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Founded in 1878, Kawasaki Heavy Industries, Ltd. (KHI), is a leading global compre-
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Amid these economic conditions, orders won by the

Kawasaki Heavy Industries (KHI) Group amounted to

¥1,610.8 billion, ¥18.1 billion, or 1.1%, higher than in

the previous fiscal year, mainly due to the receipt of a

substantial number of orders for bulk carriers in the

Shipbuilding segment. Net sales rose to a record high for

the third consecutive year, driven particularly by expan-

sion in sales of the Shipbuilding and Consumer Products

& Machinery segments, and amounted to ¥1,501.1 bil-

lion, ¥62.5 billion, or 4.3%, higher than in the previous

fiscal year. 

Operating income increased ¥7.8 billion, or 11.2%, over

the previous fiscal year, to ¥76.9 billion, boosted by the

decline in the value of the yen against the U.S. dollar in

the first half of the fiscal year and the return to profit-

ability of the Shipbuilding and Plant & Infrastructure

Engineering segments. Net income expanded ¥5.4 bil-

lion, or 18.0%, to ¥35.1 billion. Both operating income

and net income figures were at record high levels for the

second consecutive year. 

Our basic dividend policy is to continue to pay stable

cash dividends that are appropriate to our performance

while paying careful attention to expanding retained

earnings to strengthen and expand the KHI Group’s

management base to prepare for future growth. Based

on this policy, and after an overall appraisal of perform-

ance and other factors, we proposed and received

approval from shareholders to pay an annual cash divi-

dend of ¥5.0 per share for fiscal 2008. 

Management Policies and Objectives

Last year, we issued a new Kawasaki Group Mission

Statement:

“Kawasaki, working as one for the good of the planet—
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KAWASAKI HEAVY INDUSTRIES, LTD.
Review of Operations

Rolling Stock & 
Construction Ma
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Review of Operations

Gas Turbines & Machinery

Main Products
• Jet engines
• Small and medium-sized gas turbine generators
• Gas turbine cogeneration systems
• Gas turbines for naval vessels
• Steam turbines for marine and industrial applications
• Diesel engines and marine propulsion systems
• Gas engines
• Aerodynamic machinery

15.9 MW gas turbine cogeneration system for MC Shiohama Energy Service Corporation

Kawasaki Green Gas Engine

18
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104.7% at the end of the previous fiscal year to 86.7%. The
current ratio, which stood at 119.1% at the end of the prior
year, was 119.1% at the end of the fiscal year under review. 

MANAGEMENT INDICATORS

The Company’s objective is to meet and exceed the expecta-
tions of investors for profitability. The management indicator
we have selected is before-tax return on invested capital (ROIC),
which measures how efficiently the Company uses its capital.
As it works to maximize before-tax ROIC, the Company is
working to strengthen its financial position by implementing
measures to expand profit and simultaneously reduce invested
capital. Before-tax ROIC is computed by calculating the ratio of
earnings before interest and taxes (EBIT) to the sum of interest-
bearing debt and total shareholders’ equity. 

Applying this formula, before-tax ROIC for the year under
review was 11.2%, which was 2.5 percentage points higher
than the 8.7% figure for the prior year. 

In addition, under the Group’s Medium-Term Business
Plan “Global K,” announced in September 2006, the Group is
aiming to strengthen its earning power and has therefore also
adopted the ratio of recurring profit to net sales as a key man-
agement indicator. Recurring profit is used in accounting stan-
dards generally accepted in Japan. It is the sum of operating
income, net interest income (expenses), dividend income, and
other non-operating and recurring items. 

For the fiscal year under review, the Group’s ratio of
recurring profit to net sales was 4.3%, which was 0.9 percent-
age point higher than the 3.4% reported for the prior year. 

CASH FLOWS

During fiscal 2008, net cash provided by operating activities
was ¥75.8 billion, ¥29.9 billion higher than during the previ-
ous fiscal year. Principal cash inflow items were income before
income taxes and minority interests of ¥58.1 billion, deprecia-
tion and amortization of ¥37.5 billion, and an increase in trade
payables of ¥26.9 billion. Among cash outflow items, the
increase in inventories amounted to ¥19.0 billion. 

Net cash used for investing activities amounted to ¥49.1
billion, ¥5.8 billion higher than in the previous fiscal year. The
principal use of this cash was for acquisition of property, plant
and equipment.

Free cash flow, which is the net amount of cash from
operating and investing activities, amounted to an inflow of

¥26.7 billion, versus an inflow of ¥2(and equipmenoup is)TjT*m9ing activitiMfigur inmounted to ¥19.0 billion. 
The  inotwo rest incs,ectTjT*(thaincomim previousomioderest-thavidendr)TjT*(year, was 119.1%somiodnvestonanctyl positioak9 0 0n.1%dstssceed tn rest incsTTD(FreCompor investin2fBtivities aaeo of2fBDi¥58T*(tionsmim previoucome (expvidendr)tan-)Tjon by implestin2fBng d, gest oa, before-tax-(expome (exfor the prior year. )Tj-2 -119.1%smpolicyc(The  is foayis used rest incsThe-mount of cave ainmutTjT*.1%sd tn resnstaduedetwo restacome (expinorivest*(bearing d,et  billevioucome (expinor0 of ¥3e-tax-(expome (exculating th¥5)nctyl reueesthe adoptting the(The  iwassng .4workwo 0n. outflow it(ophichreve coorkwo .1%smpolicyc -15 Ta-eT*.1%sheray-on by implch resboral he  n of ¥, beTjT*4woed to ¥19.0 bAringme Pl mainnobefjTt .1%smpolicycAjTctrade)TInsh ond bresmount of cave ainmual 2008¥, beoayis u billevioucome (exptadopepu coorklliAjTctron by im454-5-119.1%srally ¥2Ch ond befLawfor the prior yea31 0.22Tj/F223 48 574.BUSINESS RISK.25 Tm(CASH 31 049j/F3 197 48 574.Exevisceefa8T*(tjTt mesthaveu bieff58T inc.1%sKHI under rsomioderest, bet ce of ¥,et casdnveocash wa ofludetw1%soolll he :r the prior youp2w of)Tj2 )Tj-1.4wut)Tj 48 5w((1) PTheTcdnvof ¥Ea-)omycrCr iiby o equiTm(CASH 0ers’ equity. )Tj11.4wut) 5w(Tar underra-)duchree Gr -15 Ta-)sed for invnob inlygenerallyr - of properlso elsewhash in Asia, NTjh ofvioca, Eur acn of ¥TjT*(ve aof property,ompsubj58T wo .1%sa-)Tiche ceade)TpTheTcdnvof ¥ea-)omycof propedevelophichrellion s%shegy o . 
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KAWASAKI HEAVY INDUSTRIES, LTD.
Consolidated Balance Sheets 
Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries
As of March 31, 2008 and 2007

Thousands of
U.S. dollars





KAWASAKI HEAVY INDUSTRIES, LTD.
Consolidated Statements of Income
Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries
For the years ended March 31, 2008, 2007 and 2006

36

Thousands of
U.S. dollars

Millions of yen (Note 1)

2008
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KAWASAKI HEAVY INDUSTRIES, LTD.
Notes to the Consolidated Financial Statements
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(r) Provision for restructuring of the commercial aircraft manufacturing business
This provision is for estimated charges as the Company has reached a basic agreement with respect to the partial
transfer of its manufacturing work on “EMBRAER 190” airplanes to Embraer—Empresa Brasileira de Aeronáutica
S.A., which is the Brazilian co-developer of the airplane.

(s) Provision for losses on construction contracts
The provision for losses on uncompleted construction contracts at the fiscal year-end is made when substantial
losses are anticipated for the next fiscal year and beyond and such losses can be is ud/lyor estimatne.

t(s) Provision foenviAereemescam isumprss)Tj/F3 1 Tf0 -1.1176 TD(e “Lawhe ncernurinSesprciaM isumpric aicon PCB (polyochloturipatebip whyl(swaste”be quimpric Compianes al)TjT*h re coi/lyodire seer oPCB waste. T the Companh rervchedn amoumens for estimateexpensanes tte itoPCB wasteal)TjT[(in)-277.9(r thl year-eateMarsuc31,24 08. )]TJTj/F4 1 Tf0 -1.4706 TD(u(sI unce taxprss)Tj/F3 1 Tf0 -1.1176 TD(e alostnd anzilbazity ape pahich iusates trecognizera nsfratesax alostsnd anzilbazitianen for loes rryn fwardsnd anr tal)TjT*expecpateduacte taxed co quenceser ofemporaryodifnsfencesebetwewhef the rryurinamoumeser oalostsnd anzilbazitianal)TjT*n fofurinprciareporturinpure sesnd anr tnamoumeseusaten foi unce taxnpure sesne.
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(cc) Accounting changes in method of depreciation
Effective from the year ended March 31, 2008, the Company and its consolidated domestic subsidiaries changed
the method of depreciation for fixed assets acquired after April 1, 2007 in accordance with the revised corporation
tax law in Japan. 

As a result of this change, operating income and income before taxes and minority interests were ¥1,162 million
($11,597 thousand) less than what they would have been without the change.

In addition, effective from the year ended March 31, 2008, the Company and its consolidated domestic sub-
sidiaries started to depreciate the 5% residual value of fixed assets acquired before March 31, 2007 over 5 years
on a straight line basis to 1 yen from the year after the year when the book value of each asset reached 5% of
the acquisition cost, in accordance with the revised corporation tax law in Japan. 

As a result of this change, operating income and income before taxes and minority interests were ¥2,761 million
($27,555 thousand) less than they would have been without the change.

(a) Acquisition costs and book values (fair values) of available-for-sale securities with available fair values as of
March 31, 2008 and 2007 were as follows:
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(d) Sales amounts of available-for-sale securities and related gains and losses for the years ended March 31, 2008,
2007 and 2006 were as follows:

Thousands of
Millions of yen U.S. dollars
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Basic assumptions and information used to calculate the retirement and severance benefitpCreic  follows:D.
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increased, the Company decided to include the expenditures in selling and general administrative expenses from
the year ended March 31, 2007 to improve the usefulness and comparability of financial statements. This change
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(a) This decrease in retained earnings for the year ended March 31, 2006, mainly resulted from the cumulative
effect of a new accounting standard in the United Kingdom for the unrecognized pension liability of a subsidiary,
Kawasaki Precision Machinery (U.K.) Limited. 

(b) The decrease in retained earnings for the year ended March 31, 2008, mainly resulted from the cumulative
effect of a new accounting standard in the United States for the unrecognized pension liability of subsidiaries,
Kawasaki Motors Manufacturing Corp., U.S.A. and Kawasaki Motors Corp., U.S.A.

The increases in common stock and capital surplus and the decrease in convertible bonds due to conversion of
convertible bonds in the year ended March 31, 2008 and 2007 were as follows:

Thousands of
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(a) Outstanding positions and recognized gains and losses at March 31, 2008 were 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 ........................................................................... ¥91,794 ¥85,381 ¥6,413 $64,001
To purchase .................................................................. 1,865 1,854 (11) (109)

Option contracts:
To sell ........................................................................... 3,320 4 32 319
To purchase .................................................................. 3,040 34 (2) (20)

Total ................................................................................. ¥6,432 $64,191

(b) Outstanding positions and recognized gains and losses at March 31, 2007 were as follows:
Millions of yen

Contract Market Gain
amount value (loss)

Currency related contracts:
Foreign exchange contracts:

To sell ........................................................................... ¥91,232 ¥96,479 ¥(5,247)
To purchase .................................................................. 5,478 5,535 57

Option contracts:
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(b) As lessor
The original costs of leased assets under finance leases and accumulated depreciation as of March 31, 2008 and
2007 were as follows:

Thousands of
Millions of yen U.S. dollars

2008 2007 2008

Property, plant and equipment .................................................................... ¥2,250 ¥1,989 $22,454
Accumulated depreciation ........................................................................... (827) (918) (8,253)
.................................................................................................................... ¥1,423 ¥1,071 $14,201

Intangible assets .......................................................................................... ¥ 88 
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Paid-in Capital Equity
Name Location (Millions of yen, (% ownership by Principal Businesses

unless otherwise noted) KHI Grou
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