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Kawasaki Group Mission Statement

Kawasaki formulated the Kawasaki Group Mission Statement as a compass directing the activities of
the Kawasaki Group. The statement incorporates the Group'’s social mission and, to increase the
Kawasaki brand value, shared values, the underlying principles of management activities, and
guidelines for the daily conduct of each and every member of the organization.

Kawasaki, worKing as one
for the good of the planet

« We are the Kawasaki Group, a global technology leader
with diverse integrated strengths.

« We create new value—for a better environment and
a brighter future for generations to come.

Kawasaki Value

@ We respond to our customers’ requirements
e We constantly achieve new heights in technology
® We pursue originality and innovation
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The Kawasaki Group Management Principles

1 Trust As an integrated technology leader, the Kawasaki Group is commit-
ted to providing high-performance products and services of superior safe-
ty and quality. By doing so, we will win the trust of our customers and
the community.

2 Harmonious coexistence The importance of corporate social responsibili-
ty (CSR) permeates all aspects of our business. This stance reflects the
Kawasaki Group’s corporate ideal of harmonious coexistence with the
environment, society as a whole, local communities and individuals.

3 People The Kawasaki Group's corporate culture is built on integrity, vital-
ity, organizational strength and mutual respect for people through all lev-
els of the Group. We nurture a global team for a global era.

4 Strategy Enhance corporate value based on the guiding principles of
“selective focusing of resources,” “emphasis on quality over quantity,” and
“risk management.”

The Kawasaki Group Action Guidelines

1. Always look at the bigger picture. Think and act from a long-term,
global perspective.

2. Meet difficult challenges head-on. Aim high and never be afraid to try
something new.

3. Be driven by your aspirations and goals. Work toward success by always
dedicating yourself to your tasks.

4. Earn the trust of the community through high ethical standards and the
example you set for others.

5. Keep striving for self-improvement. Act on your own initiative as a confi-
dent professional.

6. Be a part of Team Kawasaki. Share your pride and sense of fulfillment in
a job well done.
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Editorial Policy

Since fiscal 2013, the Kawasaki Group has published the Kawasaki Report as an inte-
grated report.

The report serves as a tool for communication with stakeholders and includes infor-
mation about the Group's efforts to create value for society and boost enterprise value,
management policies, business environment and strategy, and environmental, social and
governance (ESG)-related content.

For more information on many of the topics touched upon in this report, please visit

our website.

IR information: https://global.kawasaki.com/en/corp/ir/

CSR information: https://global.kawasaki.com/en/corp/sustainability/

Environmental information: https://global.kawasaki.com/en/corp/sustainability/
environment/index.html

Period

This report covers fiscal 2018 (April 1, 2018 to March 31, 2019), but some fiscal 2019
content is also included. Please note that in Kawasaki Report 2019, the Company has
adopted the fiscal year notation that designates the stated fiscal by the calendar year in
which it begins. The year under review in this report is thus fiscal 2018, the year from
April 1, 2018 to March 31, 2019. The notation used in previous publications may differ.

Scope

The report covers Kawasaki Heavy Industries, Ltd., its 94 consolidated subsidiaries (40
in Japan and 54 overseas) and 17 equity-method associates. Some data, however, refer
to the parent company alone.

Guidelines

In preparing the report, the editorial office referred to the Sustainability Reporting
Standards issued by the Global Reporting Initiative (GRI), the International Integrated
Reporting Framework issued by the International Integrated Reporting

Council (IIRC), the Environmental Reporting Guidelines (2012 Edition)

issued by the Ministry of the Environment, and the Guidance for

Integrated Corporate Disclosure and Company-Investor Dialogue for

Collaborative Value Creation issued by the Ministry of Economy, Trade

and Industry.

Frequency of Publication

Annually, in principle
Previous edition—-November 2018
Next edition—September 2020

Contact Us

Please make inquiries through the inquiry form on our website
https://global kawasaki.com/en/corp/profile/contact/

The Kawasaki Group’s Information Disclosure

Kawasaki Report

Corporate Website https://global.kawasaki.com/en/

Investors Corporate info Products R&D Sustainability Environment

Securities Corporate Kawasaki Kawasaki ESG Data Book
Report Governance Technical Environmental (social and
(Japanese only) Report Review Report governance
(Japanese only) issues)

Financial Non-financial
information information
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Founded in

Established in 1896
@ Shipbuilding

Value Creation through Technological Innovation -The Kawasaki Group’s 120-Year History and Its Future-

Group founder Shozo Kawasaki established Kawasaki Tsukiji Shipyard in 1878 based on his philosophy of “contributing to the
nation—to society—through expertise,”and later established Kawasaki Dockyard, an incorporated company, in 1896. Over the more
than 120 years since, Kawasaki has leveraged innovative technologies to create numerous products that were the first of their
kind in Japan. Building on this foundation, we are working today to develop new products and businesses with the aim of solving
social issues and increasing enterprise value.

In developing new products and businesses, we are bringing together technologies from across the Group, looking to utilize tech-
nological synergies. In addition to further strengthening existing technologies, we are strategically and effectively utilizing outside
technology to accelerate the development of new technologies that will help create new value for a rapidly changing society.

* For more information about technological development, please refer to page 22.

Expansion of technologies =====j»-

Cargo-passenger
ship lyomaru
Kawasaki Dockyard's first
vessel after becoming a
publicly traded company

Ship &
Offshore
Structure

Company

1878

The 10th Toyotamaru, the first

First Japan-built
Japan-built pure car carrier i

LNG carrier

1906 Built on know-how related

Rolling

\

> @ Rolling Stock to welding and internal com-
bustion engines to realize
domestic production of
steam locomotives

Stock

Series 0 Shinkansen electric train (CIEEY

Business express
train Kodama

1918 Introduced technology from
- abroad along with structural
® Aircraft echnology used in shipbuilding Aerospace

to launch air-
craft production 1942

® Jet Engines First helicopter developed in Japan
Japan’s first jet engine  BK117 helicopter

SEENS

Company
P-1 Maritime Patrol Aircraft

1956 @ Land-use Steam 1969 @ Industrial Gas Turbines

Turbines
Marine-use turbine technology
directed toward land-use applications
to meet rapid increase in demand for
power in the industrial sector

1907

- @ Mariine Steam Turbines
Began production of steam
turbines for use as main
engines of ships

Kawasaki GPS200
The first Japan-made gas turbine generator

I Energy

' 1880 Land-use applications - 1937 @ Boilers (land-use) System &

Built on energy-related heat- Plant

@ Boilers (marine-use) X .
transfer and combustion technol- Engineering

Began production of ! ] Al
marine-use boilers ogies to diversifyinto 1960, Company
environmental plant engineering ® Environmental
»1907 @ Steel = 1932 @ Cement Plants 'l;:an:s. Engmical
i i ants, : .
Structures BU'lt.On steel structure a!"d e Tanks, and Cement plant for Tunnel boring machines
Embarked on produc- neering technology to diversify MHiss, X customer in used to excavate the
tion of steel bridges, range of industrial equipment, add-  Shield Machines  Ajgeria Channel Tunnel, linking

ing chemical plants, LNG tanks,
shield machines, and other products
derived from cement equipment

France and the

utilizing construction
United Kingdom

and welding technology

1949 1955

® Motorcycles ® Motorcycles Motorcycle &

(engines) (finished) y ‘ s
Launched initiatives St e Engine
after WWII, when Began producing 71 Company

KE~dlengine production of air-  finished motorcycles

craft was prohibited  Meihatsu 125-500

1968
@ Robots

1916
7 @ Hydraulic machinery

Precision

2

Began domestic production of

the first Japan-made industrial

robot Kawasaki-Unimate 2000 pyal-arm
with technology introduced from  scara Robot
Unimation Inc,, @ US. company  duaro

Began producing Hele- Machinery &
Shaw electro-hydraulic
steering gears with
technology acquired

from England

Robot

Company
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changing social needs
tive innovation

Diversification

Smart technologies
Responding to,
labor shortages

Electrification

Services (MaaS)

Connected transportation sy:

Create New
Value

Remote tr: Liquid hydrogen carriers

monitoring se

Dramatic Innovation
o Aim for low-carbon,
then decarbonization

o Aim for automation,
then autonomy

o Digital innovations

220

Next-generation
jet engines

|

Small and mid-sized
jet engines
©Pratt & Whitney

CO> separation
systems

growth
AUVS 2020

More
Competitive
Products

skl immETRSIE Standard rolling stock

teaching robots

Robotically assisted

0 : Next-generation
surgical devices

flagship model

Construction/agricultural
machinery automation
support systems

Future energy systems

Aerospace Systems

Future robotics

Addressing
Future Social
Issues

/\
Future transportation
systems

Energy System &
Plant Engineering

Future helicopters

Next-generation
commercial aircraft

Continuous

Autonomous industrial
and service robots

Robot

Precision Machinery &

Hydrogen gas turbines

2030

Next-Generation
Mainstay
Products

Next-generation
high speed trains

Future mobility

Transportation

High pressure
hydrogen gas valves
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Our Approach to Sustainable Value Creation

“Kawasaki, working as one for the good of

Kawasaki Group Management Resources Business Activities and Strategy Key Outputs

Financial capital

Invested capital ...¥9 15.8 billion

Manufactured capital

Global production structure
Capital investment....¥66.9 billion

Global Social Issues Key production sites

19 in Japan

2 1 overseas

Intellectual capital

® 120 years of experience and
know-how

® Advanced technological capabil-
ities across extensive domains

o Greater movement
of people and goods
in step with
globalization

® Heightened environ-

mental risk R&D expenses.......... ¥48.7 billion

* Emerging countries:
Insufficient social
infrastructure

Human capital

A technology-based Group
pursuing quality

o Developed countries:
Graying of society,
shrinking working
population

Number of employees.... 35,691

Social and relationship capital

® Kawasaki brand
o Relationships of trust built with

business partners over many
years

Natural capital (non-consolidated)

Energy consumption
(heat conversion)............ 6,291 TJ
Procured amount

of raw materials
(steel) ......coocooovvvviee, 1 10 K tons

(Fiscal 2018 figures)

External Environment and Risks

Changes in Industrial Structures

o Technological innovation

® The evolution of Al and 10T

4 Kawasaki Report 2019

Kawasaki Value

® We respond to our customers’ requirements

e We constantly achieve new heights in
technology

® \We pursue originality and innovation

Business Portfolio

Aerospace
Systems

Plant Engineering

o Wide-ranging @%

technological

Rolling % Energy
Stock System &
=

strengths
Ship & e Inter-business Precision
Offshore synergies Machinery &

Structure Robot

O

VAN

Motorcycle & 9
Engine =

L4

Value Creation Drivers

The Medium-Term Business Plan 2019

For more details, please refer to “Message from the President”
(pages 10-17).

Kawasaki-ROIC Management
For more details, please refer to “Financial Strategy” (pages 20-21).

The Foundation Supporting Our Business
Activities (ESG Initiatives)

For more details, please refer to pages 39-57.

Climate Change

® Global warming
® Major natural disasters

the planet”

-

The Kawasaki Group consistently creates new value by drawing on

Providing pioneering innovative products and services

For more details, please refer to “Technological Development” and
“Kawasaki Hydrogen Road” (pages 22-25).

Key Products

For more details, please refer to the business strategies of the internal companies
(pages 26-38).

(Fiscal 2018 figures)

CO, emissions from business activities (non-consolidated) ................ 30 1 K tons

Reduction of CO, emissions through

product-based contributions (non-consolidated.................. 29, 1 26 K tons
(Fiscal 2018 figures)

* ROIC (Return on Invested Capital): A management indicator that shows how much profit is
generated with the capital invested in a business

Value created and distribution of value to stakeholders (Billions of yen)

Business partners ¥1,303.4

Business costs (excluding costs for
employees, society, and government)

Employees ¥242.2
Salaries, bonuses, etc.

Society ¥0.5
—LSociaI contribution expenses
Government ¥16.7

Income taxes-current

Value delivered
(net sales)
¥1,594.7

Amount after payments to
business partners, employees,
society, and government

Value created ¥31.7

Creditors
¥3.4
Interest expense

Shareholders ¥11.6

Internal, etc. ¥16.5

Dividends paid Increase in retained earnings during period

(Fiscal 2018 figures)

Currency Fluctuations

® Can impact revenue, due to the
Group's large proportion of
overseas sales

Economic Trends

® Can impact the Group via
capital expenditure

diverse, sophisticated technological capabilities to contribute to solutions
to social issues around the world.

Created Social Value

Provide safe and secure, clean,
comfortable movement of people
and goods by land, sea, and air

Create clean energy

Improve social infrastructure,

pecially in emerging countrie

Respond to the needs of
an aging society and shortage of
labor through automation

Kawasaki Report 2019
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Social Value Created through Our Businesses

shortage of labor through automation. At the same time, management identified Sustainable Development Goals
(SDGs) that the Group should contribute to and set non-financial targets to reach by 2030. Kawasaki will regularly
disclose its progress toward these targets while working to maximize social value, achieve sustainable growth,
and contribute to the realization of the SDGs.

In fiscal 2017, in the process of identifying material issues* the Kawasaki Group designated four ways of creating
social value through its businesses as its greatest priorities over the long term. These are providing safe and
secure, clean, comfortable movement of people and goods by land, sea, and air; creating clean energy; improving
social infrastructure, especially in emerging countries; and responding to the needs of an aging society and

Relevant SDGs
Created Social Value Division Vision for 2030 2030 Target/KPI Initiatives
_ Shared | Individual -—--

* For more information about material issues, please refer to page 53.

Ship &

Contribute to a significant decrease in emissions of nitrogen
oxide (NOx) and sulfur oxide (SOx) from ships by promoting the

o LNG-fueled ships/large hydrogen-fueled liquefied hydrogen carriers

(OOl increased use of LNG-fueled ships. Develop and build large built annually: 1 P.31
Company hydrogen-fueled liquefied hydrogen carriers to help realize a e Orders received for LNG fuel gas supply systems annually: Multiple
CO,-emission free society.
o 3 Whisine Help to build better global transportation infrastructure by : :?olllng StOfoli( pnlts delévergd: 1Y000d f ialized skills i int
Providing safe and M Rolling Stock manufacturing rolling stock that is safe and comfortable to ride nrgggz\l;sintcalienn;xcia?mgfo:ec{z;fie rel?;bslzetf'laanlsZ;orts e:nij Igorr?tla’:gui-e P 33
secure, clean, company :anr;er:’f; Isgl?::gt:l)eyrnhilrmgirr]mlwxi/zzotsr:eemcrlc’je(;: gﬁ;gigfﬁ%’;ﬁ:ﬁf to the enhancement of services and added value provided by
comfortable move- ’ railway operators
ment of people and
goods by Ia!]d' Aerospace Provide air transportation systems combining excellent environ- e Provide environmentally friendly aircraft, helicopters, and engines to
sea, and air Systems mental performance with high safety and reliability the market and expand the scope of participation in the development P. 27
Company ' of these products Photo provided by
©Raolls-Raoyce plc Boeing Company
Motorcycle & Develop, manufacture, and deliver environmentally friendly ® Provide motorcyc!es with advanced rider-support features, such as
; S gL Cooperative Intelligent Transport Systems (C-ITS), as well as motorcy-
Engine motorcycles as well as models with “fun-to-ride” appeal and . . . P.35
Compan advanced rider-support features cles powered by clean energy, including electric motorcycles and
DIty : hybrid motorcycles
Provide equipment, such as hydrogen loading and unloading
Corporate facilities, liquefaction systems, carriers, and hydrogen-fuel gas ) . -
Creating clean energy 12 s Technology turbines and contribute to the development of a hydrogen-pow- : ﬁo&:f,d2?;?2;:??30?5;? ;;gg’gg?oen';eri}" 3;2;'"'0" tons P.25
8 o Division ered society as a supplier of liquefied hydrogen transportation varog P ’ ' pery
ﬁ/i infrastructure systems and packages.
@ A distinctive equipment, system, and plant manufacturer that . . . .
Energy System & uses technologies and quality underpinned by sophisticated ‘ tErX?sa?7?02?2;282glsgé?,?fggrﬁmiﬂ gi?ie;?éllon d?\?irc};it with the indus-
Plant product development expertise, manufacturing technology, and v S entally Y Qe )
@ . . - - . ; o Constantly provide highly efficient, energy-saving power generation P. 29
Engineering engineering know-how to globally provide products and servic- -, A > Lo -
s es that help protect the environment and earn high customer facilities and de\{lggs, infrastructure-related facilities, and environ-
satisfaction, mainly in are areas of energy and the environment. ment-refated facilities
Improving social
infrastructure, o Make Kawasaki hydraulic machinery and systems the global
e (T standard and achieve stable production and supply. Support the
p_ y . - development of next-generation construction machinery that is
emerging countries Precision human- and environment-friendly to contribute to the improve-
Machiner i inly i i ies. . . . . - .
Bchineessy Ein;ecgélgfgﬁ:g:catﬁ;e;::gjir:gsgnfsrag\ll?ﬁgcgfgéﬂfé T]%Tg;:n- ° Hydraulic machinery production and delivery volume: 1.4 million units P.38
Division oriented products, and renewable energy-oriented products to
contribute to the reduction of environmental burden. Combine
new technologies, such as ICT, 10T, and Al, with Kawasaki's robot
technology and hydraulic control technology to create new value.
Improve access to high-quality medical care through the devel-
Responding to the 3 s opmtre]pt of m.edlcaldrobots It? ctiiverl]opeid co;mtrles failng ggmlo—
graphic graying and use robot technology to support medica « Robots delivered: 100,000 P.38

needs of an aging
society and shortage
of labor through
automation

Kawasaki Report 2019

@ e
ECONDMIC GROWTH

Robot
Business
Division

supplies production, nursing and medical care, and the develop-
ment of therapies and treatments that reduce the physical bur-
den on patients while developing and manufacturing robots that
collaborate with humans in work operations and making them
intelligent enough to help address labor shortages, mainly in
developed countries.

Kawasaki Report 2019



Performance Highlights

M Net sales
@ Operating income

(Billions of yen) 95.9

872 1,574.2 1,5947

14861| 15410|

2014 2015 2016 2017 2018 (FY)

@ Before-tax ROIC (Return on invested capital)
(%)

10.4%

2014 2015 2016 2017 2018 (FY)

Before-tax ROIC = EBIT (Income before income taxes + interest expense) /
Invested capital (Interest-bearing debt + Shareholders’ equity)

M Capital expenditures
Research and development expenses
(Billions of yen)

82.7 82.1
80.0 76.3
66.9
1.6 13,6 136 45.4 48.7
2014 2015 2016 2017 2018 (FY)

Share of net sales by segment*

Other ¥95.1 billion Aerospace Systems

¥463.9 billion

Motorcycle &

Engine
¥356.8 billion
Energy System &
Plant Engineering
¥124.6 billion D
Ship & Offshore Structure Precision Machinery & Robot
¥78.9 billion ¥222.0 billion

H Cash flows from operating activities
Cash flows from investing activities

@ Free cash flows

(Billions of yen)

127.6 109.7

(24.5)

(67.3) (74.1) (648) (g5 (85.3)
2014 2015 2016 2017 2018 (FY)

M Net interest-bearing debt @ Net debt equity ratio
Shareholders’ equity (%)
(Billions of yen)

83.9% 82.5% 28.9% 80.6% 76.6%

476.3
431.9 4313 4372 466.0
362.7 356.2 345.3 375i 365.1
2014 2015 2016 2017 2018 (FY)

Net debt equity ratio = Net interest-bearing debt (Interest-bearing debt - Cash
on hand and in banks) / Shareholders’ equity

M Net income per share* @ ROE (Return on equity)
Dividends per share* (%)

(Yen)

156.8 173.0 164.3

120
100
60 60 70

2014 2015 2016 2017 2018 (FY)

Return on equity = Profit attributable to owners of the parent /

Shareholders’ equity

* Effective October 1, 2017, a 1-for-10 share consolidation was
implemented for ordinary shares. Figures above are calculated assuming
the share consolidation was conducted on April 1, 2014

Share of net sales by region

Asia, Oceania, etc. 17% _Japan 42%
¥261.0 billion "~ ¥673.9 billion

The Americas 29% Europe 12%
¥455.5 billion ¥187.7 billion

*In April 2018, the former Aerospace Company and the jet engine business of the former Gas Turbine & Machinery Company were integrated into the newly estab-
lished Aerospace Systems Company and the former Plant & Infrastructure Company and the energy and marine-related businesses of the former Gas Turbine &
Machinery Company were integrated into the newly established Energy System & Plant Engineering Company. In addition, the former Precision Machinery Company

was renamed the Precision Machinery & Robot Company.

Kawasaki Report 2019

M CO, emissions from business activities (non-consolidated)

(kt-CO,)
318 325 321 328 301
2014 2015 2016 2017 2018 (FY)

M Reduction of CO, emissions through product-based
contributions (non-consolidated)*1

(kt-CO
) 29,126
22,924* I
898
745
513 I
2014 2015 2016 2017 2018 (FY)

“1 Estimates based on actual delivery record

*2 The calculation rule has been revised for fiscal 2017. For details, please see

page 54.

Number of employees
Overseas Group companies [ | Japan
(People)

35471 3a605 35127 35805 35,691

9,452 8,708 8,779 9,058 9,520
I 26,019 I 25,897 I 26,348 I 26,747 I26, 71
2014 2015 2016 2017 2018 (FY)

Distribution of employees/companies by region

Asia, Oceania, etc. 14%
5,131 employees/
30 companies

The Americas 10%
3,639 employees/
14 companies

Europe 2%
750 employees/
10 companies
~ Japan 73%
26,171 employees/
41 companies

ESG-Related External Evaluations

The Dow Jones Sustainability
Index is a leading Sustainability
Investing (SI) index which
assesses and selects leading
sustainability-driven companies
in terms of economic, environ-
mental, and social criteria.

Created by the global index pro-
vider FTSE Russell (the trading
name of FTSE International
Limited and Frank Russell
Company), the FTSE4Good Index
Series is designed to measure the
performance of companies dem-
onstrating strong environmental,
social and governance (ESG) prac-
tices. The FTSE-4Good indices are
used by a wide variety of market
participants to create and assess
responsible investment funds and
other products.

The FTSE Blossom Japan Index is
designed to measure the perfor-
mance of Japanese companies that
demonstrate strong environmental,
social and governance (ESG) prac-
tices. The index is constructed so
that industry weights align with
the Japanese equity market and
uses the globally established
FTSE4Good Index Inclusion Rules,
which are drawn from existing
international standards, including
the United Nations Sustainable
Development Goals (SDGs).

MSCI ESG Leaders Indexes include
companies with high ESG ratings
relative to their sector peers.

THE INCLUSION OF Kawasaki Heavy Industries, Ltd. IN ANY MSCI
INDEX, AND THE USE OF MSCI LOGOS, TRADEMARKS,
SERVICE MARKS OR INDEX NAMES HERIN, DO NOT
CONSTITUTE A SPONSORSHIP, ENDORSEMENT OR
PROMOTION OF Kawasaki Heavy Industries, Ltd. BY MSCI OR
ANY OF ITS AFFILIATES. THE MSCI INDEXES ARE THE
EXCLUSIVE PROPERTY OF MSCI. MSCI AND THE MSCI INDEX
NAMES AND LOGOS ARE TRADEMARKS OR SERVICE MARKS
OF MSCI OR ITS AFFILIATES.

The S&P/JPX Carbon Efficient
Index uses as its parent index the
Tokyo Stock Price Index (TOPIX),
a leading stock index used to
represent the movement of the
Japanese market, and weights
companies based on their envi-
ronmental information disclosure
and carbon efficiency (carbon
emissions per unit of net sales).

R ——
S 2019
RERSERIAAN

Health and productivity

K71 K600

\

i

Health and Productivity Eruboshi (2nd level)

Kurumin (2 stars)

Management Outstanding certification by certification by

Organizations (White
500) certification by
Nippon Kenko Kaigi

Ministry of Health,
Labor and Welfare

Ministry of Health,
Labor and Welfare

Kawasaki Report 2019
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resident a

Message from the President

By resolving social issues
through wide-ranging business,
we will increase Kawasaki's

enterprise value.

/ Beginning the New Medium-Term Business Plan

Over the past three years, the Kawasaki Group has
advanced initiatives aimed at achieving the goals for
fiscal 2018 laid out in our medium-term business plan,
MTBP 2016. We steadily invested in areas with strong
future potential, such as aerospace systems and preci-
sion machinery and robots, aiming for medium- and
long-term growth. Unfortunately, however, quantita-
tive results fell considerably short of our initial goals
(Figure 1). This was due in large part to losses record-
ed each year from major projects, but these losses
alone cannot fully explain what happened.

We embarked upon the medium-term plan having
mapped out paths to our goals in each business, but
our reading of trends in the business environment was
inadequate. As a result, we made dispersed invest-
ments, some in low-growth, low-return, high-risk
fields, weakening the Company’s earnings power and
worsening its cash flows.

Given this, we fundamentally revised the formula-
tion process for the new medium-term business plan,

Figure 1: MTBP 2016 Quantitative Goals and Results

MTBP 2019. Previously, each internal company would
draft is own business plan, and then, based on these,
we would all meet to work out the Company-wide
plan. This time, however, the head office divisions and
internal companies began by thoroughly discussing the
assumptions about mega-trends and individual busi-
ness strategies that underlie business planning.
Furthermore, to ensure that we meet the targets of
MTBP 2019, we will carefully monitor the likelihood of
achievement of each internal company’s plans and
business environment risks on an ongoing basis.

The business environment is changing greatly, and
we cannot expect to survive by standing still. Aware
that the period of the new medium-term management
plan will decide the future of Kawasaki, we will imple-
ment decisive measures to build a foundation for the
achievement of our vision for fiscal 2030, including
efforts to reform business models, organizational
structures and internal culture.

Before-tax ROIC

Operating income (Billions of yen)

Cash flows from operating activities (Billions of yen)

Net D/E Ratio

11.0% 4.5%
100.0 64.0
140.0 109.7
70%-80% 76.6%

Kawasaki Report 2019 11
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/ Reviewing MTBP 2016

Figure 2, below, provides an overview of the key mea-
sures (actions 1-5) of MTBP 2016.

As shown under Action 1, investment in fields expect-
ed to drive growth over the medium and long terms,
such as aerospace systems and robots, progressed as
planned, and we expect to see returns in the form of
revenue from fiscal 2021 onward.

However, as indicated under Action 2, we recorded
losses on large projects in ships, rolling stock and other
businesses and allowed profitability to decrease in
other businesses. As a result, we did not meet our

As for Action 3, we made progress on realizing syner-
gy effects in certain fields, but maximizing these effects
at the Company-wide level remains a challenge.

Furthermore, as shown under actions 4 and 5, our
business selection and concentration criteria were insuf-
ficiently clear, and business replacement stalled. This was
a significant reason that profitability did not increase as
planned. We still have a ways to go in developing cross-
organizational functions and systems needed for overall
optimization, and we have incorporated this as a task to
address in the new medium-term business plan.

/ The MTBP 2019 within Our Long-Term Vision

In light of such factors as mega-trends in the business
environment and the Sustainable Development Goals,
we have designated an operating income margin of
10% or more (with annual net sales growth of 5% or
more) as our vision for Kawasaki in fiscal 2030 (Figure
3). To achieve this vision, over the three years of
MTBP 2019, we will make selective investment, aiming
for further growth, with strengthening our financial

Figure 3: Long-Term Vision and the MTBP 2019

base a top priority. While we regard the final year of
plan, fiscal 2021, as only a milestone on the way to
fiscal 2030, we have set the targets for fiscal 2021 of
before-tax ROIC of 10% or more, operating income
margin of 6% or more and free cash flows (FCF) of
¥120 billion or more (over three years). | would next
like to describe the initiatives we will advance to
achieve these targets.

MTBP 2016 MTBP 2019 FY2030

Goals for FY2021 (milestone)

o Profitability declined and quanti-
tative goals were not achieved

/ Before-tax ROIC: 10% or more /

um- to long-term growth driver

businesses progressed as planned

@ However, development of medi-
/ 6% or more

Operating income margin: /

Operating income
margin:
1 % Or more

@ Expecting to begin reaping / FCF: ¥120 billion or more

returns from fiscal 2021 over 3 years

/

Strengthen financial base
Selective investments toward further growth

&—— Sales growth rate after FY2019: 5% or more per yeaf —8 M >

FY2016-2018

FY2019-2021

FY2030

guantitative targets.

Under the new plan, we will strive to more funda-
mentally improve and strengthen our earnings power.

Figure 2: Results of Key Measures under MTBP 2016 (Actions to Promote ROIC Management)

e Profitability significantly decreased in several businesses; strengthening the
financial base is an urgent requirement
e Returns from ongoing investment of resources in growth fields are approaching

Results

Plan and execute growth strategies
through the strengthening of core

competence in each business unit (BU)*

Anticipating the beginning of returns from ongoing investment of
resources in growth fields

e Completed a new plant for the 777X and started shipments

e Completed one jet engine development cycle

e Steady progress in developing medical robots (currently in the final phase)

Set appropriate indicators, with a
focus on ROIC, and create specific
action plans for achievement

Recorded deficits on major projects in several businesses
Due to decreased profitability as a result of this and other factors, most
quantitative goals (including ROIC) were not achieved

Pursue synergy effects through
integrated operations to create
new value

Mechanisms for realizing synergies in growth fields progressed in certain

areas, but Company-wide maximization remains a task

e Progressed steadily toward demonstration tests of the CO,-free
hydrogen supply chain in fiscal 2020

e Created synergies in the energy field and Aerospace Systems segment
through organizational integration

Action 4

Define scale-down or withdrawal
strategies broken down to each
sub-BU and product

Business selection and concentration criteria were unclear and execution
was not fast enough
e Withdrew from offshore vessels

Create a portfolio focusing on
profitability, stability, and growth

Cross-organizational functions and systems were insufficient to realize
overall optimization

“BU: Business unit
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/ Basic Policies of MTBP 2019

In light of the lessons learned from MTBP 2016, we have designated four basic policies for MTBP 2019:
1. Strengthen the financial base, 2. Total optimization of the business portfolio, 3. Business model innovation, and
4. Innovate company organization/culture.

Figure 4: Basic MTBP 2019 Policies

1 Strengthen the financial base

Total optimization of the busi-

ness portfolio

Business model innovation

(“Changing Forward”)

Innovate company organization/
culture (“Changing Forward”)

Return to the philosophy of emphasizing quality over quantity
to improve operational quality (including project risk manage-
ment), and strengthen the financial base toward future growth

Implement carefully selected investments of labor, resources,
and budgets from the viewpoint of total optimization. Consider
mega-trends and the SDGs. Clarify each business’s role, targets,
and optimal scale and form.

Make good use of core competencies to increase enterprise
value through business and value chain innovations (without
sticking to in-house development and production)

Construct cross-organizational functions and management sys-

tems for total optimization and a company culture to face evolv-
ing challenges

Kawasaki Report 2019
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/ Key Measures under MTBP 2019

To reinforce the Company'’s earnings power and corpo-

rate strength over the three years ending fiscal 2021,

we will implement the following four key measures.

1 Strengthen the financial base
In order to address the pressing issue of strengthen-
ing the financial base, increasing our earnings power
and improving cash flows will be top priorities.
Specifically, because functions needed to pursue
overall optimization have been inadequate, we imple-
mented organizational reforms in April 2019 with the
goal of enhancing strategy formulation and execution
functions in head office divisions. | think that this will
better enable us to avoid getting overly caught up in
individual fiscal year profit and loss management and
instead develop business strategy focused on the
medium and long terms.

Previously, the business units (BUs) each carried
out financial management based on ROIC. Going for-
ward, the BUs will also advance comparisons of
benchmarks with competitor companies to set goals
for business activities, such as target operating
income margins. By implementing thoroughgoing tar-
get management, we will work to improve the
Company's earnings powetr.

Strengthening Project Risk Management and Building
a Quality Management System

Strengthening Project Risk Management

In light of the losses on major projects recorded in
recent years, during the previous medium-term busi-
ness plan, we implemented such countermeasures as
requiring stricter evaluations before accepting orders,
reinforcing monitoring during contract fulfiliment,
and sharing examples of projects that went poorly.
These efforts have steadily borne results. Under
MTBP 2019, we will continue these initiatives while
reinforcing Group-level risk asset control, including

Business Position Clarification and Rebuilding

Figure 5: Revitalizing Individual Businesses by
Clarifying Roles and Targets

that on both the financial and engineering fronts, to
better correspond to management resources invested.
Quality Control System

The incident with the manufacturing defect in the
series N700 Shinkansen bogie caused our stakehold-
ers tremendous difficulty and concern, and for this,
again, | am deeply sorry. We are implementing
exhaustive corrective measures at every level to
ensure that such a problem never occurs again.
Spurred by this incident, we established the TQM
Department” to reinforce cross-organizational func-
tions for effectively and efficiently evaluating and
improving the quality management systems and stan-
dards of each business segment (the internal compa-
nies). In addition to supporting the reinforcement of
quality management in the business segments, going
forward, we will expand the scope of quality manage-
ment to management divisions to strengthen man-
agement quality.

* TQM: Total quality management

Total Portfolio Optimization

To make selective investments aimed at future
growth, we will revitalize individual businesses by
clarifying the position and role of each (Figure 5).

This business positioning is not permanent; it will
be periodically and flexibly revised as needed.

In addition to the above, even in businesses in
which improving profitability is challenging due to
commoditization or other factors, we will realize
business innovation by such means as combining the
core competencies of multiple businesses to put them
back on growth tracks. The example in Figure 6,
below, shows how commercial vessels and cold stor-
age technologies can, through hydrogen supply chain
initiatives, be transformed back into businesses with
future growth potential.

Figure 6: Leveraging Group-wide Core Competencies to Transform
Businesses from “Rebuilding” and “Stable” to “Growing”
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3 Business Model Innovation
Until now, our main business domains have been
manufacturing and sales, with certain core compo-
nents lifting overall profitability. We aim to increase
earnings power by shifting from our existing

business domains to upstream and downstream busi-
nesses that are higher on the so-called smile curve.
Furthermore, by bringing in innovation from outside
the Group, we will realize dramatic growth not possi-
ble merely by building on our existing businesses.

Figure 7: Business Model Innovation Breaking Away from Approach of Completing all Processes within the Group (Changing Forward)

Continuously increase value Expanding value chains not dependant solely on internal resources
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development assembly operation

Value chain

1. MRO: Maintenance, repair and overhaul 2. AUVs: Autonomous underwater vehicles

3. SOPass: Ship Operation and Performance Analysis Support System

4 Innovate Company Organization/Culture through
K-Win Activitie
K-Win Activities (short for Kawasaki Workstyle
Innovation Activities) began in fiscal 2016 as an
effort to promote workstyle reforms. As these activi-
ties have evolved, their scope has widened to

/ MTBP 2019 Quantitative Targets

The global economic outlook is currently unclear,
reflecting U.S.-China trade frictions and the decelera-
tion of growth in the Chinese economy. However, by
steadily implementing the initiatives described above,
we aim to achieve our management goals for fiscal
2021 of before-tax ROIC of 10% or more, FCF of

Figure 8: Achieving the Milestones of ROIC of 10% or More and

an Operating Income Margin of 6% or More in Fiscal 2021

[/ Sales (Billions of yen) @ Ratio of Operating Income to Sales (%)

15410 15188 15742 15947

2015 2016 2017 2018

encompass overall corporate reform activities. We
will advance organizational and corporate culture
reforms to establish an internal climate of boldly
taking on change and embody the Group taglines
“Changing Forward” and “Powering your potential.”

Note: For more information on K-Win Activities, please refer to pages 56-57.

¥120 billion or more (three-year total) and an operat-
ing income margin ratio of 6% or more (with operating
income of ¥100 billion or more). At the same time, we
will advance investment aimed at business growth
from fiscal 2022 onward.

Management Targets for FY2021

Before-tax ROIC* 1 0% or more

1. ROIC = EBIT/invested capital
(i.e. shareholders’ equity + interest expense)

> R.Iatlo of Otpe;'altlng 6% or more
ncome to >ales (¥100 billion or more)
FCF? ¥ 1 20 billion
or more over 3 years

2. FCF before spending on growth investment

2021 (FY)
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/ Kawasaki’s Vision for Fiscal 2030 and Long-Term Direction

In formulating the MTBP 2019, the head office divi-
sions and internal companies discussed the mega-
trends in Kawasaki's business environment and
strategy going forward. In addition, through the Group's
diverse businesses, we will contribute to the achieve-
ment of the United Nations’ Sustainable Development
Goals (SDGs).

Figure 9: Mega-trends Surrounding Kawasaki Heavy
Industries—No Survival without Transformation
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Figure 10: Vision for Business Portfolio in Fiscal 2030

Through such initiatives, by fiscal 2030, we aim to
nurture the Aerospace Systems, Energy System & Plant
Engineering, and Precision Machinery & Robot busi-
nesses into growth drivers and to solidify efforts to
commercialize the hydrogen chain—which is emblemat-
ic of the Group’s synergy effects—and develop it into a
growth engine.

In addition, while the Ship & Offshore Structure and
Rolling Stock businesses are currently being rebuilt,
after MTBP 2019, we aim to have them stably back on
track, while the Motorcycle & Engine business pro-
motes the Kawasaki brand globally.

We also aim for a balanced net sales mix in fiscal
2030, divided into four approximately equal parts,
namely those from the Aerospace Systems, Energy
System & Plant Engineering, and Precision Machinery &
Robot businesses, and the total of the Ship & Offshore
Structure, Rolling Stock and Motorcycle & Engine
businesses.

Furthermore, in light of the changing business envi-
ronment and the expectations and demands of our
diversifying stakeholders, we will strengthen our ESG
initiatives. Under MTBP 2019, having identified mate-
rial issues for fulfilling the Kawasaki Group's CSR,
under the new CSR activity framework, we will work to
create social value through our businesses and advance

and Precision Machinery & Robot businesses

e Growth led by the Aerospace Systems, Energy System & Plant Engineering,

the Kawasaki brand globally

e Ship & Offshore Structure and Rolling Stock businesses back
on track, while the Motorcycle & Engine business promotes

into a growth engine

e Efforts to commercialize the hydrogen chain, emblematic of
the Group’s synergy effects, coming to fruition and evolving Ship &

Offshore Structure
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initiatives to address such CSR issues as the realization
of a low-carbon society, corporate governance, human
resource development, human rights, compliance and
supply chain management. In particular, we have desig-
nated four ways of creating social value through our
businesses as topmost priorities over the long term.
These are providing safe and secure, clean, comfortable
movement of people and goods by land, sea and air;
creating clean energy; improving social infrastructure,
especially in emerging countries; and responding to

the needs of an aging society and shortage of labor
through automation. In pursuing these, the Kawasaki
Group will contribute to the achievement of the SDGs.
For each of these ways of creating social value, we
have established visions and non-financial targets for
fiscal 2030 that we will use to track progress. Under
the MTBP 2019, we will evolve the business portfolio
through the pursuit of Group synergy and innovation
while maximizing social value and contributing to the
realization of the SDGs.

Shareholder Returns

The Kawasaki Group believes that it can best serve
shareholders’ interests by continuously investing in the
cutting-edge R&D and innovative capital expenditure
necessary for future growth while steadily generating
profit in excess of capital costs and strong cash flows
to increase its enterprise value and share price over
the long term.

To this end, while maintaining a basic policy of
balancing and strengthening our financial base by
increasing shareholders’ equity and decreasing interest-
bearing debt, raising the share price through R&D and
capital expenditure, and returning profits to sharehold-
ers via dividends, we have set a benchmark of 30% for
the medium- to long-term consolidated payout ratio.

Corporate Governance and Engagement

The Kawasaki Group constantly works to maintain and
enhance a robust corporate governance system com-
mensurate with its position as a corporate group with

global businesses. Since appointing our first outside
director in 2013, we have increased the number of
outside directors to three while seeking to maintain an
appropriate balance of management oversight and
business execution functions. The total portion of
directors and audit & supervisory board members that
are outside officers stands at 37.5% (6 out of 16). The
outside members provide opinions based on their
diverse experience outside the Company, contributing
to lively, open discussion at Board of Directors meet-
ings. We furthermore strive to maintain management
with a high level of transparency for a wide range of
stakeholders through such means as proactive and con-
structive engagement with shareholders.

“Changing forward”

The Kawasaki Group traces its roots back to 1878,
when Shozo Kawasaki established Kawasaki Tsukiji
Shipyard. The Group has grown, of course, since then
and has utilized diverse, sophisticated technological
capabilities to create unique, innovative products and
services that address all sorts of social issues.

In recent years, the world has undergone incredible
changes, and the speed of change is accelerating. In
addition, a wave of innovation is building with the rise
of full-scale use of information and communication
technology (ICT) and the Internet of Things (loT) as well
as artificial intelligence (Al), which has the potential to
significantly alter the way we do business and the con-
tent thereof. | believe we ourselves must evolve if we
are to respond quickly to the new environment. With
this sense of urgency in mind, | am promoting a
forward-looking perspective on change within the
Group under the banner “Changing forward.” | will per-
sonally lead the way in taking on new challenges in the
management of the Company and the Group.

As always, we will strive to realize our Group
Mission, “Kawasaki, working as one for the good of the
planet,” and continue to create value for all stakeholders.

Kawasaki Report 2019

17



18

Management

Drawing Lessons from a Major Incident, We
Redoubled the Priority We Place on Prevention

In December 2017, partial crack was found on the bogie
frame of a series N700 Shinkansen railcar manufactured by
Kawasaki Heavy Industries. After this incident, we set up
the Companywide Quality Control Committee. Including
external specialists, the committee investigated the causes
of the manufacturing defects and discussed corrective mea-
sures aimed at prevention. Participating in the committee as
then president of the Aerospace Systems Company, | found
it significant and meaningful, as it brought objective view-
points into the investigation of the incident.

Dr. Takeshi Nakajo, a professor at Chuo University, served
as chair of the committee, and highly knowledgeable spe-
cialists contributed useful, insightful suggestions, putting us
on the right path as a monozukuri manufacturer.

The committee concluded that the main causes of the
manufacturing defects were poor quality management
attributable to excessive dependence on the manufacturing
frontlines and the absence of a robust risk management
policy systematically requiring taking preventive measures
against defects when subcontractors are replaced.

Thoroughgoing Measures to Reclaim Trust

First, we reviewed the entire operational process. It was
obvious that the root causes of this problem lay within
business units whose processes are routinely dependent
on the manufacturing front lines. In response, we promoted
concurrent activities that transcend sectional boundaries
to step up the preliminarily verification of any manufactur-
ing issues. This resulted in information sharing between
business units charged with design and development and
those charged with sales, procurement, manufacturing
and quality assurance. By striving to ensure built-in quali-
ty, we are ensuring that robust measures are introduced
at even earlier stages, for example, product design discus-
sion meetings.

The committee’s investigation suggested another short-
fall; Kawasaki Production System (KPS) activities had yet
to be fully embraced. In response, we took a top-down

Kawasaki Report 2019

Refocusing on across-the-board,
thoroughgoing quality
management, we are promoting
Total Quality Management (TQM).

Sukeyuki Namiki

Representative Director, Vice President and Senior Executive Officer
Assistant to the President, General Supervisor of Technology, Production
and Procurement, Officer in Charge of Quality Management and the
Rolling Stock Company

approach and implemented KPS throughout the organiza-
tion to make it easier to confirm operational conformity.
Adoption of KPS began at the motorcycle division, moved
on to the aerospace systems division and is now well
established. KPS standardizes operational procedures and
mandates that each procedure is observed and the out-
comes of each process recorded. This ensures that any
abnormality is swiftly addressed and nonconforming pro-
cess corrected. Having fully embraced KPS, we are cease-
lessly endeavoring to improve quality via a cycle of (1)
detecting abnormalities; (2) pausing to determine the
cause; and (3) implementing improvements.

The insufficiency of information sharing with regard to
changes in subcontractors is also being addressed through the
reinforcement of risk management. Any change carries the
element of risk, so we have made it a rule for upstream
sections to quickly inform downstream sections of every
alteration. Manufacturing records are also being examined to
identify issues and incorporate takeaways into future projects.

Moreover, we learned a major lesson about the conse-
guences of poor cross-departmental communications. In
addition to enhancing vertical upstream-downstream two-
way business unit communication, we are facilitating hori-
zontal coordination between departments. A broader range
of employees is now being encouraged to engage in discus-
sion that transcends organizational boundaries.

Furthermore, we overhauled our employee education
systems. With a shared sense of crisis, all business units are
engaged in robust staff education on operational process
and quality management.

Thanks to these measures, over the past year | have seen
positive changes at the Rolling Stock Company. The prevail-
ing culture is now even more conducive to information
sharing and open discussion. Everyone has taken the inci-
dent seriously and is strongly determined to regain the
public’s trust. This determination continues to drive us
toward further improvement.

Promoting TQM to Establish an Overarching
Quality Management Structure

In addition to the initiatives discussed above, we sought to

TQM Framework

Quality assurance
Product development
management
Process assurance
Maintenance and
stabilization

Reforms and
improvements
Policy management
Activities supported by small
groups to make improvements
Quality management

Activity elements

Basic techniques
Standardization
i/ to-day managemely Quality/reliability

S Activity elements

4

Basic principles

upgrade Total Quality Management (TQM), our system of
quality management and in-house quality standard evalua-
tion and enhancement.

We believe TQM represents our commitment to cease-
less quality improvement. Improving product quality
requires the involvement of top management as well as
every employee in every relevant department, so in fiscal
2018 we carried out across-the-board quality inspections
embracing the TQM perspective, beginning with the Rolling
Stock Company and going on to all other business segments.

In fiscal 2018 we established the TQM Promotion
Department and focused on three areas: policy management,
day-to-day management and quality management education.

Policy management entails rolling out policies deter-
mined by top management at each organizational layer
and their full adoption by frontline workers. It is impor-
tant to ensure that takeaways from issues identified in the
course of operations are shared vertically with upstream
sections and horizontally with other departments for poli-
cy optimization.

In day-to-day management, we prioritize the standard-
ization of operations and detection of abnormalities, to this
end engaging in KPS activities to break down the time
frame allotted for and compile records about each opera-
tional process. We are able to identify potential issues and
opportunities for improvement, for example, taking four
minutes to execute a three-minute process. The detection of
abnormalities requires monitoring and quick response sys-
tems. From a broader perspective, we aim to ensure that
managers are on the lookout for abnormalities that may
have become normalized in routine operations.

With regard to “quality management education,” we have
positioned the MTBP 2019 as a starting point and are
reviewing the educational curriculum in place at the corpo-
rate level under the initiative of the TQM Promotion
Department. Similar efforts are under way at each business
segment. We are thus redeveloping our platforms for
employee education and sharing information as necessary.

The Companywide Quality Meeting facilitates the sharing
of best practices as some business segments have already
determined TQM-based quality policies and created

. . Organizational operation
Purpose principles Means principles principles

Improvement procedures

Process standardization

Statistical quality control

Techniques

relevant guidelines. The TQM Promotion Department helps
each business segment realize its ideals by working with
relevant segment staff to assess the segment’s current
status, spot any ambiguities or issues, and take action as
appropriate.

Driving current initiatives is our sense of crisis since
the N700 Shinkansen railcar incident. We recognize that
the incident may have stemmed in part from pitfalls
found in manufacturing operations generally, not just at
the Rolling Stock Company. All Group employees must
therefore learn to spot such pitfalls and devise ways to
prevent incidents. The foundation of these efforts is TQM,
which is highly compatible with KPS. | am determined to
foster a quality-oriented corporate culture by leveraging
the activities of both.

Organizational Strength through Active Discussion

When the across-the-board TQM initiative launch was
announced, some argued against it. | welcomed these
questions, as | believe that active discussion is key to
fostering an open organizational culture.

While TQM helps us put customers first, it also enhances
employees’ sense of fulfillment. Therefore, everyone at
Kawasaki is committed to ceaselessly improving quality
and standardizing operations while determining and
countering the root causes of abnormalities, thereby
shoring up its foundations and contributing to a strong and
resilient organization in line with our corporate slogan,
“Changing Forward.”

Looking ahead, through the Companywide Quality
Meeting we will clarify where improvement is called for
and implement countermeasures based on the variety of
ideas put forward.

Deep reflection on the aforementioned incident and our
work since has made us more aware of the need to thor-
oughly embrace TQM. Having begun in fiscal 2019, we will
strive toward a corporate culture in which TQM is firmly
embraced by setting short-, medium- and long-term targets.
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ial Strategy

Positioning of Kawasaki-ROIC Management in
the MTBP 2019

Promoting ROIC management, we
will optimize our overall
operations while achieving
business model reform.

Kenji Tomida

Representative Director, Vice President and Senior Executive Officer
Assistant to the President, General Supervisor of Finance and Human
Resources

Growth Investment Selection
Based on a Cash Flow Model

Engaged in the simultaneous pursuit of overall profitability,
corporate growth and operational stability while striking a
balance between investment and return, the Kawasaki Group
has been utilizing ROIC as its key management indicator since
fiscal 2000. In fiscal 2013, this approach was upgraded and
we launched Kawasaki-ROIC Management, which, unlike our
previous segment-focused management approach, deals with
operations at the more granular business-unit (BU) level,
allowing precise ROIC management. The before-tax ROIC
target for all BUs is set at 8%, a hurdle chosen to ensure that
each records profit in excess of capital cost.

The Kawasaki Group consists of a variety of operations
with different business cycles, and a conglomerate of this
kind typically sets the target for each BU with due consider-
ation given to its business cycle. However, our management
framework aims to prompt any BUSs failing to clear their
threshold within a certain time frame to execute thorough-
going structural reforms. Unfortunately, the overall Group
failed to clear the 8% hurdle under the MTBP 2016. Despite
expansion in growth-driving businesses thanks to ongoing
investment, a significant decline in the profitability of multi-
ple businesses due to such factors as losses recorded in con-
nection with major projects negatively impacted results.

Drawing lessons from these results, we have stepped up
project risk management. Under the MTBP 2019, we are
placing the utmost priority on reinforcing our financial
position and applying cash flow-focused management to
enhance our ROIC. To that end, we have identified our 2021
goals as a before-tax ROIC of 10%, an operating income mar-
gin of 6% and operating income of ¥100 billion. Moreover,
by continuing to advance selection and concentration, we
expect to approach an operating income margin of 10%
around fiscal 2030.
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Looking back, ongoing growth investment carried out by
each business segment over the course of the three-year
period of the MTBP 2016 overburdened our overall cash
flows. Learning from this, the MTBP 2019 breaks down BUs
in each business segment into four categories: “growing
BU,” “ambitious BU," “stable BU" and “reforming BU." Each
BU is expected to fulfill their role in their category while
taking a selective approach to investment, with the aim of
optimizing the overall business portfolio.

Under the MTBP 2019 cash flow model, our basic goal
is to secure operating cash flows totaling ¥330 billion or
more over the plan’s three years. Relevant Head Office
departments will work with each internal company to con-
duct balance-sheet analyses and identify points needing
improvement. We will strive to secure free cash flows of
¥120 billion while keeping outflows attributable to invest-
ment below ¥210 billion. Furthermore, we will take a flexi-
ble approach to M&A, for which we have set aside a
three-year budget of ¥45 billion for growth investments.
This should reinforce our financial position while allowing
a dividend payout ratio of 30%. Striking a balance between
securing cash inflows and investing, we will control our net
D/E ratio at 70% to 80%.

Strengthening Our Management System

We are acutely aware of the need to establish a highly
effective management system for the smooth running of a
conglomerate and overall operational optimization. In
particular, we need to create mechanisms for bridging
information gaps between Head Office departments and
business segment departments and assessing changes in the
business environment.

Thus, in April 2019, the former Finance Division was
made the Finance and Control Division with the Corporate
Management Department created to operate under it. With
this department leading the way, we will optimize overall
operations through internal control and roll out digital

Three-Year Cash Flow Targets

Net interest-bearing debt (billions of yen) M Shareholders’ equity (billions of yen) @ Net D/E ratio (%)
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innovation, modeled on our fast-growing robot business
operations, throughout the Company. We will also push
ahead with digitization throughout the value chain, looking to
Create seamless business processes and introduce automation
technologies for ease of monitoring.

Also, to prevent losses, we will even more closely moni-
tor each project to detect warning signs as early as possible
and will tighten our grip on risk-weighted assets in a way
that is consistent with our financial strength, applying the
lens of risk tolerance in the course of managing overall
Group operations.

“Changing Forward":
Pursuing Business Model Reforms

Our initiatives under the MTBP 2019 are formulated
employing a “backcasting” method based on the business
ideals we envision for fiscal 2030.

We expect that around 2030 our existing businesses will
be growing consistently thanks to current efforts to enhance
product competitiveness. We will also have experienced a
transition from low-carbon to de-carbonization solutions and
from automated to autonomous machinery while seeing the
creation of new value via dramatic innovation associated
with digital transformation. These breakthroughs will help
create systems, products and services that lead to solutions
to the social issues of the future.

Accordingly, the aerospace systems business, which
expects robust results in the final year of the MTBP 2019
and beyond, will accelerate its efforts to create next-gener-
ation jet engines and aircraft.

Meanwhile, the robot business, which is ready to take
steps toward the next growth stage, will significantly expand
the scope of its business fields by commercializing autono-
mous robotic technologies that apply 10T and Al to help
resolve issues arising from demographic graying and labor
shortages. Medical robots are also expected to be a strong
growth driver. In the energy and environment business,
despite the need for heavy investment in de-carbonization
solutions to meet clean energy demand, we anticipate future
revenue from our hydrogen energy business.

FY2021

As a result, the aerospace systems business, the energy
and environment business (which includes the hydrogen
chain business), the precision machinery and robot business,
and the inland and marine transport business will each
account for around 25% of consolidated net sales in fiscal
2030, achieving a well-balanced business portfolio. Taking
into account the future outlook for mega trends in the period
leading up to 2030, we expect that investment priority will
be placed on the aerospace systems business, the precision
machinery and robot business and the energy business
centered on hydrogen.

Business expansion also requires business model reforms
that mean breaking away from the traditional manufacturing
approach of completing all processes within the Group.

For example, we aim to reform facility services,
maintenance and operations, including the provision of after-
sales services for gas turbines and rolling stock. Within our
existing business infrastructure, we will thus expand our
value chains while collaborating with external corporations.
Eventually, we will be able to establish a subscription model
that yields stable and secure recurring fee revenues.

Other reforms include the development of a licensing
business. We expect our unigue hydrogen technologies to
help us secure an advantage the future emergence of
hydrogen power generation. Specifically, as a leader in the
area of low-carbon and de-carbonization solutions
encompassing a broad range of the hydrogen supply chain,
we will be able to take advantage of the large number of
intellectual properties and core technologies we possess to
expand our hydrogen business while seeking alliances with a
variety of partners around the globe.

In short, the Kawasaki Group boasts a number of busi-
nesses with significant potential for growth in fiscal 2030
and beyond. To fully realize their potential, we will
strengthen our financial position while developing a highly
effective management system to optimize overall opera-
tions and aid in the creation of new business models.
Through these and other efforts, we will secure further
growth for the Kawasaki Group and improve our enterprise
value to embody our corporate slogan, “Changing Forward.”

Kawasaki Report 2019
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pDlogical Development

Evolution Employing Digital Innovation

At Kawasaki Heavy Industries, the Corporate Technology
Division has long been collaborating with each business
segment to promote product development. In line with the
FY2019 MTBP, we are striving to step up such collaboration
with emphasis on dramatic innovation as part of a push to
create new products and businesses aimed at meeting rapidly
evolving market needs. We consider dramatic innovation
essential to satisfying latent customer needs, helping resolve
future issues, and creating solutions for future generations. |
believe that much will be accomplished via breakthroughs in
digital technologies. For example, we have positioned future
energy systems, transportation systems and robotics as
growth fields and are discussing the services we need to
create. We are also striving to ensure that staff at the
Corporate Technology Division and those at business
segments share a common idea of the future products and
businesses that will make it possible to deliver solutions. In
this way, we are identifying technological targets that must
be achieved in order to realize further advances.

In fiscal 2018, the Information Planning Center, formerly
part of Head Office’s Corporate Planning Division, was
reassigned to the Corporate Technology Division and
renamed the IT Strategy Planning Center. The Corporate
Technology Division is now better positioned to accelerate
efforts aimed at embodying our corporate slogan,
“Changing Forward.”

We expect digital innovation to help broaden our business
fields. As a manufacturer, we have largely depended on
earnings from assembly and production. Digital innovation,
however, allows us to expand our scope of services to include
operations previously undertaken by our customers.

We are now enhancing the value of our services through
the provision of a comprehensive set of systems, rather than
just products, and improved maintenance efficiency. For
example, to enhance customer value in our garbage
incinerator operation assistance service an Al-driven system
analyzes images of the matter being incinerated and
automatically calculates the volume of garbage needed for
the desired output from the generator the furnace is feeding.
We aim to upgrade this system to plan garbage supply
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We will create new value for
future generations via the pursuit

of technological innovation.

Hiroshi Nakatani

Managing Executive Officer, CIO

General Manager, Corporate Technology Division
General Manager, Technical Institute

General Manager, Manufacturing Improvement Center

volumes based on market electricity demand.

By thus applying prediction and optimization technologies,
we will help customers streamline their operations. This is
how digital innovation works, and we believe our efforts to
develop efficient facility management systems will contribute
to the realization of greater goals, like the SDGs.

Preparing for the Emergence of a Hydrogen-
Powered Society

After the Paris Agreement, signatory countries began
pursuing the collective target of keeping the global
temperature rise in this century to less than 2°C (ideally, less
than 1.5°C) above pre-industrial levels. This agreement also
aims to reduce emissions of greenhouse gases (GHGS),
including CO., to virtually zero in the second half of this
century. We are determined to fulfill our responsibilities as a
corporate citizen in response to this international shift in
focus from low-carbon to de-carbonization, which will bring
with it new business opportunities. Accordingly, we are
pushing ahead with various initiatives in preparation for the
emergence of a society in which hydrogen-fueled clean
energy is a major type of power.

The creation of the decarbonized society requires three
factors. First, a robust power network must be built despite
the intrinsic instability of the renewable energy supply. Our
network-based remote facility operation systems will help
adjust outputs from power generation facilities, such as gas
engines and gas turbines, in response to changes in demand-
supply status. Our technologies will thus benefit both the
energy market and power suppliers.

The second factor is carbon recycling. We envision a new
material chain that prevents the external release of CO:
emissions and is nondependent on fossil fuels. Despite cost
challenges, a growing number of customers are investing in
such green energy solutions.

Finally, we believe that the promotion of clean energy will
result in the creation of a society powered by hydrogen
energy. Over a two-year period ended in fiscal 2018, we
were engaged in the verification testing of “Kobe Smart
Community.” Specifically, we established a hydrogen
cogeneration power generation facility on Kobe Port Island

Strengthening the Service Business

Provide products Provide new added value (services)

AUV

Connected
) | motorcycle

CO2 separation system
100 MW-cla
ccPp

Hydraulic system

Se, ing

HOriZo

using our gas turbine technologies to supply energy and heat
to surrounding communities, confirming the safety and
feasibility of the cogeneration system.

Plans call for carrying out technological verification
associated with importing hydrogen from Australia in 2020.
Australia boasts abundant, easily accessed reserves of brown
coal that have long been underutilized due to transportation
difficulties. To address this issue, we aim to establish a low-
cost process for extracting hydrogen on site. Hydrogen can
then be efficiently transported to Japan and utilized for
power generation, other industrial purposes, or as a fuel for
vehicles. As a number of major international events are
expected to be held in Japan in 2020 and beyond, we will
focus on introducing our blueprint for the hydrogen-powered
society of the future to visitors from around the world.

Enhancing Manufacturing through
Digital Innovation

Gas turbine and gas engine

Garbage inginerator AT 7
Robot Withﬁ operation assistance 77 SEHE"
New products collaboration syste L = market

We are engaged in process innovation aimed at enhancing
operational efficiency. For example, taking advantage of
digital innovation, we are striving to incorporate virtual
reality (VR) and augmented reality (AR) technologies into our
design and development operations.

Most recently, VR was utilized in the course of developing
a new railcar in the Seibu 40000 series. Focusing on ensuring
a barrier-free environment, we used a VR-supported design
process to confirm freedom of movement within railcars for
passengers with disabilities, thus reducing the time and
money spent on prototype development.

Moreover, we have been introducing ICT/IoT technologies
as part of the push to realize manufacturing reforms at our
factories. For example, the Corporate Technology Division is
working with the Aerospace Systems Company to promote
the Smart-K project, which involves introducing robots at our
Nagoya and Gifu facilities and establishing a cutting-edge,
RFID*-driven product traceability management system. We
expect these technologies to support timely decision making
with regard to changes in production orders while optimizing
facility operations.

* RFID (radio frequency identification): Wireless, automated recognition systems
and technologies
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The Corporate Technology Division Provides a
Vision of the Future

Our matrix-type based operations maximize performance with
fewer employees. Thus staff from the Corporate Technology
Division can closely collaborate with staff in each business
segment from the product planning stage onward and the
allocation of resources can be optimized to meet various, often
contradictory, development requirements. With multiple projects
currently under way, specialists at the Corporate Technology
Division are taking advantage of their technological expertise to
promote product development at business segments.

Furthermore, matrix-based operations enhance our ability
to realize synergies through the sharing of insights gleaned
from past projects. For example, a recent project aimed at
developing gas engines utilized combustion chamber flow
and combustion analysis techniques developed through
motorcycle development. This project supported the
development of a highly efficient gas engine with world-
leading performance in an extremely short period of time.

Conversely, the Ninja H2, @ motorcycle boasting a
supercharger, was developed via the application of high-
speed rotating technologies originally utilized in gas turbines.
In short, we are leveraging technological synergies in various
ways to enhance project development efficiency.

The Corporate Technology Division’'s mission includes
proposing products and services capable of resolving social
issues and, to this end, envisioning the technologies it must
create in the near future to identify solutions that will
support future generations. To this end, in addition to
in-house development, the division collaborates with
startups, utilizing input from these and other open innovation
initiatives being undertaken worldwide as endeavors to
efficiently meet society's evolving needs.

Looking ahead, for the division to help Kawasaki Heavy
Industries maintain sustainable operations, it will have to
take on the kind of challenges that cannot be overcome by
upgrading or optimizing existing products and strive toward
technological breakthroughs and business model reforms. We
are confident that we will overcome such challenges, create
innovative products and new value, and satisfy the future
needs of society.

Kawasaki Report 2019
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Kawasaki Hydrogen Road

Hydrogen emits no CO, when combusted and can be easily produced from a variety of raw materials. Hydrogen is
therefore a highly promising source of clean energy, capable of helping counter global warming and resource
depletion—two major environmental problems—if it can be
made widely available as a fuel for vehicles or power gener-
ation. Kawasaki’'s accumulated technological and Group
capabilities enable it to provide the key equipment for
a seamless hydrogen supply chain encompassing pro-
duction, transportation, storage and utilization.
Leveraging this strength, we are developing and
commercializing new hydrogen infrastructure tech-

nologies. By doing so, we are working to create
an affluent society through the safe, affordable
and stable supply of hydrogen.

Hydrogen Energy Supply Chain

Production

-253°C: Realizing Extreme Cold

Large-scale hydrogen-fueled power generation
requires a large quantity of hydrogen. Kawasaki
Heavy Industries is the first in Japan to develop
an industrial hydrogen liquefaction system that
employs only domestic technologies. In addition
to producing hydrogen from brown coal, an
underutilized resource, we have made it possi-
ble to easily handle a large volume of hydrogen
by using cryogenic (-253°C) liquefaction to
reduce its bulk.

Example Initiative

Initiating Demonstration Project Aimed at Establishing
a Hydrogen Supply Chain Spanning Japan and Australia

Hydrogen
energy

Transport, storage
and utilization

Transportation

Reduction in Volume to 1/800

Hydrogen produced overseas from underutilized
resources is liquefied at -253°C to reduce its
bulk to one eight-hundredth its volume as a gas.
To transport this hydrogen safely and efficiently,
we are developing the world’s first liquefied
hydrogen carrier ship.* The demonstration ship
is scheduled for completion in 2020, with plans
for larger versions down the line.

* The Demonstration Project for Establ t of Mass Hydrogen
Marine Tr q Supp d from Unused Brown
Coal subsidize Energy and Industrial Technology
Developme ganization (NEDO)

Despite its significant potential, brown coal has largely been underutilized as it
ignites easily when dried, making it difficult to transport safely. Latrobe Valley, in
Victoria, Australia, boasts an abundant reserve of brown coal. This deposit is only @ Latrobe Valley,
five meters below the ground and is estimated to contain enough fuel to power AUl
all of Japan for 240 years at current usage levels. Solutions capable of converting
brown coal into hydrogen can make this underutilized resource usable.
Kawasaki is working with partner companies toward demonstration under its
Hydrogen Energy Supply Chain (HESC) Project to produce hydrogen from Latrobe
Valley brown coal, liquefy it and transport it to Japan. The first hydrogen produc-

tion and transportation testing is scheduled for 2020 to 2021.
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Creating Clean Energy

As it aims to contribute to the development of a hydrogen-
powered society, Kawasaki Heavy Industries is pursuing its
goal of becoming a supplier of comprehensive system packages
associated with hydrogen transportation infrastructure by
2030 via the provision of hydrogen loading and unloading
facilities, liquefaction systems, carrier ships and gas turbines.
To achieve this goal, we are working with partner companies to
develop key hydrogen supply chain technologies. These tech-
nologies include those associated the production of hydrogen
from brown coal in Australia, with the aim of taking advantage
of this underutilized resource, as well as technologies that pro-
duce hydrogen in combination with renewable energy genera-
tion processes and hydrogen liguefaction technologies. With
regard to the transportation of hydrogen, our large-capacity
carrier ships are expected to play an essential role along with
our loading and unloading facilities. Furthermore, we will sup-
port the storage of liquefied hydrogen as well as hydrogen

utilization via power generation employing gas turbines opti-
mized for this fuel.

Applying CO, capture and storage (CCS) technologies at the
production stage when obtaining hydrogen from fossil fuels
enables the use of hydrogen as a source of clean energy by
controlling CO, emissions all the way from production to utiliza-
tion. Once established, the hydrogen supply chain that Kawasaki
is building will be able to stably supply large quantities of clean
energy while considerably reducing CO, emissions. We have ini-
tiated the construction of facilities for the demonstration of this
supply chain. We have also successfully completed demonstra-
tion testing of heat and electricity supply via pure hydrogen
combustion as well as water electrolysis hydrogen production.

DECENT WORK AND [Pt [0 TRy =
ECONOMIC GROWTH AND INFRASTRUCTURE ACTION FORTHE GOALS
i & E @

(CEIR{I @GRV NEEPIEEEE o Complete the demonstration of a hydrogen supply chain spanning Japan and Australia

e |nitiated the construction of loading and unloading facilities for supply chain

demonstration

e Succeeded in operating cogeneration facilities that employ the mixed combustion of

FY2018 results urban areas in Kobe

e Completed the demonstration of wind-powered water electrolysis hydrogen produc-
tion (a “power-to-gas” process that utilizes surplus renewable energy to produce and

store hydrogen) in Hokkaido

natural gas and hydrogen as well as purely hydrogen-fueled cogeneration facilities in

A demonstration plant installed
on Kobe Port Island

Storage

2,500 m Liquefied Hydrogen Storage Tank

The development of storage tanks and trans-
portation containers for liquefied hydrogen is
essential to promoting the utilization of hydro-
gen in Japan. Kawasaki Heavy Industries
boasts a long track record in the handling of
liguefied hydrogen used as rocket fuel.
Currently, we are striving to develop the larg-
est liquefied hydrogen storage tank in Japan,
which will boast vacuum insulated walls and

a capacity of 2,500 m3.*

monstration

ent of Mass
Marin

Unus
Coal subsidized
by NEDO

Utilization

100% Hydrogen-Fueled Power Generation

With the aim of commercializing power generation gas
turbines that reduce environmental burden, we devel-
oped a unique combustion method employing a mix of
40% natural gas and 60% hydrogen. Furthermore, we
developed technology for freely adjusting the fuel mix,
anywhere from 100% natural gas to 100% hydrogen,
without interrupting the power supply. We completed
the demonstration of this technology at our facility on
Kobe City’s Port Island.* Going forward, we aim to
develop a dry-combustion gas turbine for purely
hydrogen-fueled power generation to reduce NOx
emissions. To this end, a new demonstration project,
launched in fiscal 2019, is now under
way at the Port Island facili

tion Project
Turbine

Example Initiative

Smart Community Technology Development Project Utilizing

Hydrogen Cogeneration System! on Kobe Port Island

To demonstrate cogeneration employing hydrogen-fueled gas turbines, we
established a cogeneration system utilizing a IMW hydrogen- and natural
gas-fueled turbine on the site of the former Kobe Minatojima Clean
Center. We conducted this project with support from NEDQ's? Subsidy to
Industrial Technology Development Expense under a Specific Theme (fis-
cal 2015 to 2018) program in cooperation with Obayashi Corporation,
Kobe City and a number of major companies based in the Kansai area. The

project’s results set the global precedent for hydrogen-fueled cogenera-
tion systems that provide electricity and heat in an urban area.

1. A general term for systems that provide electricity and heat
2. NEDO: New Energy and Industrial Technology Development Organization

Hydrogen cogeneration system

Supported fuels

® Hydrogen
@ Natural gas
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Aerospace Systems ‘ Main

Products

Vision

A leading company that consistently creates new value for the world through
excellent aerospace technologies and monozukuri manufacturing quality

Opportunities Risks

e Aircraft for the Japan Ministry of Defense
® Parts for commercial aircraft ~ ® Commercial helicopters
e Missiles/Space equipment e Jetengines e Aerospace gearboxes

Defense e Sustained domestic defense equip- Defense e Reduced equipment prices due to defense

Aircraft ment development and production Aircraft

e Prospects of defense equipment

Commercial e Medium- to long-term growth in air

Aircraft passenger and air freight volume,
in line with economic growth in
emerging countries

Jet Engines e Growing demand in line with expan-
sion of commercial aircraft market

Core Competence
Aircraft

(system integration capabilities)

large-scale production facilities

developing engines for defense aircraft

Business Direction under MTBP 2019

e High quality and productivity through leading-edge production technology

b 4

budget streamlining

Commercial e Fiercely competitive environment, reflecting compe-
exports Aircraft

tition for market share between Boeing and Airbus

e Uncertainty regarding future of wide-body aircraft,
due to the increased presence of LCCs”

e Rise of manufacturers in emerging countries

Jet Engines e Decreasing demand due to economic recession

e Development risks related to introducing cutting-
edge technologies

* LCCs: Low-cost carriers

e Technological capabilities as manufacturer of finished aircraft with experience in the defense business
e Technological capabilities based on international joint development with Boeing, and sophisticated,

e High quality and productivity through the Kawasaki Production System (KPS)
Jet Engines e Sophisticated technological capabilities built through international joint development projects and

Defense Aircraft e Steady progress on existing development projects and production contracts

e Expand orders for new projects

Commercial Aircraft e Consider participation in next-generation aircraft projects

Jet Engines

e Secure inclusion in new engine projects by improving development capabilities

e Provide additional development and production for projects in which we are already participating
e Consider entering the maintenance, repair, and overhaul (MRO) business

Operating Environment and Strategies

As global air passenger and air freight volume expand
over the medium to long term due to economic growth in
emerging countries, we expect continued growth in
demand for commercial aircraft and jet engines. In this
operating environment, we will implement a range of
strategies in pursuit of ongoing growth.

In the defense aircraft sector, we will move steadily
toward mass production of the P-1 patrol aircraft and C-2
transport aircraft while seeking to capture orders for
modernized and derivative types of aircraft. We will also
export defense equipment in line with government policy.

In the commercial aircraft sector, we will further
strengthen our relationship with Boeing and work to
increase production capacity through streamlining using
robotics and other means while advancing considerations
of participation in next-generation aircraft programs.

In the jet engine sector, we will work to further stabilize
quality, reduce costs, and reinforce supply chains for
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projects in which we already participate while adopting
loT and other advanced technologies to improve produc-
tivity. We will further reinforce our technological
strengths in compressors, combustors, and gears—strategic
components for Kawasaki—and use these strengths as a
foundation for participating in new projects. In addition,
we aim to gradually secure engine maintenance capabili-
ties with a view to entering the MRO business.

In April 2018, Kawasaki integrated the former Aerospace
Company and the jet engine business of the former Gas
Turbine & Machinery Company, creating the Aerospace
Systems Company. By inte-
grating our aerospace-
related businesses, we
are looking to continue to
reinforce cost competitive-
ness, collaborate to expand
business, and develop

new businesses. Trent XWB

©Rolls-Royce plc

Hiroyoshi Shimokawa

President,
Aerospace Systems Company

[ Orders Received

M Operating Income

Display of a P-1 patrol aircraft and C-2 transport aircraft
by the Ministry of Defense at the Paris Air Show

@ Before-tax ROIC

M Net Sales (Billions of yen)
(Billions of yen) @ Operating Income Margin
989
8 4695 4639 : 37/72% 78%
308 326 5.0%
2017 2018 (FY) 2017 2018 (FY) 2017 2018 (FY)

* Due to internal company reorganization, effective April 2018, only results for fiscal 2017 (restated) and fiscal 2018 are shown.

Initiatives to Create Social Value

The Aerospace Systems Company has designated as its
vision for 2030 providing air transportation systems com-
bining excellent environmental performance with excel-
lent safety and reliability. To achieve this vision, we are
participating in the development of Boeing 787 and 777X
aircraft as well as jet engines, such as the Trent series and
PW1100G-JM, to contribute to the steady supply of low
fuel consumption aircraft and low fuel consumption
engines. We will also focus on the production and sale of

the BK117 low-noise helicopter, which is expected to

be used in firefighting, disaster response, and ambulance
services. Furthermore, we aim to participate in the joint
international development of new, environmentally con-
scious aircraft and engines and thereby contribute to
environmental improvement.

600D HEALTH vy mon RO IRGIE 13 o 17 e
AND WELL-BEING AND INFRASTRUCTURE CONSUNPTION ACTON FORTHE GOALS
_W\ ! AND PRODUCTION

® Provide environmentally conscious aircraft, helicopters, and engines and participate in

new programs

® Produce components for Boeing 787
® Sales of BK117 units: Produce finished units and components

® Produce components for Trent 1000, Trent XWB and
PW1100G-JM low fuel consumption engines

Goals for the MTBP 2019

e Components for Boeing 787: 146 units sold

Fiscal 2018 Results

® Sales of BK117 units: One finished unit and 79 components

® Produce components for Trent 1000, Trent XWB, and PW1100G-JM low fuel consumption engines
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Energy/Marine Industrial-use gas turbines/cogeneration systems Gas engines Diesel engines « Steam turbines for marine and land applications Aerodynamic machinery/Marine propulsion systems

Products Plant Industrial plants (cement, fertilizer, and others) Power plants LNG tanks Municipal waste incineration plants Tunnel boring machines Crushing machines

Energy System & Plant Engineering ‘ Main

Vision

A distinctive equipment, system, and plant manufacturer that uses technologies and
quality underpinned by sophisticated product development expertise and engineering
know-how to globally provide products and services that help protect the environment
and earn high customer satisfaction, mainly in are areas of energy and the environment.

Tatsuya Watanabe

President,

Opportunities

e Growing demand for energy and infrastructure in emerging and

resource-rich countries

e Growing demand for distributed gas-fueled power generation

facilities prompted by lower LNG fuel prices
e Tightening environmental regulations

e Demand to build new or replace various power generation facil-

ities following the Great East Japan Earthquake

e Demand for infrastructure replacement in Japan ahead of the

2020 Tokyo Olympics

Core Competence

o Locally rooted sales system leveraging overseas sites

o Ability to provide solutions leveraging synergy from combining Kawasaki-brand products, such as the combined
cycle power plant (CCPP) standard package, which combines a gas turbine, steam turbine, and waste heat recovery
boiler, as well as gas engine/gas turbine hybrid projects

o Environment-friendly technologies and development capabilities in core products and systems as well as compre-
hensive engineering capabilities developed through wide-ranging projects

Risks
e Delayed projects due to prolonged slump in
price of oil

e Weakening investment incentive paralleling
economic slowdowns in emerging countries
and resource-rich countries

e Prolonged slump in the shipping market

Business Direction under MTBP 2019 '
e Create new technologies, products, and added value that contributes to reducing environmental burden

e Reinforce project responsiveness by effectively utilizing and sharing resources

e Advance overseas business development through initiatives closely tailored to local communities and customers and
build a foundation for future earnings growth

Operating Environment and Strategies

In the energy and marine sectors, demand for gas-fired
power generation is expanding, and distributed power
generation needs are also increasing, especially in Asia. In
this business environment, we will accelerate business
development based on system solutions combining core
products to achieve business growth, especially on the
sales front in Southeast Asia.

In the plant sector, we anticipate stable domestic and
overseas demand, reflecting infrastructure development
and heightened interest in environmental protection,
especially in emerging countries, including those in
Southeast Asia. However, price competition is fierce, and
finding ways to sharpen cost-competitiveness is an issue
that requires our attention. In this environment, we aim
to secure orders by providing unigue, high-value-added

products and strengthening our sales systems and main-
tenance and after-sales services. When bidding for
orders, we will be more selective, emphasizing profitabil-
ity over scale. We will also reinforce quality assurance
and risk management systems to reduce costs from
defective products and improve profitability.

Furthermore, aiming to expand sales of the CCPP stan-
dard package, which combines a Kawasaki gas turbine,
steam turbine and waste heat recovery boiler, we will
reinforce our overseas sales systems. We are also
advancing investment in hydrogen-related projects and
product development aimed at future business growth
and the realization of a carbon-free society. To this end,
we plan to begin operations of a pilot hydrogen supply
chain in 2020.

Energy System & Plant Engineering
Company

¥ Orders Received W Operating Income
M Net Sales (Billions of yen)
(Billions of yen)

@ Operating Income Margin

High-efficiency 30 MW-class gas turbine L30A

@ Before-tax ROIC

45% 9.3%
2635 SV
2516 . 2530
2237 3.0% 116
76
2017 2018 &%) 2017 2018 V) 2017 2018 G%

* Due to internal company reorganization, effective April 2018, only results for fiscal 2017 (restated) and fiscal 2018 are shown.

Initiatives to Create Social Value
The Energy System & Plant Engineering Company has desig-
nated as its vision for 2030 being a distinctive equipment,
system, and plant manufacturer that uses technologies and
quality underpinned by sophisticated product development
expertise, manufacturing technology, and engineering
know-how to globally provide products and services that
help protect the environment and earn high customer satis-
faction, mainly in are areas of energy and the environment.
To achieve this vision, we aim to advance both economic
growth and environmental protection by providing energy-
saving, highly resource-efficient equipment, such as gas tur-
bines that realize the world's highest level of efficiency and
environmental performance, gas engines that realize the

world's highest level of performance, and other power gen-
eration facilities. We are working to combine core products
and incorporate in-house know-how, reinforce our ability to
handle overseas projects, and create new solutions. We will
contribute to infrastructure improvement by providing such
products as tunnel boring machines and cryogenic storage
facilities while also contributing to environmental protec-
tion in urban areas through deliveries of energy-saving
waste incinerators, water treatment facilities, desulfuriza-
tion/denitrification devices, and other systems.
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e Expand supply of Kawasaki's power plants, which boast world-class generating efficiency
and power-saving performance, in Southeast Asia, where electricity demand is growing rapid-
ly, to meet needs for economic development and greater environmental friendliness in emerg-

Goals for the MTBP 2019 ing countries

® Develop products with greater environmental burden alleviating effects and respond to envi-

ronmental regulations

® Advance development of hydrogen gas turbines that contribute to CO, emissions reduction

e Deliveries of standard power generation facilities to overseas customers: 4 units
® Deliveries of waste incinerators: 3 units

Fiscal 2018 Results
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Products o LNG carriers e LPG carriers e Bulk carriers o Jetfoils e Submarines

Ship & Offshore Structure ‘ Main

Vision

A shipbuilding and offshore structure engineering group pursuing innovation
in cutting-edge fields with a focus on hydrogen technologies and low-tempera-
ture, high-pressure gas technology, submarine technology, and overseas projects.

Opportunities Risks
e Increasing demand for vessels with low environmental e |Increasingly fierce competition with China and
burden due to tightened environmental regulations South Korea

® Recovery in carrier demand, owing to growing demand e Prolonged slump in shipping market
for LNG

e Creater automation, using loT and Al

e Expanding operations to meet needs for an increasing
fleet of submarines

Core Competence

o Low-temperature and high-pressure gas-related technologies accumulated through the development and construc-
tion of LNG and LPG carriers

® Quality and cost competitiveness of the overall Group, including Chinese joint ventures (NACKS, DACKS)
» Energy-saving, environmental burden-reducing technologies, and ability to develop new ship designs

» Sophisticated technology specific to submarines
“ NACKS, DACKS: Shipbuilding joint ventures established in Nantong, Jiangsu Province and Dalian, Liaoning Province, with China COSCO Shipping Corporation

Limited (China COSCO)

Business Direction under MTBP 2019

e Rebuild merchant ship business, with emphasis on deeper integration of operations at Sakaide Works, NACKS and DACKS

e Accelerate new product development and commercialization
e Steadily advance liquefied hydrogen carrier development

Yoshinori Mochida

President,
Ship & Offshore Structure Company

LNG carrier

¥ Orders Received M Operating Income @ Before-tax ROIC
W Net Sales (Billions of yen)
(Billions of yen) @ Operating Income Margin

1.3% 3.2%
-38

-20.7%

2015 2016 2017 2018 (FY) 2015 2016 2017 2018 (FY) 2015 2016 2017 2018 (FY)

Operating Environment and Strategies

For two years—fiscal 2015 and fiscal 2016-this business
segment booked sizable losses, prompting business struc-
ture reforms led by the president. The basic policy driving
these reforms is to maintain gas-related vessels as our
main business while moving the axis of merchant ship
construction from Japan to China. We have made steady
progress in reducing fixed costs in Japan and increasing

our construction capacity in China. As large-scale LNG
projects that had been stalled begin to firm up and various
environmental regulations tighten, the market is expected
to improve, and we aim to continue structural reforms.

In the merchant ship business, we will concentrate
domestic construction at the Sakaide Works and reinforce
base functions, such as human resource development and
engineering, while promoting greater integration of opera-
tions with our Chinese joint ventures through such
approaches as taking orders together and dividing con-
struction between us. These efforts will help sharpen our
cost competitiveness and improve profitability. In addition,
we will pursue sales expansion of our ship operation and
performance analysis support system (SOPass), which com-
bines ship-related knowledge accumulated by Kawasaki
with big data technology. In addition, we will steadily the
advance development of liquefied hydrogen carriers.

In the submarine business, we will reinforce our R&D
framework, aiming to secure orders for next-generation
submarines. At the same time, we will apply our accumu-
lated wealth of submarine-related technologies to the
development of such products as autonomous under
water vehicles (AUVS).

Initiatives to Create Social Value

The Ship & Offshore Structure Company is contributing to
environmental conservation by promoting the spread of
LNG-fueled ships and developing and building large
hydrogen-fueled liquefied hydrogen carriers. Compared
with heavy oil, the use of LNG enables substantial reduc-
tions in emissions of atmospheric pollutants, such as
nitrogen oxide (NOx) and sulfur oxide (SOx). By develop-
ing and building a variety of LNG-fueled vessels, we are
helping to meet NOx and SOx emissions regulations for
ships to prevent air pollution over the sea. Furthermore,
we are providing our LNG-fueled propulsion systems for
ships constructed by other shipbuilders, and working to
commercialize LNG fuel gas supply systems (FGSSs) to

promote the operation of environmentally friendly LNG-
fueled vessels around the world. We are also developing
high-capacity liquefied hydrogen carriers. As hydrogen
emits no CO, when used as fuel, it is the ultimate in clean
energy. By commercializing the world’s first ships that
can economically carry large volumes of hydrogen,
Kawasaki will promote the spread of hydrogen energy
and contribute to the realization of a CO, emission-free
society. In addition, we are developing hydrogen-fueled
ship propulsion systems.

INOUSTRY, WNOVATION RESPONSIBLE 13)
AND INFRASTRUCTURE CONSUNPTION ACTION
AND PRODU
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e Complete construction of a small liquefied hydrogen carrier (pilot ship)
e Complete the development and commercialization of FGSSs
® Receive multiple orders for LNG-fueled ships

Goals for the MTBP 2019

® Receive orders for FGSSs

o Developed a large LNG-fueled bulk carrier in January 2019
® Advanced construction of a small liquefied hydrogen carrier

Fiscal 2018 Results
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Products

Rolling Stock ‘ Main

Vision

e Electric train cars, including Shinkansen (bullet trains)
o Electric and diesel locomotives e Passenger coaches e Bogies

The world’s most trusted rolling stock system supplier, moving and inspiring
customers worldwide based on strong teamwork and the highest level of
technology and quality.

Opportunities

e Continuous brisk demand for subway and commuter train sys- e Manufacturers from emerging countries entering

tems in the North American market
® Brisk demand in emerging countries in Asia
e Firm replacement demand in the domestic market

e Expanding recurring demand, including that for components,
maintenance, and repair and rebuild work across markets

Core Competence

Risks

the North American market, sparking fierce
price competition

e Country risk in new markets for Kawasaki

» High-tech expertise built on comprehensive heavy industry strengths
o Ability to fulfill contracts cultivated from extensive domestic and overseas track record
o Partnership capabilities with other companies in execution of overseas projects

b 4

e Rebuild the quality control system, pursue orders with a thorough focus on profitability, and maintain and improve
non-price competitiveness, leveraging outstanding technical expertise

Business Direction under MTBP 2019

e Steadily fulfill large orders already received in the North American market and work to secure orders in emerging
Asian countries

e Aggressively develop highly profitable recurring revenue businesses that leverage our extensive track record of orders
delivered and expand revenue across the rolling stock life cycle by reinforcing our core competence

Operating Environment and Strategies

Against a backdrop of economic development in emerging
countries and transport infrastructure repair and rebuild
work under way in developed countries, demand for roll-
ing stock remains strong, especially overseas. At the same
time, demand in recurring revenue businesses, including
components and maintenance, is expanding. However, the
entry of manufacturers based in emerging countries has
intensified competition, necessitating approaches to boost
profitability through enhanced non-price competitiveness
and business model reform.

This business recorded significant losses in fiscal 2017
and fiscal 2018. Taking this very seriously, we estab-
lished the Rolling Stock Business Restructuring
Committee, chaired by the president, to drasti-
cally reinforce project management
and improve quality control.

Furthermore, based on a policy of putting quality before
guantity, we will focus on projects in which we can dem-
onstrate Kawasaki’s superiority while expanding recur-
ring revenue businesses in Japan, aiming to increase
profitability, which has been an issue.

In the North American market, we will steadily fulfill
existing orders from such customers as the New York
City Department of Transportation. We will also work to
build a stable revenue base by commercializing track
monitoring using 10T and focusing on such businesses as
components, repair and rebuild, and maintenance.

The Asian market presents huge growth potential. In
this market, we will seek business expansion through
such means as securing orders for projects financed by

ODA loans in emerging countries in
line with the Japanese govern-
ment’s policies of promoting
exports of railway infrastructure.

Series 2700 limited express
diesel railcar for Shikoku
Railway Company

Kazutoshi Honkawa

President,
Rolling Stock Company

[ Orders Received M Operating Income

Type 6000 subway cars for the Kobe City
Transportation Bureau

@ Before-tax ROIC

M Net Sales (Billions of yen)
illi @ Operating Income Margin
(Billions of yen) 2571 7
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Initiatives to Create Social Value

The Rolling Stock Company has designated as its vision
for 2030 helping to build better global transportation
infrastructure by manufacturing rolling stock that is safe
and comfortable to ride in, highly reliable, highly cost
efficient over its life cycle, and energy saving to minimize
the burden on the environment. To this end, we will pro-
mote participation in high-speed train projects at home
and abroad and continue to provide rolling stock to cus-
tomers in Japan, North America, and Asia while seeking
to participate in projects to build new rolling stock infra-
structure in emerging Asian countries. In addition, to

better meet customer needs, we will further develop
monitoring technologies that combine sensing, image
analysis, and 10T technologies; work to maintain and
improve safety and dependability; improve train mainte-
nance efficiency; and contribute to the realization of train
systems boasting excellent cost efficiency over their
entire life cycle.
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o Execute large projects in North America (R211 cars for the New York City Subway) as planned
® Execute projects financed by ODA loans in Asia (Dhaka Metro MRT Line-6 in Bangladesh)

as planned

Goals for the MTBP 2019 ® Expand stock businesses to improve customer maintenance efficiency and maintain safe,

dependable transportation

® Launch sales of components that leverage sensing and image analysis technologies and roll
out component and service businesses aimed at improving maintenance efficiency

® Rolling stock units delivered: 474

Fiscal 2018 Results

e Conducted tests with railway companies aimed at launching sales of components that leverage

sensing and image analysis technologies
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Products

Motorcycle & Engine ‘ Main

Vision

e Motorcycles e Utility vehicles e All-terrain vehicles (ATVs)
e Personal watercraft (PWC) e General-purpose gasoline engines

Guided by the “Kawasaki, working as one” philosophy, continue to grow as a
manufacturer with primary focus on high-value-added domains in the power
sports and general-purpose engine markets.

Opportunities

Motorcycles e Medium- to long-term market expan-

sion in emerging countries

e Stable demand in developed countries

and progress in the development of
loT applications, advanced safety fea-
tures and other technologies

Utility vehicles e Expanding market in North America

General-purpose e Firm growth, reflecting U.S. housing
gasoline engines  market expansion

Core Competence

» World-leading product development expertise

* Global production, sales, and service structure

e Strong, clearly differentiated brands, such as Ninja and Z

Risks
Motorcycles e Intensifying price competition in
emerging markets
e Tightening environmental regulations
Utility vehicles e Intensifying price competition

e Rising materials prices and tariffs due
to escalating U.S.-China trade friction

o Technological capabilities to develop and produce high-performance, high-quality products

b 4

e Increase product competitiveness by introducing new models and expanding the model lineup

Business Direction under MTBP 2019

e [mprove profit margins by raising sales prices and cutting costs and control growth in fixed costs, especially R&D expenses
e Promote inventory adjustment and other measures to increase free cash flows

Operating Environment and Strategies

Markets in developed countries, especially for motorcy-
cles in Europe and utility vehicles in the United States,
are expected to continue to see stable growth, while
strong medium- and long-term growth is expected in
emerging markets. However, conditions are growing more
challenging, as raw materials costs and tariffs increase,
reflecting U.S.-China trade tensions, and new manufactur-
ers in emerging countries enter markets. As such,
Kawasaki needs to improve its productivity.

In this environment, we will anticipate the needs of cus-
tomers and draw on world-class product development
expertise and our strong, highly differentiated brands, such
as Ninja and Z, to quickly bring attractive, highly competi-
tive models to market. At the same, we will work to estab-
lish Kawasaki as a high-end brand through such means as
customer relationship management. Furthermore, we will
implement initiatives aimed at establishing and strengthen-
ing systems to control and streamline our global manage-
ment resources from the perspective of overall
optimization. By implementing this and other strategies,
we will strengthen our financial platform (increase the
operating income margin and free cash flow).

Kawasaki Report 2019

Initiatives to Create Social Value

The Motorcycle & Engine Company has designated as its
vision for 2030 developing, manufacturing and delivering
environmentally friendly motorcycles, as well as models
with “fun-to-ride” appeal and advanced rider-support fea-
tures. To realize this vision, in line with the philosophy
that drives product development at Kawasaki, the con-
cepts of “Fun to Ride,” “Ease of Riding,” and “Better
Environmental Performance,” we are working to improve
motorcycle performance, enhance rider-support features,

MULE PRO-MX

Yuji Horiuchi

President,
Motorcycle & Engine Company

Ninja ZX-10RR ~ Note: The unit pictured is a racing model

M Net Sales M Operating Income

@ Before-tax ROIC
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and respond to tougher exhaust gas, noise, and other
environmental regulations. With regard to C-ITS* func-
tions, Kawasaki has joined the Connected Motorcycle
Consortium, established by the motorcycle industry to
focus on development, and aims to put C-ITS-compliant
motorcycles on the market as soon as possible. In electric
motorcycles, hybrid motorcycles, and other motorcycles
powered by clean energy, we are building and evaluating

the performance of prototypes with an eye to future busi-
ness development.

* C-ITS: Cooperative Intelligent Transport Systems

600D HEALTH s = 17 Pmcasaes
AND WELL-BEING AND INFRASTRUCTURE CONSUNPTION ACTION FORTHE GOALS
_W\ ! AND PRODUCTION

® Realize comfortable and convenient transportation by launching connected motorcycles
with data transmission functions and help users ride with confidence by adopting rider
support functions

Goals for the MTBP 2019 ® (Clear the EU's strict emissions regulations and other environmental regulations around the world
e Every fiscal year, achieve at least a 1.5% average increase in WMTC* fuel economy on new
models over the previous models
* WMTC: Worldwide-harmonized Motorcycle Test Cycle

e Ninja H2 SX: Achieved excellent fuel economy and low emission levels with world-class engine
performance

e Versys 1000: Achieved smoother power delivery with a new electronic throttle control sys-
tem. Cleared the EU's Euro5 exhaust gas standard. A new electronic cruise control maintains
the selected speed with the push of a button, helping reduce rider fatigue and increase enjoy-
ment on long rides.

® 2019MY Ninja H2 SX SE+ and Versys 1000 SE: Realized smartphone connectivity. The
“RIDEOLOGY THE APP” enables users to set their riding mode and receive alerts of incoming
calls or messages on the motorcycle's LCD display for more pleasant riding.

Fiscal 2018 Results
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Hydraulic components for construction machinery

Products Hydraulic steering gears for marine products

Precision Machinery & Robot ‘ Main

Vision

The world’s top brand in motion control, creating and providing total solutions

for providers of medical and healthcare services as well as for industry, including
automobiles, construction machinery, and electronic equipment, with a focus on
hydraulic components and robots boasting a level of performance and quality far

Hydraulic components for agricultural machinery

surpassing that of any rival.

Opportunities Risks

Hydraulic e Expanding demand due to world- Hydraulic e Shift to in-house production of hydraulic machinery

Nt E Y wide infrastructure building, mainly machinery by construction machinery manufacturers and mar-

in emerging countries

Robots e Increasing fields of application
through the realization of collabo-
ration with humans in working
operations

e Rising demand aimed at eliminating

labor shortages and improving quality Robots

® Progress in use of robots beyond
industrial applications (such as med-
ical treatment and nursing care)

Core Competence

Hydraulic
machinery excavator hydraulic machinery
Ability to respond to customer requests

Global service structure

hydraulic technologies and robotics

Business Direction under MTBP 2019

Accumulated world-class, leading-edge technology, systemization capabilities and brand power for

Robots Ability to develop applications and make system proposals matched to diverse customer requirements

Shared New product development capabilities in the field of motion control based on the integration of

ket entry of manufacturers from emerging countries

e Rapid cooling of the Chinese construction equip-
ment market

e Delayed recovery in the marine hydraulic equip-
ment market due to sluggish conditions in the ship-
building industry, and intensifying price competition

e Increasingly fierce price competition with
rival companies

® Prolonged stagnation in semiconductor markets

b 4

Hydraulic e Maintain and expand high share of excavator market, pursue sales expansion in construction and agricul-

MEIIE Y tural machinery sectors, and advance product and market development with an awareness of mega-trends
Robots e Existing customer sectors: Increase market share by expanding the scope of applications for the automo-

tive industry, line building operations, and sales in the human-robot collaborative product field

e New customer sectors: Integrate robotics with 10T/Al technologies to establish new businesses, develop
products based on synergies with hydraulic technologies, and launch and expand sales of robotically
assisted surgical devices

Operating Environment and Strategies

Sales of hydraulic machinery for the construction equip-
ment market are expected to steadily grow over the
medium and long terms in line with growing infrastruc-
ture development, mainly in emerging countries, even if
market conditions change in the short term.

Kawasaki is the leader of the global market for excavator-
use hydraulic machinery. Going forward, we will maintain
and expand our market share by leveraging world-class,
leading-edge technology, the ability to turn such technolo-
gy into systems, our brand strength, and responsiveness
to customer needs. We will also actively explore promis-
ing new businesses, such as construction and agricultural
machinery beyond excavators, to realize further growth
and improve stability in segment performance.

Kawasaki Report 2019

In the industrial robot business, we expect demand
in existing customer sectors to continue expanding to
offset labor shortages and achieve higher quality. We
also predict that robots will be used in a wider range of
applications, including in collaboration with humans in
work operations as well as in medical treatment and
nursing care.

In existing customer sectors, we will expand applica-
tions for automakers, create products for EV and HV man-
ufacturing, expand line building operations, and expand
sales of duAro, a robot designed to collaborate with
humans in work operations. In addition, we will expand
sales and market share by providing solutions that draw
on the Group’s experience accumulated through robot
development for a wide range of applications within the

Yasuhiko Hashimoto

President,
Precision Machinery &
Robot Company

¥ Orders Received M Operating Income
M Net Sales (Billions of yen)

(Billions of yen) @ Operating Income Margin
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Kawasaki Group and by enhancing the sales and service
structure. In new customer sectors, we aim to establish
new business fields by integrating robotics with [oT/Al,
as with Succcessor,” and to commercialize the robotically
assisted surgical devices currently in development at
Medicaroid, a joint venture with Sysmex Corporation.

We will continue to pursue synergy by integrating
hydraulic machinery and robot production and develop-
ing new products combining the technologies of each. By
doing so, we will reinforce the businesses of the Precision
Machinery & Robot Company as a whole.

* Successor: Technology in which expert engineers use remote controls with
kinesthetic feedback to safely operate robots and perform tasks. The
robots memorize these movements, which they can then convey to
the next generation of operators. Using Al to learn from
recorded inputs, the system can also generate automated
operational programs.

Hydraulic motor M7V (left)
Hydraulic pump K8V (right)

Hydraulic components and systems for industrial machinery
Hydraulic deck machinery for marine products Industrial robots Medical and pharmaceutical robots

BX300 spot welding robot

@ Before-tax ROIC

22.9%
19.8%

13.4%

(FY)

2016 2017 2018 (FY)

duAro collaborative
Dual-Arm
SCARA Robot
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Initiatives to Create Social Value

Precision Machinery Business Division

The Precision Machinery Business Division has designat-

ed the following as its vision for 2030.
Make Kawasaki hydraulic machinery and systems the
global standard by expanding sales to customers around
the world and achieve stable production and supply
Support the development of next-generation of human-
and environment-friendly construction machinery
through Kawasaki products to contribute to the improve-
ment of infrastructure, mainly in emerging countries
Promote the development and sale of energy-saving
products, hydrogen-oriented products and renewable
energy-oriented products to contribute to the reduction
of environmental burden
Combine new technologies, such as ICT, loT and Al, with
Kawasaki's robot technology and hydraulic control
technology to create new value

Hydraulic pump for construction machinery.

To achieve this vision, we are working to establish sys-
tems for stable production and supply and advancing
R&D into hydraulics systems aimed at creating ICT-linked,
automated and unmanned next-generation construction
machinery for customers while advancing product devel-
opment and sales in the pursuit of full-scale entry into
agricultural machinery and industrial vehicle sectors. In
addition, following the adoption of our high-pressure
hydrogen regulator by a European automaker, we

have commenced primary mass-production and are

now advancing development toward secondary mass-
production. Also of note, total sales of Eco-Servo, an
energy-saving and low-noise hydraulic hybrid system,
have reached 4,000 units, and we are working on a com-
pact electro-hydraulic actuator for humanoid robots, as well.

Sloleo|®

e Establish production sites and stable supply systems that are globally optimized in terms of
cost, quality and delivery time and further expand sales in the construction, agricultural, man-
ufacturing and marine machinery fields in order to make Kawasaki products the global stan-

Goals for the MTBP 2019

dard by supplying our hydraulic machinery and systems to customers around the world.

e Establish firm foundations in new businesses, such as high-pressure hydrogen regulators for
automobiles and fields based on synergies with the robot business

e Hydraulic machinery production and delivery volume: 940,000 units

Fiscal 2018 Results

Robot Business Division

The Robot Business Division has designated as its vision
for 2030 improving access to high-quality medical care
through the development of medical robots in developed
countries facing demographic graying as well as using
robot technology to support medical supplies production,
nursing and medical care and the development of therapies
and treatments that reduce the physical burden on patients
while developing and manufacturing robots that collaborate
with humans in work operations and making them intelli-
gent enough to help address labor shortages, mainly in
developed countries. To achieve this vision, we have

e Hydraulic machinery production and delivery volume: 720,000 units

positioned medical robots as a business that will support
aging societies and established Medicaroid Corporation—a
joint venture with Sysmex Corporation—through which we
are developing robotically assisted surgical devices and
applied robots using industrial robot technology with the
goal of creating new businesses. We also seek to promote
collaboration with humans in work operations, focusing
mainly on duAro—our Dual-Arm SCARA Robot—to cultivate
demand for greater automation at manufacturing sites.

600D HEALTH weorioncoo [ RESPONSILE 13 oo 17 hemerses
AND WELL-BEING ECONOMIC GROWTH AND INFRASTRUCTURE. CONSUPTION ACTION FORTHE GOALS
A /J l AND PRODUCTION

e |ncrease our market share with existing automotive sector customers, reinforce proposition
capabilities for line building solutions, expand sales channels for general production equip-
ment in China, expand sales of robots for use in collaborative work with humans, and intro-

Goals for the MTBP 2019

duce robotically assisted surgical devices in the medical field

® Promote the integration of 10T, Al and robotics technologies and the development of products
based on synergies with hydraulics technologies

® Robots delivered: 40,000

Fiscal 2018 Results ® Robots delivered: 20,000

Kawasaki Report 2019

Message from the Chairman of the Board

Free, Open Discussion Makes
Our Governance More Effective

The Kawasaki Group got its start in the shipbuilding business.
Over the decades, by evolving in step with its stakeholders and
the changing needs of society, the Group ventured into the roll-
ing stock and aircraft businesses and then a wide range of other
fields, such as energy and environmental engineering, industrial
equipment, and motorcycles, developing into a comprehensive
heavy industries enterprise.

Today, under the Group Mission, “Kawasaki, working as one for
the good of the planet,” we ambitiously strive to solve a wide
range of social issues, using our wealth of technological prowess
accumulated over the Group's 120-year history while helping to
realize a sustainable society, as touted in the Sustainable
Development Goals, and increasing our enterprise value.

Such global-scale social issues as climate change are growing
more serious, and Kawasaki's business environment is rapidly
changing. For the Kawasaki Group to grow going forward, it is
essential that top management have an accurate understanding
of the issues at hand and make decisions quickly. We must
therefore strengthen our corporate governance to ensure that
Group management meets stakeholder expectations by consis-
tently making the best choices.

Based on this understanding, we are advancing a number of
initiatives to build and reinforce corporate governance systems
appropriate for the Group on an ongoing basis.

Specifically, on April 1, 2018, we revised the director and
executive officer system, more clearly separating management
execution from oversight and increasing the number of outside
directors by one to reinforce the business execution oversight
function of the Board of Directors.

Furthermore, at Board of Directors meetings, the directors and
audit & supervisory board members, including independent out-
side officers, each engage in discussion based on their unique
insight and experience and we strive to reach sound manage-
ment decisions. When formulating the MTBP 2019, in addition to
discussions at Board of Directors meetings, we held meetings
with the directors, audit & supervisory board members, and
executive officers about medium- and long-term management
issues, seeking to enhance discussion.

We value the entire process leading to final decisions, in which
all participants can freely share their views, regardless of their
position, and seek to reach decisions based on thorough discus-
sion. This kind of free and open culture is part of the unique
character of the Kawasaki Group. Leveraging this, we aim to
deepen discussions about corporate governance and build effec-
tive systems that are appropriate for the Kawasaki Group.

Shigeru Murayama

Chairman of the Board
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Messages from the Outside Directors

The Kawasaki Group appoints outside directors who are capable of providing
appropriate opinions and advice from an objective perspective independent of
the Group’s business execution based on abundant experience and specialized
knowledge in fields other than those in which the Company operates.

The outside directors strive to strengthen their oversight function by providing
opinions and advice that apply this perspective. Furthermore, they proactively take
part in governance and provide guidance by such means as serving as the presiding
officers of the Compensation Advisory Committee and Nomination Advisory
Committee. By including the opinions of outside directors with diverse backgrounds
in management, Kawasaki is further strengthening its corporate governance.

Striving to help increase enterprise value by
voicing the perspectives of the capital
markets and investors

Kawasaki boasts a long tradition of developing businesses backed by
strong technological prowess. Today, however, as society changes at
an accelerating pace, management decisions must be made faster
than ever before. In light of this, Kawasaki is working to build frame-
works that will facilitate quicker response to change and promoting
innovation in its corporate culture even as it pursues initiatives in
new fields, such as robotics and hydrogen. Discussions at Board of
Directors meetings are very lively, and we are moving forward with
considerations related to enhancing governance, as well. Having been

Michio Yoneda

Outside Director

involved during a period of great change in the management of a Audit & Supervisory Board Member,
el . q q Sumitomo Chemical Co., Ltd.
securities exchange that, like Kawasaki, has a long history, | have Director (Outside Audit and

seen first-hand the importance of quickly responding to changes in Supervisory Committee), Asahi
the business environment and how an organization can decline if fails Broadcasting Corporation

to do so. As such, | commend Kawasaki for its efforts in this area,
which represent an effort to adapt to the changing times.

However, | think that reinforcing our ability to effect total optimiza-
tion, including that achieved by bringing together the technological
strengths Kawasaki has in various fields to create synergy, as well as
changing frameworks and mindsets to increase earnings power,
remain as tasks going forward. These issues are reflected in
Kawasaki's stock price, which serves as a mirror for the Company.
The Board of Directors discussed these issues at length when formu-
lating the new medium-term business plan, and we were able to
include addressing them as major focuses. If Kawasaki can raise prof-
its, create new technologies, and balance the cycle of the two, | am
confident that it will be able to fully leverage its conglomerate advan-
tage and grow. Based on my experience in the financial industry, |
will do my utmost to avoid being caught up in the conventional wis-
dom of the manufacturing industry as | proactively voice the perspec-
tives of capital markets and investors with regard to organizational
reform and new business development to contribute the improve-
ment of Kawasaki's enterprise value.
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Transforming society through innovation,
with corporate heritage as a compass

Today, as expanded capitalism and globalism near turning points, the very nature
of manufacturing is on the verge of great change. This includes the creation of
products and manufacturing processes with a greater focus on sustainability, a
growing shift from merely selling products to businesses that also encompass ser-
vices and operations, and the systemization of value chains via the integration of
diverse information. To grow when the future outlook is so unclear, it is important
to understand society’s needs and leverage a wealth of ideas to find the way for-
ward to dramatic innovation.

At such a time, | believe that companies must deeply examine their purpose in
society and use their unique corporate heritage as an important compass in order
to move forward. Kawasaki now aims to use the cutting-edge technologies it has
honed to create new value and contribute to the development of society. By thus
putting into practice its motto of “Changing Forward,” Kawasaki seeks to take on
major social responsibilities and develop further in the coming era. What is
Kawasaki's heritage? Looking toward the future, what aspects of its heritage should
it hold firm, what should it alter, and how should it take on the changes to come?
Faced with tremendous change, | hope that Kawasaki will deeply consider these
questions as it charts a vision for the future, rooted in its heritage, and come
together with those who share that vision to transform society.

While people go on about VUCA,” history is continuous, and there are certain
inevitabilities in the way it unfolds. Based on my experience working for more than
40 years in manufacturing and technological development within the glass industry,
| think that if we can be sensitive to and suss out these inevitabilities, create the
differentiation that is the key to dramatic innovation, and fully map out victory sce-
narios before making decisions, results will surely follow. Going forward, | hope to
support bold decision-making focused on Kawasaki's heritage and its future and

aiming for corporate transformation.
“ VUCA: Volatility, uncertainty, complexity and ambiguity

Focusing on risk management as a
global conglomerate

Kawasaki is famous in America for its motorcycle business, so that was my image
of Kawasaki before joining. | have been an external Director of Kawasaki Heavy
Industries for one year and now truly appreciate its diversity of business lines and
global footprint. For most of my career, | worked internationally as a financial ser-
vices lawyer and understand the business benefits of having a global business as
well as the complexity and different risk profile this brings.

Kawasaki operates in many countries, so it is subject to many types of risks at
the country and global level. As the speed of information exchange and availabili-
ty of data increases, it becomes easier to track global developments and risks
more effectively.

As a conglomerate, Kawasaki's corporate governance system must oversee and
manage the growth of each of its six unique businesses in various countries while
assessing and balancing the level of risk exposure to create the best return for all its
stakeholders. With higher legal complexity and more competition in the global mar-
ket, it is necessary to ensure that there is an ability to centrally track and anticipate
challenges that will occur. | believe that the Kawasaki management is focused on the
right things from a risk management perspective, including pursuing efficient and
systematic tracking of risks centrally, identifying synergies across businesses that
can improve competitiveness and reduce costs, creating a global compliance frame-
work and re-assessing the best business model for how to better centrally integrate
its risk assessment while allowing for each company to grow within its specialty.

Yoshiaki Tamura
Outside Director

Director, DIC Corporation

Jenifer Rogers
Outside Director

General Council, Asia, Asurion Japan
Holdings G.K.

Director, Mitsui & Co., Ltd.

Director, Nissan Motor Co., Ltd.
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Corporate Governance

Basic Stance on Corporate Governance and Initiatives to Date

Guided by the Group Mission “Kawasaki, working as one for
the good of the planet,” the Kawasaki Group has established a

Initiatives to Strengthen Corporate Governance

Corporate Governance System

Kawasaki adopts the statutory auditor system with a Board of Directors and Audit & Supervisory Board, and appoints an independent
auditor. The Company also maintains the discretionary Nomination Advisory Committee, Compensation Advisory Committee,
Management Committee, and Executive Officers Committee. The composition and role of each of these organizations are described below.

corporate governance system centered on directors and audit Y ——

& supervisory board members, with content appropriate for 2001 | ooduced the number of directors from 26 to 11
the global activities that the Group undertakes, and takes ) ) )
& K P ) e |ncreased the number of outside audit & supervisory
efforts to further improve the system. The basic stance on 2002 board members to two
corporate governance for the Group as a whole is to raise e Adopted a performance-based compensation system

enterprise value through effective and sound management 2005 e Abolished the retirement benefit system for directors
while forming solid relationships with all stakeholders, includ-
ing shareholders, customers, employees, and communities,
through highly transparent management practices.

2013 e Appointed an outside director

¢ Increased the number of outside directors to two
® Took steps in response to the introduction of Japan's
Corporate Governance Code
2015 e Established the Nomination Advisory Committee and
Compensation Advisory Committee
® Began evaluations of the effectiveness of the Board
of Directors

* Added stock purchase funds to director’s

AU compensation

® Increased the number of outside audit & supervisory
board members to three
2017 e Revised matters requiring resolution by the Board
of Directors (expanding the scope of delegation
to executives)

e Increased the number of outside directors to three

AU ® Revised the director and executive officer system

2019 e Reduced the number of directors from 12 to 11

Number of Outside Directors and Audit & Supervisory Board Members and Ratio to Total Officers (as of June 26, 2019)
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® Board of Directors

The Board of Directors comprises 11 directors (authorized
number: 18), with the chairman serving as the presiding
officer. The number of outside directors (independent offi-
cers, as required by the Tokyo Stock Exchange) is three. The
outside directors are independent of any role in the execution
of business activities. Furthermore, the Nomination Advisory
Committee and Compensation Advisory Committee have been
established as advisory bodies to the Board of Director in an
effort to strengthen its transparency and objectivity of the
Board of Directors. A majority of the committees’ members
are outside officers, and the presiding officers of each are
outside directors. The Nomination Advisory Committee dis-
cusses such matters as policy regarding the appointment of
directors and audit & supervisory board members and the
appropriateness of candidates for such positions. The
Compensation Advisory Committee discusses such matters as
director compensation policy and the appropriateness of the
director compensation system. These committees provide
reports and advice to the Board of Directors.

e Audit & Supervisory Board

The Audit & Supervisory Board comprises five audit & super-
visory board members (authorized number: five). To ensure
the reliability of financial reports, the Company appoints
internal audit & supervisory board members who have con-
siderable knowledge of finance and accounting. Furthermore,
to ensure the objectivity and neutrality of the supervisory
function, the Company appoints three outside audit & supervi-
sory board members (independent officers, as required by the
Tokyo Stock Exchange) with no business relationships or other
vested interests in the Company. The internal and outside
audit & supervisory board members share information closely
and work to enhance the Audit & Supervisory Board's super-
visory function.

Key Internal Committees Other than the Board of Directors and Audit & Supervisory Board

Nomination Advisory Committee * An advisory body on the nomination of directors and audit & supervisory board members

Compensation Advisory Committee e An advisory body on the compensation of directors

* Includes executive directors and internal company presidents

Management Committee

® Assists the president as an advisory body with regard to Group management

® Discusses important Group management policy, management strategy and management issues

e Comprises all executive officers appointed by the Board of Directors

Executive Officers Committee

* Conveys business execution policy based on management policy and management plans determined mainly by the
Board of Directors and the Management Committee

* \Venue for communicating necessary and important information regarding business execution and exchanging opinions

Corporate CSR Committee implementation

® Discusses and decides on basic policy and important matters related to CSR for the Group as a whole and monitors

Corporate Risk Management ® Discusses and identifies important issues pertaining to risk management for the Group as a whole and monitors

Committee implementation

Major Project Committee

® Assesses risk and considers appropriate responses before the acceptance of major projects

Project Risk Management Committee e Regularly follows up on major projects during execution

The Kawasaki Group’s Governance Structure (As of June 26, 2019)

General Meeting of Shareholders
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Evaluation of the Board of Directors’ Effectiveness

The Company strives to ensure that directors and audit & supervisory board members, including independent outside directors
and audit & supervisory board members, engage in free, vigorous discussion based on their insights and experience at meetings of
Kawasaki's Board of Directors and reach appropriate management decisions. As part of these efforts, since fiscal 2015, the
Company annually evaluates and analyzes the effectiveness of the Board of Directors.

Evaluation Method

The fiscal 2018 effectiveness evaluation was, as in previous years, carried out as follows.

(1) A survey of all directors and audit & supervisory board
members, based on advice from outside experts was made*

(2) The survey results were aggregated and analyzed by out-
side experts

Evaluation Results and Response
The Board of Directors’ discussion found that the Board's
effectiveness was appropriately ensured, based on such fac-
tors as its resolutions having been reached after active dis-
cussion among both the internal and outside members.
However, regarding the further enhancement of the Board of
Directors’ oversight function, the directors and audit & super-
visory board members provided multiple opinions related to
such considerations as the Board's composition and the topics
it should discuss, sharing their understanding of tasks for the
Board. The Board will continue to engage in discussion from
various viewpoints and work to increase its effectiveness.

Corporate Officer Compensation

(3) The aggregated information and analysis results were dis-
cussed at a Board of Directors meeting

* A survey comprising questions mainly about the overall operation of the
Board of Directors and its discussions, designed with regard to the Company’s
particular characteristics

Initiatives to Address Issues Identified in Previous Years ——
The main initiatives implemented in fiscal 2018 to address
issues identified by previous evaluations of a Board of
Directors’ effectiveness were as follows.

e To reinforce the Board of Directors’ oversight function, the
number of outside directors was increased by one, with
consideration given to ensuring the Board's diversity (in
terms of nationality, gender, professional background, etc.).
In addition, the Company revised its director and executive
officer system, clarifying the respective roles of directors
and executive officers.

® To enhance discussion of medium-to-long-term manage-
ment issues, when formulating the medium-term business
plan, in addition to discussions at Board of Directors meet-
ings, the participants of these meetings (directors and audit
& supervisory board members) held meetings with the
executive officers several times, taking ample time and cre-
ating opportunities for deeper discussion.

Kawasaki’'s Approach to Corporate Officer Compensation

The compensation system for Kawasaki directors and audit & supervisory board members is designed to promote sustained
improvement in corporate performance and enterprise value, align the interests of corporate officers with those of shareholders,
secure outstanding human resources, and ensure a level of compensation commensurate with the duties of the individual officer.

Director Compensation
Compensation for directors, excluding outside directors, con-
sists of basic compensation, performance-based compensation
and stock purchase funds.

Compensation for outside directors is set at a fixed level not tied
to corporate performance, to ensure professional independence.

Directors’ compensation is set within the maximum total
compensation for directors (¥1,200 million per year), as
resolved at the 189th Ordinary General Meeting of
Shareholders (held on June 27, 2012). After receiving the
results of deliberations by the Compensation A