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Notes to the Consolidated Financial Statements
KAWASAKI HEAVY INDUSTRIES, LTD. AND CONSOLIDATED SUBSIDIARIES

1.

Basis of presenting 
consolidated 
financial statements

The accompanying consolidated financial statements of Kawasaki Heavy Industries, Ltd. (the 
“Company”) and its consolidated subsidiaries (together the “Companies”) have been prepared 
from the financial statements filed with the Prime Minister as required by the Financial 
Instruments and Exchange Act in Japan and in accordance with accounting principles gener-
ally accepted in Japan (“Japanese GAAP”), which are different in certain respects as to the 
application and disclosure requirements from International Financial Reporting Standards. 
Certain reclassifications have been made in the accompanying consolidated financial state-
ments to facilitate understanding by readers outside Japan. In addition, certain reclassifica-
tions have been made in the 2020 consolidated financial statements to conform to the 
classification used in 2021. The Company and its subsidiaries adopted ASBJ Statement No. 
31 “Accounting Standard for Disclosure of Accounting Estimates” (March 31, 2020) to the 
consolidated financial statements for the current consolidated fiscal year, and therefore 
 significant accounting estimates are disclosed in the note to the consolidated financial-
statements. The note does not include information for the prior consolidated fiscal year in 
accordance with the transitional provision set out in paragraph 11 of the Accounting Standard.
 The translations of the Japanese yen amounts into U.S. dollar amounts are included solely 
for the convenience of readers outside Japan, using the prevailing exchange rate at March 
31, 2021, which was ¥110.72 to U.S.$1.00. The translations should not be construed as rep-
resentations that the Japanese yen amounts have been, could have been or could in the 
future be converted into U.S. dollars at this or any other rate of exchange. As permitted, 
 fractional amounts have not been adjusted.

2.

Significant accounting 
policies

(a) Principles of consolidation
The accompanying consolidated financial statements include the accounts of the Company 
and significant companies over which the Company has power of control through majority 
voting rights or the existence of certain other conditions evidencing control. The consolidat-
ed financial statements include the accounts of the Company and 99 subsidiaries (96 in the 
year ended March 31, 2020). The aggregate amount of total assets, net sales, profit and 
retained earnings of the excluded subsidiaries would not have had a material effect on the 
consolidated financial statements if they had been included in the consolidation.

(b) Application of the equity method of accounting
Investments in non-consolidated subsidiaries and affiliates over which the Company has the 
ability to exercise significant influence over operating and financial policies are accounted 
for by the equity method. For the year ended March 31, 2021, 19 affiliates (17 in 2020) 
were accounted for by the equity method. For the year ended March 31, 2021, investments 
in 11 affiliates (11 in 2020) were stated at cost without applying the equity method of 
accounting. If the equity method had been applied for these investments, the profit and 
retained earnings of these excluded subsidiaries and affiliates would not have had a material 
effect on the consolidated financial statements.

(c) Consolidated subsidiaries’ fiscal year-end
For the year ended March 31, 2021, the fiscal year-end of 24 consolidated subsidiaries (30 
in 2020) was December 31. These subsidiaries were consolidated as of December 31, and 
significant transactions for the period between December 31 and March 31, the Company’s 
fiscal year-end, were adjusted for on consolidation.
 Effective from the fiscal year ended March 31, 2021, 6 companies of Kawasaki Precision 
Machinery (Suzhou) Ltd., Kawasaki Precision Machinery Trading (Shanghai) Co., Ltd., 
Kawasaki Robotics (Tianjin) Co., Ltd., Kawasaki Chunhui Precision Machinery (Zhejiang) Ltd., 
Kawasaki Robotics (Kunshan) Co., Ltd. and Kawasaki Robotics Korea, Ltd., which previously 
had December 31 as their fiscal year-end, changed their fiscal year-end to March 31 or 
changed to a method of having provisional settlement on March 31, which is the 

consolidated fiscal year-end, in accordance with the final settlement and consolidating it. 
Accordingly, in the fiscal year ended March 31, 2021, the Company consolidated the finan-
cial statements of these consolidated subsidiaries for the 15-month period from January 1, 
2020 to March 31, 2021, and the effect of the change in the fiscal year-end was adjusted for 
on the consolidated statements of profit and loss. These consolidated subsidiaries whose fis-
cal year-ends were changed recorded net sales of ¥13,522 million ($122,128 thousand), 
operating profit of ¥1,976 million ($17,847 thousand), ordinary profit of ¥2,447 million 
($22,101 thousand) and Profit before income taxes of ¥2,447 million ($22,101 thousand) 
from January 1, 2021 to March 31, 2021.

(d) Foreign currency translations
Receivables and payables denominated in foreign currencies are translated into Japanese 
yen at year-end rates. The balance sheets of the consolidated overseas subsidiaries are 
translated into Japanese yen at year-end rates, except for shareholders’ equity accounts, 
which are translated at historical rates. The income statements of the consolidated overseas 
subsidiaries are translated at average rates. The Company and its domestic subsidiaries 
report foreign currency translation adjustments in net assets.

(e) Revenue recognition
<Sales of products and construction contracts>
The percentage-of-completion method is applied to construction contracts if the outcome of 
the construction activity is deemed certain during the period of the activity. Otherwise, the 
completed contract method is applied. 

(f) Cash and cash equivalents
Cash on hand, readily available deposits and short-term highly liquid and low risk invest-
ments with maturities not exceeding three months at the time of purchase are considered to 
be cash and cash equivalents in preparing the consolidated statements of cash flows.

(g) Allowance for doubtful receivables
An allowance for possible losses from notes and accounts receivable, loans and other 
receivables is provided based on past experience and the Companies’ estimates of losses 
on collection.

(h) Assets and liabilities arising from derivative transactions
Assets and liabilities arising from derivative transactions are stated at fair value.

(i) Inventories
Inventories are stated mainly at historical cost computed using the specific identification 
cost method, the moving average cost method or the first-in, first-out method. The ending 
balance of inventories is measured at the lower of cost or market.

(j) Investment securities
The Company and its consolidated subsidiaries classify securities as (a) debt securities 
intended to be held to maturity (hereafter, “held-to-maturity debt securities”), (b) equity 
securities issued by subsidiaries and affiliated companies and (c) all other securities (hereaf-
ter, “available-for-sale securities”). There were no trading securities at March 31, 2021 or 
2020. Held-to-maturity debt securities are stated mainly at amortized cost. Equity securities 
issued by subsidiaries and affiliated companies which are not consolidated or accounted for 
using the equity method are stated at moving average cost. Available-for-sale securities with 
available fair market values are stated at fair market value. Unrealized gains and unrealized 
losses on these securities are reported, net of applicable income taxes, as a separate compo-
nent of net assets. Realized gains and losses on the sale of such securities are computed 
using moving average cost. Other securities with no available market value are stated at 
moving average cost.
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unrecognized prior services costs, after adjusting for tax effects, the Company records any 
accumulated adjustment for retirement benefits as part of accumulated other comprehensive 
income within net assets.
 In calculating retirement benefit obligations, the Company uses a benefit formula basis to 
attribute expected benefits to periods of service.
 Employees of the Company’s overseas consolidated subsidiaries are generally covered by 
various pension plans accounted for in accordance with generally accepted accounting prin-
ciples in the respective country of domicile. 

(s) Hedge accounting
The Company and its consolidated subsidiaries employ deferred hedge accounting. If deriva-
tive financial instruments are used as hedges and meet certain hedging criteria, the 
Company and its consolidated subsidiaries defer recognition of gain or loss resulting from 
a change in the fair value of the derivative financial instrument until the related loss or gain 
on the hedged item is recognized.

(t) Finance leases
Lease assets under finance leases that transfer ownership of the lease assets to the lessee 
are amortized by the same method as that used for property, plant and equipment and 
intangible assets. Lease assets under finance leases that do not transfer ownership of the 
lease assets to the lessee are amortized by the straight-line-method over the lease term with 
zero residual value.

(u) Accounting for consumption taxes
National and local consumption taxes are accounted for based on the net amount.

(v) Application of consolidated tax reporting
The Company and its wholly owned consolidated domestic subsidiaries file a consolidated 
tax return.

(w)  Application of tax effect accounting for the transition from the consolidated taxation 
 system to the group tax sharing system

With respect to the transition to the group tax sharing system established under the Act for 
Partial Amendment of the Income Tax Act, etc. (Act No. 8 of 2020) and the revision of the 
nonconsolidated taxation system in conjunction with the transition to the group tax sharing 
system, due to the treatment prescribed in Paragraph 3 of the Practical Solution on the 
Treatment of Tax Effect Accounting for the Transition from the Consolidated Taxation System 
to the Group Tax Sharing System (PITF No. 39, March 31, 2020), the Company and some of 
its consolidated subsidiaries have not adopted the provisions of Paragraph 44 of the 
Implementation Guidance on Tax Effect Accounting (ASBJ Guidance No. 28, February 16, 
2018), and the amount of deferred tax assets and deferred tax liabilities are based on the 
provisions of pre-amended tax legislation.

3.

Significant accounting 
estimates

Recoverability of deferred tax assets 
(a)  The ending balance of deferred tax assets recorded in the consolidated financial 

 statements as of March 31, 2021
 Deferred tax assets ¥70,452 million ($636,308 thousand) 

(b) Information on the content of significant accounting estimates for identified items
(i) Calculation method of estimates 
  Deferred tax assets are examined for recoverability based on the generation of taxable 

income and tax planning in certain future periods based on business plans.

 If the market value of held-to-maturity debt securities, equity securities issued by 
non-consolidated subsidiaries or affiliated companies or available-for-sale securities declines 
significantly, such securities are stated at market value, and the difference between the mar-
ket value and the carrying amount is recognized as loss in the period of the decline. If the 
market value of equity securities issued by a non-consolidated subsidiary or affiliated com-
pany not subject to the equity method is not readily available, the securities should be writ-
ten down to net asset value with a corresponding charge in the statements of income in the 
event the net asset value declines significantly. In these cases, the market value or the net 
asset value will be the carrying amount of the securities at the beginning of the next year.

(k) Property, plant and equipment
Property, plant and equipment are stated at cost. Depreciation is computed mainly by the 
straight-line method over the estimated useful life of the asset.

(l) Intangible assets
Amortization of intangible assets, including software for the Company’s own use, is comput-
ed by the straight-line method over the estimated useful life of the asset.
 An equivalent amount of goodwill is amortized by the straight-line method over the period 
the Company benefits from its use. If the amount is not significant, it is expensed when 
incurred.

(m) Provision for bonuses
Accrued bonuses for employees are provided for based on the estimated amount of payment.

(n) Provision for construction warranties
The provision for construction warranties is based on past experience or provided separately 
when it can be reasonably estimated.

(o) Provision for loss on construction contracts
A provision for loss on construction contracts at the fiscal year-end is made when 
 substantial loss is anticipated for the next fiscal year and beyond and such loss can be 
reasonably estimated. 

(p) Provision for the in-service issues of commercial aircraft jet engines
Of the costs related to the significant in-service issues of commercial aircraft jet engines that 
arose in the Rolls-Royce Trent 1000 engine program, in which the Company participates as 
a risk and revenue sharing partner, the Company has made a provision for the abnormal costs 
related to the in-service issues which the Company would cover as a member of this program. 

(q) Provision for sales promotion expenses
With regard to dealer inventories at the fiscal year-end, a provision is made for sales rebates 
etc., expected to be paid in the next fiscal year and beyond based on past experience or on 
separate estimates when this can be reasonably estimated.

(r) Retirement benefit liability
Employees who terminate their services with the Company or some consolidated domestic 
subsidiaries are generally entitled to lump-sum payments, the amounts of which are deter-
mined by reference to basic rates of pay at the time of termination and length of service.
 The liabilities and expenses for retirement and severance benefits are determined based 
on amounts actuarially calculated using certain assumptions. The Company and its consoli-
dated domestic subsidiaries provide the allowance for employees’ retirement and severance 
benefits based on the estimated amounts of projected benefit obligation and the fair value 
of plan assets, including assets in the retirement benefit trust.
 Actuarial gains and losses and prior service costs are charged to income on a straight-line 
basis primarily over 10 years commencing with the following period and the current period, 
respectively. With regard to previously unrecognized actuarial gains and losses and 
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(ii) Major assumptions used in calculating estimates
  Forecasts of net sales and profits, which are the main elements of the business plan, are 

based on certain assumptions about future changes in economic conditions and other fac-
tors. In addition, the COVID-19 pandemic has had a widespread impact on the business 
plan for year ended March 31, 2021. Accordingly, the accounting estimates are made on 
the following assumptions for each business.

 •  In the Aerospace Systems business, passenger demand has been stagnant globally. 
Although the demand will gradually recover due to the deregulation of travel regula-
tions, it will take a considerable period of time for a full recovery. 

 •  In other businesses, sales of hydraulic equipment for the Chinese construction machin-
ery market in the precision machinery and robots business, robots for semiconductors, 
and motorcycles and engines business in developed countries have already recovered 
to the level before the spread of the COVID-19 pandemic. However while stable demand 
is expected in the future, it will take time for the recovery in demand of other products.

(iii) Effect on the consolidated financial statements for the following year 
  Future estimates are affected by future changes in economic conditions, the conditions 

related to the COVID-19 pandemic and other factors. Although the Company reasonably 
estimates recoverability, changes in the terms of these estimates for the future could 
have a significant impact on the amount of deferred tax assets in the consolidated finan-
cial statements for subsequent fiscal years. 

4.

Accounting standards 
issued but not yet 
adopted

The following guidance was issued but not yet adopted.

1. The Company and its affiliated companies
•  “Accounting Standard for Revenue Recognition” (ASBJ Statement No. 29, March 31, 2020)
•  “Implementation Guidance on Accounting Standard for Revenue Recognition” (ASBJ 

Guidance No. 30, March 26, 2021)

(a) Overview 
This is the comprehensive accounting standard for revenue recognition. Revenue is recog-
nized by applying the following five-step approach outlined in the accounting standard. 
(i) Identify the contract with the customers
(ii) Identify the performance obligations in the contract
(iii) Determine the transaction price
(iv) Allocate the transaction price to the performance obligations in the contract
(v) Recognize revenue when or as the company satisfies a performance obligations 

(b) Effective date
Effective from the beginning of the fiscal year ending March 31, 2022.
 
(c) Effects of application of the standards
The Company and its consolidated subsidiaries are currently in the process of determining 
the effect of “Accounting Standard for Revenue Recognition”on the consolidated financial 
statements.
•  “Accounting Standard for Fair Value Measurement” (ASBJ Statement No. 30, July 4, 2019)
•  “Implementation Guidance on Accounting Standard for Fair Value Measurement” (ASBJ 

Guidance No. 31, July 4, 2019)
•  “Accounting Standard for Measurement of Inventories” (ASBJ Statement No. 9, July 4, 

2019)
•  “Accounting Standard for Financial Instruments” (ASBJ Statement No. 10, July 4, 2019)
•  “Implementation Guidance on Disclosures about Fair Value of Financial Instruments” (ASBJ 

Guidance No. 19, March 31, 2020)

(a) Overview
The “Accounting Standard for Fair Value Measurement” and “Implementation Guidance on 
Accounting Standard for Fair Value Measurement” (hereinafter “Fair Value Measurement 
Accounting Standard, etc.”) were developed to improve comparability with international 
accounting standards, and implementation guidance and related standards for fair value 
measurement have been established under them. The “Fair Value Measurement Accounting 
Standard, etc.” apply to the fair value of the following items:
•  Financial instruments specified in the “Accounting Standard for Financial Instruments”
•  Inventories held for trading purposes as prescribed in “Accounting Standard for 

Measurement of Inventories”

 Moreover, “Implementation Guidance on Disclosures about Fair Value of Financial 
Instruments” has been revised and now stipulates the inclusion of explanatory notes provid-
ing breakdowns, etc., for each level of fair value of financial instruments.

(b) Effective Date
Scheduled to be applied from the beginning of the fiscal year ending March 31, 2022

(c) Effects of application of the standards
The Company is currently in the process of determining the effects of the application of 
“Accounting Standard for Fair Value Measurement”, etc.” on the consolidated financial 
statements.

2. Subsidiaries and affiliated companies in the United States
• Topic 842 “Leases”

(a) Overview
These accounting standards require a lessee to recognize assets and liabilities generally for 
all leases on the balance sheet, whereas no significant changes were made in the accounting 
for a lessor. 

(b) Effective date
Scheduled to be applied from the beginning of the fiscal year ending March 31, 2023.

(c) Effects of application of the standards
The Company is currently in the process of determining the effects of the application of 
Topic 842 “Leases” on the consolidated financial statements.

5.

Work in process A trust was established for the Company’s accounts receivable - trade generated in selling 
certain work in process using a self-settled trust. The Company has a beneficiary interest in 
the accounts receivable – trade as trust assets. The work in process related to the trust 
assets as of March 31, 2020 amounted to ¥4,479 million.

6.

Accumulated deprecia-
tion of property,  
plant and equipment

Accumulated depreciation of property, plant and equipment as of March 31, 2021 and 2020 
was as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Accumulated depreciation of property, plant and equipment ¥891,135 ¥872,337 $8,048,546
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7.

Securities (a)  Acquisition costs and book values (market values) of available-for-sale securities with 
available market values as of March 31, 2021 and 2020 were as follows:

2021

Millions of yen
Thousands of 
U.S. dollars

Book value
Acquisition 

cost
Unrealized gains 

(losses)
Unrealized gains 

(losses)

Securities with book values exceeding  
 acquisition costs:

 Equity securities ¥5,248 ¥1,982 ¥3,265 $29,489

Other securities:

 Equity securities 317 390 (73) (659)

Total ¥5,566 ¥2,373 ¥3,191 $28,820

2020

Millions of yen

Book value
Acquisition

cost
Unrealized gains

(losses)

Securities with book values exceeding  
 acquisition costs:

 Equity securities ¥4,898 ¥1,975 ¥2,922

Other securities:

 Equity securities 840 1,145 (304)

Total ¥5,738 ¥3,120 ¥2,617

(b)  Sales amounts of available-for-sale securities and related realized gains and losses for 
the years ended March 31, 2021 and 2020 were as follows:

2021

Millions of yen Thousands of U.S. dollars

Sales amounts Gains Losses Sales amounts Gains Losses

Equity securities: ¥1,396 ¥776 ¥(4) $12,608 $7,009 $(36)

2020

Millions of yen

Sales amounts Gains Losses

Equity securities: ¥1,075 ¥552 ¥(14)

(c)  Investment securities subject to impairment
In the fiscal year ended March 31, 2021, the Company recognized the impairment losses of 
¥1,444 million ($13,042 thousand) on investments in securities, which is on shares of sub-
sidiaries and associates of ¥1,444 million ($13,042 thousand). 
 Impairment losses on investment securities are recognized when there has been a signifi-
cant decline in the market value. Investment securities for which the market value as of the 
end of the fiscal year has fallen to below 50% of the acquisition costs are deemed to have no 
recovery potential and to be impaired. Investment securities for which the market value has 
fallen to between 30% and 50% of the acquisition costs are deemed to be partially impaired 
by an amount that takes into consideration the likelihood of recovery and other factors.

8.

Investments in 
 non-consolidated 
 subsidiaries and 
affiliates

Investments in non-consolidated subsidiaries and affiliates as of March 31, 2021 and 2020 
were ¥80,843 million ($730,157 thousand) and ¥79,495 million, respectively.

9.

Claim for damages in 
overseas LNG tank 
 construction work

The Company sustained losses (approximately ¥51 billion ($460,621 thousand)) due to 
breach of contract by an overseas construction subcontractor in connection with a certain 
overseas liquefied natural gas (LNG) tank construction project. The Company has filed a peti-
tion for arbitration on this matter with the International Chamber of Commerce (ICC). The 
Company plans to settle this matter through the arbitration process, and the expected 
amount recoverable through the arbitration process has been recorded in “Other” under 
“Investments and other assets.”

10.

Uncollected amount 
relating to gas-fired 
power generation  
facility project in Japan

Year ended March 31, 2021
With regard to the gas-fired power generation facility in Japan constructed by the Company 
but not yet delivered, the client has informed the Company that they are unable to honor 
their payment as a result of credit insecurity. On the consolidated balance sheet, assets relat-
ed to this project are recorded in both trade receivables and work in process. The outstand-
ing unpaid amount due to the Company is approximately ¥20 billion ($180,636 thousand), 
and negotiations aimed at collecting the unpaid amount are under way, including negotia-
tions on a possible sale of the facility to a third party.

Year ended March 31, 2020
In the fiscal year ended March 31, 2020 and with regard to the gas-fired power generation 
facility in Japan constructed by the Company but not yet delivered, the client has informed 
the Company that they are unable to honor their payment as a result of credit insecurity. On 
the consolidated balance sheet, assets related to this project are recorded in both trade 
receivables and work in process. The outstanding unpaid amount due to the Company is 
approximately ¥20 billion, and negotiations aimed at collecting the unpaid amount are under 
way, including negotiations on a possible sale of the facility to a third party.
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11.

Short-term debt and 
long-term debt

Short-term debt and long-term debt as of March 31, 2021 and 2020 comprised the following:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Short-term debt:

  Short-term borrowings, principally bank loans, bearing aver-
age interest rates of 0.61% and 0.68% as of March 31, 2021 
and 2020, respectively ¥124,577 ¥143,741 $1,125,154

  Current portion of long-term borrowings, bearing average 
interest rates of 0.76% and 0.68% as of March 31, 2021 and 
2020, respectively 17,001 22,446 153,549

  Current portion of bonds payable, bearing average interest 
rates of 0.66% and 0.66% as of March 31, 2021 and 2020, 
respectively. 30,000 20,000 270,954

  Lease obligations, current 1,061 1,542 9,583

  Total short-term debt ¥172,640 ¥187,730 $1,559,249

Long-term debt:

  Loans from banks and other financial institutions, partly 
secured by mortgage or other collateral, due from 2021 to 
2030, bearing average interest rates of 0.44% and 0.45% as of 
March 31, 2021 and 2020, respectively. ¥216,179 ¥211,306 $1,952,484

Notes and bonds issued by the Company:

  0.32–0.99% notes due in 2020 — 20,000 —

  0.10–1.42% notes due in 2021 30,000 30,000 270,954

  0.15-1.10% notes due in 2022 20,000 20,000 180,636

  0.06-0.99% notes due in 2023 40,000 20,000 361,272

  0.15-0.79% notes due in 2024 30,000 30,000 270,954

  0.26-0.85% notes due in 2025 40,000 10,000 361,272

  0.40% notes due in 2028 10,000 10,000 90,318

  0.48% notes due in 2030 10,000 — 90,318

  0.82% notes due in 2036 10,000 10,000 90,318

  0.90% notes due in 2037 10,000 10,000 90,318

  0.70-0.82% notes due in 2039 20,000 20,000 180,636

 Long-term lease obligations 10,594 2,416 95,683

446,773 393,722 4,035,161

 Less portion due within one year (48,063) (43,989) (434,095) 

  Total long-term debt ¥398,709 ¥349,733 $3,601,057

 As of March 31, 2021 and 2020, the following assets were pledged as collateral for short-
term debt and long-term debt:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Buildings and structures ¥  — ¥ 82 $    —

Investment securities 39 47 352

Other 80 80 723

 Total ¥119 ¥209 $1,075

 As of March 31, 2021 and 2020, debt secured by the above pledged assets was as follows:

Millions of yen
Thousands of 
U.S. dollars

2021 2020 2021

Notes and accounts payable—trade ¥ 5 ¥ 3 $45

Short-term borrowings and long-term borrowings — 10 —

 Total ¥ 5 ¥14 $45

 The aggregate annual maturities of long-term debt as of March 31, 2021 were as follows:

Millions of yen
Thousands of 
U.S. dollars

Year ending March 31

2022 ¥ 48,063 $  434,095

2023 41,486 374,693

2024 63,848 576,662

2025 59,773 539,857

2026 and thereafter 233,600 2,109,827

 Total ¥446,773 $4,035,161

12.

Provision for losses on 
construction contracts

Inventories for construction contracts with substantial anticipated loss and the provision for 
loss on construction contracts were not offset. As of March 31, 2021 and 2020, the invento-
ries for the construction contracts for which the provision for loss on construction contracts 
was provided were ¥10,107 million ($91,284 thousand) and ¥9,313 million, respectively. 
These amounts were all included in work in process.

13.

Employees’ retirement 
and severance benefits

1. Summary of retirement benefit plans adopted
  The Company and its consolidated subsidiaries have severance lump-sum payment plans, 

defined benefit corporate pension plan, and cash balance plans (pension plans linked to 
market interest rates) as defined benefit plans and defined contribution pension plan as 
defined contribution plan. The Company has an employees’ retirement benefit trust. 
Some consolidated subsidiaries apply a simple method including a method, in which an 
estimated amount required to be paid for voluntary retirement benefits at the end of the 
fiscal year is deemed as the retirement benefit obligations in the calculations of retire-
ment benefit liability and retirement benefit expenses. 

2. Defined benefit plans (including plans that apply a simplified method)
(1)  Reconciliation of beginning-of-period and end-of-period balances of retirement benefit 

obligations

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Balance of retirement benefit obligations at beginning of period ¥217,954 ¥201,484 $1,968,515

 Service cost 12,197 12,034 110,161

 Interest cost 1,510 1,815 13,638

 Actuarial gains and losses (6,174) 8,449 (55,762)

 Retirement benefits paid (5,050) (5,060) (45,611)

 Prior service cost (3,575) (1,907) (32,289)

 Other (foreign currency translation difference, etc.) 2,171 1,137 19,608

Balance of retirement benefit obligations at end of period ¥219,033 ¥217,954 $1,978,260
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(2) Reconciliation of beginning-of-period and end-of-period balances of plan assets

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Balance of plan assets at beginning of period ¥ 88,243 ¥103,976 $796,992

 Expected return on plan assets 1,395 1,239 12,599

 Actuarial gains and losses 13,771 (15,412) 124,377

 Contributions paid by the employer 4,058 3,879 36,651

 Retirement benefits paid (3,528) (4,482) (31,864)

 Other (foreign currency translation difference, etc.) (207) (957) (1,870)

Balance of plan assets at end of period ¥103,732 ¥ 88,243 $936,886

(3)  Reconciliation between end-of-period balance of retirement benefit obligations and plan 
assets to liabilities and retirement benefit liability and retirement benefit asset presented 
on the consolidated balance sheets

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Retirement benefit obligations on funded plan ¥185,834 ¥192,953 $1,678,414

Plan assets (103,732) (88,243) (936,886)

82,101 104,710 741,519

Retirement benefit obligations on unfunded plan 33,199 25,000 299,846

Net amount of liabilities and assets presented on  
 the consolidated balance sheets 115,300 129,710 1,041,366

Retirement benefit liability 115,456 129,846 1,042,775

Retirement benefit asset (155) (135) (1,400)

Net amount of liabilities and assets presented on  
 the consolidated balance sheets ¥115,300 ¥129,710 $1,041,366

(4) Breakdown of retirement benefit expense

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Service cost ¥12,197 ¥12,034 $110,161

Interest cost 1,510 1,815 13,638

Expected return on plan assets (1,395) (1,239) (12,599)

Amortization of actuarial gains and losses 4,015 275 36,263

Amortization of prior service costs 238 191 2,150

Retirement benefit expense related to defined benefit plan ¥16,566 ¥13,077 $149,621

(5)  Adjustments for retirement benefits
Adjustments for retirement benefits (before tax effects) comprised the following:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Prior service cost ¥ 3,813 ¥  2,099 $ 34,438

Actuarial gains and losses 23,961 (23,586) 216,411

Total ¥27,775 ¥(21,487) $250,858

(6)  Accumulated adjustments for retirement benefits
Accumulated adjustments for retirement benefits (before tax effects) comprised the following:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Unrecognized prior service cost ¥ 4,430 ¥    616 $ 40,011

Unrecognized actuarial gains and losses (5,604) (29,566) (50,614)

Total ¥(1,174) ¥(28,949) $(10,603)

(7) Plan assets
(i) Main breakdown of plan assets
  The breakdown of main asset categories as a percentage of total plan assets is as follows:

2021 2020

Bonds 21% 24%

Equities 55% 55%

Cash and deposits 5% 3%

Others 19% 18%

Total 100% 100%

Note: As of March 31, 2021 and 2020, the employees’ retirement benefit trust established as part of the retirement 
benefit plan is included in the plan assets and represented a 47% and 46% portion of the plan assets, respectively.

(ii) Method for setting long-term expected rate of return
  To determine the expected rate of return on plan assets, the Company takes into account the 

current and expected allocation of plan assets and the expected present and future long-
term rate of return on the diverse range of assets that makes up the plan assets.

(8)  Underlying actuarial assumptions
The main underlying actuarial assumptions as of March 31, 2021 and 2020, respectively, 
were as follows: 

2021 2020

Discount rate 0.42-3.01% 0.31–3.02%

Long-term expected rate of return on plan assets 0.00-5.50% 0.00–5.50%

Rate of compensation increase 6.10-6.60% 6.10–6.50%

3.  Defined contribution plan
As of March 31, 2021 and 2020, the required contribution by the Company and its 
 consolidated subsidiaries to the defined contribution plan was ¥2,597 million ($23,456 
thousand) and ¥2,034 million, respectively.

14.

Provision for the 
in-service issues of 
commercial aircraft  
jet engines

The Company participates as a risk and revenue sharing partner on the Rolls-Royce Trent 
1000 engine program, which has been impacted by the challenge of managing significant 
in-service issues. Rolls-Royce continues to work hard to remedy this situation. The Company 
has made a provision of the cost related to in-service issues which the Company would 
cover as a member of this program.
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15.

Contingent liabilities Contingent liabilities as of March 31, 2021 and 2020 were as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

As guarantor of indebtedness of employees,  
 non-consolidated subsidiaries, affiliates and others ¥24,086 ¥22,515 $217,540

16.

Net assets Under the Japanese Corporate Law (“the Law”), the entire amount paid for new shares is 
required to be designated as common stock. However, a company may, by a resolution of the 
Board of Directors, designate an amount not exceeding one half of the price of the new 
shares as capital reserve, which is included in capital surplus. Under the Law, if a dividend 
distribution of surplus is made, the smaller of an amount equal to 10% of the dividend or the 
excess, if any, of 25% of common stock over the total of capital reserve and legal earnings 
reserve must be set aside as capital reserve or legal earnings reserve. Legal earnings reserve 
is included in retained earnings in the accompanying consolidated balance sheets. Under the 
Law, legal earnings reserve and capital reserve can be used to eliminate or reduce a deficit 
or capitalized by a resolution of the shareholders’ meeting.
 Capital reserve and legal earnings reserve may not be distributed as dividends. Under the 
Law, all capital reserve and all legal earnings reserve may be transferred to other capital 
surplus and retained earnings, respectively, which are potentially available for dividends.
 The maximum amount that the Company can distribute as dividends is calculated based on 
the non-consolidated financial statements of the Company in accordance with the Law.

17.

Cost of sales The ending balance of inventories was measured at the lower of cost or market. Loss on the 
valuation of inventories included in the cost of sales for the year ended March 31, 2021 was 
¥3,379 million ($30,518 thousand).  Gain on the valuation of inventories included in the cost 
of sales for the years ended March 31, 2020 was ¥1,941 million. 
 Provision for loss on construction contracts included in the cost of sales for the years 
ended March 31, 2021 and 2020 was ¥12,209 million ($110,269 thousand) and ¥8,563 mil-
lion, respectively.

18.

Research and  
development expenses

Research and development expenses included in selling, general and administrative expenses 
were as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Research and development expenses ¥44,949 ¥52,608 $405,970

19.

Payments/Reversal of 
the provision for the 
in-service issues of 
commercial aircraft  
jet engines 

The Company participates as a risk and revenue sharing partner on the Rolls-Royce Trent 
1000 engine program, which has been impacted by the challenge of managing significant 
in-service issues. Rolls-Royce continues to work hard to remedy this situation. The Company 
has made a provision of the cost related to in-service issues which the Company would 
cover as a member of this program. The provision was included within the non-operating 
expenses. The reversal of the provision was included within the non-operating income. 

20.

Gain on sale of 
non-current assets 

Fiscal year ended March 31, 2021 
Gain on sales of non-current assets for the fiscal year ended March 31, 2021 was due to the 
sale of dormitories and company housing of the Company and its subsidiary.  

Fiscal year ended March 31, 2020 
Gain on sales of non-current assets for the fiscal year ended March 31, 2020 was due to the 
sale of former dormitory/ company housing sites.

21.

Gain on sale of shares 
of subsidiaries  
and associates

Gain on sale of shares of subsidiaries and associates for the fiscal year ended March 31, 
2021 was due to the sale of shares of affiliates of subsidiaries.

22.

Loss on withdrawal 
from business

Loss on withdrawal from business for the fiscal year ended March 31, 2020 was due to the 
withdrawal from certain businesses by the Energy System & Plant Engineering Company.

23.

Impairment losses (a)  Groups of assets for which the Company and its consolidated subsidiaries recognized 
impairment losses

Year ended March 31, 2021 

Location Use Type of assets
Millions of yen 

Amount
Thousands of 
U.S. dollars

Value of 
assets

Sakaide City,
Kagawa,Japan

Business
assets

Buildings and structures ¥   885 $  7,993 Net 
realizable

value
Machinery, equipment and vehicles 2,647 23,907

Other 544 4,913

Hyogo Ward,
Kobe City,etc

Business
assets

Buildings and structures ¥ 5,978 $ 53,992
Value in 

use
Machinery, equipment and vehicles 4,082 36,868

Other 1,068 9,646

Total ¥15,205 $137,328

Year ended March 31, 2020
Not applicable.

(b) Method of grouping assets
 Assets are grouped mainly by units of business, and important assets for lease and idle 
assets are treated as individual asset groups.
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(c) Reasons for recognition of impairment losses
 Due to a deterioration in business profit and loss, the Company reduced the book value of 
certain assets to the recoverable amount.

(d) Methods used to determine recoverable amounts
 The recoverable amounts were determined by the net realizable value or value in use. Net 
realizable value is mainly based on real estate appraisals, and those that are difficult to sell 
or convert to other are stated at memorandum values. Value in use is calculated by discount-
ing future cash flows at a discount rate of 5.5%

24.

Consolidated  
statement of  
comprehensive income

Amounts reclassified to profit (loss) in the current period that were recognized in other com-
prehensive income in the current or previous periods and the tax effects for each compo-
nent of other comprehensive income were as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Unrealized gains (losses) on securities

 Increase (decrease) during the year ¥ 1,135 ¥  (887) $10,251 

 Reclassification adjustments (590) (546) (5,329) 

 Subtotal, before tax 544 (1,433) 4,913 

 Tax (expense) or benefit (118) 368 (1,066)

 Subtotal, net of tax 426 (1,065) 3,848 

Deferred gains or losses on hedges

 Increase (decrease) during the year 58 (2,594) 524

 Reclassification adjustments (453) 2,556 (4,091)

 Subtotal, before tax (395) (38) (3,568)

 Tax (expense) or benefit 110 16 993

 Subtotal, net of tax (284) (21) (2,565) 

Foreign currency translation adjustments

 Increase (decrease) during the year 6,794 (5,284) 61,362 

 Reclassification adjustments (66) — (596)

 Subtotal, before tax 6,727 (5,284) 60,757  

 Tax (expense) or benefit — — —

 Subtotal, net of tax 6,727 (5,284) 60,757  

Remeasurements of defined benefit plans

 Increase (decrease) during the year 23,521 (21,954) 212,437 

 Reclassification adjustments 4,254 467 38,421

 Subtotal, before tax 27,775 (21,487) 250,858 

 Tax (expense) or benefit (8,805) 6,469 (79,525)

 Subtotal, net of tax 18,969 (15,017) 171,324 

Share of other comprehensive income of entities accounted for 
using equity method

 Increase (decrease) during the year 4,496 (1,936) 40,607 

 Total other comprehensive income ¥30,335 ¥(23,326) $273,979 

25.

Dividends (a)  Dividends paid
Year ended March 31, 2021
Not applicable.

Year ended March 31, 2020

Resolution
Kind of 
shares

Total amount of 
dividends paid

Dividends 
per share Date of record Effective date

June 26, 2019
General Meeting of 

Shareholders
Common stock ¥5,846 million ¥35.0

March 31,
2019

June 27,
2019

October 31, 2019
Board of Directors 

Meeting
Common stock ¥5,846 million ¥35.0

September 30, 
2019

December 2, 
2019

(b)  Dividend payments for which the record date is in the subject fiscal year but the effective 
date is in the succeeding consolidated fiscal year

Year ended March 31, 2021
Not applicable.

Year ended March 31, 2020
Not applicable.

26.

Income taxes Income taxes in Japan applicable to the Company and its consolidated domestic subsidiaries 
consist of corporate tax (national tax) and enterprise and inhabitants’ taxes (local taxes), 
which, in the aggregate, resulted in a statutory tax rate of approximately 30.5% for the years 
ended March 31, 2021 and 2020.

(a)  The significant differences between the statutory and effective tax rates for the years 
ended March 31, 2021 and 2020 were as follows:

2021 2020

Statutory tax rate — 30.5%

Valuation reserve — 19.7

Equity in income of non-consolidated subsidiaries and affiliates — (1.0)

Tax credit for research and development expenses — (1.9)

Elimination of unrealized profits — 0.3

Retained earnings for foreign subsidiaries — 0.2

Other — 0.7

Effective tax rate — 48.4%

The statutory and effective tax rates are omitted because loss before income taxes is record-
ed for the fiscal year ended March 31,2021.
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(b)  Significant components of deferred tax assets and liabilities as of March 31, 2021 and 
2020 were as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Deferred tax assets:

 Provision for bonuses ¥  6,082 ¥  7,603 $ 54,931

 Retirement benefit liability 43,543 48,812 393,271

 Loss from inventory revaluation 3,326 3,056 30,040

  Unrealized loss on marketable securities, investment  
 securities and other 2,398 1,198 21,658

 Loss on valuation of land 769 803 6,945

 Allowance for doubtful receivables 1,136 1,177 10,260

 Depreciation 13,850 8,591 125,090

 Inventories—elimination of intercompany profits 206 1,294 1,861

 Fixed assets—elimination of intercompany profits 489 548 4,417

 Provision for construction warranties 3,220 3,846 29,082

 Provision for losses on construction contracts 4,409 3,534 39,821

  Provision for the in-service issues of commercial aircraft  
 jet engines 1,826 4,789 16,492

 Net operating loss carryforwards 14,370 3,212 129,787

 Other 11,704 16,193 105,708

  Gross deferred tax assets 107,336 104,663 969,436

 Valuation allowance for tax loss carryforwards (*ii) (3,892) (2,672) (35,152)

 Valuation allowance for total deductible temporary differences (18,322) (13,221) (165,480)

 Less valuation allowance (*i) (22,214) (15,894) (200,632) 

   Total deferred tax assets 85,121 88,768 768,795

Deferred tax liabilities: 

 Reserve for advanced depreciation of non-current assets 2,374 4,502 21,441

 Reserve for special depreciation 845 1,082 7,632

 Net unrealized gain on securities 897 777 8,102

 Retained earnings for foreign subsidiaries 8,753 7,497 79,055

 Other 2,924 5,107 26,409

  Total deferred tax liabilities 15,795 18,966 142,657

Net deferred tax assets ¥ 69,326 ¥ 69,801 $626,138

(*i)  Valuation allowance increased by ¥6,320million ($57,081 thousand). This increase is due mainly to the additional recog-
nition of valuation allowance for depreciation in the Company. 

(*ii) Amount of tax loss carryforwards and deferred tax assets by expiration date

Year ended March 31, 2021

2021

Millions of yen

Within  
1 year

Over  
1 year  

but within  
2 years

Over  
2 years  

but within  
3 years

Over  
3 years 

but within 
4 years

Over  
4 years  

but within  
5 years

Over  
5 years Total

Net tax loss carried forward (*a) ¥0 ¥1 ¥4 ¥2 ¥244 ¥14,117 ¥14,370

Valuation allowance (0) (0) (1) (1) (0) (3,888) (3,892)

Deferred tax assets 0 0 2 1 244 10,228 (*b)10,478

(*a) Tax loss carryforwards are calculated by multiplying the statutory tax rate.
(*b)  Deferred tax assets of ¥10,478 million ($94,635 thousand) was allocated to tax loss carryforwards of ¥14,370 million 

($129,787 thousand) (the amount obtained by multiplying the statutory and effective tax rate). The deferred tax assets 
were primarily recognized as part of tax loss carryforwards of the Company. The tax loss carryforwards that allocated 
the deferred tax assets were primarily due to the recording of a net loss before income taxes in the year ended March 
31, 2021, and by prospecting future taxable income, the Company has determined that it will be recoverable and has 
not recognized a valuation allowance.

Year ended March 31, 2020

2020

Millions of yen

Within  
1 year

Over  
1 year  

but within  
2 years

Over  
2 years  

but within  
3 years

Over  
3 years 

but within 
4 years

Over  
4 years  

but within  
5 years

Over  
5 years Total

Net tax loss carried forward (*c) ¥93 ¥3 ¥21 ¥26 ¥8 ¥3,059 ¥3,212

Valuation allowance (93) (2) (8) (22) (4) (2,540) (2,672)

Deferred tax assets 0 0 12 3 3 519 539

(*c) Tax loss carryforwards are calculated by multiplying the statutory tax rate.

Year ended March 31, 2021

2021

Thousands of U.S. dollars

Within  
1 year

Over  
1 year  

but within  
2 years

Over  
2 years  

but within  
3 years

Over  
3 years 

but within 
4 years

Over  
4 years  

but within  
5 years

Over  
5 years Total

Net tax loss carried forward $0 $9 $36 $18 $2,204 $127,502 $129,787

Valuation allowance (0) (0) (9) (9) (0) (35,116) (35,152)

Deferred tax assets 0 0 18 9 2,204 92,377 94,635

27.

Cash and cash 
equivalents

Cash and cash equivalents reconciled to the accounts reported in the consolidated balance 
sheets in the years ended March 31, 2021 and 2020 were as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Cash and deposits: ¥126,702 ¥106,108 $1,144,346

Time deposits with maturities over three months: (4,536) (3,562) (40,968)

 Total ¥122,166 ¥102,546 $1,103,378 

28.

Content of important 
non-cash transactions

Year ended March 31, 2021
The Company and its subsidiaries have recorded assets and liabilities of ¥9,265 million 
($83,680 thousand) for finance leases relating to the dormitories and the company housing. 

Year ended March 31, 2020
Not applicable.

29

Profit/loss per share Per share amounts for the years ended March 31, 2021, and 2020 are set forth in the 
table below. 

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Basic earnings per share:

Profit (loss) attributable to owners of parent ¥(19,332) ¥18,662 $(174,603)

 Profit (loss) allocated to common stock (19,332) ¥18,662 (174,603)

Number of shares in millions

2021 2020

 Weighted average number of shares of common stock 167 167

Note:  As the Company had no dilutive securities at March 31, 2021 or 2020, the Company has not disclosed diluted 
 earnings per share for the years ended March 31, 2021 and 2020.
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30.

Derivative transactions (a)   Outstanding positions and recognized gains and losses at March 31, 2021 were as follows: 
  (Derivative transactions to which the Company did not apply hedge accounting)

2021

Millions of yen
Thousands of
U.S. dollars

Contract 
amount

Contract amount 
over 1 year

Fair
value

Gain
(loss)

Gain
(loss)

Currency related contracts:

 Foreign exchange contracts:

  To sell

   USD ¥ 83,864 ¥— ¥(3,386) ¥(3,386) ¥(30,582) 

   EUR 5,762 — (69) (69) (623)

   Others 10,427 — (477) (477) (4,308)

  To purchase

   USD 2,082 — 35 35 316

   EUR 164 1 13 13 117

   Others 11,199 — 396 396 3,577 

Total ¥113,501 ¥1 ¥(3,487) ¥(3,487) ¥(31,494) 

Fair value is based on prices provided by financial institutions, etc.

(Derivative transactions to which the Company applied hedge accounting)

2021

Millions of yen

Subject of hedge
Contract
amount

Contract amount
over 1 year

Fair
value

Currency related contracts:

 Foreign exchange contracts

  To sell Accounts 
receivable—trade

   USD ¥29,391 ¥7,802 ¥(857)

   EUR 3,345 — (47)

   Others 2,964 946 (48)

  To purchase Accounts 
payable—trade

   USD 5,460 827 233

   EUR 1,784 652 83

   Others 5,399 568 211

Total ¥48,346 ¥10,796 ¥(424)

Fair value is based on prices provided by financial institutions, etc.

2021

Thousands of U.S. dollars

Subject of hedge
Contract
amount

Contract amount
over 1 year

Fair
value

Currency related contracts:

 Foreign exchange contracts

  To sell Accounts 
receivable—trade

   USD $265,453 $70,466 $(7,740) 

   EUR 30,211 — (424)

   Others 26,770 8,544 (434) 

  To purchase Accounts 
payable—trade

   USD 49,314 7,469 2,104

   EUR 16,113 5,889 750 

   Others 48,763 5,130 1,906 

Total  $436,651 $97,507 $(3,829) 

Fair value is based on prices provided by financial institutions, etc.

2021

Millions of yen

Subject of hedge
Contract
amount

Contract amount 
over 1 year

Fair
value

Interest related contracts:

Fixed-rate payment/floating-rate receipt Long-term loans 
borrowings ¥19,500 ¥19,500 ¥(161)

¥19,500 ¥19,500 ¥(161) 

Fair value is based on prices provided by financial institutions, etc.

2021

Thousands of U.S. dollars

Subject of hedge
Contract
amount

Contract amount 
over 1 year

Fair
value

Interest related contracts:

Fixed-rate payment/floating-rate receipt Long-term loans 
borrowings $176,120 $176,120 $(1,454) 

$176,120 $176,120 $(1,454) 

Fair value is based on prices provided by financial institutions, etc.

(b)  Outstanding positions and recognized gains and losses at March 31, 2020 were as follows: 
  (Derivative transactions to which the Company did not apply hedge accounting)

2020

Millions of yen

Contract 
amount

Contract amount 
over 1 year

Fair
value

Gain
(loss)

Currency related contracts:

 Foreign exchange contracts:

  To sell

   USD ¥74,350 ¥ — ¥(311) ¥(311)

   EUR 11,566 — 45 45

   Others 7,609 28 259 259

  To purchase

   USD 973 — 1 1

   EUR 230 — (13) (13)

   Others 1,903 6 (61) (61)

Total ¥96,634 ¥34 ¥ (81) ¥ (81)

Fair value is based on prices provided by financial institutions, etc.

(Derivative transactions to which the Company applied hedge accounting)

2020

Millions of yen

Subject of hedge
Contract
amount

Contract amount
over 1 year

Fair
value

Currency related contracts:

 Foreign exchange contracts

  To sell Accounts 
receivable—trade

   USD ¥17,491 ¥  905 ¥(223)

   EUR 2,959 — 13

   Others 335 34 (0)

  To purchase Accounts 
payable—trade

   USD 5,184 1,942 239

   EUR 2,499 253 (38)

   Others 4,848 308 (12)

Total ¥33,318 ¥3,444 ¥ (21)

Fair value is based on prices provided by financial institutions, etc.
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2020

Millions of yen

Subject of hedge
Contract
amount

Contract amount 
over 1 year

Fair
value

Interest related contracts:

Fixed-rate payment/floating-rate receipt Long-term loans 
borrowings ¥17,500 ¥17,500 ¥(134)

¥17,500 ¥17,500 ¥(134) 

Fair value is based on prices provided by financial institutions, etc.

31.

Financial
instruments

Information related to financial instruments as of March 31, 2021 and 2020 was as follows.

(1) Matters related to the status of financial instruments
(a) Policies on the use of financial instruments
The Company meets its long-term operating capital and capital expenditure requirements 
through bank loans and the issuance of bonds and meets its short-term operating capital 
requirements through bank loans and the issuance of short-term bonds (electronic commer-
cial paper). Temporary surplus funds are managed in the form of financial assets that have 
a high level of safety. The Company utilizes derivative financial instruments to hedge the 
risks described below and does not engage in speculative transactions as a matter of policy.

(b) Details of financial instruments and risks associated with those instruments
Notes and accounts receivable – trade are exposed to the credit risk of customers. The 
Company operates internationally and has significant exposure to the risk of fluctuation in 
foreign exchange rates. However, this risk is hedged using exchange contracts, etc., against 
the net position of foreign currency exposure. Investments in securities comprise mainly 
equity securities of companies with which the Company conducts business and are held to 
maintain relationships with these business partners. With such securities, listed stocks are 
exposed to market fluctuation risk.
  Almost all notes and accounts payable – trade and electronically recorded obligations are 
due within one year. A portion of accounts payable - trade are denominated in foreign 
 currency—specifically those related to payment for imported materials, etc., and are exposed 
to the risk of foreign currency fluctuation. However, this risk is mitigated principally by the 
position of accounts payable - trade denominated in foreign currency being less than the 
position of receivables in the same currency. Borrowings and bonds payable are used mainly 
to raise operating capital and carry out capital expenditure and are due in a maximum of 
twenty years from March 31, 2021 (twenty years in 2020). A portion of these instruments is 
exposed to the risk of interest rate fluctuation. However, such risk is hedged using derivatives 
(interest rate and currency swaps) as necessary.
  In sum, derivatives comprise exchange and currency option contracts used to hedge for-
eign currency fluctuation risk on receivables and payables in foreign currencies and interest 
rate swap contracts to hedge interest rate fluctuation risk on debt. With regard to hedge 
accounting, see Note 2(s), “Hedge accounting.”
 
(c)  Risk management system for financial instruments
(i)  Management of credit risk, including customer default risk
  The Company’s sales management functions and those of its consolidated subsidiaries 

regularly evaluate the financial circumstances of customers and monitor the due dates 
and balances by customer to identify and limit doubtful accounts.

   With regard to derivative transactions, the Company enters into contracts with highly 
rated financial institutions to reduce counterparty risk. The amount presented in the bal-
ance sheet is the maximum credit risk at the fiscal year-end of the financial instruments 
that are exposed to credit risk.

(ii)  Management of market risk (related to foreign currency exchange rates, interest rates, etc.)
  The Company and certain of its consolidated subsidiaries hedge foreign currency fluctua-

tion risk on receivables and payables in foreign currencies using mainly exchange con-
tracts, which are categorized by the type of currency and the monthly due date. In 
principle, the net position of receivables less payables in a foreign currency is hedged 
mainly with forward exchange contracts. The Company and certain of its consolidated 
subsidiaries hedge interest rate risk on debt using interest rate swap contracts and 
 currency swap contracts.

   With regard to investments in securities, the Company reviews its holding policies 
through periodic analysis of market prices and the financial condition of the issuers, 
 taking into consideration the relationships with its business partners.

   With regard to derivatives, in accordance with rules for the provision of transaction 
authorization, the Company’s finance functions and those of its consolidated subsidiaries 
manage transactions in accordance with an established set of fundamental policies, such 
as those covering limitations on transaction amounts, under the authority of the director 
in charge of finance. Transactions are reported to the director in charge of finance on 
a monthly basis. Consolidated subsidiaries manage derivatives in accordance with the 
same rules as those of the Company.

(iii)  Management of liquidity risk (risk of the Company being unable to meet its payment obli-
gations by their due dates)

  The Company manages liquidity risk through its finance department, maintaining and 
updating its finance plans based on reports from each business division. Liquidity risk is 
managed through the diversification of financing methods, taking into consideration the 
financing environment and balancing long- and short-term financing requirements, secur-
ing commitment lines, etc.

(d) Supplemental information on the fair value of financial instruments
The fair value of financial instruments includes values based on market price and reasonably 
estimated values when market price is not available. However, as variables are inherent in 
these value calculations, the resulting values may differ if different assumptions are used. 
With regard to the contract amounts, etc., of the derivatives described in Note 30, 
“Derivative transactions,” these amounts do not represent the market risk associated with 
the corresponding derivative transactions themselves.

(2) Fair values of financial instruments
The book values, the fair values and the differences between these values as of March 31, 
2021 were as follows (Financial instruments for which the fair value was extremely difficult 
to determine were not included, as described in remark (ii)):

2021

Millions of yen
Thousands of 
U.S. dollars

Book value Fair value
Unrealized gains 

(losses)
Unrealized gains 

(losses)

Cash and deposits ¥126,702 ¥126,702 ¥  — $   —

Notes and accounts receivable—trade 460,436 460,462 25 226 

Investment securities 5,566 5,566 — —

 Total assets ¥592,705 ¥592,731 ¥ 25 $226 

Notes and accounts payable—trade 247,294 247,294 — —

Electronically recorded obligations—operating 107,849 107,849 — —

Short-term borrowings and current portion of  
 bonds payable (excluding lease obligations) 171,579 171,579 — —

Long-term debt, less current portion 
 (excluding lease obligations) 389,177 389,161 (15) (135)

 Total liabilities ¥915,900 ¥915,884 ¥(15) $(135) 

Derivative transactions (*) ¥   (4,074) ¥   (4,074) ¥  — $   —

(*)  Derivative financial instruments are presented as net amounts. Negative amounts stated with parentheses ( ) indicate 
that the net amount is a liability.
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 The book values, fair values and the differences between these values as of March 31, 
2020 were as follows (Financial instruments for which the fair value was extremely difficult 
to determine were not included, as described in remark (ii)):

2020

Millions of yen

Book value Fair value
Unrealized gains 

(losses)

Cash and deposits ¥106,108 ¥106,108 ¥   —

Notes and accounts receivable—trade 473,204 473,133 (71)

Investment securities 5,738 5,738 —

 Total assets ¥585,052 ¥584,981 ¥ (71)

Notes and accounts payable—trade 261,159 261,159 —

Electronically recorded obligations—operating 110,526 110,526 —

Short-term borrowings and current portion of   
 bonds payable (excluding lease obligations) 186,188 186,188 —

Long-term debt, less current portion 
 (excluding lease obligations) 348,859 348,662 (197)

 Total liabilities ¥906,733 ¥906,536 ¥(197)

Derivative transactions (*) ¥   (237) ¥   (237) ¥   —

(*)  Derivative financial instruments are presented as net amounts. Negative amounts stated with parentheses ( ) indicate 
that the net amount is a liability.

(i)  Methods used to calculate the fair value of financial instruments and details of securities 
and derivative instruments

 <Assets>
 •  Cash and deposits  

The book values are used as the fair values since the settlement periods of these items 
are short and their fair values are substantially the same as their book values. 

 •  Notes and accounts receivable - trade  
The fair value of notes and accounts payable – trade is stated at present value comput-
ed by applying a discount rate reflecting the settlement period and the credit risk.

 •  Investment securities  
Equity securities are stated at the fair value, and bonds are stated at market price. See 
Note 2(j), “Investment securities,” for the detailed information by classification.

 <Liabilities>
 •  Notes and accounts payable - trade, electronically recorded obligations - operating, 

short-term borrowings and current portion of bonds payable  
Since the settlement periods of these items are short and their fair values are substan-
tially the same as their book values, the relevant book values are used.

 •  Long-term debt, less current portion  
The fair value of bonds payable is stated at the market price. The fair value of long-
term borrowings is calculated by applying a discount rate to the total principal and 
interest. That discount rate is based on the interest rates of similar new loans.

 <Derivatives>
 See Note 30, “Derivative transactions.”

(ii) Financial instruments for which the fair value is extremely difficult to determine. 

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

 Unlisted equity securities and investments in partnerships ¥ 6,961 ¥ 6,117 $ 62,870

 Convertible bonds 194 179 1,752

 Stocks of non-consolidated subsidiaries and affiliates 11,487 14,520 103,748

 Investments in affiliates 69,355 64,974 626,400

Total ¥87,999 ¥85,791 $794,789

   Since no market values are available for these items and since it is extremely difficult 
to determine their fair values, the items listed in the table above are not included in 
investment securities.

(iii)  Planned redemption amounts after the balance sheet date for monetary receivables and 
investment securities with maturity dates as of March 31, 2021 and 2020 were as 
follows:

2021

Millions of yen

Within 1 year
Over 1 year but
within 5 years

Over 5 years but
within 10 years Over 10 years

Cash and deposits ¥126,702 ¥     — ¥— ¥—

Notes and accounts receivable—trade 434,034 26,402 — —

Convertible bonds — 194 — —

Total ¥560,736 ¥26,597 ¥— ¥—

2021

Thousands of U.S. dollars

Within 1 year
Over 1 year but
within 5 years

Over 5 years but
within 10 years Over 10 years

Cash and deposits $1,144,346 $     — $— $—

Notes and accounts receivable—trade 3,920,105 238,457 — —

Convertible bonds — 1,752 — —

Total $5,064,451 $240,219 $— $—

2020

Millions of yen

Within 1 year
Over 1 year but
within 5 years

Over 5 years but
within 10 years Over 10 years

Cash and deposits ¥106,108 ¥     — ¥— ¥—

Notes and accounts receivable—trade 438,899 34,305 — —

Convertible bonds — 179 — —

Total ¥545,008 ¥34,484 ¥— ¥—

(iv)  Planned repayment amounts after the balance sheet date for bonds payable and long-term 
borrowings.

 See Note 11, “Short-term debt and long-term debt.”
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32.

Finance leases Finance lease transactions without transfer of ownership

(i) Contents of lease assets
  Property, plant and equipment  Mainly assets relating to dormitories and company hous-

ing of the Company and its subsidiaries.

(ii) Depreciation method of leased assets
  See Note 2(t),”Finance leases.”

33.

Operating leases The schedule of future minimum lease payments under non-cancellable operating leases as 
of March 31, 2021 and 2020 were as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Within one year ¥ 5,631 ¥ 3,853 $ 50,858

Over one year 26,351 17,170 237,997

 Total ¥31,983 ¥21,023 $288,864

34.

Segment information (a) Overview of reportable segments
The Company’s reportable segments are components of the Company about which separate 
financial information is available. These segments are subject to periodic reviews by the 
Company’s board of directors to decide how to allocate resources and assess performance. 
The Company’s operations are divided into internal companies based on product categories. 
Certain authority is delegated to each of the internal companies, based on which they conduct 
businesses in Japan and overseas. The Company’s operations are therefore segmented based 
on each internal company’s product categories. The Company’s seven reportable segments 
are the Aerospace Systems segment, the Energy System & Plant Engineering segment, the 
Precision Machinery & Robot segment, the Ship & Offshore Structure segment, the Rolling 
Stock segment, the Motorcycle & Engine segment, and the Other segment.

 Main segment businesses are listed below.

Business segment Major products

Aerospace Systems Production and sale of aircraft, jet engines, etc.

Energy System & Plant 
Engineering 

Production and sale of energy-related machinery and system, marine 
machinery and system, industrial equipment, environmental equipment, 
ultralow temperature tank, hydrogen-related structures, crushers, etc.

Precision Machinery & Robot Production and sale of industrial hydraulic products, industrial robots, etc.

Ship & Offshore Structure Construction and sale of ships and other vessels, etc.

Rolling Stock Production and sale of rolling stock, snow plows, etc.

Motorcycle & Engine Production and sale of motorcycles, all-terrain vehicles (ATV), utility vehi-
cles, personal watercraft (“JET SKI”), general-purpose gasoline engines, etc.

Other Commercial activities, sales/order agency and intermediary activities, 
administration of welfare facilities, etc.

(b)  Method for calculating sales, profit/loss, assets, liabilities, and other items for 
 reportable segments

The accounting methods applied to the reported business segments generally follow the 
accounting policies used to prepare the consolidated financial statements. The income of 
reporting segments is based on operating profit. Inter-segment earnings and transfers are 
based on market prices.

(c) Sales, Profit (loss), assets, liabilities, and other items by reportable segment

Year ended March 31, 2021

Millions of yen

Sales Other items

External sales

Intersegment 
sales and 
transfers Total

Segment 
profit  
(loss)

Segment  
assets

Depreciation/
amortization

Impairment 
losses

Investment 
in equity-
method 
affiliates

Increase in 
property, 
plant and 
equipment 

and 
intangibles

Aerospace  
 Systems ¥  377,720 ¥ 7,681 ¥  385,402 ¥(31,668) ¥  757,342 ¥23,043 ¥     — ¥     — ¥22,113

Energy System & 
 Plant Engineering 240,117 20,252 260,370 13,408 342,500 3,340 — 18,080 4,162

Precision  
 Machinery & 
 Robot 240,864 14,853 255,717 14,086 213,792 10,071 — (24) 9,836

Ship & Offshore 
 Structure 79,425 3,764 83,189 (3,059) 133,932 1,407 4,076 49,841 1,030

Rolling Stock 133,248 7 133,256 (4,593) 215,688 2,551 11,129 148 2,424

Motorcycle &  
 Engine 336,694 730 337,424 11,758 256,997 14,904 — 1,538 12,790

Other 80,415 36,979 117,395 469 73,211 947 — 3,880 548

 Total ¥1,488,486 ¥84,270 ¥1,572,757 ¥    403 ¥1,993,465 ¥56,267 ¥15,205 ¥73,464 ¥52,907 

Adjustments — (84,270) (84,270) (5,709) (30,189) 4,991 — — 12,772 

Consolidated total ¥1,488,486 ¥     — ¥1,488,486 ¥ (5,305) ¥1,963,276 ¥61,258 ¥15,205 ¥73,464 ¥65,679 

Year ended March 31, 2020

Millions of yen

Sales Other items

External sales

Intersegment 
sales and 
transfers Total

Segment 
profit  
(loss)

Segment  
assets

Depreciation/
amortization

Impairment 
losses

Investment 
in equity-
method 
affiliates

Increase in 
property, 
plant and 
equipment 

and 
intangibles

Aerospace  
 Systems ¥  532,549 ¥  6,477 ¥  539,027 ¥42,777 ¥  745,048 ¥22,539 ¥— ¥    — ¥25,121

Energy System & 
 Plant Engineering 242,972 30,871 273,843 17,566 314,753 3,362 — 18,621 3,048

Precision  
 Machinery & 
 Robot 217,387 15,529 232,917 12,211 203,525 9,279 — 1,737 12,845

Ship & Offshore 
 Structure 71,680 9,049 80,730 (637) 125,642 1,625 — 44,930 1,355

Rolling Stock 136,553 18 136,571 (3,819) 211,759 2,533 — 135 2,740

Motorcycle &  
 Engine 337,757 772 338,529 (1,948) 282,185 15,963 — 1,601 21,353

Other 102,435 38,927 141,362 1,235 94,174 1,562 — 3,682 745

 Total ¥1,641,335 ¥101,647 ¥1,742,983 ¥67,386 ¥1,977,089 ¥56,866 ¥— ¥70,708 ¥67,210 

Adjustments — (101,647) (101,647) (5,322) (19,243) 4,417 — — 3,284 

Consolidated total ¥1,641,335 ¥      — ¥1,641,335 ¥62,063 ¥1,957,845 ¥61,283 ¥— ¥70,708 ¥70,495 

Note:  Starting from the fiscal year ending March 2022, the Company has integrated its previous reportable segments of the 
Energy System & Plant Engineering and the Ship & Offshore Structure into the Energy Solutions & Marine. As a result, 
the reportable segments have been changed to the following six segments, the Aerospace Systems, the Rolling Stock, 
the Energy Solutions & Marine, the Precision Machinery & Robot, the Motorcycle & Engine and the Other.
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Year ended March 31, 2021

Thousands of U.S. dollars

Sales Other items

External sales

Intersegment 
sales and 
transfers Total

Segment 
profit  
(loss)

Segment  
assets

Depreciation/
amortization

Impairment 
losses

Investment 
in equity-
method 
affiliates

Increase in 
property, 
plant and 
equipment 

and 
intangibles

Aerospace  
 Systems $ 3,411,488 $ 69,373 $ 3,480,871 $(286,019) $6,840,155 $208,120 $             — $             — $199,720

Energy System & 
 Plant Engineering 2,168,687 182,912 2,351,608 121,098 3,093,389 30,166 — 163,295 37,590

Precision  
 Machinery & 
 Robot 2,175,434 134,149 2,309,583 127,222 1,930,925 90,959 — (217) 88,837

Ship & Offshore 
 Structure 717,350 33,996 751,346 (27,628) 1,209,646 12,708 36,814 450,154 9,303

Rolling Stock 1,203,468 63 1,203,540 (41,483) 1,948,049 23,040 100,515 1,337 21,893

Motorcycle &  
 Engine 3,040,950 6,593 3,047,543 106,196 2,321,143 134,610 — 13,891 115,517

Other 726,292 333,987 1,060,287 4,236 661,227 8,553 — 35,043 4,949

 Total $13,443,696 $761,109 $14,204,814 $3,640 $18,004,561 $508,192 $137,328 $663,512 $477,845

Adjustments — (761,109) (761,109) (51,563) (272,661) 45,078 — — 115,354

Consolidated total $13,443,696 $              — $13,443,696 $(47,914) $17,731,900 $553,270 $137,328 $663,512 $593,199

(d)  Reconciliation and main components of difference between total for reportable segments 
and amounts on the consolidated financial statements for the year ended March 31, 
2021 and 2020

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Sales

 Total for reportable segments ¥1,572,757 ¥1,742,983 $14,204,814

 Intersegment transactions (84,270) (101,647) (761,109)

Net sales reported on the consolidated financial statements ¥1,488,486 ¥1,641,335 $13,443,696

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Profit

 Total for reportable segments ¥   403 ¥67,386 $   3,640

 Intersegment transactions 36 209 325

 Corporate expenses (*) (5,745) (5,532) (51,888)

Operating profit (loss) on the consolidated financial statements ¥(5,305) ¥62,063 $(47,914)

(*) Corporate expenses comprise mainly general and administrative expenses not attributed to reportable segments.

 

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Assets

 Total for reportable segments ¥1,993,465 ¥1,977,089 $18,004,561

 Intersegment transactions (138,978) (107,921) (1,255,220)

 Corporate assets shared by all segments (*) 108,788 88,678 982,551

Total assets on the consolidated financial statements ¥1,963,276 ¥1,957,845 $17,731,900

(*) Corporate assets shared by all segments comprise mainly fixed assets not attributed to reportable segments.

Millions of yen

2021 2020 2021 2020 2021 2020

Other items
Total for reportable 

segments Adjustments (*)

Amounts reported on the 
consolidated financial 

statements

Depreciation/amortization ¥56,267 ¥56,866 ¥ 4,991 ¥4,417 ¥61,258 ¥61,283

Increase in property, plant and 
 equipment and intangible assets 52,907 67,210 12,772 3,284 65,679 70,495

(*) Adjustment is due mainly to fixed assets not attributed to reportable segments.

Thousands of U.S. dollars

2021

Other items
Total for reportable 

segments Adjustments

Amounts reported on the 
consolidated financial 

statements

Depreciation/amortization $508,192 $ 45,078 $553,270

Increase in property, plant and 
 equipment and intangible assets 477,845 115,354 593,199

(e) Related information
(i) Sales by geographic region
 Net sales for the years ended March 31, 2021, and 2020 were as follows:

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Japan ¥  704,163 ¥  699,879 $ 6,359,854

United States 313,607 413,095 2,832,433

Europe 143,402 220,574 1,295,177

Asia 277,266 236,687 2,504,209

Other areas 50,047 71,098 452,014

 Total ¥1,488,486 ¥1,641,335 $13,443,696

   Net sales are based on the clients’ location and classified according to country or geo-
graphical region.

  Property, plant and equipment

Millions of yen
Thousands of
U.S. dollars

2021 2020 2021

Japan ¥389,640 ¥421,567 $3,519,147

North America 29,646 29,134 267,757

Europe 3,065 3,259 27,682

Asia 28,553 28,116 257,885

Other areas 354 493 3,197

 Total ¥451,259 ¥482,570 $4,075,677

(ii) Information by major clients

Year ended March 31, 2021

Clients Net sales Related segments

Ministry of Defense
¥260,960 million

($2,356,936 thousand)
Aerospace Systems, Energy System & Plant  
 Engineering, Ship & Offshore Structure, etc.

Year ended March 31, 2020

Clients Net sales Related segments

Ministry of Defense ¥256,839 million
Aerospace Systems, Energy System & Plant  
 Engineering, Ship & Offshore Structure, etc.



35.

Related party 
transactions

(a)  Related party transactions for the years ended March 31, 2021 and 2020 were as follows:

Year ended March 31, 2021

Non-consolidated subsidiaries and affiliates of the Company

Type Affiliate of the Company

Name Commercial Airplane Co., Ltd.

Location Chiyoda-ku, Tokyo

Capital or investment ¥10 million ($90 thousand)

Business or position Sales of transportation machinery

Rate of ownership (%) Directly 40%

Description of relationship Sales of Company products and board members

Details of transactions Sales of Company products

Amount of transactions ¥58,508 million ($528,432 thousand)

Account Accounts receivable—trade

Ending balance ¥36,382 million ($328,595 thousand)

Account Advances received

Ending balance ¥48,521 million ($438,232 thousand)

Year ended March 31, 2020

Non-consolidated subsidiaries and affiliates of the Company

Type Affiliate of the Company

Name Commercial Airplane Co., Ltd.

Location Chiyoda-ku, Tokyo

Capital or investment ¥10 million 

Business or position Sales of transportation machinery

Rate of ownership (%) Directly 40%

Description of relationship Sales of Company products and board members

Details of transactions Sales of Company products

Amount of transactions ¥118,869 million 

Account Accounts receivable—trade

Ending balance ¥56,654 million 

Account Advances received

Ending balance ¥52,346 million 

(b)  A summary of the total financial information of affiliates, which was the basis for calcu-
lating the equity in income of the non-consolidated affiliates, including that of Nantong 
COSCO KHI Ship Engineering Co., Ltd., which is a significant affiliate, for the years ended 
March 31, 2021 and 2020 is as follows:

Millions of yen
Thousands of 
U.S. dollars

2021 2020 2021

Current assets ¥198,335 ¥161,524 $1,791,320

Non-current assets 146,338 141,628 1,321,694

Current liabilities 153,614 108,542 1,387,410

Non-current liabilities 31,822 37,795 287,410

Net assets 159,236 156,813 1,438,186

Net sales 243,186 217,702 2,196,405

Profit before income taxes 4,489 7,133 40,544

Profit 1,878 4,708 16,962

36.

Subsequent events (Issuance of Corporate Bonds)
At the Management Committee held on June 15, 2021, it was resolved to issue the following 
straight bonds (sustainability bonds) as follows:

1. The 58th unsecured straight bond

Issue date From July 1, 2021 to September 30, 2021

Total amount of issue ¥10 billion ($90,318 thousand)

Issue price ¥100 ($0.90) per face value of ¥100 ($0.90)

Interest rate 0.8% or less per annum

Maturity date 10 years

Type Unsecured

Usage of funds Research and development funds, equipment funds, investment 
and loan funds, and bond redemption and loan repayment funds

Method of offering Public offering

37.

Other matters (a) Quarterly financial information

Millions of yen

Year ended March 31, 2021 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Net sales ¥300,602 ¥657,325 ¥1,032,484 ¥1,488,486

Profit (loss) before income taxes (14,114) (17,385) 811 (14,688)

Net loss attributable to owners of parent (11,771) (27,267) (13,969) (19,332)

Yen

Loss per share—basic ¥  (70.47) ¥ (163.23) ¥    (83.62) ¥   (115.73)

Thousands of U.S. dollars

Year ended March 31, 2021 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Net sales $2,714,975 $5,936,823 $9,325,181 $13,443,696

Profit (loss) before income taxes (127,475) (157,018) 7,325 (132,659)

Net loss attributable to owners of parent (106,313) (246,270) (126,165) (174,603)

U.S. dollars

Loss per share—basic $    (0.636) $    (1.474) $    (0.755) $     (1.045)

(b) Material lawsuits, etc.
<Receipt of customs duty reassessment notification in the Kingdom of Thailand>
KAWASAKI MOTORS ENTERPRISE (THAILAND) CO., LTD. (hereinafter, “KMT”), a consolidated 
subsidiary of the Company in the Kingdom of Thailand, received a reassessment notifica-
tion of customs duties for 4,029 million baht (equivalent to approximately ¥14,000 million 
($126,445 thousand) when converted at a rate of 0.29 yen to 1 baht) from the Revenue 
Department of Thailand. KMT had until that time filed its customs duties in accordance with 
guidance from the Revenue Department. Since the content of the notification of reassess-
ment lacked a legitimate basis and was extremely unreasonable, KMT could not accept it 
and submitted an appeal of the reassessment to the Commission of Appeal, the appeals 
body for tax assessments received from the Revenue Department of Thailand. Based on the 
opinion of attorneys consulted regarding this matter, the Company maintains that there is 
a strong possibility KMT’s assertion will be upheld.

<Claim for damages in overseas LNG tank construction work>
In connection with a certain liquefied natural gas (LNG) tank construction project carried out 
by the Company overseas, the Company filed a petition for arbitration with The International 
Chamber of Commerce (ICC) concerning losses sustained by the Company due to the breach 
of contract by an overseas construction subcontractor. During the arbitration proceedings, 
the counterparty claimed damages from the Company, but the Company believes that these 
claims lack legitimate grounds and are thus unjustified. The Company will continue to assert 
the legitimacy of its claims through the arbitration process.
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Independent auditor’s report 
 

To the Board of Directors of Kawasaki Heavy Industries, Ltd.: 

Opinion

We have audited the accompanying consolidated financial statements of Kawasaki Heavy Industries, 
Ltd. (“the Company”) and its consolidated subsidiaries (collectively referred to as “the Group”), which 
comprise the consolidated balance sheets as at March 31, 2021 and 2020, the consolidated statements of 
income, comprehensive income, changes in net assets and cash flows for the years then ended, and 
notes, comprising a summary of significant accounting policies and other explanatory information.  

In our opinion, the accompanying consolidated financial statements present fairly, in all material 
respects, the consolidated financial position of the Group as at March 31, 2021 and 2020, and its 
consolidated financial performance and its consolidated cash flows for the years then ended in 
accordance with accounting principles generally accepted in Japan.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in Japan. Our 
responsibilities under those standards are further described in the Auditor’s Responsibilities for the 
Audit of the Consolidated Financial Statements section of our report. We are independent of the Group 
in accordance with the ethical requirements that are relevant to our audit of the consolidated financial 
statements in Japan, and we have fulfilled our other ethical responsibilities in accordance with these 
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our 
audit of the consolidated financial statements of the current period. These matters were addressed in the 
context of our audit of the consolidated financial statements as a whole, and in forming our opinion 
thereon, and we do not provide a separate opinion on these matters.  

Appropriateness of management’s judgment on the recoverability of deferred tax assets of 
Kawasaki Heavy Industries, Ltd.  

The key audit matter How the matter was addressed in our audit

In the consolidated balance sheet of Kawasaki 
Heavy Industries, Ltd. (hereinafter, the 
“Company”) and its consolidated subsidiaries as 
of March 31, 2021, deferred tax assets of 
¥70,452 million were recognized. As described 

The primary procedures we performed to assess 
whether management’s judgment on the 
recoverability of deferred tax assets of the 
Company was appropriate included the following: 

in Note 26. “Income taxes” to the consolidated
financial statements, the amount of gross 
deferred tax assets before being offset by
deferred tax liabilities amounted to ¥85,121
million. Of this amount, the gross deferred tax 
assets held by the Company that files a
consolidated tax return with its wholly owned
domestic subsidiaries amounted to ¥67,306
million, representing approximately 3.4% of
total assets in the consolidated financial
statements.

Deferred tax assets are recognized to the extent
that tax loss carryforwards and deductible 
temporary differences are expected to reduce 
future taxable income. When significant tax loss 
carryforwards exist, a more deliberate 
consideration is required to assess the 
recoverability of deferred tax assets.

The future taxable income to be generated by the
Company, which was used to determine the
recoverability of its deferred tax assets, was
primarily estimated based on the business plan
prepared by management. This business plan 
involved uncertainty due to the reasons set forth 
below, and had a significant effect on the 
assessment of the recoverability of deferred tax
assets.

・ Forecasts of revenue and profit, which are
the key elements of the business plan, may
be affected by changes in economic
conditions in the future, and other factors.

・ Estimates related to the effect of COVID-19
incorporated into the business plan,
including the forecasts of global passenger
travel demands, involved significant
management judgment.

We, therefore, determined that our assessment of 
the appropriateness of management’s judgement 
on the recoverability of deferred tax assets of the 
Company was one of the most significant 
matters in our audit of the consolidated financial 
statements for the current fiscal year, and 
accordingly, a key audit matter.

(1) Internal control testing

We tested the design and operating effectiveness of 
certain of the Company’s internal controls relevant 
to the judgment on the recoverability of deferred 
tax assets.

In this assessment, we focused our testing on 
internal controls over the preparation of the 
business plan used to estimate the Company’s
future taxable income.

(2) Assessment of the reasonableness of the
estimated future taxable income

In order to assess the reasonableness of key 
assumptions adopted in preparing the business plan, 
that served as the basis for estimating future taxable 
income, we: 

・ evaluated the process of preparing the business
plan that served as the basis for estimating
future taxable income by inquiring of
management and each company president and
inspecting the minutes of Management
Committee of the Company;

・ assessed the consistency of the estimated future
taxable income used to determine the
recoverability of deferred tax assets with the
business plan approved by Management
Committee of the Company;

・ assessed the reasonableness of key assumptions,
which formed the basis for the sales forecasts
used for the estimates incorporated into the
business plan of Aerospace Systems Company,
by comparing them with information provided
by major customers and the market forecast
reports published by the International Air
Transport Association; and

evaluated the reasonableness of the scheduling of 
deductible temporary differences and tax-return 
adjustments included in the calculation of future 
taxable income by comparing them with the taxable 
income calculation for the current fiscal year.
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Management’s assessment of the amount recoverable related to a loss sustained due to a breach 
of contract by an overseas construction subcontractor that failed to fulfill the contract on a 
certain overseas LNG tank construction work (Energy System & Plant Engineering Company)

The key audit matter How the matter was addressed in our audit

As described in Note 9. “Claim for damages in 
overseas LNG tank construction work,”
Kawasaki Heavy Industries, Ltd. (hereinafter, 
the “Company”) sustained a loss of 
approximately ¥51billion due to a breach of 
contract by an overseas construction 
subcontractor that failed to fulfill the contract on 
a certain overseas LNG tank construction work. 
In connection with this issue, the Company filed 
a petition for arbitration with the International 
Chamber of Commerce (“ICC”). The Company 
plans to settle this dispute through the arbitration 
process, and recognized an asset for the expected 
amount recoverable as a result of the arbitration 
within Other under Investments and other assets 
in the consolidated balance sheet.

The amount recoverable through the arbitration 
was assessed considering the progress of the 
arbitration proceedings at the ICC and the 
prospect for an award of the arbitral tribunal, as 
well as the business environment and the
financial conditions of the overseas construction 
subcontractor. These estimates included 
subjective assumptions requiring significant 
management judgment, such as an award of the 
arbitral tribunal related to the subject and 
amount of damages, the Company alleged, 
caused by the breach of contract by the overseas 
construction subcontractor, as well as the ability 
of the overseas construction subcontractor to 
make payment for any monetary award to be 
determined by the arbitral tribunal, which 
involved uncertainty.

We, therefore, determined that our assessment of 
the appropriateness of management’s assessment 
of the amount recoverable related to a loss 
sustained due to a breach of contract by an 
overseas construction subcontractor that failed to 
fulfill the contract on a certain overseas LNG 
tank construction project was one of the most 
significant matters in our audit of the 

The primary procedures we performed to assess the 
reasonableness of management’s assumptions used 
for assessing the amount recoverable through the 
arbitration included the following: 

(1) Internal control testing

We tested the design and operating effectiveness of 
certain of the Company’s internal controls relevant 
to management’s assessment of the amount 
recoverable through the arbitration. In the 
assessment, we focused on internal controls in 
which the personnel responsible for the accounting 
division assess the estimates of the recoverability of 
each item of damages alleged, giving consideration 
to the opinion of the Company’s legal counsel.

(2) Assessment of the reasonableness of the 
estimated amount recoverable through the 
arbitration

・ We inspected the minutes of Management 
Committee of the Company related to the result 
of management’s assessment of the amount 
recoverable. In addition, we inquired of several 
personnel, such as management (including the 
president of Energy System & Plant 
Engineering Company) and those responsible 
for the administration division and the 
accounting division, and then assessed the 
reasonableness of their respective responses.

・ We circularized, through a written legal 
confirmation, directly with the legal counsel 
engaged by the Company to assess the amount 
recoverable, and assessed the consistency of the 
opinion of the legal counsel with the result of 
management’s assessment of the amount 
recoverable.

We inspected the annual reports issued by the 
overseas construction subcontractor and the 
monthly research reports on the financial 
conditions, order booking status and other 
information of the overseas construction 
subcontractor submitted by the Company’s legal 

consolidated financial statements for the current 
fiscal year, and accordingly, a key audit matter.

counsel, and evaluated the consistency of the 
information with the result of management’s 
assessment of the overseas construction 
subcontractor’s ability to make payment.

Responsibilities of Management and the Audit and Supervisory Committee for the Consolidated 
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with accounting principles generally accepted in Japan, and for such internal 
control as management determines is necessary to enable the preparation of consolidated financial 
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s 
ability to continue as a going concern, disclosing, as applicable, matters related to going concern in 
accordance with accounting principles generally accepted in Japan.  

The audit and supervisory committee is responsible for overseeing the directors’ performance of their 
duties with regard to the design, implementation and maintenance of the Group’s financial reporting 
process.   

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements 
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a 
guarantee that an audit conducted in accordance with auditing standards generally accepted in Japan 
will always detect a material misstatement when it exists. Misstatements can arise from fraud or error 
and are considered material if, individually or in the aggregate, they could reasonably be expected to 
influence the economic decisions of users taken on the basis of these consolidated financial statements.  

As part of our audit in accordance with auditing standards generally accepted in Japan, we exercise 
professional judgment and maintain professional skepticism throughout the audit. We also:

 Identify and assess the risks of material misstatement of the consolidated financial statements, 
whether due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk 
of not detecting a material misstatement resulting from fraud is higher than for one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the 
override of internal control. 

 Obtain an understanding of internal control relevant to the audit in order to design audit procedures 
that are appropriate in the circumstances, while the objective of the audit is not to express an 
opinion on the effectiveness of the Group’s internal control.  

 Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 
estimates and related disclosures made by management. 

 Conclude on the appropriateness of management’s use of the going concern basis of accounting 
and based on the audit evidence obtained, whether a material uncertainty exists related to events or 
conditions that may cast significant doubt on the Group’s ability to continue as a going concern. If 
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s 
report to the related disclosures in the consolidated financial statements or, if such disclosures are 
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to 
the date of our auditor’s report. However, future events or conditions may cause the Group to 
cease to continue as a going concern. 
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 Evaluate whether the presentation and disclosures in the consolidated financial statements are in 
accordance with accounting standards generally accepted in Japan, the overall presentation, 
structure and content of the consolidated financial statements, including the disclosures, and 
whether the consolidated financial statements represent the underlying transactions and events in a 
manner that achieves fair presentation.

 Obtain sufficient appropriate audit evidence regarding the financial information of the entities or 
business activities within the Group to express an opinion on the consolidated financial statements. 
We are responsible for the direction, supervision and performance of the group audit. We remain 
solely responsible for our audit opinion. 

We communicate with the audit and supervisory committee regarding, among other matters, the 
planned scope and timing of the audit, significant audit findings, including any significant deficiencies 
in internal control that we identify during our audit.  

We also provide the audit and supervisory committee with a statement that we have complied with 
relevant ethical requirements regarding independence, and communicate with them all relationships and 
other matters that may reasonably be thought to bear on our independence, and where applicable, 
related safeguards.

From the matters communicated with the audit and supervisory committee, we determine those matters 
that were of most significance in the audit of the consolidated financial statements of the current period 
and are therefore the key audit matters. We describe these matters in our auditor’s report unless law or 
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we 
determine that a matter should not be communicated in our report because the adverse consequences of 
doing so would reasonably be expected to outweigh the public interest benefits of such communication.  

Convenience Translation

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year 
ended March 31, 2021 are presented solely for convenience. Our audit also included the translation of 
yen amounts into U.S. dollar amounts and, in our opinion, such translation has been made on the basis 
described in Note 1 to the consolidated financial statements.

Interest required to be disclosed by the Certified Public Accountants Act of Japan 

We do not have any interest in the Group which is required to be disclosed pursuant to the provisions of 
the Certified Public Accountants Act of Japan. 

  

Matsuyama Kazuhiro

Designated Engagement Partner 

Certified Public Accountant 

Narumoto Koji 

Designated Engagement Partner 

Certified Public Accountant 

Seishi Kyoichi

Designated Engagement Partner 

Certified Public Accountant 

KPMG AZSA LLC

Kobe Office, Japan

June 25, 2021 

 

 

 

116 117Kawasaki Report 2021 Kawasaki Report 2021




