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Founded in 1878, Kawasaki Heavy

Industries, Ltd. (KHI), is a leading global
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The current fiscal year, ending in March 2007, is the

final year of an ongoing medium-term business plan

that has the objectives of creating a high-margin 

earnings structure by reforming our business portfolio

to respond effectively to changes in the operating

environment and to achieve sustainable growth. 

In implementing this medium-term plan, we are 

exercising selectivity and focus in the allocation of

resources among our various businesses. We have

selected the Aerospace, Consumer Products &

Machinery, Rolling Stock, and Gas Turbines &

Machinery businesses as core and developing busi-





An Interview with Tadaharu Ohashi, President

Q: What development projects does 
Kawasaki have ongoing at present?





Q: What initiatives is Kawasaki taking in its motorcycle 
development activities?

In recent years, we have increased the number of R&D personnel and
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Millions of yen

2006 2005 2004 2003 2002 2001

Operating results:

Net sales ................................................................ ¥1,322,487 ¥1,241,592 ¥1,160,252 ¥1,239,598 ¥1,144,534 ¥1,060,479

Cost of sales .......................................................... 1,148,547 1,088,219 998,416 1,069,341 977,875 924,522

Gross profit ............................................................ 173,940 153,373 161,836 170,257 166,659 135,957

Selling, general and 

administrative expenses ...................................... 132,145 128,629 139,586 139,714 135,348 131,497

Operating income ................................................. 41,795 24,744 22,250 30,543 31,311 4,460

Net income (loss) .................................................. 16,467
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Management’s Discussion and Analysis

OVERVIEW
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long-term liabilities declined ¥51.5 billion. Among current 

liabilities, trade payables rose ¥61.6 billion, along with the

overall expansion in the Company’s business activities, includ-

ing progress made to date in the development of the next

maritime patrol aircraft and the next transport aircraft for the
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from shareholders to increase the cash dividend payment by

¥0.5 per share, to ¥3.0 per share for fiscal 2006. 

BUSINESS RISK

External factors that may have an effect on the KHI Group’s

performance and financial position include the following:

(1) Political and Economic Conditions

The Group conducts its business activities not only in Japan
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Thousands of
U.S. dollars
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Thousands of
U.S. dollars

Millions of yen (Note 1)

2006 2005 2004 2006

Net sales ............................................................................................... ¥1,322,487 ¥1,241,592 ¥1,160,252 $11,258,083

Cost of sales ......................................................................................... 1,148,547 1,088,219 998,416 9,777,365

Gross profit ................................................................................... 173,940 153,373 161,836 1,480,718

Selling, general and administrative expenses (Note 11) ................. 132,145 128,629 139,586 1,124,925

Operating income ........................................................................ 41,795 24,744 22,250 355,793

Other income (expenses):

Interest and dividend income ..................................................... 3,225 3,240 3,476 27,454

Equity in income (loss) of non-consolidated 

subsidiaries and affiliates ........................................................... (197) 506 941 (1,677)

Interest expense ...........................................................................( U . S .  d o l l a r s 6 ) ] T J 
 / 0 1 3 .  w  T ( 4 4  1 3 5 
 3 0 . 4 2 a x  0 0  3 5 
 3 0 . 4 2 1  T c 
 ( 1 . 4 8 0 , 7 7 0 3 9 7 i 5 9 9 7 0 3 5 1 
 3 1 8 . 5  6 [ ( Y e n  n 0 6 5 9 0 0 2  i v e  e x p e 4 4  1 3 9 7 i l 2 9 2 a x  0 6 4 3 0 . ) ] F 2  1 . . 2 9 2 a x  0 1 ) 7 i l w 2  0  5 6 T f 8 9 . 4 6 C m o u n t s 5 , 7 9 3
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Thousands Millions of yen

Number of Net Foreign
shares of unrealized currency
common Common Capital Retained gains on translation Treasury

stock stock surplus earnings securities adjustments stock
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Thousands of
U.S. dollars

Millions of yen (Note 1)

2006 2005 2004 2006
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Thousands oft 2039t 2039Cash flows from investing activities:3986039323396,87139
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If the market value of held-to-maturity debt securities, equity securities issued by non-consolidated
subsidiaries and affiliated companies and available-for-sale securities declines significantly, such securities
are stated at fair market value and the difference between fair market value and the carrying amount is
recognized as loss in the period of the decline. If the fair market value of equity securities issued by non-
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With corporate separation of the crushing machinery business on April 1, 2005, the Company provided the
allowance for retirement and severance benefits to fully amortize net transition obligation for employees of
crushing machinery business in the amount of ¥1,315 million ($12,243 thousand).

(v) Hedge accounting
The Company and its consolidated subsidiaries employ deferred hedge accounting. If derivative financial
instruments are used as hedges and meet certain hedging criteria, the Company and its consolidated
subsidiaries defer recognition of gains or losses resulting from changes in fair value of derivative financial
instruments until the related losses or gains on the hedged items are recognized.

(w) Finance leases
For the Company and its domestic consolidated subsidiaries, finance leases that do not transfer ownership
and do not have bargain purchase provisions are accounted for in the same manner as operating leases in
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(b) Acquisition costs and book values of held-to-maturity debt securities with available fair values as of March 31,
2006 were as follows:

Thousands of
Millions of yen U.S. dollars

2006
Acquisition

cost Book value Difference Difference

Securities with book values exceeding acquisition costs:
Bonds ....................................................................................... ¥303 ¥293 ¥(10) $(85)

(c) Book values of investments in securities with no available fair values as of March 31, 2006 and 2005 were
as follows:

Thousands of
Millions of yen U.S. dollars

2006 2005 2006
Book value Book value Book value

Held-to-maturity debt securities:
Non-listed securities .................................................................................. ¥ 3



Annual Report 2006  |  45Short-term borrowings and long-term debt as of March 31, 2006 and 2005 were comprised as follows:Thousands of2006 2005 2006Short-term borrowings:Short-term debt, principally bank loans, bearing average interest rates of 2.325 percent and 1.823 percent as of March 31, 2006 and 2005,92 spectively ................................................... ´113,758 ´106,096 $ 968,400Current portion of long-term debt, bearing average interest rates of 1.723 percent and 1.613 percent as of 
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(a) Capital surplus
Under the Commercial Code of Japan, the entire amount of the issue price of shares is required to be
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For derivative transactions that meet the conditions for hedge accounting, the Company and its consoli-
dated subsidiaries apply hedge accounting principles. Derivative transactions that meet the conditions for
hedge accounting are required to be disclosed. 

In order to minimize credit risk, the Company and its consolidated subsidiaries use only highly-rated
international financial institutions as counterparties to derivative transactions.

The Company and its consolidated subsidiaries have established policies that restrict the use of derivative
instruments, including limits as to the purpose, nature, type and amount, and that require reporting and
review in order to control the use of derivatives and manage risk.

(a) Outstanding positions and recognized gains and losses at March 31, 2006 are as follows:
Thousands of

Millions of yen U.S. dollars
Contract Market Gain Gain
amount value (loss) (loss)

Currency related contracts:
Foreign exchange contracts:

To sell .......................................................................................... ¥72,195 ¥75,141 ¥(2,946) $(25,078)
To purchase ................................................................................ 897 935 38 323

To sell ..........................................................................................817136021(25,-4.836360215325,078
)]4-2751715 602.59751715 685.95 l.T o  p u r c h a s e  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Millions oativ
Contra27 Mark4-6138.5(Gain)]TJ
E44653 585.0
E44653 585.95 l
S
BT
6.5 0 0 6.9 39344902 588.0752 Tm
[(amoull -3859.6(val776025.9((loss))]TJ
8 0 0 43753 576.5752 Tm
(Currency related contracts:)Tj
1.0395 -1.25 TD
-0.0001 Tc
(Foreign exchange contracts:)Tj
1.0395 -1.25 TD
-0.0002 Tc
0.0001 Tw
[(To s164)-9............................................................................................-84 Tf(¥79,79,37 398(¥81,013 s1975Tf(¥021,214(loss
d)01 Tw
[(To purch186539.................................................................................ch18812121,f
-amo067 -31,f54(vaD
-)-912ollarss:)Tj
1.5427 -252 Tm
-0.0001 Tc
9(kpositnge contracts:)Tj
1.0395 -1.25 TD
-0.0002 Tc
0.0001 Tw
[(To s164)-9............................................................................................-18812122,428.643665394Tw
45771267,078
)]4-7 0 06585 602.0 706585 685.95 l )]TJ
8 038)6328736717 604.5752 Tw
[(To purch186539.................................................................................ch18812122,34Tw
488l )-8
[(894)-9(3925,078
)]1j 0]4-7 0 055-2 5602.0 7055-2 5685.95 l 
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(a) Information by industry segment
Millions of yen

2006
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(b) Information by geographic area
Millions of yen

2006
External Intersegment Total Operating Operating Total

sales sales sales expenses income (loss) assets

Japan ............................................. ¥ 986,266 ¥ 247,228 ¥1,233,494 ¥1,192,245 ¥41,249 ¥1,074,688
North America .............................. 222,477 16,588 239,065 237,651 1,414 159,169
Europe ........................................... 80,818 4,053 84,871 83,308 1,563 63,254
Asia ................................................ 24,800 16,975 41,775 40,315 1,460 24,285
Other areas ................................... 8,126 141 8,267 8,893 (626) 7,324

Total ........................................... 1,322,487 284,985 1,607,472 1,562,412 45,060 1,328,720
Eliminations and corporate ......... — (284,985) (284,985) (281,720) (3,265) (44,635)

Consolidated total .................... ¥1,322,487 ¥ — ¥1,322,487 ¥1,280,692 ¥41,795 ¥1,284,085

Millions of yen
2005

External Intersegment Total Operating Operating Total
sales sales sales expenses income (loss) assets
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(d) Overseas sales
Overseas sales consist of the total sales of the Company and its consolidated subsidiaries made outside of
Japan. Overseas sales information, for the respective years were as follows:

Millions Millions Millions Thousands of
of yen % of yen % of yen % U.S. dollars

2006 2005 2004 2006
Overseas Against Overseas Against Overseas Against Overseas

sales net sales sales net sales sales net sales sales

North America ............................. ¥282,149 21.3% ¥236,847 19.0% ¥240,121 20.7% $2,401,881
Europe ......................................... 109,060 8.2 100,362 8.1 109,026 9.4 928,407
Asia ............................................... 197,503 14.9 171,461 13.8 91,908 7.9
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To the Shareholders and the Board of Directors of Kawasaki Heavy Industries, Ltd.:

We have audited the accompanying consolidated balance sheets of Kawasaki Heavy Industries, Ltd. and consolidated subsidiaries as of

March 31, 2006 and 2005, and the related consolidated statements of income, shareholders’ equity and cash flows for each of the three

years in 



Directors, Corporate Auditors, and Executive Officers

DIRECTORS CORPORATE AUDITORS



President

Tadaharu Ohashi



Major Consolidated Subsidiaries and Affiliates

Paid-in Capital Equity
Name Location (Millions of yen, (% ownership by Principal Businesses







Network

Kobe Head Office
Kobe Crystal Tower, 
1-3, Higashikawasaki-cho 1-chome,
Chuo-ku, Kobe, Hyogo 650-8680, Japanome,
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