
specifications.

Takashi Okimoto was not aware of these facts ymtiblems were identified, but he had made proposats
called attention to matters regarding the type ahpany that the Company should aspire to be, am the
perspective of ensuring compliance, on a regulsisks meetings of the Board of Directors and otleeasions.
Since these facts were identified, Takashi Okimbas expressed various views aimed at ensuring the
appropriateness and validity of the method of itigasion, in addition to uncovering the causes aadfying
safety, at meetings of the Board of Directors, draded on his experience and knowledge as a ctepaxacutive

of financial institutions and as an outside direfetodit & supervisory board member at other listedhpanies,
has also contributed to the formulation of measuesprevent reoccurrence by providing proactive and
constructive views as a member of the Quality Goarce Restructuring Deliberation Committee, on enstt
including measures for strengthening quality goaaoe, including at Group companies, organizatioafmrms,
awareness-raising, and utilization of external gengl, as well as strengthening of the functionowérseas
regional headquarters.

Orient Corporation, where Takashi Okimoto servedamsexecutive director, received administrative gittes
(order for business improvement) from the Kantod3wr of Economy, Trade and Industry in January 4614
relation to installment sales finance businessnduttie period that Takashi Okimoto was at office.

Mizuho Corporate Bank, Ltd. (currently Mizuho Barikd.) is a lender of the Company. However, as $hka
Okimoto retired as an executive person of said bamte than three years ago and the Company makes
transactions with a large number of financial iusitbns besides said bank, the amount of the Cogpan
borrowings from said bank is less than 10% andantsirge dependency. Therefore, the Company belignats
Takashi Okimoto meets the Company’s standardsnftegendent Directors.

The Company has transactional relationships witfer®rCorporation in the Machinery Business, howgver
Takashi Okimoto retired as executive director ofe®r Corporation more than three years ago andutiaunt of
these transactions totals less than 2% of the Coy'gpa@onsolidated net sales, and therefore it wawdd be
classified as a “major business partner” and hetsnigee Company’s standards for Independent Dirsctbne
Company does not have any transactional relatipashith Chuo Real Estate Co., Ltd.

The Company has entered into an agreement withshakakimoto that the limit of his liability for daages
stipulated in Article 423, paragraph 1 of the Conipa Act shall be the minimum liability amount stigted in
laws and regulations. If he is elected as Direatoo is an Audit & Supervisory Committee Memberta 1.65th
Ordinary General Meeting of Shareholders, the Compa scheduled to renew the terms of the agreement
limiting liability with him.

—19 -



. . Reappointment/ | Number of shares of the
No. 2 YOSh”kl_'l Mlya_‘ta Outside Director/ | Company owned:
(Date of birth: April 24, 1953) Independent Director 2,400 shares
Career summary (positions) Duties and significamictirrent positions
April 1977: Joined Matsushita Electric Ind. Co.¢dLt Outside Director, JXTG Holdings, Inc.
April 2007: Executive Officer, Matsushita Electtie.
Co., Ltd.
April 2009: Managing Executive Officer, Panasonic
Corporation
April 2011: Senior Managing Executive Officer,
Panasonic Corporation
June 2011: Senior Managing Director, Member of the
Board, Panasonic Corporation
June 2014: Corporate Advisor, Panasonic Corporation

March 2015: Outside Director, TonenGeneral Sekiyi.K

December 2015: Retired from Corporate Advisor, Panasonic
Corporation

June 2016: Director who is an Audit & Supervisory
Committee Member of the Company
(incumbent)

April 2017: Outside Director, JXTG Holdings, Inc.
(incumbent)

As Yoshiiku Miyata is able to make objective, faimd neutral judgment based on his abun
experience in the different business fields frorsan the world of industry and deep insight &
Reasons for |corporate executive including the post of presidehtoverseas business entities, we h
selecting the | concluded that he is well qualified to be an Owtsidirector who is an Audit & Superviso

candidate Committee Member of the Company in light of the @amy’s fundamental policy with rega
to appointment of candidates for Directors and &aas for Independent Directors (please

pages 25 through 27).

dant
1S a
ave
ry
rd
see

Attendance at Board of Directors meetings durisgdi 2017: | Term of office as Outside Director of the
19/21 meetings held (90%Eompany: 2 year

Attendance at Audit & Supervisory Committee meetidgring
fiscal 2017: 17/19 meetings held (890%)

® Yoshiiku Miyata is a candidate for Outside Directorder the Regulations for Implementation of thenPanies

Act, Article 2, paragraph 3, item 7.

® The Company registered Yoshiiku Miyata as an Inddpat Director with the financial instruments exope. If
Yoshiiku Miyata is elected as Director who is andi& Supervisory Committee Member at the 165th iGady
General Meeting of Shareholders, the Company isdided to register Yoshiiku Miyata again as an peaelent
Director with the financial instruments exchange.

® |n October 2017, during the term of office of YdkhiMiyata, the Company announced the fact thatariducts
had been taking place in the Group concerning thdyzts and services delivered by the Group, inotythe act
of falsifying or fabricating inspection data forogiucts falling short of public standards or custospecifications,
and shipping or delivering those products to custenas if they conformed to the public standardsustomer
specifications.

Yoshiiku Miyata was not aware of these facts yilblems were identified, but he had made propasadscalled
attention to matters regarding the type of comphaythe Company should aspire to be, and fronpénspective
of ensuring compliance, on a regular basis at mgewf the Board of Directors and other occasions.

Since these facts were identified, Yoshiiku Miydtas expressed various views aimed at ensuring
appropriateness and validity of the method of itigation, in addition to uncovering the causes sadfying
safety, at meetings of the Board of Directors, draged on his abundant experience in the diffdresiness fields
from ours, and experience and knowledge as a catpa@xecutive including the post of president ofregeas
business entities, has also contributed to the dtation of measures to prevent reoccurrence by igimy
proactive and constructive views as a member ofhality Governance Restructuring Deliberation Catras,
on matters including measures for strengtheningjtgugovernance, including at Group companies, pizgtional
reforms, awareness-raising, and utilization of exk personnel, as well as strengthening of thectfans of
overseas regional headquarters.

® Panasonic Corporation, where Yoshiiku Miyata seragdn executive director, agreed to pay finesily 2013 to
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the US Department of Justice and in February 2614e¢ Competition Bureau of Canada regarding aatitoh of
antitrust laws in the automotive parts business.

Although the Company and Panasonic Corporation bagiess transactions, he retired as an exedadtitieetor
of Panasonic Corporation more than 3 years agdtaémount of these transactions totals less tPamwf2the
Company’s consolidated net sales and less than RRapasonic Corporation’s consolidated net saled, a
therefore it would not be classified as a “majosibass partner” and he meets the Company’s stasdard
Independent Directors.

The Company has entered into an agreement withiiKasMiyata that the limit of his liability for daages
stipulated in Article 423, paragraph 1 of the Conipa Act shall be the minimum liability amount stigted in
laws and regulations. If he is elected as Direatoo is an Audit & Supervisory Committee Memberta 165th
Ordinary General Meeting of Shareholders, the Campa scheduled to renew the terms of the agreement
limiting liability with him.
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. . . Reappointment/ | Number of shares of th
Hidero Chimori g,

No. 3 et Outside Director | Company owned:
(Date of birth: May 24, 1954) Independent Director 700 shares

[¢)

Career summary (positions) Duties and significamictirrent positions

April 1983 Registered as Attorney at L Representative Partner, Miyake & Partners
May 2002 Representative Partner, Miyake & Partr | Outside Audit & Supervisory Board Member,
(incumbent NAITO Securities Co., Ltd.

June 200: Outside Audit & Supervisory Boal Outside Company Auditor, ROHM Co., Ltd.

Member, OMRON Corporatic

June 200 Outside Audit & Supervisory Boal
Member, DUSKIN CO., LTC

June 201: Outside Audit & Supervisory Boal
Member, NAITO Securities Co., Ltd.
(incumbent

June 201¢ Director who is an Audi& Supervisory
Committee Member of the Company
(incumbent

Outside Company Auditor, ROHM Co., L
(incumbent

Although Hidero Chimori has not participated in timanagement of a company in a position
other than outside director and outside audit &svigory board member, as he has deep insight
backed by his abundant experience in the legakepsifn as an attorney at law and extensive
knowledge as an Outside Audit & Supervisory Boarhiber of listed companies, and is able to
make objective, fair and neutral judgment, we hamecluded that he is well qualified to be|an
Outside Director who is an Audit & Supervisory Coittee Member of the Company in light |of
the Company’s fundamental policy with regard to @ppnent of candidates for Directors dnd
Standards for Independent Directors (please seesp2through 27).

Attendance at Board of Directors meetings durisgdi 2017: | Term of office as Outside Director of the
20/21 meetings held (95%dCompany: 2 years

Attendance at Audit & Supervisory Committee meetidgring
fiscal 2017: 19/19 meetings held (10006)

® Hidero Chimori is a candidate for Outside Direatoider the Regulations for Implementation of the @amnies
Act, Article 2, paragraph 3, item 7.

® The Company registered Hidero Chimori as an IndépenDirector with the financial instruments exapanlf
Hidero Chimori is elected as Director who is an A Supervisory Committee Member at the 165th Qadly
General Meeting of Shareholders, the Company iedidhd to register Hidero Chimori again as an ledepnt
Director with the financial instruments exchange.

® |n October 2017, during the term of office of HideZhimori, the Company announced the fact that enidacts
had been taking place in the Group concerning thdyzts and services delivered by the Group, inouthe act
of falsifying or fabricating inspection data forogiucts falling short of public standards or custospecifications,
and shipping or delivering those products to custenas if they conformed to the public standardsustomer
specifications.
Hidero Chimori was not aware of these facts umdbpems were identified, but he had made propcaadiscalled
attention to matters regarding the type of comghaythe Company should aspire to be, and fronpénspective
of ensuring compliance, on a regular basis at mgewf the Board of Directors and other occasions.
Since these facts were identified, Hidero Chimods hexpressed various views aimed at ensuring the
appropriateness and validity of the method of itigasion, in addition to uncovering the causes aadfying
safety, at meetings of the Board of Directors, draked on his experience and knowledge as an eytatnlaw
and as an outside audit & supervisory board menalbesther listed companies, has also contributethéo
formulation of measures to prevent reoccurrencgroyiding proactive and constructive views as a imemnof
the Quality Governance Restructuring Deliberatiam@ittee, on matters including measures for streamghg
quality governance, including at Group companigganizational reforms, awareness-raising, andzatithn of
external personnel, as well as strengthening ofuthetions of overseas regional headquarters.

® Although the Company and Miyake & Partners haven®ss transactions, no advisory contract existe/de
the two, and as the amount of these transactidatstess than 1 million yen, and less than 1% ofake &
Partners’ net sales, he meets the Company’s s@sftarindependent Directors.

® The Company has entered into an agreement withréli@dimori that the limit of his liability for dangas
stipulated in Article 423, paragraph 1 of the Conipa Act shall be the minimum liability amount sfigted in
laws and regulations. If he is elected as Direatoo is an Audit & Supervisory Committee Memberta 1.65th
Ordinary General Meeting of Shareholders, the Compa scheduled to renew the terms of the agreement
limiting liability with him.

Reasons for
selecting the
candidate
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. . . . Number of shares of the
No.4 |Hiroshi Ishikawa New Appointment/ | ~ o0y owned:
(Date of birth: April 7, 1958) Internal Director 8.000 sharek
Career summary (positions) Duties and significamictirrent positions
April 1982: Joined the Company
April 2013: General Manager, the Iron Unit Divisjon
General Manager of the International
Operations Department,
General Manager of the Plant Engineering
Department, Engineering Business
April 2014: Officer
April 2016: Senior Officer (incumbent)
Hiroshi Ishikawa has abundant experience and ih$igproject management in the engineering
Reasons for | business and operations at planning and admingtrdtvision in the business divisions, and|we
selecti_ng the | have concluded that he is well qualified to be amlif& Supervisory Committee Member of the
candidate Company in light of the Company’s fundamental polidth regard to appointment of candidates
for Directors (please see pages 25 through 26).

® |f Hiroshi Ishikawa is elected as Director who s Audit & Supervisory Committee Member, the Compasny
scheduled to select him as a full-time Audit & Swymory Committee Member at the first meeting of thudit &
Supervisory Committee to be held after the conolusif the 165th Ordinary General Meeting of Shalddrs.

® If Hiroshi Ishikawa is elected as Director who is Audit & Supervisory Committee Member at the 165th
Ordinary General Meeting of Shareholders, the Camppascheduled to enter into an agreement withthamhthe
limit of his liability for damages stipulated in #iele 423, paragraph 1 of the Companies Act stalhie minimum
liability amount stipulated in laws and regulations

. . . Number of shares of the
No 5 | Yasushi Tsushima New Appointment/ | ~ 00 v owned:
(Date of birth: July 8, 1959) Internal Director 6.300 shareks
Career summary (positions) Duties and significamtctirrent positions
April 1982: Joined the Company
April 2013: Officer
June 2015: Director, Managing Executive Officer of
Kobelco Construction Machinery Co., Ltd.
(incumbent)

Yasushi Tsushima has abundant experience and insighoperations of planning and
administration divisions in the iron & steel busineand the electric power business as well as

;?:;?:;tfﬁé Kobelco Construction Machinery Co., Ltd., and weéaoncluded that he is well qualified to|be
candidate |an Audit & Supervisory Committee Member of the Camp in light of the Company|s
fundamental policy with regard to appointment ofididates for Directors (please see pages 25

through 26).

® |f Yasushi Tsushima is elected as Director whonsAadit & Supervisory Committee Member, the Compéasy
scheduled to select him as a full-time Audit & Swyiory Committee Member at the first meeting of thudit &
Supervisory Committee to be held after the conolusif the 165th Ordinary General Meeting of Shaledrs.

® If Yasushi Tsushima is elected as Director whorisfaidit & Supervisory Committee Member at the 165th
Ordinary General Meeting of Shareholders, the Comjpgscheduled to enter into an agreement withthahthe
limit of his liability for damages stipulated in #iale 423, paragraph 1 of the Companies Act staathe minimum
liability amount stipulated in laws and regulations
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Item 4: Election of one (1) Director who is a subgute Audit & Supervisory Committee
Member

To prepare for the case where the number of Dirssttho are Audit & Supervisory Committee

Members falls below the number required by laws r@gailations, it is proposed that one (1)

Director who is a substitute Audit & Supervisorymittee Member be elected.

As for submitting this Item, the consent of the Aufl Supervisory Committee has been

obtained.

The candidate for Director who is a substitute AddiSupervisory Committee Member is as
follows. There are no special interests betweertdnelidate and the Company.

Kunio Miura

(Date of birth: February 13, 1953)

Outside Director/
Independent Director

Company owned:
0 shares

Career summary (positions)

Duties and significamictirrent positions

April 1979:
March 1988:
April 1988:
April 1997:

June 2003:

June 2008:

June 2010:

Appointed as judge
Retired as judge
Admitted to the bar

Representative of Kawamoto and Miuravl|
Office (currently Kawamoto, Miura and
Hirata Law Office) (incumbent)

Outside Corporate Auditor of YAMAHA
CORPORATION

Outside Audit & Supervisory Board Mem
of ASAHI INTELLIGENCE SERVICE CO.,
LTD. (incumbent)

External Corporate Auditor of Sumitomo
Seika Chemicals Company Limited

Representative ofvdmoto, Miura and Hirata
Law Office
Outside Audit & Supervisory Board Member
ASAHI INTELLIGENCE SERVICE CO., LTD.
dExternal Corporate Auditor of Sumitomo Seika
Chemicals Company Limited

ber

(incumbent)

Reasons for
selecting the
candidate

As Kunio Miura is able to make objective, fair anéutral judgment drawing on his abund
experience as a judge and lawyer and insight 83uaside Audit & Supervisory Board Memb
of listed companies, we have concluded that heeit qualified to be an Outside Director wha
a substitute Audit & Supervisory Committee Membgthe Company in light of the Company
fundamental policy with regard to appointment ohdidates for Directors and Standards
Independent Directors (please see pages 25 thidlgh

® Kunio Miura is a candidate for Outside Director wib@ substitute Audit & Supervisory Committee Memb

® The Company and Kawamoto, Miura and Hirata Lawd@ffiave no business transactions.

® |f this Item is approved at the 165th Ordinary Gah&leeting of Shareholders, and Kunio Miura assuithe
position as Director who is an Audit & Supervis@pmmittee Member, the Company is scheduled to emter
an agreement with him that limits his liability fdamages stipulated in Article 423, paragraph thefCompanies

Act.
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<Reference: the Company’s fundamental policy with @gard to appointment of candidates

for Directors and Standards for Independent Directos>

Members of the Board of Directors discussed andoga appointments of each candidate
proposed in Item 2, Item 3 and Item 4, based ortlvéner not he or she meets the requirements
described in the Company’s fundamental policy wiébard to appointment of candidates for
Directors and Standards for Independent Directors.

The President, CEO and Director of the Company amplthe appointment to and receives
opinions from the Meeting of Independent Directoefore these discussions.

The Company’s fundamental policy with regard to apmintment of candidates for Directors
(excluding Directors who are Audit & Supervisory Canmittee Members)

The Company appoints candidates for Directors (ebwoty Directors who are Audit & Supervisory
Committee Members) based on a policy that persialde to the positiorshould have the following
qualities in order to carry out their roles enteasby shareholders.

A) To be able to take care of the Company’s stakiie and fulfill the Company’s social responstlil
as well as make an effort to well understand anpléement the Company’s corporate vision and
management vision to improve the Company’s corgoratue;

B) Based on his or her own career, to be capahbieleh deep insight regarding the Company’s business
and his or her duties, and make flexible and badfpedgments to fully display the synergistic effec
between the Company’s various businesses, suclisiseses in materials, machinery and electric
power supply, in the case of determining importaanhagement issues including the distribution of
management resources;

C) To be able to make prompt and decisive decisimder circumstances of hectic change; and

D) To be able to actively make proposals or suggestto other Directors as a member of the Board of
Directors.

E) The Company wants Outside Directors to be ableatik up appropriate risk-taking and support the
Company’s medium- to long-term growth by reflectimgtside persons’ fair and neutral opinions|on
resolutions at the meetings of the Board of Dinect@he Company requires Outside Directorg to
meet the following requirements in addition to rieginents A) to D) above:

a. To have extensive experience and deep insighetable to make objective, fair and neutral
judgment in light of his or her career;

b. Especially, to have global insight necessary ttoe implementation of the Company
management vision or business plan or insight diigathe Company’s business areas; and

c. To meet the Standards for Independent Direstipalated by the Company.

S

The Company’s fundamental policy with regard to apmintment of candidates for Directors who
are Audit & Supervisory Committee Members

The Company appoints candidates for Directors wie Aardit & Supervisory Committee Members
based on the policy that persons suitable to tis#tipp should have the following qualities in order
carry out their roles entrusted by shareholders.

A) To well understand the characteristics of thenPany’s wide-ranging businesses and be able td audi
and supervise the Company'’s business based ontiesdand functions stipulated in the Companies
Act;

B) To be able to consider appropriateness of manageto improve corporate value, in addition|to
auditing the legality of management, and activelgken statements at meetings of the Board of
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Directors;

C) In consideration of the fact that they are AliSupervisory Committee Members, they are able to

appropriately exercise their authority as Directors
D) At least one Audit & Supervisory Board Memberttwiconsiderable knowledge of finance 8
accounting must be elected; and

E) The Company invites Outside Directors who are A&dbupervisory Committee Members from the
legal, financial and industrial circles in orderdimow the functions of auditing and supervisingrfrp

various angles, wants them to be able to back ppoapate risk-taking and support the Compan
medium- to long-term growth, and requires them &etithe following requirements in addition
requirements A) through C) above;
a. To have extensive experience and deep insighttable to make objective, fair and neu
judgment in light of his or her career; and
b. To meet the standards for Independent Direstipalated by the Company.

The Company’s Standards for Independent Directors

The Company’s Outside Directors (including those wdre also Audit & Supervisory Committee

Members) are recognized as Independent Directolengsas any of the following requirements are hot

applicable. Requirement “L” only applies to Outsibérectors who are also Audit & Supervisory

Committee Members.

A) A person who currently executes or has executesinesses of the Group, which includes

the

Company and its subsidiaries (meaning executivecttirs, executive officers, officers and other

employees, hereinafter the same shall apply).

B) A person who has a close relative (spouse,ivelatithin the second degree of kinship, hereinafie
same shall apply) who currently executes or haswggd businesses of the Group within the past
years.

C) A person who is currently or has been over thet ghree years a principal shareholder of
Company (a shareholder who, directly or indireatlyrrently owns or has owned 10% or more of
voting rights of the Company) or who currently extes or has executed businesses of the prin
shareholders’ company within the past three years.

D) A major business partner of the Company (whenhilghest payment among payments by this pal
to the Company accounts for more than 2% of the g2omy's annual consolidated net sales in
past three fiscal years) or a person who executsisdsses thereof or has executed over the past
years businesses thereof.

E) A person who executes businesses thereof whoge mssiness partner is the Company (when
highest payment among payments by the Companyet@éhson accounts for more than 2% of
person’s annual consolidated net sales in lasetfiseal years) or a person who executes busing
thereof or has executed over past three yearsdsnssn thereof.

F) Persons who are or have been over the pastylers financial institutions, other large creditor

five

the
all
Cipal

ther
the
thr

the
the
’SSes

those executives indispensable for the Companyanfiing and that the Company depends on tq the

degree there is no substitute.
G) A consultant, accountant or legal professionAbvhas received a large sum of money or o
financial gain in the past three years (the la@fetO million yen or 100 thousand U.S. dollars
more in a year if the person is an individual, ibthe person is a party such as a company o
association, the amount equal to or more than 2%eparty’s annual consolidated net sales) f
the Company as an individual, excluding remunenafiar Director of the Company. (If a par

ther
or

I an
om

Ly

including but not limited to a company or an asatien receives such financial gain, a person who
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belongs to those companies, excluding the persdimidually performing his or her duties without

receiving any remuneration from those companies.)

H) Certified public accountants who are Accountigditors of the Company or those belong to the

audit corporation which is an Accounting Auditortbé Company.

1) A representative person or the equivalent thecdathe company who receives a donation or [aid

(which exceeds the larger of 10 million yen, 100u$and U.S. dollars or 30% of the total average

annual cost of the company in a year) from the Guomgp

J) A person who executes businesses of the congawigich mutually dispatches outside
directors/corporate auditors. (The person who exsctite business of the Group is an outside

director/corporate auditor and the person who esctne business of such a company is the outside

director of the Company.)

K) A person who has a close relative who falls uraley of the categories C) through J) above. ([The
person who executes a business of the Companynitedi to directors and executive officers and,

regarding the person who belongs to a professiadaisory firm such as a law firm, limited to|a

member or a partner of the firm.)

L) A person who has a close relative with the pessba falls under either of the following categor&@s

through c).

a) A person who is currently or has been over thst pne year a non-executive director gf a

subsidiary of the Company.

b) A person who is currently or has been over thet mne year an accounting advisor of a

subsidiary of the Company. (If the accounting agolvis a company, it is limited to those with a

certified public accountant or a certified publx taccountant.)
c) A person who over the past one year has been-&xecutive director of the Company.
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Attached Documents

Business Report
(From April 1, 2017 to March 31, 2018)

1. Status of the Corporate Group
(1) Progress and Results of Operations and Issugs Addressed
(a) Progress and Results of Operations

We deeply and sincerely apologize once again foisiog substantial troubles to our
shareholders due to the misconduct (the act oifyffadg or fabricating inspection data for
products falling short of public standards or costo specifications (the “Affected Products”),
and shipping or delivering those products to cust@ras if they conformed to the public
standards or customer specifications, hencefortrresl to as the “Misconduct”) of the
Group. In order to complete safety verifications sm®n as possible for a total of 688
customers who, as we announced, have receivedtéffderoducts, we are proceeding with
safety verifications together with customers asaéien of the highest priority, and at the same
time we are implementing measures to prevent renoe, as described in “Issues to Be
Addressed” below.

Japan’s economy in fiscal year 2017 (April 1, 208@rch 31, 2018) continued on a
gradual recovery trend supported by recovery insqel spending on the back of
improvements in the employment and income situao by firm corporate capital
investment for upgrading existing facilities, lats@ving purposes and other factors. In
overseas economies, China showed signs of recovery a slowdown, and parts of
Southeast Asia, the United States, Europe and atkeas continued to gradually improve.

In this economic environment in the Kobe Steel @rdahe sales volume of steel products,
supported by firm demand in the automotive seat@s similar to the previous year. The
sales volume of aluminum rolled products was higtiem the previous year. Although
demand for can stock for beverage cans was singlahe previous year, demand in the
automotive sector was higher than the previous.yEae sales volume of copper rolled
products was similar to the previous year. Althowugimand for copper strips increased for
automotive terminals and semiconductors, the salksne of copper tubes decreased due to
equipment trouble at a manufacturing facility inaifand. Unit sales of hydraulic excavators
were higher than the previous year, owing to higdemand in Japan, China and other
markets.

As a result, consolidated sales in fiscal year 2@tveased 185.2 billion yen, compared
with the previous year, to 1,881.1 billion yen. @mg income improved 79.1 billion yen,
compared with the previous year, to 88.9 billiom yeom the posting of a one-time expense
for the refurbishment of a blast furnace in thenlé& Steel business and the posting of an
allowance for retained receivables in the Consimad¥lachinery segment’s China business in
the previous year as well as other factors. Orglinacome* improved 90.2 billion yen,
compared with the previous year, to 71.1 billiom.yAs for extraordinary income and loss,
although compensation to customers and other pasiiel other expenses were posted in
connection with the Misconduct, a gain on the sallédnvestment securities resulted in
extraordinary income of 2.0 billion yen. Net incoratributable to owners of the parent
improved 86.2 billion yen to 63.1 billion yen.

Dividends for fiscal year 2017 are decided aftéing into full account the Company’s
financial condition, business performance, futuapi@l needs and other factors, including the
impact of the Misconduct. As a result, the Compprgposes a year-end dividend of 30 yen
per share for fiscal year 2017.
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The business progress and results for each busseggsent of the Kobe Steel Group
were as follows.

Iron & Steel

The sales volume of steel products was similah&gprevious year due to firm domestic
demand in the automotive sector and other fac@thpugh exports were lower than the
previous year. Sales prices were higher than theiqus year, affected by higher raw material
prices and other factors.

Sales of steel castings and forgings were lowen titne previous year due to lower
demand for ships. Sales of titanium products wéghedr than the previous year owing to
higher sales in the aircraft sector and generalstrabs and other factors.

As a result, consolidated segment sales in thalfigear 2017 increased 15.3 percent,
compared with the previous year, to 715.5 billiceny Ordinary income* improved 46.8
billion yen, compared with the previous year, to3l@illion yen from the posting of a one-
time expense for the refurbishment of a blast foena the previous year and other factors.

Welding

The sales volume of welding materials was lowemtliae previous year. In Japan,
demand in the architectural steel frame sector tedsluggish energy sector was on a
recovery trend. However, in overseas markets, sadksme decreased significantly in the
shipbuilding sector of South Korea.

Sales of welding systems decreased, compared héthptevious year, in which sales
were at a high level, although demand remainedifirthe architectural steel-frame sector.

As a result, consolidated segment sales in thalfigear 2017 decreased 2.1 percent,
compared with the previous year, to 80.5 billiom.y®rdinary income* decreased 1.9 billion
yen, compared with the previous year, to 4.9 biljen.

Aluminum & Copper

The sales volume of aluminum rolled products waghéi than the previous year.
Although demand for can stock for beverage canssivagar to the previous year, demand in
the automotive sector increased.

The sales volume of copper rolled products waslaintdo the previous year. Demand
increased for copper strips used in automotive iteal® and semiconductors. However, the
sales volume of copper tubes decreased becausguigim@ent trouble at a manufacturing
facility in Thailand in December 2016.

As a result, consolidated segment sales in thalfigear 2017 increased 8.1 percent,
compared with the previous year, to 349.5 billi@myOrdinary income* was 11.8 billion yen,
similar to the previous year, impacted by the Mmhact and the deterioration of the
performance of group companies, although invent@yation improved due to high metal
prices.

Machinery

Consolidated orders in fiscal year 2017 increas@® Jercent, compared with the
previous year, to 151.1 billion yen, as China’s@etiemical sector and other markets were on
a recovery track and other factors. The consolitlateklog of orders at the end of the fiscal
year 2017 stood at 140.4 billion yen.

Consolidated segment sales in the fiscal year 2@dréased 7.0 percent, compared with
the previous year, to 161.3 billion yen. Howevedimary income* decreased 3.5 billion yen,
compared with the previous year, to 2.3 billion yexm deterioration of profitability in some
of the compressors and other factors.

Engineering

Consolidated orders in fiscal year 2017 were 1b8lidn yen, a decrease of 31.6 percent,
compared with the previous year, which saw sevargé orders. The consolidated backlog of
orders at the end of the fiscal year 2017 cam@&8x41billion yen.
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Consolidated segment sales for the fiscal year dddréased 1.4 percent, compared with
the previous year, to 122.8 billion yen. Ordinargame* increased 4.1 billion yen, compared
with the previous year, to 6.9 billion yen owingthe steady progress of ongoing projects and
other factors.

Construction Machinery

Unit sales of hydraulic excavators were higher ttienprevious year, owing to a spike in
demand ahead of stricter exhaust emission regofatio Japan and rising demand from
infrastructure investments in China and other ficto

However, unit sales of crawler cranes were lowanttihe previous year because of lower
demand mainly in Southeast Asia and other factors.

As a result, consolidated segment sales in thalfigear 2017 increased 17.4 percent,
compared with the previous year, to 364.5 billi@myOrdinary income* in the previous year
was impacted by the posting of an additional alloeeafor retained receivables incurred in
the excavator business in China and other fac@oasequently, ordinary income* improved
53.3 billion yen, compared with the previous yea21.9 billion yen, also aided by the higher
unit sales of hydraulic excavators.

Electric Power

The amount of electricity sold was less than trevious year due to the increase in the
number of days for periodic inspection. The unicerof electricity was higher than the
previous year because of higher market prices affuged as fuel.

As a result, consolidated segment sales in thalfigear 2017 increased 2.2 percent,
compared with the previous year, to 72.1 billiom.y®rdinary income* decreased 5.1 billion
yen, compared with the previous year, to 7.9 billi@n because of the transition to a new
contract for the Kobe Power Plant's No.1 unit, ighmaintenance costs for periodic
inspections, and other factors.

Other Businesses

At Shinko Real Estate Co., Ltd., both the residgnproperty sales business and the
leasing business remained firm. At Kobelco Rese#stitute, Inc., orders decreased in the
testing and research business resulting from thecdfiduct. In addition, Shinko Care Life
Co., Ltd., which was previously a consolidated @libsy, was excluded from the scope of
consolidation in fiscal year 2017 and is includsecha affiliate company accounted for by the
equity method.

As a result, consolidated segment sales in thalfigear 2017 decreased 8.0 percent,
compared with the previous year, to 68.8 billiom.y®rdinary income* decreased 2.1 billion
yen, compared with the previous year, to 5.4 biljen.

Definition of Ordinary Income (Loss)*
Ordinary income under accounting principles gemgeadcepted in Japan (Japanese GAAP) is a category

of income (loss) that comes after operating inc¢ex@ense) and non-operating income (expense),djateén

extraordinary income and loss. It is also calledttax recurring profit” or simply “pretax profit.”
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(b) Issues to Be Addressed

The business environment surrounding the Kobe Sieelip in Japan is anticipated to
continue on a gradual recovery trend owing to inaproent in the employment situation and
signs of recovery in corporate capital investmemd personal spending. Overseas, growth
rates in China are anticipated to slow, but inlinited States, Southeast Asia and other areas,
economic recovery is anticipated to continue ookira

On the other hand, protectionist trade policieaygtexchange rate fluctuations and other
factors that impact economic trends need monitoring

In such an environment, the Group recognizes tlaissues it should tackle this period
are, first, urgently rebuilding governance centeosdquality, in view of the Misconduct
announced in October 2017, and recovering the wmashave lost, in addition to the steady
promotion of growth strategies for the future basedthe three core business areas of the
materials businesses, the machinery businesseshanelectric power business, which are
presently underway.

<Rebuilding Quality Governance in the Group>
—Background—
In light of our discovering that JIS Standard vimas took place in June 2016 at Shinko Wire
Stainless Company, Ltd., the Company, in April 20bégan a quality-assurance audit
covering all business divisions. This audit, whighs led by the Head Office, focused on
determining whether the quality of shipped productsformed not only with public
standards related to quality, such as the JIS Stdndut also with customer specifications.
Furthermore, in early August 2017, we also insedcall Kobe Steel Group companies to
begin conducting quality self-inspections from Sepiber covering products shipped over the
previous one-year period (September 2016 to AUZQET).
In response to this request, the Aluminum and CoBpeiness, which had already started its
self-inspections, discovered in late August 20Et the Misconduct had taken place.
When this was discovered, the Company immediatalett shipment of products affected by
the Misconduct, and, after conducting an intermakstigation using an external law firm,
began providing explanations to customers starting September 2017, and made
announcements to the public on October 8, 2017.
Subsequently, on October 26, 2017, the Companylediad an Independent Investigation
Committee (the “lIC") with lawyers with no speciaterests with the Company as members,
which took over the investigation, and the Compdras cooperated in full with the
investigation of the IIC.
Afterward, the Company, on November 10, 2017, hield a report which summarized the
cause analyses that had been compiled by the Cgnypato that point in time. On the same
date, the Company also established a Quality Gewes Restructuring Deliberation
Committee consisting of 8 members, with 5 persogisigh outside board members, as an
advisory body to the Board. The Quality GovernaRestructuring Deliberation Committee
continued to examine issues related to the govemahthe Group, as indicated in the above-
mentioned report.
Subsequently, on March 6, 2018, upon receipt ofréiselts of the investigations by the IIC,
the Company announced the facts regarding, theecanalyses of, and the measures for
preventing the recurrence of, the Misconduct, togeiith the examination results of the
Company’s Compliance Committee and the Quality Guarece Restructuring Deliberation
Committee. The outline of the announcement is kewe.
* For details of the Company’s announcement, plessit the Company's website
(http://www.kobelco.co.jp).

0] Analyses of the causes of the Misconduct

We conclude that the causes of the Misconduct @amrbuped into the following three
categories: 1) the management style that overenggtarofitability and the inadequate
corporate governance, 2) the imbalanced operatfoplamts that resulted in the reduced
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awareness of quality compliance among employees,3arthe insufficient quality control
procedures that allowed the Misconduct to takeeplBetails are provided below.

1) Management style that overemphasized profitabityd the inadequate corporate
governance
To align with the Head Office’s emphasis on prdfilisy, each business division felt the
need to adopt an attitude that led them to acoamhpse orders without reviewing their
production capacities.
A large-scale transfer of authority from the Heaffic® to each of the individual
divisions weakened the Head Office’s ability touame centralized control over the
entire Kobe Steel Group; this, in turn, led to thead Office’s inability to manage a
compliance program that ensured effective quabguaance.
Failure to detect the Misconduct at an early stagalso attributable to several factors
relating to our corporate governance. For examglen when conduct similar to the
Misconduct was found in the past, the Company’s agament did not take drastic
enough measures to address such issues. Inteditd atieach division, moreover, were
not sufficiently extensive.

2) Imbalanced operation of plants that resulted in thduced awareness of quality
compliance among employees
The manufacturing of products based on customenifsgsions not matched to process
capability; a culture that prioritized winning phese orders and meeting delivery
deadlines over ensuring quality
An insular organization where personnel were raeghanged or transferred between
different divisions; the absence of appropriatelityzeelated education / training and
disciplinary actions
The employee’s quality compliance awareness dulkmall thus, there is a false
assumption that products falling short of custospacifications could be shipped to the
extent that they had no safety issues

3) Insufficient quality control procedures that allaiwle Misconduct to take place
There are certain issues on quality managemengegses, such as inspection processes
enabling data falsification or fabrication, isolht@nd rigid operational systems, and the
establishment of internal standards utterly imgmesio conform to

(ii) Measures to prevent a recurrence of the Misconduct
Based on the cause analyses mentioned above aing) tidle 11IC's suggestions into
consideration, we have set out and are currentlkivwg on the following measures to
prevent a recurrence of the Misconduct.

1) _I\_/[eg@y_r_@_s_ in terms of governanceestructuring our quality governance systems
' a. Penetration of the Group’s corporate philosophy
i+ Resolutely pursue reforms aimed at restoring tmsthe Kobe Steel Group b:y
further promoting the “Next 100 Project” activitiéa project to shape the Kobe
Steel Group’s future for the next 100 years), tigftowvhich the top managemelnt
talks to the employees face-to-face about the intdnthe Group’s corporate
philosophy “Core Values of KOBELCO” and the “SixeRlbes of KOBELCO,” the
guidelines for the philosophy, along with the masragnt’s thoughts on thes>e
pledges.
Designate every October as “Core Value of KOBELCQonih” to keep
remembering the lessons learned from the past ¢angel incidents including the
recent Misconduct .
In light of the significant impacthe Misconduct had on the society, in additic'
revise the “Six Pledges of KOBELCO,” pledges toKept by all employees, to
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include the expressions that emphasize customisfasdion and contribution to thie
society .

b Desirable state of the Board of Directors

' - To improve the fairness and transparency of therdo# Directors, ensure that at
least one third of the members of the Board of @aes are Independent D|rector¢,
As a voluntary advisory body, create a Nominatind &ompensation Committee; a
majority of which are outside directors !
Abolish the offices of Chairman of the Company a&hett a chairman of Meetlngs
of the Board of Directors from among the Independ®rectors
Revise the current structure under which all donsheads are directors, and asalgn
one director position to the materials businessg alirector position to the
machinery business, and one director position & electric power business. in
addition, appoint a director overseeing compliazice a director overseeing qual:ty
management
Set up an Independent Quality Supervision Committeasisting of external
experts, as an organization that is dedicated soudsing various issues about
quality compliance

c Restructuring of the risk management system

+ Conduct a Compliance Awareness Survey on a rebakis
Strengthen the risk management of Group companasd on the Groups
standards
Formulate the “KOBELCO Quality Guidelines” |
Establish a Compliance Management Department urlder guidance of ah
executive officer who is invited from outside deatied to compliance matters

d Reformation of the insular nature of organizagio

- Fundamentally reinforce governance by restructuridigisions and Group
companies
Reform the insular nature of organizations thropginsonnel rotation among the
divisions
Take control of and resolve issues arising at wigghrough implementation Of
measures such as employee awareness surveys .

. e. Restructuring of the quality assurance system

. - Adopt the “Quality Charter”
Establish a Quality Management Department at thadH®ffice and a quallty
assurance section that is under the direct coofrelach division to reinforce the
quality assurance system at each layer of our bssirfactories / plants, dIVISIOI’IS
and the Head Office
Have the Quality Management Department oversee itgualdits and the
development of quality assurance personnel asasedlupport the divisions’ quallfy
education and training
Invite from outside an executive officer in charge the Quality Management
Department

f Revising strategy for managing the business .

- In order to increase our sustainable corporateegaladopt a management strategy
that will aim at implementing a well-balanced imtel control system throughout
the organization and being capable of detectirig r@ad taking remedial measures
(as Business Management Goals, define and deterhome to implement the
following in the flscal year 2018 Economy, Legaldacontractual compllance,
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a Measures for quality management

Strengthen quality assurance management at eagfebsidocation in line with the
“KOBELCO Quality Guidelines” .
Hold group quality leader conferences organizedtly Quality Management
Department

Have the quality assurance departments conduct, &l assist in solving |ssues
arising at worksites through the “quality caravaan” activities carried out by
specialized personnel at the Head Office :

b Education for and development of quality asstegrersonnel
L Regard quality assurance personnel as specialesonmnel for the entire company,
and rotate and develop personnel in a manner thsitacross business divisions and
locations .
Strengthen in-house education intended for all ekinvolved in quality at the
Group in accordance with the Quality Charter

L a. Improvement of quality control processes
' Proceed with automating the processes of recortiisy / inspection data and
eliminate as much as possible one-man operatiodataentry processes
Adopt a single shipment standard to remove oppiti#snfor the Misconduct that
resulted from double shipment standards (custorpecifcations and mternal
standards)

b Revision of the authorization process to beofedld when receiving new orders
Revise the authorization process to be followednuieeeiving new orders and alpo
aim at understanding our process capability contpasith customer speC|f|cat|ons
when receiving order

c Revision of the authorization process to beofedld when changing manufactunng
processes
Revise the authorization process to be followed nvobbanging manufactunng

_______ processes affecting product quality
Considering the facts relating to the Misconduet thiere found by the Group’s quality self-
inspections and the IIC’s investigation, togethathwmultiple compliance incidents in
which the Company was involved in the past, we naggnowledge that the Company is
facing deep-seated issues concerning its organimdttulture and awareness of its officers
and employees, as well as its compliance systems.
In the process of investigating the causes of thgcdmduct, we discovered the need to
make reforms aimed at addressing issues more fuertahthan issues that involved only
quality, including those relating to governancegémeral, not to mention the importance of
focusing on issues with management and operatiomalesses relating to the Company’s
quality assurance. We are also cognizant that ts@teemain issues that require further
consideration, such as the desirable state of tdadBof Directors, the desirable state of the
division system, and the desirable methods of persioallocation and development and of
formulation of management plans.
We will continue to place the highest priority tonapleting the safety verification. At the
same time, we will pursue fundamental reforms afaganizational systems and corporate
culture by involving all of the Kobe Steel Grougmployees, led by the top management,
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in diligently and earnestly implementing each measa prevent a recurrence mentioned in
“Measures to prevent a recurrence of the Miscorichlmve.

The Group, in addition to undergoing an investigatby the investigation authorities in

Japan on the Misconduct, has been under investigaty the U.S. Department of Justice

since October 2017 for allegedly selling the AfézttProducts to customers in the United

States.

In addition, three civil complaints have been bittuggainst the Kobe Steel Group and

other similar lawsuits may be filed in the futufée three civil complaints are as follows:

1. Class actions in Canada seeking compensatioectoromic loss and other reliefs caused
by the automotive metal products manufactured bykibbe Steel Group and the use of
these products in the manufacture of automobiles.

2. A securities class action in the United Statesel on violations of the U.S. Securities
Exchange Act (misrepresentation of the compliangstesn, etc.) concerning The
Company’s American Depository Receipts (ADR)

3. A class action in the United States seeking @msation for economic loss from the
decline in the resale value of the plaintiffs’ v and other relief, arising from the use
of metal products manufactured by the Companyémtlanufacture of the vehicles.

The investigation by the investigation authoritinsJapan, the investigation by the U.S.

Department of Justice and the above-mentioned orilplaints are all at an early stage. It

is difficult to reasonably estimate the final peigs, compensation for damages, and other

outcomes at this time, but they may possibly rasut monetary burden.

The Group takes the investigations and lawsuitsireyibecause of the Misconduct very

seriously, and will earnestly work toward resolvihgm as soon as possible.
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<Promoting Fiscal Year 2016-2020 Group Medium-TernBusiness Plan>

In April 2016, Kobe Steel Group formulated the Bis¥ear 2016-2020 Group Medium-
Term Management Plan and has started initiativea feew medium-term management plan,
KOBELCO VISION “G+” (pronounced “G plus”) that will establish a solidisiness
enterprise. The new plan aims to further strengttienthree core business areas of the
materials businesses, machinery businesses, amietidac power business.

In November 2017, the Company completed the transfeupstream production to
Kakogawa Works in the steel business, which wakgdarur initiatives to increase profits. In
addition, in the construction machinery businassyhich we posted significant allowances in
the previous fiscal year, we have been able tobmsiness performance on the track to
recovery by restructuring the sales and the praglucstructure in China. The external
environment is changing rapidly, but we believe @ making definite steps toward
achieving the medium-term management plan.

As we approach the midway point of our five-yeaarmpl while steadily promoting
initiatives for weight savings in transportationrreintly underway, and initiatives to expand
business in the energy and infrastructure field #wedelectric power business, the Company
will adopt cash generation measures in order tontagi a D/E ratio of 1 time or less to
maintain financial discipline. Through strengthenthe business base, the Company aims to
establish a solid business enterprise and gengrabeh.

1) Growth strategies for the threeMaterials Businesses Initiatives for weight saviimgs
core business areas transportation

Improving profitability in the iron &

steel business

Machinery Businesses Initiatives in the energy and

infrastructure fields

Strengthening profitability in the

construction machinery business

Electric Power Business Initiatives for stable fisof
2) Strengthening the Business | i) Strengthening corporate governance
Base i) Securing and developing human resources

iii) Strengthening technology development capdbgitaind
manufacturing capabilities

3) Financial Strategy Maintaining financial disai@ and undertaking cash generation
measures

Numerical Targets for Fiscal Year 2020

€ ROA (ordinary profit/total assets): 5% or more
4 D/E Ratio (interest-bearing debt/equity): 1 timdess

* For details of the Fiscal Year 2016-2020 Group diden-Term Management Plan, please visit the
Company’s website (http://www.kobelco.co.jp).

During the half-year-long investigation concernithg Group’s Misconduct, we gained
great cooperation from those concerned, espeauaitycustomers, in the safety verification
and other processes, and also received very valaabice and opinions.

The Company has also received many severe reprgrfesmd shareholders, in addition to
admonishments and encouragements aimed at recgvyarst.

For over 112 years since its founding, the Compaasy managed its business by valuing
trust of its customers, partners, shareholders,aandmber of other stakeholders. The recent
loss of such trust, notwithstanding, is truly retaiele. To fulfill our responsibilities for the
recent Misconduct and to be reborn as a companyhinh people can place their trust, we
will go back to our roots (the “Base ®fonodzukuri”), take to heart again the fact that reliable
quality is the core of trust, strive to preventeaurrence with an unwavering resolution, and
commit ourselves to making this moment a true hgmoint.

We would like to ask all shareholders for their thamed guidance and encouragement, in
addition to support for the Group.
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[Core Values of KOBELCO]

1. We provide technologies, products and servibas win the trust and confidence of ou
customers we serve and the society in which we live

2. We value each employee and support his and toevtly on an individual basis, while
creating a cooperative and harmonious environment.

3. Through continuous and innovative changes, veater new values for the society o
which we are a member.

[Six Pledges of KOBELCO Men and Women]
We, the men and women of KOBELCO, in the spirihofioring Core Values of KOBELCO,
make the following Six Pledges:

1. Heightened Sense of Ethics and Professionalism
We not only follow the laws, corporate rules andist@l norms, but also conduct our
corporate activity in a fair and sound manner wtk highest sense of ethics and
professionalism.

2. Contribution to the Society by Providing Superior Roducts and Services
Guided by our “Quality Charter,” we provide safeusd and innovative products and
services to our customers, and thereby ensure mastsatisfaction and contribute to
the advancement of the society.

“Quality Charter”
The KOBELCO Group will comply with all laws, publgtandards, and customer
specifications, and make continuous efforts to mmprquality, with the goal of
providing ‘Trusted Quality’ in our products and\@ees.

3. Establishing a Comfortable but Challenging Work Emironment
We provide a safe and comfortable work environmantl we value each employee’s
character, personality and diversity, and provideheemployee with a challenging
work experience so as to allow each employee tdiissend her fullest capability.

4. Living in Harmony with Local Community
We make efforts to be a good “corporate citizenéath local community which serves
as the base for our group.

5. Contribution to a Sustainable Environment
We aim to build a richer and more sustainable watdl we conduct environmentally
friendly manufacturing and contribute to the bettent of the natural environment
through our technologies, products and services.

6. Respect for Each Stakeholder
We respect all of our stakeholders, including cm&lis, business associates, employees
and shareholders, as our colleagues and build goddsound relationships with all of
them.
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(c) Production Volume, Orders Received, and Neesand Ordinary Income by Business

Segment

(i) Production Volume

In thousands of tons)

Iron & Steel Crude steel 7,275 7,537
. Aluminum rolled products 376 384
Aluminum & Copper
Copper rolled products 142 142

(ii) Orders Received

(In millions of yen)

Domestic 58,298 62,565
Orders Overseas 69,901 88,538
. Total 128,200 151,104
Machinery -
- ; Domestic 36,134 41,200
Backlog o
orders Overseas 91,682 99,259
Total 127,817 140,459
Domestic 111,108 80,632
Orders Overseas 63,138 38,612
. . Total 174,247 119,245
Engineering .
Domestic 102,629 97,986
EEUeg) G Overseas 77,280 85,500
orders
Total 179,909 183,487
Note: The orders and the backlog of orders inchmeunt of orders among the Company’s Groups.

(iii) Net Sales and Ordinary Income by Businessreet

(In millions of yen)

Iron & Steel 620,611 (29,557) 715,553 17,312
Welding 82,274 6,854 80,585 4,917
Aluminum & Copper 323,327 12,020 349,562 11,871
Machinery 150,710 5,896 161,325 2,379
Engineering 121,182 2,809 122,834 6,922
Construction Machinery 310,494 (31,399) 364,585 21,991
Electric Power 70,605 13,082 72,129 7,918
Other Businesses 74,874 7,610 68,882 5,418
Adjustment (58,217) (6,422) (54,300 (7,583)

Total 1,695,864 (19,103) 1,881,158 71,149

[Of the above, overseas net salg [573,624] [648,527]
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(2) Capital Expenditures

Total capital expenditures on a construction (ictipe and acceptance) base is 128.6

billion yen.
The maj

or capital expenditures completed in figear 2017 or ongoing as of the end of

fiscal year 2017 are as follows:

Completed

The Company Kakogawa Works and Kobe Works

Strengthening equipment and distribution faciligés. accompanying transfer
upstream production to Kakogawa Works (Iron & Steel

Kobe Aluminum Automotive Products, LLC

Melting and casting line, forging press etc. in Kexky, the United States (6th
investment) (Aluminum & Copper)

The Company Takasago Works

Strengthening rotating machine plant facility (opéra facility for large-capacity
nonstandard compressors) (Machinery)

In progress

Kobelco Aluminum Products & Extrusions Inc.
Melting furnaces, extrusion presses, processirgsletc., in Kentucky, the United
States (Aluminum & Copper)

The Company Moka Plant
Heat treatment and surface treatment facilitieafominum panel material
(Aluminum & Copper)

Kobe Aluminum Automotive Products, LLC
Melting and casting line, forging press etc. in Keky, the United States (7th
investment) (Aluminum & Copper)

Kobelco Power Moka Inc.
Power Supply Plant in Moka-shi, Tochigi-prefect(iEectric Power )

The Company Kobe Works
Power Supply Plant (Electric Power)

Note: In

April 2018, the Company decided to makeiteh expenditures in facilities including the

continuous annealing lines for ultra high-strengjerel sheets at Kakogawa Works.

(3) Financing Activities

During fiscal year 2017, there were no special enatto be noted, including the issuance

of corporate bonds, etc.
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(4) Assets and Results of Operations
(a) Assets and Results of Operations of the Grou

(In

Net sales millions 1,886,894 1,822,805 1,695,864 1,881,158
of yen)
(In

Operating income  millions 119,460 68,445 9,749 88,913
of yen)
(In

Ordinary income millions 101,688 28,927 (19,103 71,149
of yen)

Net income (In

attributable to owner millions 86,549 (21,556) (23,045) 63,188

of the parent of yen)

Net income per share(yen) 238.19 (59.34) (63.54) 174.43
(In

Total assets millions 2,300,241 2,261,134 2,310,435 2,352,425
of yen)
(In

Net assets millions 851,785 745,492 729,404 790,984
of yen)

Net assets per share (yen) 2,137.00 1,903.80 1,860.36 2,049.95

Note: Since a ten-for-one consolidation of the Canys shares was implemented on October 1, 2016, ne
income per share and net assets per share werdatatt based on the assumption that the share
consolidation was conducted at the beginning ofl@nd business term.

(In

Assets and Results of Operations of the Compan

Net sales millions 1,028,146 979,085 923,700 1,041,923
of yen)
(In
Operating income  millions 35,297 21,006 (7,096) 32,121
of yen)
(In
Ordinary income millions 46,600 26,690 (16,557 44,449
of yen)
(In
Net income millions 52,321 (6,217) (6,319) 43,468
of yen)
Net income per shareg(yen) 143.79 (17.09) (17.39) 119.77
(In
Total assets millions 1,432,210 1,478,036 1,607,297 1,634,268
of yen)
(In
Net assets millions 556,645 514,575 513,620 556,715
of yen)
Net assets per share (yen) 1,529.83 1,413.07 1,415.24 1,534.02

Note: Since a ten-for-one consolidation of the Canys shares was implemented on October 1, 2016, ne
income per share and net assets per share werdatatt based on the assumption that the share
consolidation was conducted at the beginning ofl@nd business term.
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(5) Major Businesses (As of March 31, 2018)
The major businesses carried out by the Kobe &mmlp are described below.

Steel bar Ordinary wire rod, Special wire rod, Specialty ttege, Ordinary steel bar,
Specialty steel bar
Steel sheet Heavy plate, Medium plate, Sheet (itael, cold-rolled, surface treated)
Iron & Steel| Steel billet
Processed Steel castings and forgings (vessel parts, elecsgarts, industrial
product & pig | machinery parts, etc.), Titanium and titanium adlo$teel powder, Foundry
iron, etc. pig iron, Pig iron for steelmaking, Slag produ@ginless steel tubes,
Building materials, Specialty steel products, Steiets
Welding Welding materials (covered welding eled&s, welding wire for automatic

and semi-automatic welding, flux), Welding robd¢elding power sources,
Welding robot systems, Welding-related testingJysisiand consulting

Aluminum
& Copper

Aluminum rolled
products

Copper rolled
products

Aluminum
castings and
forgings, etc.

Aluminum can stock, Aluminum sheet for heat excleagAutomotive
aluminum sheet, Aluminum extrusions, Aluminum diséterial for HDDs

Copper sheet and strip for semiconductors, Cogpstsand strip for
terminals, Leadframes, Condenser tubes, Coppes fobair conditioners

Aluminum-alloy and magnesium-alloy castings andjifags (parts for
aircrafts and automobiles, etc.), Fabricated alumimproducts (parts for
automobiles, building materials, building temporaonstruction material,
etc.)

Machinery

Equipment for energy and chemical figiguipment for nuclear power
plants, Tire and rubber machinery, Plastic proogssiachinery, Ultra
pressure press, Physical vapor deposition systdetsiworking machinery,
Compressors, Refrigeration compressors, Heat puitasts (steel rolling,
non-ferrous, etc.), Internal combustion engines

Engineering

Various plants and equipment (diredtiction iron making, pelletizing,
petrochemical, nuclear power-related, water treatmveaste treatment, etc.),
Erosion control and disaster prevention structut@g| engineering,
Advanced urban transit system, Equipment for chahgind food fields

Construction Machinery

Hydraulic excavators, Mircavators, Wheel loaders, Crawler cranes,
Rough terrain cranes, Work vessels

Electric Power

Power supply

Other Busin

esses

Real estate development, Constru8ales, Brokering, Remodeling,
Leasing, Building management, Condominium managénSgecial alloys
and other new materials (target materials, etcateMal analysis and testing,
High-pressured gas container manufacturing, Superezing products,
General trading
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(6) Major Offices and Plants (As of March 31, 2018)

Head offices

KOBE (Registered Head Office), TOKYO

Domestic branch offices

OSAKA, NAGOYA

Domestic sales offices

HOKKAIDO (Sapporo), TOHOKU (Sendai), NIIGATA (Niiga), HOKURIKU
(Toyama), SHIKOKU (Takamatsu), CHUGOKU (HiroshimKyUSHU
(Fukuoka), OKINAWA (Naha)

Overseas offices

DETROIT, BANGKOK, SHANGHAI

Research Laboratories

KOBE (Kobe)

Iron & Steel | KAKOGAWA (Hyogo), KOBE (Kobe), TAKASAG (Hyogo)

Weldin FUJISAWA (Kanagawa), IBARAKI (Osaka),
9 SAIJO (Hiroshima), FUKUCHIYAMA (Kyoto)
Plants i
A'“(’:“'””m & | MOKA (Tochigi), CHOFU (Yamaguchi), DAIAN (Mie)
opper
Machinery
Engineering TAKASAGO (Hyogo), HARIMA (Hyogo)

Note 1: Overseas offices represent regional hemtieps (local subsidiaries).
Note 2: The locations of head offices of major $dibsies are described in the following note “(7)ajdr

Subsidiaries, etc.”

(7) Major Subsidiaries, etc.
(Subsidiaries)

Nippon Koshuha Steel Co., Ltd.
[Tokyo]

Kobelco Steel Tube Co., Ltd.
[Shimonoseki, Yamaguchi]

Shinko Kenzai Ltd.
[Amagasaki, Hyogo]

Kobelco Logistics, Ltd. [Kobe]

Shinko Bolt, Ltd. [Ichikawa, Chiba]

Shinko Engineering & Maintenance
Co., Ltd. [Kobe]

Kobe Welding of Qingdao Co., Ltd.
[China]

Kobe Welding of Korea Co., Ltd.
[Korea]

Kobelco & Materials Copper Tube,
Ltd. [Tokyo]

Kobelco Automotive Aluminum
Rolled Products (China) Co., Ltd.
[China] *1

Kobe Aluminum Automotive Produc
(China) Co., Ltd.

[China]

Kobelco & Materials Copper Tube
(Thailand) Co., Ltd. [Thailand] *1

Kobelco Aluminum Products &
Extrusions Inc. [United States] *1

Kobe Aluminum Automotive
Products, LLC [United States] *1

Kobelco & Materials Copper Tube
(M) Sdn. Bhd. [Malaysia] *1

15,669 million yen
4,250 million yen

3,500 million yen

2,479 million yen

465 million ye
150 million yen
211,526 thousand yug

5,914 million won

6,000 million yen

454,000 thousand yud

239,681 thousand yug

1,129 million Thai bah|

24,000 thousand U.S. dollg

24,000 thousand U.S. dollg

25,500 thousand Malaysian ring

51.84

100.00

96.80

97.68

n 100.00]

100.00

90.00]

91.06

55.00

100.00

60.00]

100.00

100.00

60.00]

100.00

Manufacture and sales of specialty steels

Manufacture and sales of stainless steel
tube and precision tube

Manufacture and sales of products for
civil engineering and construction work

Harbor transportation, coastal shipping,
customs clearance, truck transportation,
warehousing and contracting plant work

Manufacture and sales of bolts for
construction and bridges

Design, manufacture, installation, piping
and maintenance of plants and equipment

Manufacture and sales of welding
materials

Manufacture and sales of welding
materials

Manufacture and sales of copper tubes for
air conditioners, construction and cold/hot
water supply

Manufacture and sales of aluminum
sheets for automotive body panels

Manufacture and sales of aluminum
forgings for automotive suspensions

Manufacture and sales of inner-grooved
copper tubes and smooth bore copper
tubes for air conditioners

Manufacture and sales of bumper
materials and frame materials for
automotive bumpers

Manufacture and sales of aluminum
forgings for automotive suspensions
Manufacture and sales of copper tubes
and secondary processed products
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Kobe Precision Technology Sdn. Bh
[Malaysia]

Kobelco Compressors Corporation
[Tokyo]

Shinko Engineering Co., Ltd.
[Ogaki, Gifu] *1

Quintus Technologies AB [Sweden]
*
1

Kobelco Compressors Manufacturin
(Shanghai) Corporation
[China]

Kobelco Compressors America, Inc.
[United States] *1

Kobelco Eco-Solutions Co., Ltd.
[Kobe] *2

Kobelco Eco-Maintenance Co., Ltd.
[Kobe] *1

Midrex Technologies, Inc.
[United States] *1

Kobelco Construction Machinery Cq.

Ltd.

[Tokyo]

KOBELCO Construction Machinery
(East Japan) Co., Ltd.

[Ichikawa, Chiba] *1

KOBELCO Construction Machinery
(West Japan) Co., Ltd.

[Amagasaki, Hyogo] *1

Kobelco Construction Machinery
(China) Co., Ltd. [China] *1
Chengdu Kobelco Construction
Machinery Co., Ltd. [China] *1

Hangzhou Kobelco Construction
Machinery Co., Ltd. [China] *1

Chengdu Kobelco Construction
Machinery Financial Leasing Ltd.
[China] *1

Kobelco Construction Machinery
Southeast Asia Co., Ltd. [Thailand] 1

Kobelco International (S) Co., Pte.
Ltd. [Singapore] *1

Kobelco Construction Machinery
Europe B.V. [Netherlands] *1

Kobelco Construction Machinery
USA, Inc. [United States] *1

Kobelco Construction Equipment
India Pvt. Ltd. [India] *1

Kobelco Power Kobe Inc. [Kobe]
Kobelco Power Moka Inc. [Moka,
Tochigi]

Shinko Real Estate Co., Ltd. [Kobe]

19,000 thousand Malaysian ring

450 million yen|

388 million yen|

10 million Swedish kron

87,796 thousand yug

5 thousand U.S. dolla

6,020 million yen

80 million yen

1 thousand U.S. dolla

16,000 million yen

490 million yen|

490 million yen|

1,976,468 thousand yu
139,846 thousand yua

237,551 thousand yug

437,994 thousand yug

2,279 million Thai bah
1,058 million yen

8,800 thousand eu

2.3 thousand U.S. dolla

3,312 million Indian rupee
3,000 million yen

600 million yen|

3,037 million yen

2¥

S
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100.00

100.00

100.00

100.00

100.00

100.00

80.22

100.00

100.00

100.00

100.00

100.00

100.00

100.00

100.00

75.95

100.00

100.00

100.00

100.00

96.98
100.00

100.00

100.00

Manufacture and sales of aluminum disk
material for HDDs

Sales and servicing of compressors

Manufacture and sales of internal
combustion engines, transmissions and
testing machines, etc.

Design, manufacture, sales and servicing
of isostatic pressing equipment and sheet
metal forming equipment

Development and manufacture of
compressors and related products
Sales and servicing of products of the
Company

Manufacture and sales of compressor
system for process gas, refrigeration
compressor system and parts, etc.

Design, manufacture, construction and
maintenance of environmental plants
Design, manufacture and maintenance of
industrial machinery and equipment

Operation of water treatment facilities
and waste treatment facilities, etc.

Design, manufacture and construction of
direct reduction plants

Manufacture and sales of construction
machinery

Sales and servicing of construction
machinery

Sales and servicing of construction
machinery

Sales and servicing of construction
machinery

Manufacture and sales of construction
machinery

Manufacture and sales of construction
machinery

Leasing business

Manufacture and sales of construction
machinery

Sales and servicing of construction
machinery

Sales and servicing of construction
machinery

Manufacture, sales and servicing of
construction machinery

Manufacture, sales and servicing of
construction machinery

Wholesale power supply
Wholesale power supply

Real estate sales, brokering, remodeling
and leasing



Kobelco Research Institute, Inc.
[Kobe]

Kobelco (China) Holding Co., Ltd.
[China]
Kobe Steel USA Holdings Inc.

[United States]

300 million yen|

1,265,939 thousand yu

205 thousand U.S. dolla|

100.00

100.00

100.00

Material analysis and testing, structural
analyses

Manufacture and sales of target material,
semiconductor and inspection equipment

Holding company in China

Holding shares of companies in the
United States

Affiliated Companies

OSAKA Titanium technologies Co.,
Ltd.
[Amagasaki, Hyogo]

Shinko Wire Company, Ltd.
[Amagasaki, Hyogo] *1

Kansai Coke and Chemicals Co., Lt
[Amagasaki, Hyogo]

Japan Aeroforge, Ltd.

[Kurashiki, Okayama]

Tesac Wirerope Co., Ltd.
[Kaizuka, Osaka]

PRO-TEC Coating Company, LLC
[United States] *1

Kobelco Angang Auto Steel Co., Ltd
[China] *1

Kobelco Spring Wire (Foshan) Co.,
Ltd. [China] *1

Kobelco Millcon Steel Co., Ltd.
[Thailand]

Ulsan Aluminum, Ltd. [Korea]

Wuxi Compressor Co., Ltd. [China]
*1

Shinsho Corporation [Osaka]

*1 *2

8,739 million yen

8,062 million yen

6,000 million yen

1,850 million yen

450 million yen|

123,000 thousand U.S. dollgrs
700,000 thousand yug

196,220 thousand yua

=]

2,830 million Thai bah
588,361 million wan
92,010 thousand yug

5,650 million yen

23.92

35.90

24.00]

40.54

42.10

50.00]

49.00

50.00]

50.00]

50.00

44.35

35.02

Manufacture and sales of titanium
sponge, polycrystalline silicon and other
titanium products

Manufacture and sales of secondary
products of wire rod

Contracting construction work of
structures

Manufacture and sales of coke and other
chemical products

Manufacture and sales of large forgings

Manufacture and sales of wire rope and
wire rod

Manufacture and sales of galvanized steel
sheet and cold-rolled, high-strength steel

Manufacture and sales of cold-rolled,
high-strength steel

Manufacture and sales of valve spring
wire

Manufacture and sales of specialty steels
and ordinary steel wire

Manufacture of aluminum sheet base
material

Manufacture and sales of compressors

Trading of iron & steel and nonferrous
metal products and machinery, etc.

Note 1: *1 in the above table indicates that trersholdings of subsidiaries are included in the @mho

Note 2: *2 in the above table indicates that sh&uedd as part of a retirement benefits trust actuged in the
amount.

Note 3: In fiscal year 2017, Quintus Technologi&axd Ulsan Aluminum, Ltd. were newly added.

Note 4: On March 15, 2018, Chengdu Kobelco Constmdvachinery (Group) Co., Ltd. changed its regist

trade name to Kobelco Construction Machinery (ChiGa., Ltd. In fiscal year 2017, the Company
changed its ratio of voting rights in the said campfrom 56.32% to 100.00%.

On April 1, 2017, Thai Kobelco Constructitdachinery Ltd. changed its registered trade name t

Kobelco Construction Machinery Southeast Asia Cti, In fiscal year 2017, the company increased its
capital, which resulted in its common stock totglth279 millionThai baht.

On February 28, 2018, PRO-TEC Coating Cawmpzhanged its registered trade name to PRO-TEC

In fiscal year 2017, Kobelco Constructioquibment India Pvt. Ltd. increased its capital, ebhresulted

In fiscal year 2017, the Company changgsddtio of voting rights in Hangzhou Kobelco Counstion

Note 5:
Note 6:
Coating Company, LLC.
Note 7:
in its common stock totaling 3,312 million Indiaupees.
Note 8:
Machinery Co., Ltd. from 50.67% to 100.00%
Note 9:

On April 1, 2018, Shinko Wire Company, Liderged its subsidiary Tesac Wirerope Co., Ltdwhy of
share exchange. In line with this merger, the shedd by the Company in Tesac Wirerope Co., Letew
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exchanged with the shares in Shinko Wire Compattd, As a result, Shinko Wire Company, Ltd. became
a major subsidiary of the Company.

Note 10: On May 11, 2018, the Company establisheBELCO POWER KOBE No.2, INC. and made it a major
subsidiary.

Note 11: At the meeting of the Board of Directoetdhon April 27, 2018, the Company resolved togfan75 % of
the Company’s shareholding in Shinko Real Estate I3d. to Tokyo Century Corporation and NIPPON
TOCHI-TATEMONO Co., Ltd. as of July 1, 2018. Whametshare transfer is completed, Shinko Real
Estate Co., Ltd. will become the Company’s affdhtompany.
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(8) Employees (As of March 31, 2018)

(&) Employees of the Group (Persons)
Iron & Steel 9,795
Welding 2,551
Aluminum & Copper 7,239
Machinery 4,010
Engineering 2,920
Construction Machinery 7,075
Electric Power 235
Other Businesses or Corporate 3,611

Total 37,436

Note: The number of employees indicates the nurobaorking employees.

(b) Employees of the Company

16.3 years

Note 1: The number of employees indicates the numibeorking employees.
Note 2: The number of employees stated above datdaciude 913 seconded employees.

(9) Major Lenders and Amount of Borrowings (As oéidh 31, 2018

Development Bank of Japan Inc. 83,759
Mizuho Bank, Ltd. 58,749
The Bank of Tokyo-Mitsubishi UFJ, Ltd. 30,816
Nippon Life Insurance Company 30,326
Sumitomo Mitsui Banking Corporation 29,559
Sumitomo Mitsui Trust Bank, Limited 27,138
The Yamaguchi Bank, Ltd. 22,814
Mitsubishi UFJ Trust and Banking Corporation 21,351

Note 1: Other than stated above, there was a sgtedican amounting to a total of 91,200 million yeith
Mizuho Bank, Ltd., The Bank of Tokyo-Mitsubishi UFLtd., Sumitomo Mitsui Banking
Corporation, etc. as agent banks, however thisoisimcluded in the balance of loans of the
respective lenders.

Note 2: On April 1, 2018, The Bank of Tokyo-Mitsebi UFJ, Ltd. changed its registered trade name to
MUFG Bank, Ltd.
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2. Shares of the Company (As of March 31, 2018)

600,000,000 shares
@621 shares

(1) Total number of shares authorized to be issued
(2) The aggregate number of the issued shares

(3) Total number of shareholders

4) Major shareholders (Top ten shareholders

189,496

The Master Trust Bank of Japan, Ltd. (Try

Account) 14,497 3.98 - -
Japan Trustee Services Bank, Ltd. (Trust 12,150 3.34 _ _
Account)

Nippon S_teel & Sumitomo Metal 10,735 295 6,744 071
Corporation

Nippon Life Insurance Company 10,119 2.78 - -
Japan Trustee Services Bank, Ltd. (Trust 6.906 1.90 _ _
Account 5)

Mizuho Bank, Ltd. 6,467 1.78 - -
STATE STREET BANK WEST CLIENT -

TREATY 505234 5,911 1.62 - -
Mltsublshl UFJ Trust and Banking 5233 1.44 _ _
Corporation

Japan Trustee Services Bank, Ltd. (Trust

Account 2) 2,133 L - -
Japan Trustee Services Bank, Ltd. (Trust 5077 139 _ _
Account 1)

Note 1: The Company holds 229 thousand shareseimsury stock. Treasury stock is excluded in the
calculation of the major shareholders’ ratio ofrefwlding in the Company.

Note 2:

Mizuho Bank, Ltd. is a wholly owned subaigi of the Mizuho Financial Group. Inc. The Company

holds 16,161 thousand shares of common stock irMilzaeho Financial Group. Inc. (shareholding

ratio 0.06%).
Note 3:

Mitsubishi UFJ Trust and Banking Corponatis wholly owned subsidiaries of the Mitsubishi JUF

Financial Group, Inc. The Company holds 8,704 thadsshares of common stock in the Mitsubishi
UFJ Financial Group, Inc. (shareholding ratio 0.06%

(5) Purchase, Disposal and Holding of TreasurylStoc

(a) Shares Purchased

« Purchase of shares constituting less than one unit

Common stock
Total amount of purchases
(b) Shares Disposed of

8,838 shares

9,865,885 yen

» Disposal of shares by requests for supplementarghpse of shares constituting less than

one unit
Common stock 340 shares
Total amount of disposal 337,217 yen

(c) Shares Held as of March 31, 2018

Common stock
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Chairman,
President and
CEO
(Representative
Director)

Executive Vice
President
(Representative
Director)

Executive Vice
President
(Representative
Director)

Executive Vice
President
(Representative
Director)

Executive Vice
President
(Representative
Director)

Director, Senior
Managing
Executive
Officer

Director, Senior
Managing
Executive
Officer

Director, Senior
Managing
Executive
Officer

Director (part
time)

Director

Director

Director (Audit
& Supervisory
Committee
Member, full
time)

Hiroya Kawasaki

Yoshinori Onoe

Akira Kaneko

Naoto Umehara

Mitsugu Yamaguch

Shohei Manabe

Fusaki Koshiishi

Toshiya Miyake

Kazuhide Naraki

Takao Kitabata

Hiroyuki Bamba

Hiroaki Fujiwara

3. Directors, Audit & Supervisory Committee Membarsl Officers
(1) Directors (As of March 31, 2018)

Head of the Iron & Steel Business

Head of the Aluminum & Copper Business

Oversees the Audit Department, Quality ManagemempaBtment,
Secretariat & Publicity Department, General Adntiaton
Department, Legal Department, Human Resources Deeat,
Corporate Planning Department (excluding the AutivedVaterials
Planning Section), Research & Development Planbi@gartment,
Accounting Department, Finance Department, MarkeRfanning
Department, Civil Engineering & Construction Teclogy
Department, Rugby Administration Office, ElectrioviRer Business,
domestic branch offices and sales offices (inclgdiakasago Works),
and overseas locations (under the head office)r<ees
companywide compliance.

iHead of the Machinery Business

Head of the Engineering Business

Head of the Welding Business

Oversees companywide technical development. Ovetbee
Environmental Control & Disaster Prevention Depattit)
MONODZUKURI (Production System Innovation) Planni®g
Promotion Department, and IT Planning Departmerer€ees
companywide information systems. Head of the Texdini
Development Group.

President, CEO and Representative Director of Kab€lonstruction
Machinery Co., Ltd.

Chairman of SANDA GAKUEN Junior High Scho@enior High
School, Outside Director of Marubeni Corporatiomit§de Director
of SEIREN CO., LTD, Outside Director of Zeon Coration

Outside Director of Sekiflastics Co., Ltd.
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Director (Audit
& Supervisory
Committee
Member, full
time)

Yoshimasa
Yamamoto

Director (Audit
& Supervisory
Committee
Member)

Director (Audit
& Supervisory
Committee
Member)

Director (Audit
& Supervisory
Committee
Member)

Takashi Okimoto

Yoshiiku Miyata

Hidero Chimori

Outside Director of IJXTG Holdindsc.

Representative Partner of Miyake & Partners, Oataiddit &
Supervisory Board Member of NAITO Securities Cdd.|.Outside
Company Auditor of ROHM Co., Ltd.

Note 1: Directors Takao Kitabata, Hiroyuki Bamiakashi Okimoto, Yoshiiku Miyata and Hidero Chimori
are outside directors under Article 2, Item 15h&f €ompanies Act.

Note 2: The Company registered Directors Takaaliéta, Hiroyuki Bamba, Takashi Okimoto, Yoshiiku
Miyata and Hidero Chimori as independent directaith the financial instruments exchange.

Note 3: Directors Hiroaki Fujiwara and Takashi @kio have considerable financial and accounting
knowledge, as evidenced below.

« Director Hiroaki Fujiwara was an officer and thengeal manager of the Company’s Finance
Department from April 2004 to March 2005, an officesponsible for the Finance Department from
April 2005 to March 2009, and an officer resporsitar the Finance and Accounting departments
from April 2009 to June 2009, and a director oveirsg the same departments from June 2009 to
March 2014.

« Director Takashi Okimoto worked for many yearshat Dai-Ichi Kangyo Bank, Ltd. and at Mizuho
Corporate Bank, Ltd. and engaged in banking oferatis a director from April 2005 to April 2007.

Note 4: The Company elects full-time Audit & Sugsory Committee Members at the Audit & Supervisory
Committee. Full-time Audit & Supervisory Committstembers are elected to facilitate the smoother
execution of duties by improving the audit envir@amt) compiling company information, and
conducting regular audits of the readiness ofiterinal governance system.

Note 5: Although there are business relationshgiaieen the Company and Marubeni Corporation, Zeon
Corporation, JXTG Holdings, Inc., Miyake & Partnarsd ROHM Co., Ltd., there are no special
relationships that require disclosure.

Note 6: Except set forth above, there are no apeaationships that require disclosure betweenGbmpany
and entities in which outside directors concurrentlwse.

Note 7: The Director who retired this term is alofws.

Director

Hiroshi Ochi June 21, 2017
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Note 8: The new positions and duties of directansse positions or duties have changed as of ApaD18

are as follows:

President & CEO
(Representative Director)

Executive Vice President
(Representative Director)

Executive Vice President
(Representative Director)

Director, Senior Managing
Executive Officer

Director
Director
Director
Director

Mitsugu Yamaguchi

Yoshinori Onoe

Fusaki Koshiishi

Shohei Manabe

Hiroya Kawasaki
Akira Kaneko
Naoto Umehara
Toshiya Miyake

Oversees companywide technical development.
Oversees the Environmental Control & Disaster
Prevention Department, Research &
Development Planning Department, and IT
Planning Department. Oversees companywide
information systems. Head of the Technical
Development Group.

Oversees the Quality Management Department,
Intellectual Property Department and
MONODZUKURI (Production System
Innovation) Planning & Promotion Department.
Oversees companywide quality.

Oversees the Audit Department and
Compliance Management Department.
Oversees companywide compliance.
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Note 9: The Company has implemented an officetesyswith the names and duties of officers as aflAp
2018 as follows:

Senior Managing

Responsible for the Environmental Control & Disafleevention Department,
Corporate Planning Department (Automotive MaterilEnning Section),
Research & Development Planning Department, Irdtld Property

Executive Makoto Department, MONODZUKURI (Production System Innowa)i Planning &
Officer Mizuguchi Promotion Department and IT Planning DepartmenspRasible for
companywide information systems. Responsible fdoAwtive Solution
Center in the Technical Development Group. Resiaaédr companywide
automotive projects.
Oversees the Legal Department, Corporate Commimnsabepartment,
General Administration Department, Human ResouEsartment,
Senior Managing Yoshihiko Corporate Planning Department (excluding the AutiivedMaterials Planning
Executive Katsukawa Section), Accounting Department, Finance Departiidatketing Planning
Officer Department, Civil Engineering & Construction Teclogy Department,
Rugby Administration Office, and branch offices aades offices (including
Takasago Works). Oversees overseas locations (timeléead office).
Managing
Executive Hiroshi Ishikawa| Assistant to the President and CEO
Officer
Head Office| Managing . . . . :
eal ice " Kazuaki Responsible for the Corporate Planning Departnestdl(ding the Automotive
Executive - . : X .
Officer Kawahara Materials Planning Section), Accounting Departnamd Finance Department
Managing Responsible for the Audit Department, Legal Deparihand General
Executive Yasushi Okubo | Administration Department. Responsible for speagsignments from the
Officer President and CEO.
Responsible for the Corporate Communications Depant, Human
Managing Resources Department, Marketing Planning Departn@ivil Engineering &
Executive Hajime Nagara | Construction Technology DepartmeRiigby Administration Office, domestic
Officer branch offices and sales offices (including Takasalrks), and overseas
locations (under the head office).
II\EA;:ciJgt:CS Kunio Responsible for Compliance Management Departmatponsible for
Officer Uchiyamada companywide compliance.
'\Eﬂfé];%:cg Yutaka Responsible for the Quality Management Departnirasponsible for
- Yamaguchi companywide quality assurance.
Officer
(E))f(fei:g:rtlve Yuichiro Goto Vice Head of the Technical Developm&mnoup
Executive Vice
President and | Koichiro Shibata| Oversees the materials businesses. Head of th&IR&irel Business
Officer
Senior Managing Responsible for the Sales Management & Administradepartment and
Executive Yoshihiro Oka | Sheet Products Sales Department. Responsible éos@as locations in the
Officer sheet products field. Responsible for overall sales
Senior Managing Responsible for overall production of steel produBtesponsible for
Executive Shoji Miyazaki | production technology in the flat steel field. GeldManager of Kakogawa
Officer Works
Managing ; Responsible for the Technology Administration Démant, Computer
Executive Koji Yamamoto
off Systems Department, and the Research & Develophadaratory.
Iron & icer
Steel Managing Satoshi Responsible for the Wire Rod & Bar Products Salepddtment, and Plate
Executive - Products Sales Department. Responsible for ovelseatsons in the wire rod
- Nishimura 8
Officer and bar products field.
Executive Responsible for the Wire Rod & Bar Products Markgi® Technical Service
Officer Shoji Nakamura | Department, Plate Products Marketing & Technical/i8e Department, and
Sheet Products Marketing & Technical Service Depaert.
Executive . . . Responsible for the Steel Casting & Forging Divisiditanium Division, and
f Hiroyuki Mori S
Officer Steel Powder Division.
Executive Shuii Kitavama Responsible for production technology in the widd and bar field. General
Officer | Y Manager of Kobe Works
Executive Kazuhiko Responsible for the Planning & Administration Dep@ent, the Raw
Officer Kimoto Materials Department, and Purchasing Department.
Welding Managing Akira YamamotpHead of the Welding Business
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Executive
Officer
Senior Managing Yukimasa
Executive . . Head of the Aluminum & Copper Business
- Miyashita
Officer
Eiggrﬁi\//l:naglng Hiroaki Responsible for the casting and forging businedsgion business, and
Officer Matsubara environmental control and disaster prevention
Aluminum Executive P Responsible for special assignments from HeadeoAtiminum & Copper
& Copper " Seiji Hirata L
Officer Business
Executive Responsible for aluminum flat rolled products besmand copper flat rolled
- Hideki Asada products business. Responsible for safety manage@eneral Manager of
Officer
the Technology Control Department.
Executive Ryosaku Responsible for the Raw Materials Department anali@QuAssurance
Officer Kadowaki Department. General Manager of the Planning & Adstiation Department
Executive Vice
President and | Takao Ohama Oversees the machinery businesses ofitr@Machinery Business
Officer
Managing Masamichi i i IWBi
Executive : General Manager of the Industrial Machinery Divisio
- Takeuchi
Officer
Machinery Executive Hiroki lwamoto General Manager of the Compressor Division. Gerdealager of the
Officer Standard Compressor Business Unit in the Compréisaion
Deputy General Manager of the Compressor Divisigeneral Manager of the
Rotating Machinery Business Unit of the Compreg$3ioision. General
Executive Yoshinori Manager of the Rotating Machinery Engineering Dapant in the Rotating
Officer Kurioka Machinery Business Unit of the Compressor DivisiGeneral Manager of the
Business Development Section in the Rotating MaafyiBusiness Unit of the
Compressor Division
Senior Managing
Executive Kazuto Morisaki | Head of the Engineering Business
Engineering Officer
Executive Masahiro Responsible for the Iron Unit Division. General Mger of the Project
Officer Motoyuki Engineering Division
Electric Eiggrﬁl\\//l:nagmg Jiro Kitagawa Oversees electric power business. Head of therielétwer Business.
Power Officer 9 General Manager of the Planning & AdministratiorpBement
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(2) Remuneration and Other Amounts to Directors

Directors (excluding Audit & Number of
Supervisory Committee Members) 1(5) ?gg) 4&2) 8(6_3) 13(5_3) Payees and
(of which, Outside Directors) Amount
include one
Outside
Director
(who is not
. . . an Audit
Directors (Audlt & Supervisory 5 109 109 ) & .
Committee Members) @3) (43) (43) A ) Supervisory
(of which, Outside Directors) Committee
Member),
retired in
fiscal year
2017.
Total 17 750 524 86 138

Note 1:

Note 2:
Note 3:

Note 4.

Note 5:

Note 6

Note 7:

At the 163rd Ordinary General Meeting b&&holders held on June 22, 2016, a resolutiomveate
to set the limit of remuneration for Directors (kxiing Directors who are Audit & Supervisory
Committee Members) including fixed remuneratiorbamg within a total of 650 million yen per
fiscal year and performance-based remuneratioriag lvithin a total of 350 million yen per fiscal
year, and the limit of remuneration for Directorsanare Audit & Supervisory Committee Members
as being within a total of 132 million yen per fisgear. Furthermore, as a new stock remuneration
for Directors (excluding Outside Directors and DBimrs who are Audit & Supervisory Committee
Members), a resolution was passed that introducstdck remuneration plan, Board Benefit Trust
(BBT), to which the Company has contributed an amh@fi 570 million yen for a three-fiscal year
period.

Approach to amount of remuneration, etc. for Dinesiof the Company and decisions involving its
method of calculation are described in pages &3Hto

The Company does not pay bonuses to Direct

The Company views the net loss in fisean2016 and the postponement of the annual digliden
serious matters, and in the period from Februaty20 January 2018, reduced the fixed
remuneration for Directors (excluding Outside Diogs and Directors who are Audit & Supervisory
Committee Members) by 5 to 10%. Furthermore, irsateration of significant losses incurred at
Group companies, Chairman, President, CEO and Beyiaive Director, and certain Directors have
voluntarily returned 10% of their fixed remuneratio the period from February to April 2017.

The Company takes very seriously the feattthe Misconduct in the Group has caused sigmific
troubles to many people, and all Directors exclgddutside Directors and Directors who are Audit &
Supervisory Committee Members have voluntarilymetd 10 to 50% of their fixed remuneration in
the period from in the period from March to Juné&0
Totals for performance-based remuneratiereatimated payments.

The total amount of stock remuneration ésamount of expenses posted for points awarded.

The Company'’s approach to amount of renaiier, etc. for Directors and decisions involvitgy i
method of calculation are as follows (pages 53fo Brom April 1, 2018, the Company changed the
advisory body concerning the policies for remurierato its Directors from the Meeting of
Independent Directors to the Nominating and Comgigms Committee.

Approach to Amount of Director Remuneration, Etc. axd Decisions Involving its Method of
Calculation

In order to improve medium- to long-term corporeadue, the Company aims to have a system of
remuneration that effectively acts as an incerftivéts Directors to carry out their expected rales
their fullest capabilities and proposes the follegvDirector remuneration system.

1) Fundamental Policy of Remuneration of the Corgjsadirectors
A) A system able to secure talented human resowbescan be responsible for the Company’s|
continued expansion and appropriately remuneratath
B) A system able to share values widely with stakdérs and promote not only short-term growth
but also medium- to long-term growth.
C) Creating a system that incentivizes the accahpient of consolidated business result targets
while sufficiently considering the characteristodfseach business so that Directors can fully
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carry out their roles.

D) Regarding the composition of the remuneraticstesy and the necessity of its reevaluation, the
Company ensures the objectivity and transparengydgiments regarding remuneration
decisions by conducting deliberations at Nominating Compensation Committee, a majority
of which are Independent Directors.

2) Remuneration Framework

A) Remuneration for the Company’s Directors (exatgdDirectors who are Audit & Supervisory
Committee Members) will consist of fixed compensatiperformance-based compensation
linked to the achievement of business results tamaring individual fiscal years, and
medium- to long-term incentive compensation basedtock compensation with the goal of
sharing values with shareholders. Taking into atersition their duties, part-time Internal
Directors and Outside Directors will not be eligilibr performance-based compensation, and
Outside Directors will not be eligible for mediute-long-term incentive compensation.

B) The standard amount of performance-based corafiengor each rank will be at the level of
25 to 30% of fixed compensation, and the value efliom- to long-term incentives paid per
fiscal year will be at the level of 25 to 30% ofdd compensation.

C) The Company’s Directors who are Audit & SupeswysCommittee Members will only be paid
fixed compensation as Director remuneration, taking consideration their duties.

3) Performance-based systems

A) The amount of performance-based compensatidrbeitletermined using net income
attributable to owners of the parent (hereinaftet‘income”) and net income of each busingss
division as evaluation indicators. Target standasisl in evaluations will be based on the nét
income standard of the Company as a whole, whicbrhes “consolidated ROA of 5% or
more” as stated in the medium-term management pidditionally, target standards for each
business division will be based on the same nenirecstandard for each business division of
“ROA of 5% of more in each business division,” awtording to the accomplishment of these
targets for both the Company as a whole and in bashmess division, a coefficient of 0-200%
will multiplied to the base amount in order to datae the amount paid.

B) For medium- to long-term incentive compensatmsystem known as Board Benefit Trust
(BBT) will be adopted in order to raise the conssitess for contribution from Directors
regarding continuously improving corporate valugyients based on this system will use &
base point number established for each rank anardber of points according to a coefficient
of 0-100% will be provided each fiscal year basedviole-company net income and the state
of dividend payment, and on a fixed date durincheagst period of three years, a number of]
the Company'’s shares and a cash equivalent tantberst converted from the market price of
the Company'’s shares will be provided accordinthéonumber of points provided.

4) Method to Determine Remuneration Standard
Director remuneration survey data from an extespakialized agency will be used as a base to
determine remuneration standards commensurateheétompany’s corporate scale and the
duties expected of Directors.

5) Method to Determine and Examine the Policy réigay Remuneration

A) The policy concerning remuneration for Direct¢egcluding Directors who are Audit &
Supervisory Committee Members) is determined byBtbard of Directors, and the policy
concerning remuneration for Directors who are A@d8upervisory Committee Members is
determined by all Audit & Supervisory Committee Mears.

B) Regarding ways for and necessity to revise ¢neuneration system, it is deliberated at the
Nominating and Compensation Committee, a majofiitylich are Independent Directors.
Then, if it is necessary to revise the remuneraimiem, the Company will present a revise
remuneration plan at a meeting of the Board of @ies and it will be resolved. T

(3) Overview of Agreements Limiting Liability
The Company has entered into agreements limitedgjlify with Outside Directors who are
not Audit & Supervisory Committee Members and Dioes who are Audit & Supervisory
Committee Members as described in Article 427, grargh 1 of the Companies Act as well as
the Company’s Articles of Incorporation to limitethliabilities stipulated in Article 423,
Paragraph 1 of the Companies Act. Limits on ligéypifior damages under these agreements shall
be the amount set forth by laws and regulations.
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(4) Major Activities of Outside Directors duringelCurrent Fiscal Year

Provided advice and suggestions concer
corporate management from his deep insight in

_ Takao 2_0/21 the wgrld of industry bac_ked _by his_b_road
Director Kitabata meetings held - experience as an administrative official and
(95%) extensive knowledge as an outside director /
outside audit & supervisory board member of
listed companie
Provided advice and suggestions concer
_ Hiroyuki 17/17 corporate management from_ his abyndant
Director Bamba meetings hel - experience in a different business fields from ours
(100%) in the world of industry and deep insight as a
corporate executiv
Provided advice and suggesticconcerning
Director corporate management from his abundant
(Audit & Takashi 21/21 19/19 experience in credit management and financial
Supervisory Okimoto meetings heldmeetings heldmanagement at financial institutions and deep
Committee (100%) (100%) |insight as a corporate executive of financial
Member) institutions. He also actively shared his thoughts

on matters relad to compliance

Provided advice and suggestions concer
Siesar corporate management from his abundant
(Audit & 19/21 17/19 experience in a different business fields from ours

: Yoshiiku . . in the world of industry and deep insight as a
%:)F;gmigg Miyata meig(r)]g/s) e me?gggs) e corporate executive including the post of
e ° ° president of overseas business entities. He also
ember) actively shared his thoughts on matters related to
compliance
Provided advice and suggestions concer
Director corporate management from his deep insight
(Audit & 20/21 19/19 backed by his abundant experience in the legal
! Hidero . : profession as an Attorney at Law and his
%%Fﬁx;igg Chimori meegggs hel Jlmeelt(l)n(g; heImlextensive knowledge as an outside director and
Member) (95%) (100%) | sutside audit & supervisory board member of

listed companies. He also actively shared his

thoughts on matters related to complia

Note: Since June 21, 2017, the date on which Qirddiroyuki Bamba assumed his office, Board of
Directors Meetings have been held 17 times.

In October 2017, the Company announced the fatttisconducts had been taking place in the Group
concerning the products and services deliveredh&yaroup, including the act of falsifying or fataimg
inspection data for products falling short of paldtandards or customer specifications, and shippin
delivering those products to customers as if thepfarmed to the public standards or customer
specifications.

Directors Takao Kitabata, Hiroyuki Bamba, Takashkifibto, Yoshiiku Miyata and Hidero Chimori were
not aware of these facts until the problems wesentifled, but they had made suggestions and called
attention to matters regarding the type of compiduay the Company should aspire to be, and from the
perspective of ensuring compliance, on a regularsbat meetings of the Board of Directors and other
occasions.

Since these facts were identified, these five Dinechave expressed various views aimed at enstivag
appropriateness and validity of the method of itigation, as well as uncovering the causes and
verifying safety, at meetings of the Board of Dimgs. In addition, based on their respective expee
and knowledge, they have also contributed to thenditation of measures to prevent recurrence by
providing proactive and constructive views as meammbef the Quality Governance Restructuring
Deliberation Committee, on matters including measurfor strengthening quality governance,
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organizational reforms, awareness-raising, andzatibn of external personnel including at Group
companies, as well as strengthening of the funstafroverseas regional headquarters.

4.
@)

2

©)

4

Accounting Auditor
Name of Accounting Auditor
KPMG AZSA LLC

Remuneration and Other Amounts to Accountingifax

Remuneration and other Amounts to be paid as patytoétccounting

(@) . 133
Auditor by the Company
Total amount of money and other financial interéstise paid by the

(b) . A 442
Company and its subsidiaries

Note 1: The audit agreement between the Accoutimjtor and the Company does not separately stipula
and it is practically unable to distinguish betweerit remunerations based on the Companies Act
and the Financial Instruments and Exchange Act.cElethe remuneration in (a) above states
aggregate of these two types of payment.

Note 2: The Audit & Supervisory Committee confirthat the scope and content of the Accounting Audito
audit plan are reasonable, and that an appromiatesufficient number of audit days and personnel
are provided, with due consideration to ensurinditaquality and efficacy. At the same time, it
receives from the directors and other parties extlans of audit remuneration-setting processes and
of the basis for calculation, etc., of the remutieraestimate after scrutiny of the number of audit
days and the audit unit price. It has verified appiateness and reasonableness in light of acasil p
audit performance, and gives consent to the aediuneration, etc. for the Accounting Auditor in
accordance with Article 399, Paragraph 1 of the fames Act.

Note 3: Among the major subsidiaries of the Companpsidiaries located overseas are audited byimgdi
firms other than the Accounting Auditor of the Caany.

Description of Non-Auditing Services

The Company entrusts “advice and guidance, etgarding International Financial
Reporting Standards (IFRS)” to the Accounting Aoditwhich are services (non-auditing
services) not included in the services under Aatig| Paragraph 1 of the Certified Public
Accountants Act.

Policy for Decisions on Dismissal and Non-Rezppnent of Accounting Auditor

If the Company’s Audit & Supervisory Committee detenes that any of the provisions of
Article 340, Paragraph 1 of the Companies Act &3pliith respect to the Accounting Auditor,
it shall dismiss the Accounting Auditor. Such disgal shall require the unanimous agreement
of all the Audit & Supervisory Committee Members.

Moreover, if it is judged that the Accounting Audlitis incapable of appropriately
executing the accounting audit, or if it is judgeecessary for another reason, the Audit &
Supervisory Committee shall determine the detdila @roposal for the dismissal or non-
reappointment of the Accounting Auditor, and basedthis, the Board of Directors shall
submit it as an agenda item to the general meefispareholders.
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5. The Company’s Systems and Policies
(1) The Company’s Corporate Governance System

The Company believes the basis of its corporataeeva the promotion of its diversified
businesses, composed of various segments withrelitfelemand fields, business environments,
sales channels and business scales, and the legeoddhat synergy. The Company believes it
is impossible to pursuit technical development emmbvations, which form the foundation for
the Company’s continued growth, without integratitigcussions with the shop floor.

Furthermore, to advance its diversified businegbesCompany believes it is necessary to
actively discuss and undertake appropriate decisiaking with regard to the risk
management of its various businesses and theldisom of management resources, as well as
flexibly audit business executions by the Boardogctors. It is desirable that members with
the correct understanding regarding the businessution side attend the Board of Directors
meetings, without completely separating auditirugrfrexecution.

Under this policy, the Company adopts the structnfrea company with an Audit &
Supervisory Committee model under which those nesipte for audits have voting rights on
the Board of Directors, to enable comprehensivétaiod the Company’s extensive businesses,
maintain and strengthen the auditing function af Board of Directors and to accelerate
decision-making with regard to management, whigeftmctions of auditing and execution are
not separated under this model.

The numbers of Directors (excluding Directors whie Audit & Supervisory Committee
Members) shall be not more than fifteen (15) gsutdied under the Articles of Incorporation
of the Company. An appropriate number of Directmrsstitutes the Board of Directors in light
of ensuring Directors’ conducting substantial d&sian at meetings of the Board of Directors
as well as considering their diversity. In additida enhance active discussion, appropriate
decision-making and supervision, the Company isvii®o (2) or more Outside Directors
because it is essential to reflect a fair and wiewpoint and the viewpoint of stakeholders
such as minority shareholde@urrently, the Company appoints two (2) OutsidesBtiorswvho
are not Audit & Supervisory Committee Members.

With regard to the Audit & Supervisory Committelee ICompanies Act requires companies
to install three (3) or more Audit & Supervisory iBmittee Members, the half or more of
whom are Outside Directors. The Company’s Audit &&visory Committee consists of five
(5) Audit & Supervisory Committee Members, thre§@ (¥ whom are Outside Audit &
Supervisory Committee Members invited each fromi¢igal, financial and industrial circles so
that the supervisory function works with transpaseand fairness.

Furthermore, in order to further enhance the moimigofunction of the Board of Directors,

in April 2018, we revised the current structure emathich all division heads are Directors, and
operations to be delegated. Besides the PresidehiC&O, we decided to assign Directors
overseeing each of the head office division, théenes businesses, the machinery businesses,
and the electric power businesses. In additionprider to enhance the effectiveness of
compliance and risk management, and enhance qgalfgrnance, we have decided to appoint
a Director overseeing compliance and a Directorrseang quality management. (For the
structure of the Board of Directors, please see gap

In addition, in order to enhance the fairness aadsparency of the Board of Directors, and
further stimulate discussion regarding growth sgegs as a company, we have decided to
make the following changes:

* Independent Directors will account for 1/3 or mofeéhe Board

» Establish a Nominating and Compensation Commitiemajority of which are Outside
Directors, as an advisory body to the Board of Qs

+ Abolish the Office of Chairman of the Company atetethe Chairman of the Board of
Directors from among the Independent Directors

At the 165th Ordinary General Meeting of Sharehddéhe Company has submitted
proposals regarding partial amendments to the lagtiof Incorporation necessary for the above
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changes, and the election of ten (10) Directorscl(ghing Directors who are Audit &
Supervisory Committee Members).

<Corporate Governance System>
[System in fiscal year 2017]

[

l Corporate Governance }

General Meeting of Shareholders

Compliance Committee

Audit & Supervisory Committee

Meetings of Independent Directors

5 Audit & Supervisory Committee Memb:

5 Outside Directors

information sharing, supervision)

g (Including 3 Outside Directors)
8 . ,
5 Supemlsea Appoints
© | Accounting
> UG | .
£ Auditing | President and CEO
=
Executive -
Council .
I Executive
Committees Liaisor
Committee
Audit Audit _ |Business Units, Group Compal*i S
Department Directors, Officers
;[ Business execulti
\ Management system (Decision mak /

Appoints Appoints
~
(~ v ~
Audit | Board of Directors Consultg >
16 Directors <
(Including 5 Outside Directors) Advise
Receives opiniongexecutive’
v remuneration, personnel mattef(s)|

President
Compliance Director
Compliance Officer

Officers belonging to
the head office division
appointed by the Presidept

OutsideI Exper

Internal Reporting System
Outside Lawyers
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[System in fiscal year 2018]
If the proposal submitted at the 165th Ordinary &ahMeeting of Shareholders is approved,
the system will be as shown below.

information sharing, supervision)

{ Corporate Governance }
General Meeting of Shareholders |
Appoints Appoints = Advisory bodies B
v )
- A Compliance Committee
Audit | Board of Directors Consultg = President
15 Directors Compliance Director
(Including 5 Outside Directors) < Advlse Compliance Officer
Officers belonging to
: . the head office division
V Receives opinions appointed by the President
Audit & Supervisory Committee Meetings of Independent Directors Outside Exper
5 Audit & Supervisory Committee Memb: : f 1
% (Including 3 Outside Directors) 5 Outside Directors
8 Internal Reporting System
< Supervisea Appoints Outside Lawyers
=
=l . 4 v
3> |Accounting I -
S |Auditing President and CEO Nominating & Compensation
[=X | Committee
5] President
| Outside Directors
Executive -———
COUnC" 1 Indenendent Oualitv Supervision Committel
I Executive outsid
Committees Liaisor utside experts
Committee
Audit Audit Head Office, Business Units, Group Compalﬂies
Department Executive Officers |
\—[ Business executic]n—/
\ Management system (Decision mak /
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(2) System for Ensuring the Propriety of Businege@tions

The Company'’s basic policy concerning the systerrefsuring the propriety of business

operations (Internal Control System Basic Polisyas follows:

(@)

(b)

(©)

(d)

(e)

()

Systems for ensuring compliance with laws andegulations and the Company’s Articles of
Incorporation in the performance of duties by Diredors and employees
The “Corporate Code of Ethics”, which stipulatespacific corporate action guideline for compliance
with laws and regulations, shall be the norms arnigr@ for compliance. The Company shall build a
compliance structure that incorporates checks bgidel experts at the Company and principal Group
companies, including the establishment of a Caanple Committee — an advisory organ to the Boafd of
Directors that has outside committee members — ,aadd the introduction of an internal reportjng
system, in which outside lawyers act as designetetact points.

Establishment of systems for ensuring proper fiancial reporting
The Company shall establish an in-house structuensure proper financial reporting in accordgnce
with the “Regulations for Internal Control over &irtial Reporting.”

Systems regarding the retention and managememntf information relating to the performance of
duties by Directors

The Company shall properly store and manage infoomaelating to the performance of duties|by
Directors in accordance with the “Regulations Retptto Retention and Management of Information
Relating to Performance of Duties by Directors.”

Rules and other systems for risk management

The Company shall ensure proper and efficient apers by establishing “Risk Management
Regulations.” These regulations are applied whem effvision extracts individual risk items conce
risks surrounding the business of the Company amdulates measures to prevent the extracted gahs|t
and procedures for coping with the risks when thegome evident. They also specify the system to
monitor risk management. Details of the Risk Mamaget Standards, stipulated in the Risk Management
Regulations, shall be reviewed properly. The irak@audit division shall verify the appropriatenessl
effectiveness of the systems for risk management.

Systems for ensuring the efficient performancef duties by Directors
The Company is a company with an Audit & Superwis@ommittee. To realize a management
structure for which transparency and fairness amthér ensured, the Company shall elect outside
Directors who are not Audit & Supervisory Committdembers in addition to Outside Directors who |are
Audit & Supervisory Committee Members for the Comya Board of Directors, which plays a central
function in the corporate governance of the Compargup.
The Company also adopts the Business Unit System msnagement system by which to filly
display our group’s total capability such as infation sharing or cooperation between business, lnits
addition to promoting “prompt” decision making. UWmdhis system, Directors shall supervise business
execution in principal business divisions; and €#fs, who are elected by the Board of Directorall sh
execute business under the supervision of directors
In addition, the Company shall hold meetings of Executive Council, where managerial directigns,
including business strategies, and matters pred¢otine Board of Directors are discussed. The Gomp
shall also establish an Executive Liaison Commitmmprised of Directors, Executive Officers &
Executive Technical Officers who execute businesd the presidents and executives of affiligted
companies designated by the President of the Coynpanfacilitate the sharing of information on
important matters relating to management.

Systems for ensuring the proper operation of th Group, consisting of the Company and it
subsidiaries
In accordance with the “Affiliated Company Managemédregulations,” the Company obliges
affiliated companies to consult with the superwsdivision and the head office division of the Canp
and report important matters when they make imporacisions. The Company also strives to manage
the Group as a whole by requiring affiliated comipario obtain prior approval of the Board of Dist
and the President of the Company concerning dispdsesets that surpass a certain amount in value
With respect to risks surrounding the Company’sinesses, affiliated companies shall individually
address their risks, evaluate the current situatibsuch addressed risks and draw suitable prexegnti
maintenance policies in accordance with “Risk Mamagnt Regulations.”
The Company shall dispatch its employees to ittisifd companies as directors and/or corpdrate
auditors of such affiliated companies, make suchatlirs and/or audit & supervisory board members
attend the meetings of board of directors in theffdiated companies, and manage and control
management of these affiliated companies.
Furthermore, the Company builds its group comphkasystem by requiring its affiliated companies to

uy
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settle their corporate code of ethics or standafdrporate conduct which determine concrete fplas
of corporate conducts for the purpose to obserws kand regulations, establish compliance committees
and maintain internal reporting systems.
However, with regard to listed companies, the Camypzehall try not to restrict the original judgment
of the corporate managers of such companies, sSinég necessary to ensure certain managgrial
independence of the companies from the Company.

(g) Matters regarding Directors and employees who ssist in the duties of the Audit & Supervisory
Committee, and matters regarding the independencefahe said Directors and employees from
Directors (excluding Directors who are Audit & Supevisory Committee Members); and a system to
ensure the effectiveness of instructions from the udit & Supervisory Committee to the said
Directors and employees

The Company organized the Audit & Supervisory Cotteri Secretariat to support the duties of| the
Audit & Supervisory Committee. Personnel changesfogpmance appraisal, and other issues relating to
the employees of the secretariat shall require migcussions with the Audit & Supervisory Commtia
order to ensure the independence of the employeesthe Directors (excluding Directors who are Aldi
& Supervisory Committee Members) and the effectagnof such instructions.

Employees of the Audit & Supervisory Committee ®aiat mainly support the audits by the Aydit
& Supervisory Committee based on instructions by Audit & Supervisory Committee in accordance
with the “Rule regarding Audits by the Audit & Supisory Committee.” Directors (excluding Directors
who are Audit & Supervisory Committee Members), &xe/e Officers and employees shall not hinder
such support activities by the Audit & Supervis@pmmittee Secretariat and cooperate to ensure the
effectiveness of the audits by the Audit & SupeswsCommittee.

(h) Systems for reporting to the Audit & Supervisoly Committee by Directors (excluding Directors who
are Audit & Supervisory Committee Members) and empbyees and other systems regarding
reporting to the Audit & Supervisory Committee; sydems for reporting to the Audit & Supervisory
Committee by Directors and employees of the Compafgy/subsidiaries; and systems to ensure that|a
person who has made the said report does not receiunfair treatment due to the making of the saiq
report

Directors (excluding Directors who are Audit & Swgeory Committee Members), Executive
Officers and employees shall periodically repoet $tatus of performance of duties, important cone®st)
and other matters to the Audit & Supervisory Conteeif in addition to matters designated by law. They
shall also report each time material risks occusuriness activities and the status of respongieeto, as
well as the design and operational effectivenesstefnal systems for ensuring proper financiabrépg.

Additionally, they shall report the current circuarsces of their subsidiaries to the Audit| &
Supervisory Committee depending on the necessitgaoso. The Audit & Supervisory Committee
Secretariat and the internal audit division (amalgpartments in charge of audits regarding specific
operations with high specialization or peculiaritgport to the Audit & Supervisory Committee cutren
situations regarding the Company’s group compliaaragrisk management.

Under the “Corporate Code of Ethics,” the Companghjbits retaliation on whistleblowers who
inform through the internal reporting system and employees who make reports to the Audif &
Supervisory Committee and shall disseminate trokipition throughout the Company.

(i) Policies on prepaid expenses for the executi@f the duties of the Audit & Supervisory Committee
on procedures for repayment and the execution of ber relevant duties, and on debt processing
If the Audit & Supervisory Committee requests pawiméor expenses or debts based on|the
Companies Act regarding the execution of its dutiee Company will pay for such expenses or debts
except when the Company confirms that the execuatiGuch duties is not necessary.
Regarding the expenses necessary for the Audit@e®isory Committee to execute their duties,|the
Company will take appropriate budgetary steps tugea certain amount that the Audit & Supervigory
Committee deems necessary each fiscal year.

(j) Other systems to ensure effective audits by theudit & Supervisory Committee
To ensure the effectiveness of audits by the ARdBupervisory Committee, explanations of anrjual

audit policies and plans of the Audit & Supervis@gmmittee shall be made at meetings of the Bo&fd o
Directors and on other occasions. The Company ghallove the audit environment by holding periadic

meetings between the Audit & Supervisory Commitied the President and through cooperation WitT the

internal audit division.

Note:  The above shows the system implementeddalfissar 2017. Furthermore, at the meeting of the
Board of Directors held on April 27, 2018, the C@np resolved to make amendments reflecting
revisions to the risk management system that wewrently focusing on, etc. The new Internal
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Control System Basic Policy is posted on the Comisamebsite (http://www.kobelco.co.jp) as
reference materials for the 165th Ordinary Gendiegting of Shareholders.

(3) Operational Status of the System for EnsurregRropriety of Business Operations
The Company is taking measures to develop the ®y&ve Ensuring the Propriety of
Business Operations, and ensure its proper operatioline with its basic policy on this
system. A summary of the operational status obttstem in fiscal year 2017 is as follows.

(a) Compliance measures
In fiscal year 2017, the Compliance Committee nire{®) times. Activities included formulation of
compliance activity plan for fiscal year 2017, andnitoring the status of implementation of comptian
activities.
Furthermore, based on compliance activity plansfigral year 2017, the Company implemented
compliance training for executives of the Compamg és group companies, and training and legal
education separated by employment level for respkngpersons and supervisors in each business
segment, newly appointed managers, and newly hiegons, etc. Additionally, the Company also
implemented legal compliance training toward graoppanies both within and outside of Japan, based
on examples of past and current scandals.
The Company has established an internal reportysgfesy with lawyers introduced by har
associations as contact points, and the Complidfiotine connected to compliance management
divisions. The Company is focusing on making itanptiance activities function more effectively,
including protecting the privacy of persons inguifiand making reports, taking care to ensure these
persons do not suffer any disadvantage, and accdating anonymous consultation and reporting. In
order to further enhance compliance, the Compatiyewpand its activities in future, including reguly
conducting a “compliance awareness survey.”

(b) Risk management
The Company has been carrying out “Risk Managemetivities” with the goal of achieving gn
organizational culture that is highly sensitive dcompliance issues. This means that, in addition to
compliance risks that are universal throughoutGbenpany in light of legal and societal change®rafie
divisions have identified and checked the risksinitheir individual businesses, they formulateaanual
risk management plan while consulting internal canyprules, manuals and other documentation as
necessary (this constitutes the Plan stage of B@A). Every fiscal year, each business unit impletag
the Plan, Do, Check, Act cycle by implementing ¢hgtans (Do), reviewing the results (Check), and
reflecting any improvements in the next fiscal y@ask management plan (Act).

To ensure effectiveness, the results of the figeat’s activities of each business unit are incafzal
in plans for the next fiscal year and subsequentfiyears after executive management has vettiiemu.
This system is proactively deployed at all Groumpanies.

However, in order to build a more effective risk magement system, in view of the misconduct
affecting product quality in the Group announcedOictober 2017, the Company has begun initiatives,
including appointing an Executive Officer who ik exclusively responsible for quality assuranakam
Executive Officer who will be exclusively in chargd compliance from outside the Company, and
establishing a new Quality Management DepartmeditGompliance Management Department to fungtion
as executive departments on a cross-company basis.

(c

~

Measures for ensuring the efficient performancef duties by Directors
The Company shall hold meetings of the Executiverd, where managerial directions including
business strategies and matters presented to thed R Directors are discussed. Members of these
meetings actively discussed the agenda and coesidetecutions of businesses regarding each business
segment of the Company and the Group from variogdea. The agenda discussed at the Execptive
Council was presented at meetings of the Boardirgfcibrs as an agenda to be resolved or reported.
Besides, the Executive Liaison Committee meetinggewheld to share information regardjng
important management issues and as study ses&ioosder that attendees of this committee acquire
information necessary for the Company Group’s irgtgyl management and business execution and for
appropriate updates thereof. In addition, regarding effectiveness of the Board of Directors, |the
Company identified issues and made improvementshéoway the Board of Directors operates| by
conducting surveys of each Director every fiscaryeand discussing and evaluating the results ef th
surveys at meetings of the Board of Directors,radtrimary assessment by the Audit & Supervisory
Committee.
Furthermore, in order to further enhance the fasnend transparency of governance, in view of the
misconduct affecting product quality in the Groumaunced in October 2017, the Company decided to
implement various measures to enhance the morgtéuimction of the Board of Directors.
+ Revise the structure of the Board of Directorsjgewperations to be delegated
Abolish the current structure under which all dersheads concurrently serve as Directors,|and
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appoint Directors overseeing each of the matehakinesses, the machinery businesses, arld the
electric power businesses
Appoint a Director overseeing compliance and risknagement, and a Director overses
quality governance
+ Independent Directors will account for 1/3 or moféhe Board
+ Establish a Nominating and Compensation Commitseeotuntary advisory body of the Board|of
Directors
+ Abolish the Office of Chairman of the Company and elect the chairmaheBpard of Directors
from among the Independent Directors

ng

(d) Status of measures to ensure effective audity kthe Audit & Supervisory Committee
The Company’s Audit & Supervisory Committee corsist five (5) Audit & Supervisory Committee
Members, three (3) of whom are Audit & Supervis@gmmittee Members who are Outside Directors
with a high degree of independence, so that thersigory function works with transparency and fass|
Among them, two (2) full-time Audit & Supervisoryo@mittee Members who are inside Directors
actively strive to maintain circumstances for anditand collect internal information of the Compahy
addition, full-time Audit & Supervisory Committeedvhbers daily audit the internal control systemhef| t
Company, and share information they acquire ircthese of fulfillment of their duties with other Ai &
Supervisory Committee Members. Outside Directorg w&te Audit & Supervisory Committee Members
recognize that they are especially expected toctibgy express opinions regarding auditing from a
neutral viewpoint and make their own candid opisian the Board of Directors, etc., based on their
independence from the Company or reasons of thegtien.
In particular, in view of the misconduct affectipgpduct quality in the Group announced in Octaber
2017, the Audit & Supervisory Committee expressediiew that the Board of Directors should focusg on
reforming governance systems and corporate culaice, and also requested that the Board of Directo
make timely reports to the Audit & Supervisory Coitte® regarding the status of progress on|the
response to the misconduct.
The Audit & Supervisory Committee examines decigimaking regarding business execution by|the
Board of Directors and implementation of effectiugsiness executions stipulated in the Internal @bnt
System Basic Policy through interviews with eachebior.
In addition, with regard to joint audits by intef@aiditors and Accounting Auditor and to audits| by
the Audit & Supervisory Committee, the Committeddisaregular meetings with the Accounting Auditor,
and maintains close relations with them throughharge of opinions on audit system, planning |and
implementation status, etc. In addition ito situ visits by the Accounting Auditor as needed, report
regarding due progress in audit implementatioraége received.
The Audit & Supervisory Committee also receivesutagbriefings on audit policy and planning from
the internal audit department, and receive fromhhbe internal audit department and internal cantro
department reports on the implementation status caaridomes of audits of compliance propriety, fisk
management and other internal control systemsnsariag close relations and more effective auditing

(4) Basic policy for parties affecting policy ddoiss of the Company’s financial and business
affairs (“Basic Policy on Corporate Control”)
(a) Basic policy details

The Company has formed unique business domains it/elrlO year history, which
extends back to its establishment in 1905. Thepperal fields of the materials and
machinery businesses span especially broad areas,the diversity of the individual
businesses that comprise these business fieldernased the Company to be the first to
harness particular synergies. In addition, thesgnlegses are supported by a wide range of
stakeholders, including the Company’s employees ladidly take on challenges in R&D and
on the production floor, business partners andoousts in Japan and abroad—mainly in the
fields of transportation vehicles, energy and istinacture—with whom the Company has
nurtured relationships of trust over many years.

Furthermore, the Company supplies a wide rangeusfomers with unique and diverse
product lineups that encompass its materials baseg difficult-to-substitute materials and
components and its machinery businesses’ eneryeetf and eco-friendly products.

In addition, by providing electricity—a crucial cpwnent of social infrastructure—
through its electric power business the Companyiges services that benefit society. The
Company believes it has a significant responsybilit society that it is addressing through
these activities.
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(b)

(i)

(ii)

The Company provides unique and high-value-addediymts and creates synergistic
effects by exchanging and combining technologiesragmits businesses. This practice has
allowed the Company to build up relationships oftrwith stakeholders, fulfill the duty of
providing social infrastructure, and gain the trofsociety. The Company considers these to
be the bedrock of its corporate value.

The Company, as a listed company, thinks that argetscale purchase of the Company’s
shares involving a change of its corporate constwbuld be approved if such purchase
facilitates the protection and enhancement ofdtparate value, which is generated from the
sources described above, and, ultimately, the cammterests of its shareholders in the
course of open stock trading.

However, the Company believes that a party which héive an impact on its financial
and business policy decisions must be one that tultlerstands the sources of its corporate
value such as the Company’'s management principldsttee relationship of mutual trust it
shares with its stakeholders, which are necessatyiralispensable for the enhancement of
corporate value and, ultimately, the common intsre$ its shareholders. Such a party must
also be able to protect and enhance the Compamyjgo@ate value and, ultimately, the
common interests of its shareholders as a result.

The Company must therefore strive to secure itgarate value and the common interests
of its shareholders by taking appropriate actiomacordance with the relevant laws and
regulations in response to persons who are engagimy aim to engage in a large-scale
purchase.

Special initiatives conducive to attaining t8empany’s Basic Policy on Corporate Control
including the effective application of propertiexahe formation of an appropriate corporate
group

Initiatives to enhance corporate value by depeient of management strategies

In April 2016, the Company formulated the Fiscahly2016-2020 Group Medium-Term
Management Plan and started initiatives under #® medium- to long-term business
vision, KOBELCO VISION “G+” which will establish golid business enterprise aimed at
further strengthening the three core business aykB#se materials businesses, machinery
businesses, and the electric power business.

The Company plans to focus its management resourag®wing fields anticipated to
expand over the medium to long term such as wedghings in transportation as well as
energy and infrastructure.

The Company plans to increase the original addéaevaf the Kobe Steel Group. By
achieving a strong competitive edge, the Compamsdo expand and grow its businesses
and contribute to society.

* With respect to the details of Fiscal Year 2012@ Group Medium-Term Management Plan,
KOBELCO VISION “G+", please see the press releaged April 5, 2016, “The Kobe Steel Group’s
Fiscal Year 2016-2020 Medium-Term Business Plan” dhe Company’s web site
(http://www.kobelco.co.jp).

Initiatives to enhance corporate value throstgpped-up corporate governance

The Company considers the strengthening of corpaggavernance a necessary part of
ongoing efforts to improve corporate value.

The Company has worked to strengthen corporate rgamee through a variety of
measures. These include transitioning to a compatfiyan Audit & Supervisory Committee,
revising the Board of Directors roster, and esshliig the Meetings of Independent
Directors, which consist of all of the IndependBirtectors and provide objective opinions
regarding management, and the Nominating and Cosapien Committee, a majority of
which are Outside Directors.

Going forward, the Company will continue lookingr favays to further strengthen
corporate governance. The Company will referendaiaps presented at the Meetings of
Independent Directors and the results of the BadirDirectors’ effectiveness evaluation,
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which are based on an annual survey of each diraatban evaluation of the survey results
by the Audit & Supervisory Committee.
(c) Initiatives to prevent unsuitable parties frivaving an impact on the Company’s financial
and business policy decisions in light of its Ba&idicy on Corporate Control

The Company will request that persons who are éngag or aim to engage in a large-
scale purchase provide necessary and sufficieotnvdtion to allow the shareholders to
appropriately determine the question of the lagmespurchase in accordance with relevant
laws and regulations from the viewpoint of ensuritgycorporate value and the common
interests of its shareholders, disclose the opsmmfithe Board of Directors of the Company,
and endeavor to secure necessary time and infenm#tdr the shareholders to consider such
large-scale purchase.

Further, if it is rationally judged that there isisk of damage to the Company’s corporate
value and the common interests of shareholdersssinfenely defensive measures are
implemented, the Company will endeavor to secwecdrporate value and the common
interests of its shareholders, as an obvious diigaf the Board of Directors entrusted with
management of the Company by its shareholders,romgitly deciding the content of the
concrete measures deemed most appropriate atrtertiaccordance with the relevant laws
and regulations and executing such measures.

Based on the policy stipulated in (a) hereinabtive,Company believes these initiatives
stipulated in (b) and (c) hereinabove meet its o@fe value and the common interests of its
shareholders and are not aimed at preserving tisenqa status of its Directors.

(5) Policy on decisions concerning such matterdivddends of surplus

The Company positions the return of profits to shatders as a key issue for management
and work to improve corporate value throughout @reup by operating businesses with a
medium- to long-term perspective.

The Company decides on the dividend after duly idemgg financial standing of the
Company, business performance, future capital nesdbs other factors. In determining
dividend amounts, the Company looks at each periodsiness performance and payout ratio,
with a focus on making continuous, stable dividpagiments.

The Company makes allocations of retained earrnimgmirposes that include investments
necessary for future growth in order to bolsteneggs and improve the balance sheet.

For the time being, to conduct profit-sharing commeate with business performance, the
Company shall set the payout ratio to between 188@&% of consolidated net profit.

The Company’s Articles of Incorporation stipulateatt dividends of surplus shall be
determined via a resolution of the Board of Direstioa accordance with Article 459, Paragraph
1 and Article 460, Paragraph 1 of the Companies Act

Dividends of surplus shall be distributed by a hetion of the Board of Directors twice a
fiscal year on the record dates stipulated in theckes of Incorporation: once at interim period
and once at fiscal year end. Payment of dividemdstber record dates shall be conducted after
establishing the record date at a separate megfitng Board of Directors.

Note: Amounts shown in this business report aseded down to the nearest whole unit.
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Consolidated Balance Sheets

(As of March 31, 2018)

(In millions of yen)

Item Amount Item | Amount
ASSETS LIABILITIES
Current Assets 1,046,288 | Current liabilities 901,8
Cash and deposits 165,526 Notes and accounts payabl 457,126
Notes and accounts receivable 324,811 Short-ternowings 205,732
Merchandise and finished goods 159,910 Bonds dtrénnone year 14,000
Work-in-process 136,530 Accounts payable - other A58
Raw materials and supplies 152,007 Income and enterprise taxes 8551
Deferred tax assets 27,989 payable '
Other 84,185 Deferred tax liabilities 724
Allowance for doubtful accounts (4,672) Provision for bonuses 20,874
Fixed assets 1,306,136 Provision for product warranties 14,506
Tangible fixed assets 981,689 Provision for loss on constructior 9633
Buildings and structures 279,270 contracts '
Machinery and equipment 433,414 Provision for loss on guarantees 2,660
Tools, equipment and fixtures 15,57p Provision for structural reform- 364
Land 192,158 related expenses
Construction in progress 61,271 Provision for dismantlement- 10.116
Intangible fixed assets 40,807 related expenses ’
Software 16,720 Provision for customer 3583
Other 24,087 compensation expenses '
Investments and other assets 283,639 Other 98,709
Investments in securities 197,83BLong-term liabilities 660,422
Long-term loans receivable 6,266 Bonds and notes 2,008
Deferred tax assets 21,50% Long-term borrowings 138y
Net defined benefit asset 17,088 Deferred taxlitads 9,819
Other 97,190 Deferred tax liabilities on land 3951
Allowance for doubtful accounts (56,250) revaluation ’
Net defined benefit liability 70,946
Provision for environmental 777
measures
Provision for dismantlement- 2.490
related expenses
Other 54,003
Total liabilities 1,561,440
NET ASSETS
Stockholders’ equity 746,115
Common stock 250,930
Capital surplus 102,314
Retained earnings 395,542
Treasury stock, at cost (2,671)
Accumulated other comprehensive (3,527)
income
Unrealized gains on securities, net 17,333
of taxes
Deferred gains (losses) on hedges, (9,913)
net of taxes
Land revaluation differences, net| (3,406)
of taxes
Fo_relgn currency translation 10,185
adjustments
Remeasurements of defined bengfit (17,726)
plans, net of taxes
Non-controlling interests 48,396
Total net assets 790,984
Total assets 2,352,425 Total liabilities and net sets 2,352,425

(Amounts are rounded down to the nearest milliam)ye
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Consolidated Statements of Income
(From April 1, 2017 to March 31, 2018)

(In millions of yen)

Item Amount
Net sales 1,881,158
Cost of sales 1,595,229
Gross profit 285,928
Selling, general and administrative expenses 197,014
Operating income 88,913
Non-operating income
Interest and dividend income 6,259
Other 18,961 25,221
Non-operating expenses
Interest expense 12,303
Other 30,682 42,986
Ordinary income 71,149
Extraordinary income
Gain on sales of investment securities 9,14( 9,140
Extraordinary losses
Customer compensation expenses 4,361
Dismantlement-related expenses 2,759 7,121
iI:}]tceorrgsetsbefore income taxes and non-controlling 73.168
Income taxes — current 15,424
Income taxes — deferred (4,803) 10,621
Income before non-controlling interests 62,547
Net loss attributable to non-controlling interests 640
Net income attributable to owners of the parent 63,188

(Amounts are rounded down to the nearest milliom)ye
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(Reference) Summary of Consolidated Statementsash Elows

(From April 1, 2017 to March 31, 2018)

Item Amount
(In millions of yen)

Net cash provided by operating activities 190,832
Net cash used in investing activities (161,598)
Net cash used in financing activities (66,598)
Ef'fe_ct of exchange rate changes on cash and cash 1719
equivalents '
Increase (Decrease) in cash and cash equivalents (35,644)
Cash and cash equivalents at the beginning ofl fjsea 200,417
Increasg in cash and cash. quivalents resultimg fro 494
change in scope of consolidation
Cash and cash equivalents at the end of fiscal year 165,267

(Amounts are rounded down to the nearest milliom)ye

— 68 —



Non-Consolidated Balance Sheets

(As of March 31, 2018)

(In millions of yen)

ltem Amount Item | Amount
ASSETS LIABILITIES
Current Assets 609,799 | Current liabilities 552,586
Cash and deposits 67,910 Accounts payable 281,882
Notes receivable 1,593 Short-term borrowings 119,47
Accounts receivable 123,717 Lease obligations 37
Lease receivables 379 Bonds due within one year 0004,
Merchandise and finished goods 80,282 Accountstdayeother 42,528
Work-in-process 97,165 Accrued expenses 26,912
Raw materials and supplies 101,967 Income andmigertaxes 1459
Advance payments - trade 1,500 payable !
Prepaid expenses 2,827 Advances received 19,604
Deferred tax assets 13,462 Deposits received 6,074
Short-term loans receivable 73,51P Unearned revenue 165
Accounts receivable - other 33,778 Provision fanuses 8,890
Other 11,700 Provision for product warrantieg 3,179
Allowance for doubtful accounts (24) Provision for loss on construction 8 447
Fixed assets 1,024,468 contracts ’
Tangible fixed assets 597,356 Provision for structural reform- 364
Buildings 103,259 related expenses
Structures 51,182 Provision for dismantlement- 10.116
Machinery and equipment 323,317 related expenses '
Vehicles 1,632 Provision for customer 3,100
Tools, equipment and fixtures 7,572 compensation expenses
Land 70,007 Asset retirement obligations 54
Construction in progress 40,384 Other 5,488
Intangible fixed assets 13,931 | Long-term liabilities 524,966
Software 11,339 Bonds and notes 132,000
Right of using facilities 533 Long-term borrowings 347,113
Other 2,057 Lease obligations 54
Investments and other assets 413,180 Deferred tax liabilities 8,553
Investments in securities 109,137 Provision for retirement benefits 20,75p
Shares of subsidiaries and Provision for environmental measures 509
associates and investments in 233,062 Provision for dismantlement- 2 490
capital related expenses ’
Long-term loans receivable 40,587 Asset retireroéfigations 811
Prepaid pension cost 23,470 Other 12,681
Other 8,547 Total liabilities 1,077,553
Allowance for doubtful accounts (1,629) NET ASSETS
Stockholders’ equity 551,895
Common stock 250,930
Capital surplus 100,789
Legal capital surplus 100,789
Retained earnings 201,884
Other retained earnings 201,884
Reserve for special depreciation 299
Reserve for advanced depreciatipn
; 2,454
of fixed assets
Retained earnings brought forward 199,130
Treasury stock, at cost (1,708
Va!uatlon and translation 4.820
adjustments
Unrealized gains on securities, net of taxes 12,789
Deferred gains (losses) on hedges, |net (7.969)
of taxes
Total net assets 556,715
Total assets Total liabilities and net s&ts 1,634,268

(Amounts are rounded down to the nearest milliam)ye
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Non-Consolidated Statements of Income

(From April 1, 2017 to March 31, 2018)

(In millions of yen)

Item Amount
Net sales 1,041,923
Cost of sales 921,806
Gross profit 120,116
Selling, general and administrative expenses 87,995
Operating income 32,121
Non-operating income
Interest and dividend income 33,702
Other 12,899 46,602
Non-operating expenses
Interest expense 5,406
Other 28,867 34,273
Ordinary income 44,449
Extraordinary income
Gain on sales of shares of subsidiaries and assecia 3,684
Gain on sales of investment securities 5,674 9,364
Extraordinary losses
Customer compensation expenses 3,797
Dismantlement-related expenses 2,759 6,557
Income before income taxes 47,256
Income taxes — current (27)
Income taxes — deferred 3,816 3,788
Net income 43,468

- 70

(Amounts are rounded down to the nearest milliam)ye



Consolidated Statements of Changes in Net Assets
(From April 1, 2017 to March 31, 2018)

(In millions of yen

Stockholders’ equity
. . . Treasury stock, Total stockholders’
Common stock Capital surplus Retained earnings at cost equity

Balance as of April 1, 2017 250,930 103,537 331,674 (2,660 683,486
Amount of change

Net income attributable tq

owners of the parent 63,184 63,188

Purchase of treasury stogk (11) (11)

Disposal of treasury stock 0) 0 0

Changes in stockholders

interest due to transactio

with non-controlling (1,232 (1,232

interests

Increase due to'cha_nges in 9 675 684

scope of consolidation

Net changes other than

stockholders’ equity
Total changes — (1,223 63,863 (10) 62,629
Sg'f‘snce as of March 31, 250,93( 102,314 395,54 (2,671 746,11

Accumulated other comprehensive income
Unrealized |Deferred gaing Land Foreign R;rgﬁ{assgfre- Acczcrﬁﬁllate d Non-
gains on (losses) on | revaluation | currency | controlling |Total net assets
" ; - defined benefit other int t
securities, nef hedges, net of differences, | translation . Interests
; plans, net of [comprehensive
of taxes taxes net of taxes | adjustments )
taxes income

Balance as of April 1, 2017 17,475 (9,229 (3,406 7,708 (22,106 (9,557 55,476 729,404
Amount of change

Net income attributable tg 63,184

owners of the parent

Purchase of treasury stogk (11)

Disposal of treasury stock 0

Changes in stockholders

interest due to transactio (1,232

with non-controlling

interests

Increase due to changes |n 684

scope of consolidation

Net changes other than o

stockholders’ equity (141) (683), 2,476 4,379 6,030 (7,080 (1,049
Total changes (141) (683), - 2,476 4,379 6,030 (7,080 61,579
Bajance as of March 31, 17,333 (9,913 (3,406 10,184 (17,726 (3527 48,396 790,984

(Amounts are rounded down to the nearest milliam)ye
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Important Matters Forming the Basis of the Preparaion of Consolidated Financial
Statements

1. Matters Concerning the Scope of Consolidation

Kobe Steel, Ltd. (the “Company”) has 212 subsidgrof which 173 subsidiaries are

included in the scope of consolidation (the “KolieebGroup”). Names of major

consolidated subsidiaries are as follows.
Nippon Koshuha Steel Co., Ltd., Kobelco Steel TGbe Ltd., Shinko Kenzai, Ltd.,
Kobelco Logistics, Ltd., Shinko Bolt, Ltd., Shinkmgineering & Maintenance Co.,
Ltd., Kobe Welding of Qingdao Co., Ltd., Kobe Welgiof Korea Co., Ltd., Kobelco
& Materials Copper Tube, Ltd., Kobelco Automotivéufinum Rolled Products
(China) Co., Ltd., Kobe Aluminum Automotive Prodsi¢China) Co., Ltd., Kobelco &
Materials Copper Tube (Thailand) Co., Ltd., Kobeddaminum Products & Extrusions
Inc., Kobe Aluminum Automotive Products, LLC, Kobel& Materials Copper Tube
(M) Sdn. Bhd., Kobe Precision Technology Sdn. BR@helco Compressors
Corporation, Shinko Engineering Co., Ltd., Quinfezhnologies AB, Kobelco
Compressors Manufacturing (Shanghai) Corporati@mhetfco Compressors America,
Inc., Kobelco Eco-Solutions Co., Ltd., Kobelco Bdaintenance Co., Ltd., Midrex
Technologies, Inc., Kobelco Construction Machin€ny, Ltd., KOBELCO
Construction Machinery (East Japan) Co., Ltd., K@BP Construction Machinery
(West Japan) Co., Ltd., Kobelco Construction Maehirn(China) Co., Ltd., Chengdu
Kobelco Construction Machinery Co., Ltd., Hangzimbelco Construction
Machinery Co., Ltd., Chengdu Kobelco Constructioadkinery Financial Leasing Ltd.,
Kobelco Construction Machinery Southeast Asia Ctl,, Kobelco International (S)
Co., Pte. Ltd., Kobelco Construction Machinery pgd®.V., Kobelco Construction
Machinery USA, Inc., Kobelco Construction Equipmardia Pvt. Ltd., Kobelco Power
Kobe Inc., Kobelco Power Moka Inc., Shinko RealsiCo., Ltd., Kobelco Research
Institute, Inc., Kobelco (China) Holding Co., Lt&Kobe Steel USA Holdings Inc.

For fiscal year 2017, 12 companies, including Qusntechnologies AB, are newly
consolidated and 10 companies, including Kobelan€s India Pvt., Ltd. are excluded
from the scope of consolidation due to an absanpjpe merger, etc.

39 non-consolidated subsidiaries, including ShinKgdun Co., Ltd., are excluded from
the scope of consolidation because the aggregatedrds of their total assets, sales, net
income (corresponding to amount of equity intergstpined earnings (corresponding to
amount of equity interest) and other indicatorsiaseynificant compared to those of the
consolidated companies.

2. Matters Concerning the Application of the Equtgthod

Of the 39 non-consolidated subsidiaries and 5%at#s, 41 companies are accounted for
by the equity method. Names of major companieswateal for by the equity method are
as follows.
OSAKA Titanium technologies Co., Ltd., Shinko W&@mpany, Ltd., Kansai Coke
and Chemicals Co., Ltd., Japan Aeroforge, Ltd. a€&¥/irerope Co., Ltd., PRO-TEC
Coating Company, LLC, Kobelco Angang Auto Steel,Ctd., Kobelco Spring Wire
(Foshan) Co., Ltd., Kobelco Millcon Steel Co., Ltdlsan Aluminum, Ltd., Wuxi
Compressor Co., Ltd., Shinsho Corporation.

For fiscal year 2017, 2 companies, including Ulsduminum, Ltd., are newly accounted
for by the equity method and 3 companies, includ§&gSummit Steel CO., LTD., are
excluded from the application of equity method rhadue to the transfer of shares.
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39 non-consolidated subsidiaries, including ShinKatun Co., Ltd., and 14 affiliates,
including J&T Welding Supply Co., Ltd., are not aaated for by the equity method
because the aggregated amounts of their net in¢conesponding to amount of equity
interest), retained earnings (corresponding to arhofiequity interest) and other
indicators are insignificant compared to thoseheftonsolidated companies and
companies accounted for by the equity method.

3. Matters Concerning Accounting Policies

(1) Basis and method for valuation of significassets
A. Basis and method for valuation of securities

Available-for-sale securities

i) Securities with market quotations Fair valueibdsased on the market price
etc. on the balance sheet date (with
unrealized gains or losses, net of applicable
taxes, stated in a separate component of net
assets and cost of securities sold is
primarily determined using the moving
average method).

i) Securities without market quotations  Cost badetermined mainly using the

moving average method.
B. Basis for valuation of derivatives

Fair value basis

C. Basis and method for valuation of inventories
Cost basis, determined principally by the averagéhod for inventories in the lron &
Steel Business, Welding Business, Aluminum & Coppeginesses and Electric
Power Business, and by the specific identificatisethod for inventories in the
Machinery Business, Engineering Business and Qactgin Machinery Business (the

book value on the balance sheets may be writtemdownarket value due to decline
in the profitability).

(2) Depreciation and amortization method for sigaifit depreciable assets
a) Tangible fixed assets

i) Owned fixed assets Primarily by the straightlmethod.
i) Leased assets
- Under finance leases that transfer ownershipel¢ased assets
By the same method as the owned fixed assets.
- Under finance leases that do not transfer owmgistthe leased assets
By the straight-line method over the respective
lease term (equal to estimated useful lives) with
no residual value.
b) Intangible fixed assets Primarily by the straifijme method.
For software for internal use, by the
straight-line method over the estimated
internal use lives (primarily 5 years).

(3) Basis for recognition of significant allowanaasd provisions

a) Allowance for doubtful accounts
To provide for potential losses on doubtful acceuatlowance is made at
an amount based on the actual bad debt ratio ipakefor normal
accounts, and estimated uncollectible amounts barsegecific
collectability assessments for certain individweleaivables, such as those
with a possibility of default.

b) Provision for bonuses
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To provide for employee bonus payments, provissomade based on the
estimated amounts to be paid.

c) Provision for product warranties
To provide for after-sales and after-constructind delivery warranty cost
payments, mainly for steel castings and forginghénlron & Steel
Business, Machinery Business, Engineering BusiapdsConstruction
Machinery Business, provision is made at an eséthamount attributable
to the fiscal year 2017 based on the actual warremdt to sales ratio in the
past, plus specifically estimated amount attriblgtéd the fiscal year 2017
for certain individual cases.

d) Provision for loss on construction contracts
To provide for future losses on construction castgaprovision is made
based on an estimated loss on construction costoatstanding at the end
of the fiscal year 2017.

e) Provision for loss on guarantees
Provision for future loss on guarantees is baseanoastimate of total loss
at the end of the fiscal year 2017, considerindfitrencial position, etc. of
the guaranteed parties on a case- by- case basis.

f) Provision for structural reform related expenses
For expenses expected to arise related to striiceioam of the steel
business, provision is made at an estimated anaiuhe end of the fiscal
year 2017.

g) Provision for dismantlement related expenses
For expenses expected to arise from dismantlenietjuopment, such as
the blast furnace, in relation to constructionhaf power station at Kobe
Works, provision is made at an estimated amoutiteaénd of the fiscal
year 2017.

h) Provision for customer compensation expenses
For expenses related to a response to the miscbtidu¢hrough data
falsification and/or fabrication of inspection résuproducts that did not
meet, among others, public standards or custonesifgiations were
shipped or provided to customers as if they hadtheste requirements,
including compensation for product exchanges awdstigations carried
out by customers, etc., provision is made at amagtd amount at the end
of the fiscal year 2017.

i) Provision for environmental measures
For the cost of PCB waste treatment required by IGoncerning Special
Measure against Promotion of Proper Treatment bfcRtorinated
Biphenyl (PCB) Waste”, provision is made at anreated amount at the
end of the fiscal year 2017.

(4) Accounting method for retirement benefits
To provide for payments of retirement benefitsngpyees, the amount of retirement
benefit obligations net of the amount of plan imbkkshed assets based on the amount
expected at the end of the fiscal year 2017.

In determining retirement benefit obligations, bemefit formula basis is adopted as the
attribution method of the projected retirement ligdligations.

Prior service costs are charged to income mairiygue straight-line method based
on the average remaining service period of the eyags.

Actuarial differences are charged to income fromghbriod following the period in
which it arises mainly using the straight-line nugtlbased on the average remaining
service period of the employees.
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Unrecognized prior service costs and unrecognizashaal differences, net of
applicable taxes, are stated in “Remeasuremertsfisfed benefit plans, net of taxes”
in accumulated other comprehensive income undeagssits.

(5) Basis for recognition of revenue and expenses
Regarding revenues and expenses concerning cditragontracts, they are
recognized by applying the percentage of completiethod where the outcome of the
contract up to the end of the fiscal year 2017m@estimated reliably (with the
estimate of percentage of completion based ondketo-cost method), or in case of
not being estimated reliably, by applying the cosgd contract method.

(6) Basis for translation of significant assets hablilities denominated in foreign
currencies into Japanese yen
Monetary receivables and payables denominateddigio currencies are translated
into Japanese yen at the spot exchange ratedtas abnsolidated balance sheet date,
except for those hedged by foreign currency exchaogtracts, with the resulting
gains and losses recognized in income.

Assets and liabilities of consolidated foreign sdiagies are translated into Japanese
yen at the spot exchange rates as of the balaeet date and revenues and expenses
are translated into Japanese yen at average oatémfperiod, with the resulting gains
and losses included in “Foreign currency transtagidjustments” under net assets and
“Non-controlling interests”.

(7) Principal method for hedge accounting

A. Method for hedge accounting Deferred hedge oukth applied.
Assigning method is applied to monetary receivables
and payables denominated in foreign currencies that
are specifically covered by foreign currency exgen
contracts and qualify for such assigning.
Exceptional method is applied to interest rate svap
that meet specific matching criteria and qualifyy fo
such accounting.

B. Hedging instruments and hedged items

a) Hedging instruments Foreign currency exchangéracts, interest rate swap
contracts and commodity forward contracts
b) Hedged items Assets and liabilities exposedseds from market

fluctuations related to foreign exchange rategredt
rates and trading of bare metal such as aluminum
(including those expected from forecasted transasji
C. Hedging policy and method for assessing the éedfgctiveness
The Company and its consolidated subsidiaries adgé
transactions to reduce the risks from market flatituns and
do not enter into hedge transactions for spec@ativposes.
The Company assesses the hedge effectiveness in
accordance with its internal rules.
The consolidated subsidiaries assess the hedgeieffeess
in accordance with similar internal rules througé t
Company'’s responsible division or the subsidiaoyis
responsible division.
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(8) Method for amortization of goodwiill
Goodwill is amortized using the straight-line meth{or immediately charged to
income if immaterial) over the practically estindhtffective periods where estimable
during the period in which it arises, or otherwigeer five years.

(9) Accounting for consumption taxes
The tax-exclusion method is applied for the condimnpgtax and the local consumption
tax.

(10) Application of consolidated taxation system
Consolidated taxation system is applied.
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Additional Information
Introduction of a Board Benefit Trust (BBT) for Botors

The Company introduced a new stock compensation pléBoard Benefit Trust (BBT)”,

to more clearly link the compensation of Direct@scluding Outside Directors and

Directors who are Audit & Supervisory Committee MmaTs) and executive officers to the

Company’s performance and the value of its stoo#,ia order to encourage the Directors

to contribute to improve medium- to long-term besis performance and enhance

corporate value.

The accounting method regarding the BBT agreemampties with the Practical Solution

on Transactions of Delivering the Company’s OwncBtim Employees etc. through Trusts

(Practical Issues Task Force (PITF) No. 30, Magh2D15).

1) Overview of transactions
This plan is a stock compensation plan under wirioney contributed by the Company
is used as funds to acquire the Company’s sharesgh a trust. With regard to
Directors and executive officers (hereinafter “IBias, etc.”), in accordance with
Director stock benefit rules established by the Gany, the Company’s shares
(hereinafter the “Company’s Shares, etc.”) andcth equivalent to the amount
converted from the market price of the Company’ar& are provided through the trust.
In addition, Directors, etc. shall receive the Camygs Shares, etc. in principle every
three years on a fixed date during the trust period

2) Kobe Steel stock remaining in the Trust
The Company’s stock remaining in the trust is pbst® treasury stock in a part of net
assets based on the book value (excludes amourntgigental expenses). The
corresponding treasury stock’s book value at tleadrthe fiscal year under review was
1,099 million yen for 1,223 thousand shares.

Notes to Consolidated Balance Sheets
1. Assets Pledged as Collateral and Collateralixeiot
(1) Assets pledged as collateral

Cash and deposits 7,074 million yen
Tangible fixed assets 11,651
Other 1,414
Total 20,140
(2) Collateralized debt
Short-term borrowings 265 million yen
Long-term borrowings 14,143
Total 14,408 *

* In addition to the above, borrowings of other sidiiaries and affiliates are
collateralized by assets pledged as collateral.cbneesponding loans balance
was 872 million yen at the end of fiscal year 2017.

2. Accumulated Depreciation of Tangible Fixed Asset 2,404,688 million yen
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3. Guarantee Liabilities
(1) Guarantees of loans from financial instituti@mns provided to companies other than
consolidated companies.

Kobelco Angang Auto Steel Co., Ltd. 6,964 millioany
Kobelco Millcon Steel Co., Ltd. 5,774

Japan Aeroforge, Ltd. 3,440

Other (22 companies and other) 4,216 *
Total 20,396

The above includes activities similar to guaran{@&® million yen).
*Of which, 517 million yen is covered by reassures from other companies.

Kobelco Construction Machinery (China) Co., Ltdhigh is a consolidated subsidiary
of the Company, sells construction machinery tdarasrs through sales agents or
leasing companies. Sales agents pledge guarantbag tonstruction machinery,
pledged as collateral at the amounts of the balandgnk loans or future minimum
lease payments. Kobelco Construction Machineryrf@hCo., Ltd. pledges reassurance
for this guarantee. The balances of the reassuraeace14,474 million yen at the end

of fiscal year 2017.

Chengdu Kobelco Construction Machinery (Group) Ctd, presented in fiscal year
2016 changed its registered trade name to Kobetrssi@uction Machinery (China) Co.,
Ltd. from fiscal year 2017.

(2) Trade notes receivable discounted 78 miljien

(3) Trade notes receivable endorsed 1,966 mijtem

(4) Repurchase obligation accompanying securibpnatif receivables 3,787 million yen
4. Contingent liabilities

The Kobe Steel Group discovered that misconductédlesh place. Through data
falsification and/or fabrication of inspection réésuproducts that did not meet, among
others, public standards or customer specificatftives“Affected Products”) were shipped
or provided to customers as if they had met thegairements (the “Misconduct”).

The Kobe Steel Group, with the cooperation of itstomers to which the Affected
Products were shipped, is proceeding to carryemitrtical verifications on the impact
(including safety) of its Affected Products on @mers' products. Safety confirmation has
been completed for most of the customers. Althahghverification of the safety has not
yet been completed for some customers, the Kol Steup at this time has not
confirmed cases that would require the immediagpension of use or immediate recall of
the products.

The Kobe Steel Group, in addition to undergoingnaestigation by the investigation
authorities in Japan on the Misconduct, has beédeminvestigation by the U.S.
Department of Justice since October 2017 for atiggselling the Affected Products to
customers in the United States.

In addition, three civil complaints have been bitouggainst the Kobe Steel Group and
other similar lawsuits may be filed in the futuféwe three civil complaints are as follows:

1. Class actions in Canada seeking compensatia@toromic loss caused by the
automotive metal products manufactured by the Kateel Group and the use of these
products in the manufacture of automobiles.
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2. A securities class action in the United Statesed on violations of the U.S. Securities
Exchange Act (misrepresentation of the complialystesn, etc.) concerning Kobe Steel's
American Depository Receipts (ADR)

3. A class action in the United States seeking @rsation for economic loss from the
decline in the resale value of the plaintiffs’ vdbs and other relief, arising from the use of
metal products manufactured by Kobe Steel in theufature of the vehicles.

The investigation by the investigation authoriilegapan, the investigation by the U.S.
Department of Justice and the above-mentioned @iviiplaints are all at an early stage. It
is difficult to reasonably estimate the final peigs, compensation for damages, and other
outcomes at this time, but they may possibly rasudt monetary burden. In addition, there
may be additional monetary burden due to compeasabist for the exchange of products
by customers, compensation cost relating to theeictions by customers and other actions.

It is possible that these factors will affect Kdbteel’'s consolidated financial results.
However, as it is difficult to reasonably estimtte impact of these factors at this time,
these factors have not been reflected in the cataet financial statements.

Notes to Consolidated Statements of Income

1. Customer compensation expenses
The 4,361 million yen of customer compensation agpe are expenses related to a
response to the misconduct that through data itadsibn and/or fabrication of inspection
results, products that did not meet, among otlpenslic standards or customer
specifications were shipped or provided to custenasrif they had met these
requirements, including compensation for produchexges and investigations carried
out by customers, etc.

2. Dismantlement related expenses
The 2,759 million yen of dismantlement related eyges are an additional posting of
dismantlement construction expenses arising iniitle the dismantlement of equipment,
such as the blast furnace, in relation to constnaif the power station at Kobe Works,
and other expenses, owing to an increase in thgesafoconstruction.

Notes to Consolidated Statements of Changes in N&dsets
1. Type and Total Number of Shares Issued at tliledEFiscal Year 2017
Common stock 364,364,210 shares

2. Matters Concerning Dividends
(1) Dividends paid
Not applicable.

(2) Dividends with the record date in fiscal yeBi2 and the effective date in fiscal year
2018
At the meeting of the Board of Directors to be hatdMay 16, 2018, the following
matters concerning dividends on common stock airegggo be discussed.

1) Total dividends 10,924 million yen
2) Dividends per share 30.0 yen

3) Record date March 31, 2018
4) Effective date June 22, 2018

The Company intends for the source of dividendsetoetained earnings.
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Notes on Financial Instruments
1. Matters Concerning Status of Financial Instrutmen
The Kobe Steel Group raises long-term funds maiglpank loans and issuance of bonds
based on its capital budget as well as its investraed loan plan. For short-term capital
needs, the Kobe Steel Group raises funds mainlyamk loans and commercial paper in
relation to its projected income and working cdpithe Kobe Steel Group invests
temporary excess cash in secure financial assets.

Notes and accounts receivable are exposed to ¢ldé cisks of customers. In order to
manage these risks, the Company follows its intemrealit management rules and the
consolidated subsidiaries follow similar rules.datments in securities consist principally
of the shares of customers and are exposed tasthefrchanges in quoted market prices,
etc. Quoted market prices of securities are retyutaonitored and reported to the Board
of Directors.

Notes and accounts payable and borrowings are edgodiquidity risk related to
financing. The Finance Department of the Compamyrots financial plans at the group
level to manage the risk.

Derivative transactions are utilized to avoid tis&s from market fluctuations related to
foreign exchange rates, interest rates and traafiatuminum bare metal etc. and the
Group does not enter into derivative transactionspeculative purposes. In order to
manage these risks, the Company follows its inteties and the consolidated
subsidiaries follow similar rules.
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2. Matters concerning fair value of financial instrents

Carrying amount of financial instruments on thesminlated balance sheets, fair value
and the difference as of March 31, 2018 are aeviall

(In millions of yen)

Carryirlg{ amount Fair value *1 Difference
(1) Cash and deposits 165,526 165,526 -
(2) Notes and accounts receivable - 324,811 324,811
trade

(3) Investments in securities

a) Se_qur|t|es of subsidiaries and 17,973 25,801 7.827

affiliates

b) Available-for-sale securities 102,879 102,879 -
(4) Notes and accounts payable (457,126) (457,126)
(5) Short-term borrowings (205,732 (205,481) 25
(6) 5§2rds and notes due within one (14,000) (14,056) (56)
(7) Accounts payable-other (54,436) (54,436) -
(8) Bonds and notes (132,000 (130,471) 1,52
(9) Long-term borrowings (387,133 (386,993) 13
(10) Derivative transactions *2

a) Hedge accounting not applied 456 456

b) Hedge accounting applied (13,182) (13,182) —

*1 Liabilities are presented with parentheses ().
*2 Assets and liabilities arising from derivativansactions are presented after offsetting
and with parentheses () if the offset results lialaility.

Note 1: Methods used to determine fair value ddficial instruments and matters concerning
securities and derivative transactions

(1) Cash and deposits and (2) Notes and accourgs/able-trade
The carrying amounts approximate fair values bexafishe short maturities of
these instruments.

(3) Investments in securities
Based mainly on quoted market prices, etc.

(4) Notes and accounts payable, (5) Short-termoladngs and (7) Accounts payable-
other
The carrying amounts approximate fair values bexafishe short maturities of
these instruments.
The fair values of long-term borrowings due witbime year which are included in
short-term borrowings (with a carrying amount of081 million yen) are
determined using the same method as (9) Long-temowings.

(6) Bonds and notes due within one year and (8XdB@md notes
Based mainly on quoted market prices.

(9) Long-term borrowings
The fair values are determined based on the preséug by discounting the sum of
principal and interest by the assumed rate whichlavbe applied if a similar new
borrowing were entered into. The fair values oéfing rate long-term borrowings
hedged by interest rate swaps that qualify for beatcounting and meet specific
matching criteria for an exceptional method, alewated by discounting the sum
of principal and interest, including the differexttpaid or received under the swap
agreements, by the reasonably estimated rate wiiclid be applied if a similar
new borrowing were entered into.
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(10) Derivative transactions
For foreign currency exchange contracts, the falnes are determined based on
forward foreign exchange rate. For interest ratepsythe fair values are
determined based on quotes obtained from countgrfpaancial institutions. For
commodity forward contracts, the fair values areedeined based on commodity
futures price.
For certain foreign currency exchange contractsviich the “assigning” method
is applied, the fair values are included in the ¥alues of the hedged accounts
receivable and accounts payable (see (2), (4) Anabpve).
For interest rate swaps for which the “exceptioma#thod is applied, the fair
values are included in the fair values of the hddgag-term borrowings (see (9)
above).

Note 2: Non-listed equity securities (with carryiagount of 76,986 million yen) are not

included in (3) Investments in securities a) Semgiof subsidiaries and affiliates and
b) Available-for-sale securities, as it is extreyngifficult to determine their fair value
since there is no market price and future cashdloannot be estimated.

Notes on Per Share Information

Net assets per share 2,049.95 yen
Net income per share 174.43 yen

Note: The Company’s shares (posted as treasurl statockholders’ equity) remaining in

the trust related to the Board Benefit Trust (BRTgn posted as treasury stock in
stockholders’ equity are included in treasury stddkese are excluded from the
calculation of the number of shares at the enti®pteriod and the average number of
shares during the period when calculating net agsatshare and net income per
share. The number of such shares at the end pkit@d excluded from the

calculation of net assets per share for this figeal was 1,223 thousand shares, while
the average number of shares during the periodiéad|from the calculation of net
income per share for this fiscal year was 1,2284had shares.

Significant subsequent events
Sale of shares of a subsidiary company

At the meeting of the Board of Directors held orrihp7, 2018, the Company resolved to

transfer part of the issued shares of Shinko Rs@té& Co., Ltd., a consolidated subsidiary of
the Company, as follows.

1.

2.

5

Names of parties acquiring the shares

Tokyo Century Corporation and NIPPON TOCHI-TATEMONE®., Ltd.

Businesses operated by the company to be trangferre

Real estate development, Construction, Sales, BrakeRemodeling, Leasing, Building
management, Condominium management

Reason for the transfer

To achieve synergy by utilizing mutual customerdsadusiness know-how and the
ability to provide financing and reinforce the nesis by building a strategic alliance
relationship with both of the parties acquiring ghares

Execution date of the transfer

Scheduled on July 1, 2018

Other information for the transfer

.(1) Legal form of the transfer

Transferring part of the issued shares of Shinkal Estate Co., Ltd. in exchange for
cash consideration

(2) Transfer price
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Approximately 74.0 billion yen
(3) Income from the transfer
To post an extraordinary income of approximately03sllion yen on a consolidated
basis for the fiscal year 2018.
(4) Number of shares to be transferred and situati@hafes held before and after transfer
1) No. of shares held before transfer
57,670 shares (ownership ratio of voting sghi00.0%)
2) No. of shares to be transferred
43,253 shares
3) No. of shares held after transfer
14,417 shares (ownership ratio of voting sg26.0%)

Following the transfer, Shinko Real Estate Co., il become a company accounted for
by the equity method of the Company.

(Amounts are rounded down to the million yen.)
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Non-Consolidated Statements of Changes in Net Asset

(From April 1, 2017 to March 31, 2018)

(In millions of yen)

Stockholders’ equity
Capital surplus Retained earnings
Other retained earnings Treasury | Total stock
Common Legal Total Total )
stock ca;?ital capital Reserve for | Reserve for Retained retained stock, holders
) advanced } ) at cost equity
surplus | surpluses Specllall depreciation of earnings earnings
depreciation fi brought forward
ixed assets
Balance as of April 1, 2017 250,930 100,789 100,784 353 2,634 155,427 158,415 (1,699 508,434
Amount of change
Revgrsal of reserve for (54) 54 o
special depreciation
Reversal of reserve for
advanced depreciation o (180), 180 — —
fixed assets
Net income 43,468 43,468 43,468
Purchase of treasury stogk (9) (9)
Disposal of treasury stock (0) (0) 0 0
Net changes other than
stockholders’ equity
Total changes — — — (54) (180) 43,702 43,468 (8) 43,459
Datance as of March 31, | 250,030 100,789 100,784 299 2,454 199,130 201,884  (1,708] 551,89
Valuation and translation adjustments
Unrealized | Deferred gain STotal valuation
gains on (losses) on | Total net assets
" and translation
securities, nef hedges net o .
adjustments
of taxes taxes
Balance as of April 1, 2017 12,955 (7,771 5,184 513,62(
Amount of change
Reversal of reserve for
special depreciation
Reversal of reserve for
advanced depreciation o
fixed assets
Net income 43,468
Purchase of treasury stogk 9
Disposal of treasury stoc 0
Net changes other than
stockholders’ equity (166) (198) (364) (364)
Total changes (166), (198), (364) 43,094
Dajance as of March 31, 12,789 (7,969 4,82q 556,71

(Amounts are rounded down to the nearest milliam)ye
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NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS

Matters concerning Significant Accounting Policies

1.

2.

3.

4.

Basis and Method for Valuation of Securities

(1) Securities of subsidiaries and affiliates Cuesdis, determined using the moving

average method.

(2) Available-for-sale securities

Securities with market quotations Fair value bdsased on the market price etc.
on the balance sheet date (with unrealized gains
or losses, net of applicable taxes, stated in a
separate component of net assets and cost of
securities sold is primarily determined using the
moving average method).

Securities without market quotations Cost bastemnined using the moving
average method.

Basis for Valuation of Derivatives
Fair value basis

Basis and Method for Valuation of Inventories

Cost basis, determined by the average method ¥entories in the Iron & Steel Business
(except for cast forged steel products), WeldingiBess and Aluminum & Copper
Businesses, and by the specific identification métfor cast forged steel products in the
Iron & Steel Business and inventories in the MaehirBusiness and Engineering
Business (the book value on the balance sheet mayitien down to market value due to
decline in the profitability).

Depreciation and Amortization Method for Fixedsats
(1) Tangible fixed assets
a) Owned fixed assets By the straight-line method.
b) Leased assets
- Under finance leases that transfer ownershipeld¢ased assets
By the same method as the owned fixed assets.
- Under finance leases that do not transfer owmeistihe leased assets
By the straight-line method over the respective
lease term (equal wstimated useful lives) with
no residual value.
(2) Intangible fixed assets By the straight-linetimoel.
For software for internal use, by the straight-
line method over the estimated internal use
lives (five (5) years).
(3) Long-term prepaid expenses By the straight#iethod.
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5. Basis for Recognition of Allowances and Prowvisio

(1) Allowance for doubtful accounts
To provide for potential losses on doubtful accsuatiowance is made at
an amount based on the actual bad debt ratio ipakefor normal
accounts, and estimated uncollectible amounts barsegecific
collectability assessments for certain individwadaivables, such as those
with a possibility of default.

(2) Provision for bonuses
To provide for employee bonus payments, provisiomade based on the
estimated amounts to be paid.

(3) Provision for product warranties
To provide for after-sales and after-constructiod delivery warranty cost
payments, for steel castings and forgings in the & Steel Business,
Machinery Business, and Engineering Business, pi@viis made at an
estimated amount attributable to the fiscal yedr728ased on the actual
warranty cost to sales ratio in the past, plusifipatty estimated amount
attributable to the fiscal year 2017 for certaidiuidual cases.

(4) Provision for loss on construction contracts
To provide for future losses on construction castgaprovision is made
based on an estimated loss on construction costoatstanding at the end
of the fiscal year 2017.

(5) Provision for structural reform related expense
For expenses expected to arise related to striiceioam of the steel
business, provision is made at an estimated anaiuhe end of the fiscal
year 2017.

(6) Provision for dismantlement related expenses
For expenses expected to arise from dismantlenfeguopment, such as
the blast furnace, in relation to constructionhsf power station at Kobe
Works, provision is made at an estimated amoutiteaénd of the fiscal
year 2017.

(7) Provision for customer compensation expenses
For expenses related to a response to the miscbtidud¢hrough data
falsification and/or fabrication of inspection réisuproducts that did not
meet, among others, public standards or custoneeifgations were
shipped or provided to customers as if they hadtheste requirements,
including compensation for product exchanges awdstigations carried
out by customers, etc., provision is made at ameagtd amount at the end
of the fiscal year 2017.

(8) Provision for environmental measures
For the cost of PCB waste treatment required by IGoncerning Special
Measure against Promotion of Proper Treatment bfcRtorinated
Biphenyl (PCB) Waste”, provision is made at anreated amount at the
end of the fiscal year 2017.

(9) Provision for retirement benefits
To provide for payments of retirement benefitsngptyees, provision is
made based on the retirement benefit obligationt@estimated amount
of plan assets at the end of the fiscal year 2017.
Prior service costs are charged to income usingtthght-line method
based on the average remaining service periodecéttployees.
Actuarial differences are charged to income fromgkriod following the
period in which it arises using the straight-linethod based on the
average remaining service period of the employees.
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6. Basis for Recognition of Revenue and Expenses

Regarding revenues and expenses concerning caimtrgontracts, they are recognized
by applying the percentage of completion methodrevfiee outcome of the contract up to
the end of the fiscal year 2017 can be estimat@bhg (with the estimate of percentage
of completion based on the cost-to-cost method); case of not being estimated reliably,
by applying the completed contract method.

7. Basis for Translation of Assets and Liabilitizgsnominated in Foreign Currencies into
Japanese Yen

Monetary receivables and payables denominated@igio currencies are translated into
Japanese yen at the spot exchange rates as dlémed sheet date, except for those
hedged by foreign currency exchange contracts, tétresulting gains and losses
recognized in income.

8. Method for Hedge Accounting
(1) Method for hedge accounting Deferred hedgéhatkets applied.

Assigning method is applied to monetary receivables
and payables denominated in foreign currenciesatteat
specifically covered by foreign currency exchange
contracts and qualify for such assigning.
Exceptional method is applied to interest rate svap
that meet specific matching criteria and qualify $ach

accounting.
(2) Hedging instruments and hedged items
Hedging instruments Foreign currency exchange aotdyinterest rate swap
contracts and commodity forward contracts
Hedged items Assets and liabilities exposed tekwdom market

fluctuations related to foreign exchange ratesrast

rates and trading of bare metal such as aluminum

(including those expected from forecasted transasji
(3) Hedging policy and method for assessing thegbeadfectiveness

The Company uses hedge transactions to reduce the

risks from market fluctuations and does not emniey i

hedge transactions for speculative purposes.

The Company assesses the hedge effectiveness in

accordance with its internal rules.

9. Accounting for Retirement Benefits

Accounting method for unrecognized prior servicets@nd unrecognized actuarial
differences for retirement benefits are differegoti that applied in preparing the
consolidated financial statements.

10. Accounting for Consumption Taxes

The tax-exclusion method is applied for the consimnpax and the local consumption
tax.

11. Application of Consolidated Taxation System

Consolidated taxation system is applied.
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Additional Information
Introduction of the Board Benefit Trust (BBT) foirBctors, etc.
Notes on transactions that provide the Companyaseshthrough the trust for Directors
(excluding Outside Directors and Directors who Auelit & Supervisory Committee
Members) and executive officers are omitted as#me details are contained in
“Additional information” in the Notes to Consolidat Financial Statements.

Notes to Non-consolidated Balance Sheets
1. Assets Pledged as Collateral and Collateralizeiot
(1) Assets pledged as collateral
Securities of subsidiaries and affiliates 1,hon yen *
(2) Collateralized debt
Borrowings of subsidiaries and affiliates from fic#al institutions
14,009million yen *

*  Of the assets pledged as collateral, 1,090 millien are the mortgages
established for borrowings of 12,852 million yearfr financial institutions to
Kobelco Power Moka Inc., which is one of the prignaperators of the wholesale
power supply business.

2. Accumulated Depreciation of Tangible Fixed Asset 1,872,850 million yen

3. Guarantee Liabilities
(1) Guarantees of borrowings from financial indtdos are provided to other companies.

Kobelco Construction Machinery (China) Co., Ltd. 17,163 million yen *1 *3
Kobelco Automotive Aluminum Rolled Products (Chir@9., Ltd. 11,873

Chengdu Kobelco Construction Machinery Financiadieg Ltd. 9,633 *1
Kobelco Angang Auto Steel Co., Ltd. 6,964

Kobelco Millcon Steel Co., Ltd. 5,774

Hangzhou Kobelco Construction Machinery Co., Ltd. 4,823 *1
Chengdu Kobelco Construction Machinery Co., Ltd. ,145 *1
Other (16 companies and other) 20,544 *2
Total 80,923

The above includes activities similar to guaran{&29 million yen).

*1 The entire amount is covered by reassurances Kobelco Construction
Machinery Co., Ltd.

*2 Of which, 2,458 million yen is covered by reasswces from other companies.

*3 Chengdu Kobelco Construction Machinery (Group),&.td. presented in fiscal
year 2016 changed its registered trade name tolsmiBonstruction Machinery
(China) Co., Ltd. from fiscal year 2017.

(2) Repurchase obligation accompanying securitpatif receivables 3,240 million yen

4. Contingent liabilities
The Kobe Steel Group discovered that misconductddesh place. Through data
falsification and/or fabrication of inspection réésuproducts that did not meet, among
others, public standards or customer specificatftives“Affected Products”) were shipped
or provided to customers as if they had met thegairements (the “Misconduct”).
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The Kobe Steel Group, with the cooperation of itstomers to which the Affected
Products were shipped, is proceeding to carryemitrtical verifications on the impact
(including safety) of its Affected Products on amers' products. Safety confirmation has
been completed for most of the customers. Althabhghverification of the safety has not
yet been completed for some customers, Kobe Stdeisaime has not confirmed cases
that would require the immediate suspension ofausemediate recall of the products.

The Kobe Steel Group, in addition to undergoingnarestigation by the investigation
authorities in Japan on the Misconduct, has bedeninvestigation by the U.S.
Department of Justice since October 2017 for atiggeelling the Affected Products to
customers in the United States.

In addition, three civil complaints have been biuggainst the Kobe Steel Group and
other similar lawsuits may be filed in the futufée three civil complaints are as follows:

1. Class actions in Canada seeking compensatiactoromic loss caused by the
automotive metal products manufactured by the Katieel Group and the use of these
products in the manufacture of automobiles.

2. A securities class action in the United Stateseld on violations of the U.S. Securities
Exchange Act (misrepresentation of the compliaysgesn, etc.) concerning Kobe Steel’s
American Depository Receipts (ADR)

3. A class action in the United States seeking @maation for economic loss from the
decline in the resale value of the plaintiffs’ vdbs and other relief, arising from the use of
metal products manufactured by Kobe Steel in theufacture of the vehicles.

The investigation by the investigation authorifiegdapan, the investigation by the U.S.
Department of Justice and the above-mentioned @iviiplaints are all at an early stage. It
is difficult to reasonably estimate the final peigs, compensation for damages, and other
outcomes at this time, but they may possibly rasudt monetary burden. In addition, there
may be additional monetary burden due to compesrsatist for the exchange of products
by customers, compensation cost relating to theeictions by customers and other actions.

It is possible that these factors will affect Kdbeel's financial results. However, as it is
difficult to reasonably estimate the impact of #nésctors at this time, these factors have
not been reflected in the non-consolidated findrate@tements.

5. Monetary Receivables and Payables to Subsidiarid Affiliates

Short-term monetary receivables 145,562 million ye
Long-term monetary receivables 37,912
Short-term monetary payables 79,656
Long-term monetary payables 225
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Notes to Non-consolidated Statements of Income
1. Transactions with Subsidiaries and Affiliates
Operating transactions

Net sales 324,644 million yen
Purchases 591,417
Non-operating transactions 54,747

2. Customer compensation expenses
The 3,797 million yen of customer compensation agpe are expenses related to a
response to the misconduct that through dataitatin and/or fabrication of inspection
results, products that did not meet, among otlpeitgljc standards or customer
specifications were shipped or provided to custsmaerif they had met these requirements,
including compensation for product exchanges awelsitigations carried out by
customers, etc.

3. Dismantlement related expenses
The 2,759 million yen of dismantlement related eyges are an additional posting of
dismantlement construction expenses arising inviitle the dismantlement of equipment,
such as the blast furnace, in relation to constoaif the power station at Kobe Works,
and other expenses, owing to an increase in thgesafoconstruction.

Notes to Non-consolidated Statements of Changeshiet Assets
Type and number of treasury stock at the end oéfigear 2017
Common stock 1,452,035 shares
(Note) 1,222,800 shares of Kobe Steel owned byt®uBustody Services Bank, Ltd.
(Trust Account E) related to the Board Benefit T(lBBT) are included in
treasury stock listed above.

Notes on Tax Effect Accounting
Major causes for accrual of deferred tax assetfoaseon write-down of equity securities and
tax loss carryforwards, and assets that are nogrezed as recoverable are posted in the
valuation reserve.

Notes on Transactions with Related Parties

Ownership Fiscal
of voting Relationships _ Transaction year-end
Category Company rights etc. with related Descrlpthn of amounts Account balance
name : . transactions o L
(Ownership parties (million yen) (million
percentage) yen)
Subsidiariels Kobelco 100.00% Sales of steel Receipt of 35,766 - -
Construction | directly materials, etc. guarantees
Machinery Lease of
Co., Ltd. commercial
buildings and
land
Interlocking
directors, etc.
Kobelco 100.00% Guarantees Guarantees 17,163 - -
Construction | indirectly Interlocking
Machinery directors, etc. Receipt of 27 | Other 12
(China) Co., guarantee fees current
Ltd. assets
Affiliates | Shinsho 13.33% Sales of certain | Purchase of raw 326,123 | Trade 19,713
Corporation | directly finished goods of| materials for iron accounts
and 0.13% | the Company and steel, other payable
indirectly Purchase of raw | raw materials and
(21.55%) materials materials for
Interlocking equipment
directors, etc.
Kansai Coke | 24.00% Sales of coal, etc| Sales of coal, etc. 80,377 | Other 7,471
and directly Purchase of coke accounts
Chemicals etc. receivable
Co., Ltd. Interlocking Purchase of coke, 87,758 | Trade 16,928
directors, etc. etc. accounts
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| | | | | | payable | |

Note 1: The terms and conditions and policieslieirtdetermination:

The terms and conditions applicable to the abmmstactions are determined through
price negotiations on an arm’s length basis ant veiference to normal market prices.

Note 2: Consumption taxes are not included in theumnt of the transactions, but are included
in the amount of fiscal year-end balances.

Note 3: The figure contained in parentheses isugbel from above number and represents the
percentage of ownership with which the Companyrbasived consent for exercise of
voting rights.

Note 4. Chengdu Kobelco Construction Machinery (@@oCo., Ltd. presented in fiscal year
2016 changed its registered trade name to Kobetesi@uction Machinery (China) Co.,
Ltd. from fiscal year 2017.

The Company receives guarantee fees at an annealfra.1% for guarantees relating
to bank loans by Kobelco Construction Machineryif@hmCo., Ltd.

Kobelco Construction Machinery Co., Ltd. pledgeassurance for the entire amount,
and the Company pays no guarantee fees.

Notes on Per Share Information
Net assets per share 1,534.02 yen
Net income per share 119.77 yen

Note: The Company’s shares (posted as treasurl statockholders’ equity) remaining in
the trust related to the Board Benefit Trust (BBIgn are included in treasury stock.
These are excluded from the calculation of the remolb shares at the end of the period
and the average number of shares during the petied calculating net assets per
share and net income per share. The number ofshasies at the end of the period
excluded from the calculation of net assets peresfma this fiscal year was 1,223
thousand shares, while the average number of stlarg®) the period excluded from
the calculation of net income per share for thésdl year was 1,223 thousand shares.

Significant subsequent events
Sale of shares of a subsidiary company
At the meeting of the Board of Directors held orriAp7, 2018, the Company resolved to
transfer part of the issued shares of Shinko Rett& Co., Ltd., a subsidiary of the
Company, as follows.

1. Names of parties acquiring the shares
Tokyo Century Corporation and NIPPON TOCHI-TATEMONZ®., Ltd.
2. Businesses operated by the company to be trandferre
Real estate development, Construction, Sales, BrakeRemodeling, Leasing, Building
management, Condominium management
3. Reason for the transfer
To achieve synergy by utilizing mutual customerdsabusiness know-how and the
ability to provide financing and reinforce the mess by building a strategic alliance
relationship with both of the parties acquiring hares
4. Execution date of the transfer
Scheduled on July 1, 2018
5. Other information for the transfer
(1) Legal form of the transfer
Transferring part of the issued shares of Shinkal Estate Co., Ltd. in exchange for
cash consideration
(2) Transfer price
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Approximately 74.0 billion yen
(3) Income from the transfer
To post an extraordinary income of approximately03sllion yen for the fiscal year
2018.
(4) Number of shares to be transferred and situati@hafes held before and after transfer
1) No. of shares held before transfer
57,670 shares (ownership ratio of voting sghi00.0%)
2) No. of shares to be transferred
43,253 shares
3) No. of shares held after transfer
14,417 shares (ownership ratio of voting sg26.0%)

Following the transfer, Shinko Real Estate Co., Wil become an affiliated company of
the Company.

(Amounts are rounded down to the million yen.)
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