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Big drop in earnings due to high cost of raw materials and second-half plunge in demand
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In the first half of fiscal 2008, total non-consolidated sales in Japan's
steel industry (companies included in "Financial Statements Statistics of
Corporations by Industry," Ministry of Finance) increased 4.5% compared to
the same period in the previous fiscal year to 11.5 trillion yen. However, the
industry's ordinary income decreased 9.0% year-on-year to 935 billion yen.
Steelmakers were unable to offset the impact of a big increase in expenses,
particularly from the higher cost of raw materials like iron ore and coal,
through price increases, cost-cutting measures and other actions.

The operating environment changed dramatically in the fiscal year's
second half as the global economy started to weaken rapidly. Demand
plummeted for manufactured products, especially motor vehicles,
construction activity was sluggish, and there was a steep decline in exports.
Plunging demand along with inventory reductions to reflect lower demand
forced Japan's steelmakers to make significant cuts in production volumes.
Because of this second half weakness, the Japanese steel industry will
probably report its first decline in fiscal year sales in seven years. Fiscal
2008 earnings are also expected to decrease. Streamlining and cost-reduction
measures will probably be unable to offset the sharp downturn in second
half earnings. As a result, steel industry ordinary income and net income are
expected to fall for the second consecutive year.

Looking at financial ratios, Ratio of ordinary income to sales decreased
by 1.2 percentage points to 8.1% in the first half of fiscal 2008 compared
with 9.3% one year earlier. Sales were higher as steelmakers increased sales
of value-added products and raised prices, but ordinary income declined
sharply. At the end of the first half, the steel industry's equity ratio was
37.8%. This was slightly lower than at the end of fiscal 2007 because of
growth in bonds, loans and other interest-bearing debt.

Fiscal 2008 capital investments in the steel industry are expected to be
largely on a par with fiscal 2007, exceeding 700 billion yen for the second
consecutive year. Companies continue to make substantial expenditures,
chiefly to upgrade blast furnaces. There is also a high volume of capital
investments for environmental and energy conservation systems and facilities
to increase output of high-grade steel.
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Source: "Financial Statements Statistics of Corporations by Industry," Ministry of Finance

Note: First half current net income for 2007 and 2008 has not been disclosed.
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Source: "Financial Statements Statistics of Corporations by Industry," Ministry of Finance
Note: ROE for the first half of FY2008 is annualized.

B#MEDORIFREHEWER (IFE~X—X) Capital Investment (Construction Basis)

(B
800

700

600

500

400 |
300 |
200 |

100|

0

10 &) [billion yen]
— 782.0 779.9

B 663.6

553.0 543.2

- 464.4
397.8

362.0 382.2 373.4
305.6

98 99 00 01 02 03 04 05 06 07(R:) 20084 F (FtiE)
07 (Estimate) FY2008 (Planned)

P BRERARBIRERE] F: 2006FELDBFRIMEZZT.
Source: "Survey on Investment in Equipment,” Ministry of Economy, Trade and Industry
Note: Includes ferrous metal machine parts and tools starting with fiscal 2006.
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Source: "Survey on Investment in Equipment,” Ministry of Economy, Trade and Industry

Note: "Environmental activities" before 2006 are the sum of "environmental preservation”
and " energy-saving and new energy development"
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