


Kawasaki Group Mission Statement

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

Kawasaki, working as one
for the good of the planet

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

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

\
\
\
Kawasaki Value A

We respond to our customers’ requirements
We constantly achieve new heights in technology
We pursue originality and innovation

The Kawasaki Group Management Principles

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

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

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

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

The Kawasaki Group Action Guidelines

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

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

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

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

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

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

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

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

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

our website.

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

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

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

Period

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

Scope

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

Guidelines

In preparing the report, the editorial of ce referred to the Sustainability Reporting
Standards issued by the Global Reporting Initiative (GRI), the International Integrated
Reporting Framework issued by the International Integrated Reporting
Council (IIRC), the Environmental Reporting Guidelines (2012 Edition)
issued by the Ministry of the Environment, and the Guidance for
Integrated Corporate Disclosure and Company-Investor Dialogue for

Collaborative Value Creation issued by the Ministry of Economy, Trade Suldance for
and Industry. Value Creation

Frequency of Publication

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

Contact Us

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

The Kawasaki Group’s Information Disclosure

Kawasaki Report

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

Investors Corporate info Products R&D Sustainability Environment

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

Financial Non- nancial
information information
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Founded in 1878
Established in 1896

@® Shipbuilding

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

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

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

* For more information about technological development, please refer to page 22.
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Our Approach to Sustainable Value Creation

“Kawasaki, working as one for the good of

Kawasaki Group Management Resources Business Activities and Strategy Key Outputs

Financial capital

Invested capital ¥9158 billion

Manufactured capital

Global production structure
Capital investment... ¥66.9 billion

Global Social Issues Key production sites

19 in Japan

2 1 overseas

Intellectual capital

of people and goods )
in steb with ©® 120 years of experience and
p know-how

globalization © Advanced technological capabil-
ities across extensive domains

® Greater movement

® Heightened environ-
mental risk R&D expenses.......... ¥487 billion
© Emerging countries:

Insuf_cient social

infrastructure A technology-based Group
pursuing quality

® Developed countries:
Graying of society,

shrinking working
. Social and relationship capital
population

© Kawasaki brand
© Relationships of trust built with

Number of employees.... 35,691

business partners over many
years

Natural capital (non-consolidated)

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

Procured amount
of raw materials

(GLEIC] ) I 110 K tons

(Fiscal 2018 gures)

External Environment and Risks

Changes in Industrial Structures

® Technological innovation

® The evolution of Al and loT
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the planet”

Kawasaki Value

® \We respond to our customers’ requirements

® \We constantly achieve new heights in
technology

® \We pursue originality and innovation

Business Portfolio

Aerospace
Systems

Rolling Energy
Stock System &

Plant Engineering

® Wide-ranging %

technological

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

Structure Robot

O

§ K

Motorcycle & 9
Engine =

L4

Value Creation Drivers
The Medium-Term Business Plan 2019

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

Kawasaki-ROIC Management

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

The Foundation Supporting Our Business
Activities (ESG Initiatives)

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

Climate Change

® Global warming
©® Major natural disasters

The Kawasaki Group consistently creates new value by drawing on

Providing pioneering innovative products and services

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

Key Products

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

(Fiscal 2018 gures)

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

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

29,126 K tons

(Fiscal 2018 gures)

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

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

Business partners ¥1,303.4

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

Employees ¥242.2

Value delivered Salaries, bonuses, etc.
(net sales) )
¥1,594.7 Society ¥0.5

—LSocial contribution expenses

Government ¥16.7
Income taxes—current

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

Value created ¥31.7

Creditors
¥34

Interest expense

Shareholders ¥11.6 Internal, etc. ¥16.5

Dividends paid Increase in retained earnings during period

(Fiscal 2018 gures)

Currency Fluctuations

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

Economic Trends

® Can impact the Group via
capital expenditure

to social issues around the world.

diverse, sophisticated technological capabilities to contribute to solutions

Created Social Value

Provide safe and secure, clean,
comfortable movement of people

and goods by land, sea, and air

Create clean energy

Improve social infrastructure,

specially in emerging countrie

Respond to the needs of
an aging society and shortage of

labor through automation
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Message from the President

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

enterprise value.

/Beginning the New Medium-Term Business Plan

Over the past three years, the Kawasaki Group has
advanced initiatives aimed at achieving the goals for

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

We embarked upon the medium-term plan having
mapped out paths to our goals in each business, but
our reading of trends in the business environment was
inadequate. As a result, we made dispersed invest-
ments, some in low-growth, low-return, high-risk

elds, weakening the Company’s earnings power and
worsening its cash ows.

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

Figure 1: MTBP 2016 Quantitative Goals and Results

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

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

Before-tax ROIC 11.0% 4.5%
Yoshinori Kanehana Operating income (Billions of yen) 100.0 64.0
Representative Director, Cash ows from operating activities (Billions of yen) 140.0 109.7

President and
Chief Executive Of cer

Net D/E Ratio 70%-80% 76.6%
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/Reviewing MTBP 2016

Figure 2, below, provides an overview of the key mea-

sures (actions 1-5) of MTBP 2016.

As shown under Action 1, investment in elds expect-

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

Furthermore, as shown under actions 4 and 5, our

/The MTBP 2019 within Our Long-Term Vision

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

Figure 3: Long-Term Vision and the MTBP 2019

base a top priority. While we regard the nal year of
plan, scal 2021, as only a milestone on the way to

scal 2030, we have set the targets for scal 2021 of
before-tax ROIC of 10% or more, operating income
margin of 6% or more and free cash ows (FCF) of
¥120 billion or more (over three years). | would next
like to describe the initiatives we will advance to
achieve these targets.

MTBP 2016 MTBP 2019 FY2030

Goals for FY2021 (milestone)

@ Profitability declined and quanti-
tative goals were not achieved Before-tax ROIC: 10% or more

um- to long-term growth driver

® However, development of medi- /
businesses progressed as planned

6% or more

Operating income margin:

Operating income
margin:
10% or more

/

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

returns from fiscal 2021 over 3 years

/

ed to drive growth over the medium and long terms,
such as aerospace systems and robots, progressed as
planned, and we expect to see returns in the form of
revenue from scal 2021 onward.

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

business selection and concentration criteria were insuf-

ciently clear, and business replacement stalled. This was
a signi cant reason that pro tability did not increase as
planned. We still have a ways to go in developing cross-
organizational functions and systems needed for overall
optimization, and we have incorporated this as a task to
address in the new medium-term business plan.

Strengthen financial base

Selective investments toward further growth

&———— Sales growth rate after FY2019: 5% or more per year —————>

FY2016-2018

FY2019-2021 FY2030

quantitative targets.

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

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

® Pro tability signi cantly decreased in several businesses; strengthening the
nancial base is an urgent requirement
® Returns from ongoing investment of resources in growth elds are approaching

Results

Plan and execute growth strategies
through the strengthening of core

competence in each business unit (BU)*

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

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

e Completed one jet engine development cycle

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

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

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

Action 3

Pursue synergy effects through
integrated operations to create
new value

Mechanisms for realizing synergies in growth elds progressed in certain

areas, but Company-wide maximization remains a task

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

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

Action 4

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

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

Create a portfolio focusing on
pro tability, stability, and growth

Cross-organizational functions and systems were insuf cient to realize
overall optimization

*BU: Business unit

Kawasaki Report 2019

/Basic Policies of MTBP 2019

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

Figure 4: Basic MTBP 2019 Policies

1 Strengthen the nancial base

Total optimization of the busi-
ness portfolio

Business model innovation
(“Changing Forward”)

Innovate company organization/
culture (“Changing Forward”)

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

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

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

Construct cross-organizational functions and management sys-

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

Kawasaki Report 2019
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/Key Measures under MTBP 2019

To reinforce the Company’s earnings power and corpo-
rate strength over the three years ending scal 2021,
we will implement the following four key measures.

1

Strengthen the nancial base

In order to address the pressing issue of strengthen-
ing the nancial base, increasing our earnings power
and improving cash ows will be top priorities.

Speci cally, because functions needed to pursue
overall optimization have been inadequate, we imple-
mented organizational reforms in April 2019 with the
goal of enhancing strategy formulation and execution
functions in head of ce divisions. | think that this will
better enable us to avoid getting overly caught up in
individual scal year pro t and loss management and
instead develop business strategy focused on the
medium and long terms.

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

Strengthening Project Risk Management and Building
a Quality Management System

Strengthening Project Risk Management

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

Business Position Clari cation and Rebuilding

Figure 5: Revitalizing Individual Businesses by
Clarifying Roles and Targets

High

Growth

Low

Ambitious

Hydrogen
chain

Growing
e L o ]

Medical
robots

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

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

* TQM: Total quality management

Total Portfolio Optimization

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

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

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

Figure 6: Leveraging Group-wide Core Competencies to Transform

Businesses from “Rebuilding” and “Stable” to “Growing”

1

A

/\latural gas related technology / / Hydrogen supply chain

Stable

Precision
machinery

Leisure
vehicles

Low Pro tability High

Commercial

Rolling stock
vessels

e >
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Carry Store

Commer-

cialize =
::H—/%

W

Demonstrate

3 Business Model Innovation
Until now, our main business domains have been
manufacturing and sales, with certain core compo-
nents lifting overall pro tability. We aim to increase
earnings power by shifting from our existing

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

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

Continuously increase value Expanding value chains not dependant solely on internal resources

® Hydrogen tech-

\ nologies

® Medical robots

® Next-generation
vehicles Core components
(precision machinery, general-purpose
engines, semiconductor robots)

| |

® Remote monitoring
(track monitoring, gas turbines, etc.)

® Engine MRO* ® AUVs?
® SOPass® ® Medical robots

Existing Business Domains

| 1 1§

I I I
rand licensing market Design parts
development assembly

w 4 Amount of added value

Manufacturing/

1 1 14
Sales/logistics ~ Service/maintenance and
operation

Value chain

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

3. SOPass: Ship Operation and Performance Analysis Support System

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

/ MTBP 2019 Quantitative Targets

The global economic outlook is currently unclear,

re ecting U.S.-China trade frictions and the decelera-
tion of growth in the Chinese economy. However, by
steadily implementing the initiatives described above,
we aim to achieve our management goals for scal
2021 of before-tax ROIC of 10% or more, FCF of

Figure 8: Achieving the Milestones of ROIC of 10% or More and
an Operating Income Margin of 6% or More in Fiscal 2021

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

15410 15188 15742 15947

2015 2016 2017 2018

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

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

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

Management Targets for FY2021

Before-tax ROIC* 10% or more

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

-4 Ratio of Operating

6% or more
Income to Sales

(¥100 billion or more)

¥120 billion

or more over 3 years

2. FCF before spending on growth investment

FCF2

2021 (FY)

Kawasaki Report 2019
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/Kawasaki’s Vision for Fiscal 2030 and Long-Term Direction

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

Figure 9: Mega-trends Surrounding Kawasaki Heavy
Industries—No Survival without Transformation

Ongoing expansion in commercial
aircraft demand Appearance of mid-body aircraft

Expanding demand for the / \ Fierce price competition

engine maintenance business against overseas companies
Aerospace
Systems Growing markets in

emerging countries

Expanding demand for
the system integration

. En
business Rolling sy;;r?]y&
. Stock i i
Plant E
Slowing growth ant Engineering Shift to low envi-

of the domestic
rolling stock manu-
facturing market

Digital
Innovation

ronmental bur-
) den energy

Decarbonization
Expanding robot

Reduced domestic Offshore AAUS:S:?J;?”/ utilization for
defense budget Structure y various tasks
Motorcycle Fluctuations in
Market slump due to EE e demand in the con-

vessel oversupply struction and agricul-
tural machinery markets
Rise of industry in China Increasing demand for high
and South Korea \ R / pressure hydraulic systems

Growing motorcycle markets in
emerging countries

Tightening environmental regulations and
accompanying electri cation

Figure 10: Vision for Business Portfolio in Fiscal 2030

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

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

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

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

and Precision Machinery & Robot businesses

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

the Kawasaki brand globally

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

into a growth engine

® Efforts to commercialize the hydrogen chain, emblematic of
the Group’s synergy effects, coming to fruition and evolving Ship &
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Sales by business area

sza

Operating

income
margin 4-0% 6.0%

Kawasaki Report 2019

szh

18% a

Rolling Stock
Motorcycle & Engine

25%

Systems

25%

Energy
System &
Precision Plant Engineering
Machinery & Robot 254

A
rogen
in )
0

10.0%

initiatives to address such CSR issues as the realization
of a low-carbon society, corporate governance, human
resource development, human rights, compliance and
supply chain management. In particular, we have desig-
nated four ways of creating social value through our
businesses as topmost priorities over the long term.
These are providing safe and secure, clean, comfortable
movement of people and goods by land, sea and air;
creating clean energy; improving social infrastructure,
especially in emerging countries; and responding to
the needs of an aging society and shortage of labor
through automation. In pursuing these, the Kawasaki
Group will contribute to the achievement of the SDGs.
For each of these ways of creating social value, we
have established visions and non- nancial targets for

scal 2030 that we will use to track progress. Under
the MTBP 2019, we will evolve the business portfolio
through the pursuit of Group synergy and innovation
while maximizing social value and contributing to the
realization of the SDGs.

Shareholder Returns

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

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

Corporate Governance and Engagement

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

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

“Changing forward”

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

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

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

Kawasaki Report 2019
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Management

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

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

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

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

Thoroughgoing Measures to Reclaim Trust

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

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

Kawasaki Report 2019

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

Sukeyuki Namiki

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

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

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

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

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

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

Promoting TQM to Establish an Overarching
Quality Management Structure

In addition to the initiatives discussed above, we sought to

TQM Framework

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

Quality assurance
Product development
management
Process assurance
Maintenance and
stabilization

Day-to-day management

uality/reliabilit
Activity elements Q ty 2

Basic techniques
Standardization

ducati ivi
Eclication Activity elements

Basic principles

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

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

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

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

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

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

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

L L Organizational operation
Purpose principles Means principles I
principles

Improvement procedures

Process standardization

Statistical quality control

Techniques

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

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

Organizational Strength through Active Discussion

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

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

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

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

Kawasaki Report 2019
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ial Strategy

Positioning of Kawasaki-ROIC Management in
the MTBP 2019

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

Kenji Tomida

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

Growth Investment Selection
Based on a Cash Flow Model

Engaged in the simultaneous pursuit of overall pro tability,
corporate growth and operational stability while striking a
balance between investment and return, the Kawasaki Group
has been utilizing ROIC as its key management indicator since

scal 2000. In  scal 2013, this approach was upgraded and
we launched Kawasaki-ROIC Management, which, unlike our
previous segment-focused management approach, deals with
operations at the more granular business-unit (BU) level,
allowing precise ROIC management. The before-tax ROIC
target for all BUs is set at 8%, a hurdle chosen to ensure that
each records pro tin excess of capital cost.

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

Drawing lessons from these results, we have stepped up
project risk management. Under the MTBP 2019, we are
placing the utmost priority on reinforcing our nancial
position and applying cash ow-focused management to
enhance our ROIC. To that end, we have identi ed our 2021
goals as a before-tax ROIC of 10%, an operating income mar-
gin of 6% and operating income of ¥100 billion. Moreover,
by continuing to advance selection and concentration, we
expect to approach an operating income margin of 10%
around scal 2030.
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Looking back, ongoing growth investment carried out by
each business segment over the course of the three-year
period of the MTBP 2016 overburdened our overall cash

ows. Learning from this, the MTBP 2019 breaks down BUs
in each business segment into four categories: “growing
BU,” “ambitious BU,” “stable BU” and “reforming BU.” Each
BU is expected to ful Il their role in their category while
taking a selective approach to investment, with the aim of
optimizing the overall business portfolio.

Under the MTBP 2019 cash ow model, our basic goal

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

Strengthening Our Management System

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

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

Three-Year Cash Flow Targets

Net interest-bearing debt (billions of yen) Ml Shareholders’ equity (billions of yen) @ Net D/E ratio (%)

78.9% pe.-ct

446.2 4668

Cash ow model under MTBP 2019

Operating cash ows

¥330 billion or more over 3 years

Investment cash ows  ¥210 billion or more over 3 years

Free cash ows

¥120 billion or more over 3 years

-

Investment for further growth

-Strengthen nancial position
-Dividend payout ratio of 30%

(¥45 billion over 3 years)

FY2016 FY2017 FY2018

innovation, modeled on our fast-growing robot business
operations, throughout the Company. We will also push
ahead with digitization throughout the value chain, looking to
create seamless business processes and introduce automation
technologies for ease of monitoring.

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

“Changing Forward”:
Pursuing Business Model Reforms

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

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

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

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

FY2021

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

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

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

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

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

Kawasaki Report 2019
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ological Development

Evolution Employing Digital Innovation

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

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

We expect digital innovation to help broaden our business

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

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

Hiroshi Nakatani

Managing Executive Of cer, CIO

General Manager, Corporate Technology Division
General Manager, Technical Institute

General Manager, Manufacturing Improvement Center

volumes based on market electricity demand.

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

Preparing for the Emergence of a Hydrogen-
Powered Society

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

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

The second factor is carbon recycling. We envision a new
material chain that prevents the external release of CO2
emissions and is nondependent on fossil fuels. Despite cost
challenges, a growing number of customers are investing in
such green energy solutions.

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

Strengthening the Service Business
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using our gas turbine technologies to supply energy and heat
to surrounding communities, con rming the safety and
feasibility of the cogeneration system.

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

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

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

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

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

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

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

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

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

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

Hydraulic components for construction machinery
Hydraulic steering gears for marine products

Hydraulic components for agricultural machinery
Hydraulic deck machinery for marine products

Precision Machinery & Robot

Vision

The world’s top brand in motion control, creating and providing total solutions
for providers of medical and healthcare services as well as for industry, including
automobiles, construction machinery, and electronic equipment, with a focus on
hydraulic components and robots boasting a level of performance and quality far

Hydraulic components and systems for industrial machinery
Industrial robots Medical and pharmaceutical robots

surpassing that of any rival.

Opportunities Risks

Hydraulic  ® Expanding demand due to world-
machinery wide infrastructure building, mainly
in emerging countries

Robots ® |[ncreasing elds of application
through the realization of collabo-
ration with humans in working
operations

® Rising demand aimed at eliminating
labor shortages and improving quality Robots
® Progress in use of robots beyond
industrial applications (such as med-
ical treatment and nursing care)

Core Competence

Hydraulic
machinery excavator hydraulic machinery

Ability to respond to customer requests

Global service structure

Shared New product development capabilities in the
hydraulic technologies and robotics

Business Direction under MTBP 2019

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

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

Hydraulic @ Shift to in-house production of hydraulic machinery
machinery

by construction machinery manufacturers and mar-
ket entry of manufacturers from emerging countries
® Rapid cooling of the Chinese construction equip-
ment market
® Delayed recovery in the marine hydraulic equip-
ment market due to sluggish conditions in the ship-
building industry, and intensifying price competition
® |ncreasingly erce price competition with
rival companies
® Prolonged stagnation in semiconductor markets

eld of motion control based on the integration of

b 4

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

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

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

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

Operating Environment and Strategies

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

Kawasaki is the leader of the global market for excavator-
use hydraulic machinery. Going forward, we will maintain
and expand our market share by leveraging world-class,
leading-edge technology, the ability to turn such technolo-
gy into systems, our brand strength, and responsiveness
to customer needs. We will also actively explore promis-
ing new businesses, such as construction and agricultural
machinery beyond excavators, to realize further growth
and improve stability in segment performance.
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In the industrial robot business, we expect demand
in existing customer sectors to continue expanding to
offset labor shortages and achieve higher quality. We
also predict that robots will be used in a wider range of
applications, including in collaboration with humans in
work operations as well as in medical treatment and
nursing care.

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

Yasuhiko Hashimoto

President,
Precision Machinery &
Robot Company

S .
o

BX300 spot welding robot

= Orders Received = Operating Income

= Net Sales (Billions of yen)

e Operating Income Margin
10.8% 22.9%

e Before-tax ROIC

(Billions of yen)

2252 - 19.8%
20711989 220 .
' ; 13.4%
13311331
131 9.5%
85
2015 2016 2017 2018 (FY) 2015 2016 2017 2018 (FY) 2015 2016 2017 2018 (FY)
Kawasaki Group and by enhancing the sales and service (
structure. In new customer sectors, we aim to establish
new business elds by integrating robotics with I0T/Al, r—’-—-
as with Succcessor,* and to commercialize the robotically 1 -
assisted surgical devices currently in development at ( » | 2
. . P . . Ll
Medicaroid, a joint venture with Sysmex Corporation. - (
We will continue to pursue synergy by integratin -
p ynergy by g g 4 P -

hydraulic machinery and robot production and develop-
. .. . duAro collaborative
ing new products combining the technologies of each. By Dual-Arm
doing so, we will reinforce the businesses of the Precision SCARA Robot
Machinery & Robot Company as a whole. dum
* Successor: Technology in which expert engineers use remote controls with b
kinesthetic feedback to safely operate robots and perform tasks. The
robots memorize these movements, which they can then convey to
the next generation of operators. Using Al to learn from
recorded inputs, the system can also generate automated
operational programs.

Hydraulic motor M7V (left)
Hydraulic pump K8V (right)
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Messages from the Outside Directors

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

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

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

Kawasaki boasts a long tradition of developing businesses backed by
strong technological prowess. Today, however, as society changes at
an accelerating pace, management decisions must be made faster
than ever before. In light of this, Kawasaki is working to build frame-
works that will facilitate quicker response to change and promoting
innovation in its corporate culture even as it pursues initiatives in
new elds, such as robotics and hydrogen. Discussions at Board of
Directors meetings are very lively, and we are moving forward with
considerations related to enhancing governance, as well. Having been
involved during a period of great change in the management of a
securities exchange that, like Kawasaki, has a long history, | have
seen rst-hand the importance of quickly responding to changes in
the business environment and how an organization can decline if fails
to do so. As such, | commend Kawasaki for its efforts in this area,
which represent an effort to adapt to the changing times.

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

Outside Director

Audit & Supervisory Board Member,
Sumitomo Chemical Co., Ltd.
Director (Outside Audit and
Supervisory Committee), Asahi
Broadcasting Corporation

Transforming society through innovation,
with corporate heritage as a compass

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

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

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

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

Focusing on risk management as a
global conglomerate

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

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

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

o
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Yoshiaki Tamura
Outside Director

Director, DIC Corporation

Jenifer Rogers
Outside Director

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

Director, Mitsui & Co., Ltd.

Director, Nissan Motor Co., Ltd.
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Corporate of cers s of octover 1, 2019)

Directors

Nomination Advisory Compensation

Nomination Advisory Compensation

Name Board of Committee Advisory Committee Name Board of Committee Advisory Committee
Positi Years of " Directors . Years of " Directors
osition Service Reasons for appointment Meetings R . Position Service Reasons for appointment Meetings R R
Age 9S  Member- Meetings Member- Meetings Age 9S  Member- Meetings Member- Meetings
attended*  ship attended*  ship attended* attended*  ship attended*  ship attended*
Mr. Hashimoto worked in technology and develop-
Mr. Murayama worked in technology and develop- ment in the Company'’s industrial robots business
) ment in the Company’s aerospace business for unit for many years. He was appointed Director
Shigeru many years. He assumed the of ce of Senior Vice Yasuhiko and Managing Executive Of cer in 2018.
Murayama President in 2010 and President in 2013. He has Hashimoto Presently, as Director, Managing Executive Of cer
Chairman of 9 served as Chairman of the Board since 2016. 17/17 — — — — 1 and President of the Precision Machinery & Robot 14/14 — — — —
the Board Presently, as Chairman of the Board, he demon- Director Company, he demonstrates outstanding leadership
69 years old strates outstanding leadership, contributing signi - 62 years old and is responsible for promoting Company-wide
cantly to the Company’s business growth and the automation, contributing signi cantly to the
enhancement of its enterprise value. Company'’s business growth and the enhancement
of its enterprise value.
Mr. Kanehana worked in technology and develop- Mr. Shimokawa worked in manufacturing and
ment in the Company’s rolling stock and overseas quality assurance in the Company’s aerospace
Yoshinori businesses for many years. He assumed the of ce Hi hi business for many years. He was appointed
Kanehana of Senior Vice President in 2012 and Senior Iroyosni Executive Of cer in 2017 and has served as
7 Executive Vice President in April 2016. He has 17/17 12/12 11/11 Shimokawa Newly Managing Executive Of cer since 2019. Presently, _ _ _ _ _
Representative served as President since June 2016. Presently, as Director appointed  as Director, Managing Executive Of cer, and
Director President and Chief Executive Of cer, he demon- 59 years old President of the Aerospace Systems Company, he
65 years old strates outstanding leadership, contributing signi - demonstrates outstanding leadership, contributin
[¢] P g sig 9 P 9
cantly to the Company’s business growth and the signi cantly to the Company’s business growth
enhancement of its enterprise value. and the enhancement of its enterprise value.
. . . Mr. Yoneda has served as President & CEO
Mr. Tomida worked in  nance and accounting and (Member of the Board) of Osaka Securities
cor;_)orate planning at the Company and i_ts overseas Exchange Co., Ltd., and Director & Representative
Keni Michio Erecutive Of cer nd Group COO of Jopan
Tomida Vice President in 2017. Presently, as Director, Vice Yoneda Exchange Group, Inc., and in other important posi-
Rv_epresentative 5 President and Senior Executive Of cer. he is in 17/17 12/12 11/11 O_utside 3 itrlrc:nz}gitp;?;/r:gezr::l?g:;g&gf:;:sl%aodnwr::iz on 17/17 12/12 11/11
Director charge of Company-wide nance, accounting, and Director abEndant mana gement experience and dee
64 years old human resources, contributing signi cantly to the 70 years old insight into cor;?orate govgrnance from a stznd-
Company’s business growth and the enhancement point independent from the Company’s business
of its enterprise value. execution
Mr. Tamura has served as Representative Director
s . and Executive Vice President of Asahi Glass Co.,
Mr. Namiki worked in technology and development Ltd. (now AGC Inc.), Deputy Leader of Overall
injthelCompany;s aerospace OEEES o many Business Managem'ent General Manager of
Sukeyuki éi:;i‘t:zvov?s;F;piﬂ'gﬁstgfgéggt?ndagg?gsg Yoshiaki Technology General Division, Deputy Leader of
Namiki Vice President and Senior.Executiv:’Of cer he is in Tamura AGC Group Improvement Activities, and Executive
: 1 R L 14/14 — — — — . 1 Vice President, President of Glass Company and in 14/14 (Presiding 8/9  (Presiding 8/8
Representative CUEIE C1f CEIEY-ILD TR AL PIEEMEiR Outside other important positions. We have received help- of cer) of cer)
Director 6] (RRENIREMERL, (QUENTRY Eiivel, €G] s [Relllag Director ful o inigns and F;dvice oﬁ important mana eme[r)u
64 years old Stock Company, contributing signi cantly to the 64 years old decisF:ons based on his abundrfnt managemgnt
g?rirt]spaeai/esr brl:zénszlsugérowth ancitieleniiancerient experience and deep insight into manufacturing
p : from a standpoint independent from the
Company'’s business execution.
Mr. Watanabe worked in technology and develop- Ms. Rogers has served as an in-house lawyer and
ment in the Company'’s plant and infrastructure ) counsel at nancial institutions in Japan and over-
Tatsuya business for many years. He was appointed Senior Jenifer seas for many years. She provides helpful opin-
Watanabe Vice President in 2016. Presently, as Director, Rogers ions and advice on important management
3 Managing Executive Of cer, and President of Energy = 15/17 — — — — Outside 1 decisions based on her extensive international 14/14 — — — —
Director System & Plant Engineering Company, he demon- Director experience and deep insight into legal affairs,
62 years old strates outstanding leadership, contributing signi - 56 years old compliance and risk management from a stand-
cantly to the Company’s business growth and the point independent from the Company’s business
enhancement of its enterprise value. execution.
Mr. Yamamoto worked in planning and nance and * Figures for  scal 2018.
accounting in the Company’s plant and infrastruc-
ture business as well as its precision machinery
business for many years. He was appointed Senior
Katsuya Vice President in 2017. Presently, as Director,
Yamamoto Managing Executive Of cer, and General Manager of
2 . o P 17/17 — — — —
Director the Corporate Planning .DIVISIOn', heisin char_ge of
61 years old overall corporate planning and investor relations,
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Corporate Communication, and the Ship & Offshore
Structure Company, contributing signi cantly to the
Company’s business growth and the enhancement
of its enterprise value.
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CSR Management and Human Rights

Basic Policy on CSR

We believe the Kawasaki Group’s highest CSR priority is real-
izing the Group Mission, “Kawasaki, working as one for the
good of the planet.” Accordingly, we actively identify global
social issues and aim to solve them by providing products and
services driven by innovation and the pursuit of synergies
within the Group. In addition, to earn and maintain the trust
of society, we have made it the Kawasaki Group’s basic policy
on CSR activities to promote constructive dialogue with

CSR Activity Targets and Performance

In scal 2017, management de ned CSR-related material
issues for the Kawasaki Group to address and reviewed the
CSR activity framework, positioning material issues related to
the creation of social value through business as top priorities
to be achieved over the long term and all other material
issues as CSR issues that underpin the management founda-
tion. Under the new framework, we have clari ed the

stakeholders and reinforce initiatives in such areas as ensur-
ing fair business practices, preventing corruption, and promot-
ing consideration of the environment and human rights.

Based on this policy, we have identi ed material issues that
de ne the scope of our CSR activities, informing Group-wide
CSR management. We will continue CSR-related efforts based
on stakeholder expectations and demands and thereby rein-
force our foundation for value creation.

divisions and individuals responsible for as well as our ideals
and key performance indicators for key items related to the
creation of social value through business and environmental,
societal, and governance (ESG) issues. We monitor accomplish-
ments related to these key items every year. We implement a
plan-do-check-act (PDCA) cycle while working to enhance our
CSR activities.

@ For more information about Kawasaki’'s CSR activity targets and performance, please refer to Kawasaki’'s website.
https://global.kawasaki.com/en/corp/sustainability/overview/outline.html

Stakeholder Engagement

The Kawasaki Group actively acknowledges the expectations and requests of stakeholders and aims to create social value by

meeting those expectations and requests through its business activities while working to raise enterprise value. Through stake-

holder dialogue, we strive to enhance information disclosure, deepen communication and thus strengthen bonds of mutual trust.

Example Initiative

Kawasaki seeks to increase its enterprise value over the medium- to long-
term by proactively engaging in dialogue with shareholders and investors
to explain its business strategy and management policy while utilizing the
insights gained from such dialogue in management. To this end, when
shareholders or investors request a dialogue, the appropriate individuals,
including directors and members of top management, meet with them. In
addition, we conduct quarterly results brie ngs, business information ses-
sions, plant tours and other informatory events on an ongoing basis.

In addition, the opinions, and beliefs of shareholders and investors
gleaned from dialogues are reported to the Board of Directors as

appropriate and necessary.

= Kawasaki

our potential

Y

@ For more information about stakeholder engagement, please refer to Kawasaki’'s website.
https://global.kawasaki.com/en/corp/sustainability/overview/stakeholder.html
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Identifying Material Issues

In light of increasingly diverse stakeholder expectations and demands and changes in the business environment, the Kawasaki

Group has reexamined and organized the impacts that its corporate activities have on society in order to identify material issues.

We are handling the material issues identi ed based on the management approach de ned under the GRI standards and have

established KPIs that we use to regularly monitor progress.

Materiality Matrix of Items Identi ed
High

Topics not chosen as material issues

but still worthy of constant attention
Stakeholder engagement

Importance to e

society and

stakeholders

Risk management

Crisis management

Political involvement
Research and development
Export control

Information security
Customer relationship management
Health and safety

Diversity

Human resource development
Recycling-oriented society
Society coexisting with nature

V
1

1

1

1

1

H

1

1

g

Product liability/safety :
Corporate governance Losetareln ® Improving social infra- :
Compliance :
Anti-corruption measures E
Supply chain management ;
H

1

1

1

1

1

Employee recruitment

and retention

Low-carbon society
(business activities)
Business and human rights

Social value created through
our businesses

® Providing safe and
secure, clean, and com-
fortable movement of
people and goods

® Creating clean energy

society
(product-based
contributions)

structure, especially in
emerging countries

® Responding to the needs
of an aging society and
a shortage of labor
through automation

Environmental management

Heightened awareness as
an environmentally friendly brand

Social contribution activities

Low

Importance to Kawasaki High

m For more information about Kawasaki's process of identifying material issues, please refer to Kawasaki's website.
https://global.kawasaki.com/en/corp/sustainability/materiality.html

Business and Human Rights Initiatives

As value chains expand on a global scale, ensuring respect for
the human rights of employees, suppliers, and all the other
people involved in our businesses has become a more impor-
tant focus that, in turn, increases the necessity of understand-
ing and dealing with the human rights risks in Group-wide
business activities.

The Kawasaki Group has enshrined respect for human rights
in its business activities in the Kawasaki Group Code of
Conduct. In June 2019, we adopted the Kawasaki Group
Human Rights Policy by resolution of the Board of Directors.
This policy states that, in line with the United Nations Guiding

Principles on Business and Human Rights, the Group will ful Il
its responsibilities related to respecting the human rights of
the stakeholders impacted by the Group’s business activities.
To identify human rights risks in its business activities, in

scal 2018, the Group implemented human rights risk assess-
ments and impact assessments of its main businesses in coop-
eration with the U.S.-based nonpro t Business for Social
Responsibility (BSR).

Going forward, we will formulate and implement measures
to mitigate the signi cant risks identi ed through these
assessments.

@ For more information about business and human rights initiatives, please refer to Kawasaki's website.
https://global . kawasaki.com/en/corp/sustainability/employee/human_rights.html
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Realizing a Low-carbon Society

Within the material issues identi ed in scal 2017, we have designated “the realization of a low-carbon society (product-based
contributions)” and “the realization of a low-carbon society (business activities)” as particularly important. These entail, respec-
tively, reducing CO, emissions by providing products with better environmental performance and reducing CO, emissions through
such initiatives as energy-saving in manufacturing processes. We are advancing corporate activities accordingly.

Below is a look at Kawasaki’'s achievements related to these—CO, reduction through product-based contributions and business
activities—in scal 2018, as well as a review of the results of the activities of the recently concluded Ninth Environmental
Management Activities Plan ( scal 2016 to 2018) and the key initiatives of the new 10th Environmental Management Activities

Plan ( scal 2019 to 2021).

Realization of a Low-carbon Society: Product-based Contributions

About 90% of CO, emitted during the life cycles of our prod-
ucts is released during their use after they are sold. The
Company therefore seeks to realize a low-carbon society by
providing products that emit less CO, during use. In scal
2017, we established new rules for calculating the CO, emis-
sions reduction achieved through product-based contributions
in order to better quantify the contributions of highly energy
ef cient products to the mitigation of global warming.

Fiscal 2018 Result (non-consolidated)
Reduction of CO, Emissions through
Product-based Contributions

Green Gas Engine

Calculations based on these rules found that the CO, emis-
sions reduction through products Kawasaki sold (non-consoli-
dated basis) in scal 2018 was approximately 29.1 million
tons. Large contributions were made by such products
as the Green Gas Engine, which boasts world-leading power-
generation ef ciency, and the M7V Series motors for HSTs,*
both of which are Kawasaki-brand Green Products.?

Approximately 29 . 1 million tons of CO,

M7V Series motors for HSTs

1. HST: Hydrostatic transmission: A non-stage transmission comprising a hydraulic pump and hydraulic motors.

2. The details of Kawasaki-brand Green Products are disclosed on Kawasaki's website:

http://global.kawasaki.com/en/corp/sustainability/green_products/index.html#2018item
We launched the Kawasaki-brand Green Products* in-house registration program in 2013 for products that meet standards established by the Company related to
energy ef ciency and other factors. The number of registered products has continued increasing every year, reaching 54 in 2019.

Calculation Rules

® Products to be assessed: Kawasaki-brand Green Products,
products that use waste, waste heat, and renewable energy, as
well as cogeneration systems and rolling stock pertaining to
modal shift, etc., were selected for assessment.

® Period of assessment: We have adopted a ow-based
approach?® in which the period of assessment is the estimated
useful life of products sold in a scal year, because the esti-
mated useful lives of our products are long. This allows us to
better calculate the difference in CO, emissions between our
products and industry standard class products over the entire
period of use.

3. Please refer to the “Guideline for Quantifying Greenhouse Gas Emission Reduction Contribution” (Ministry of Economy, Trade and Industry, March 2018).
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Realization of a Low-carbon Society: Business Activities

To reduce CO, emissions from business activities, Kawasaki
has built energy-saving promotion structures for each busi-
ness segment, and the entire Company is implementing a
wide range of energy-saving initiatives.

Fiscal 2018 Result (non-consolidated)
CO, Emissions Reduction Effect through
Energy-saving in Business Activities

Saving Energy in Composite Parts Manufacturing Lines
Because of the strict quality requirements for composite mate-
rials used in aircraft fuselages and components, these materials
are manufactured in clean rooms with controlled air tempera-
ture and humidity. Previously, the composite materials were
manufactured on separate lines in multiple clean rooms. By
increasing the speed of manufacturing on these lines and opti-
mizing the processes, we reduced the manufacturing time
required per component, thereby enabling production at the
same pace as before with one fewer line. Stopping the unused
molding and processing line and turning off the air condition-
ing for its cleanroom yielded a reduction in annual CO, emis-
sions of approximately 2,900 tons.

Furthermore, the area in which the air conditioning was turned
off is now being used to store components prior to assembly.

Energy Saving in Melting and Holding Furnaces

Melting and holding furnaces are a type of equipment used to
melt down the aluminum materials for use in casting to pro-
duce motorcycle engine parts. Aluminum materials are fed
into the furnace, where they are melted by melting burner,
and a holding burner maintains the temperature of the molten
aluminum until it is scooped out. The lid on the opening
through which the molten aluminum is scooped out was pre-
viously opened and shut by hand. However, as it was not con-
nected to the downstream scooping, it was simply left open
whenever the furnace was in use, causing a great deal of heat
dissipation and requiring the use of electric heaters to pre-
vent the aluminum from cooling and solidifying.

Seizing the opportunity presented by the replacement of aging
furnaces, we installed lids that are connected to the scooping
apparatus to automatically open only when the aluminum is
being scooped out, reducing heat dissipation. In addition, as a
result of improvements to the ef ciency of the holding burner
and the heat insulation properties of the furnace’s refractory
materials, the electric heaters are no longer necessary, reducing
the furnaces’ electricity use by 95% and utility gas use by 35%,
cutting annual CO, emissions by approximately 130 tons.

Approximately 16 OOO tons of C02
]

In scal 2018, energy-saving initiatives reduced Kawasaki’'s
(non-consolidated) annual CO, emissions by approximately
16,000 tons, bringing total CO, emissions from business activ-
ities to approximately 3,010,000 tons. Below are two exam-
ples of energy-saving improvements.

Composite parts manufacturing lines
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Electricity Consumption Reduced by Shortening
Manufacturing Times

Aluminum
materials fed in Holding burner

Opening
Molten aluminum
is scooped out

A new automatic
lid was installed

Aluminum
materials

Refractory Molten Electric heater
materials aluminum Made unnecessary after
(entire furnace) improvements

Simpli ed Cross-Section of a Melting and Holding Furnace

Review of Activities under the Ninth Environmental Management Activities Plan and
the Activities of the 10th Environmental Management Activities Plan

Under the Ninth Environmental Management Activities Plan

( scal 2016-2018), we implemented energy-saving initiatives
aimed at reducing CO, emissions from business activities and
cutting energy costs. While we achieved our target of reduc-
ing annual resource and energy costs by 5% or more in all
three years, we met our goal of reducing CO, emissions per
unit of net sales by 3% or more only in some years.
Furthermore, we revised the rules for calculating the CO,
reduction effect of products to improve calculation accuracy,

realizing more correct information disclosure.

Under the 10th Environmental Management Activities Plan
( scal 2019-2021), we will consider the potential impacts on
our businesses of risks and opportunities as we work to fur-
ther reduce CO, emissions by expanding the provision of
products with low CO, emissions and promoting further
energy-saving improvements and energy reuse in our busi-
ness activities. By doing so, we will ambitiously work to
achieve major reductions in CO, emissions.
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Human Resource Strategies and Transforming the Company Organization
and Culture/K-Win Activities

Basic Stance

The Kawasaki Group considers its employees to be its most valuable resource to ful 1l the Group Mission and achieve its business
targets. Under MTBP 2019, launched in scal 2019, we are implementing new human resource strategies to address tasks remain-
ing from the previous business plan by making effective use of human resources with an eye to total business portfolio optimiza-
tion, maximizing results by improving productivity, and realizing value creation by bringing together diverse insights.

® Respond to changes in the environment by proactively changing and continu-
ously taking on new challenges

® |mplement effective ways of working to maximize results

® Realize self-directed, strong individuals and dynamic, cohesive organizations

Vision for Our People

and Organization under
MTBP 2019

Furthermore, to better ensure the achievement of the goals of MTBP 2019, we will work to create a corporate culture that will
boldly face change through wide-ranging efforts, including human resource strategies. Speci cally, under the banner of “Changing
Forward,” we will implement the following initiatives to transform the Company organization and culture as well as K-Win
Activities (short for Kawasaki Workstyle Innovation Activities) and the Win Project, while promoting diversity.

Key Tasks under MTBP 2019

Transforming the Company Organization and Culture/K-Win Activities—Kawasaki Win Project

Reconstruct cross-organizational functions and management systems for total optimization
Organizational ® Develop governance and internal company systems suited to Kawasaki

Transformation ® Strengthen Company-wide strategy formulation and business management functions

® Develop succession plans for the next generation of management leaders

Establish a culture to face evolving challenges

Mindset ® Promote diversity to foster open communication incorporating diverse insights and human resources
Transformation from in and outside the Company

® Establish personnel systems to emphasize speed and positive, ambitious change

Make structures leaner through effective, ef cient business operations

® Advance process visualization, seamlessness, and quality assurance throughout management by pro-
moting digital innovation across the value chain (currently advancing initiatives in the robot business)

Operational

Transformation . . . . R
® Standardize and concentrate operations to increase quality and speed (currently advancing initia-

tives in human resources and accounting)

Organizational Transformation

As the evolution of technologies accelerates and startups achieve rapid growth, the pace of change in the external environment is
faster than ever. In response, we are reinforcing Company-wide management strategies and implementing succession planning for
top management. By carefully deciding where to locate businesses and strategically allocating management resources, we will
realize total optimization in management. At the same time, we will systematically develop new leaders to take the helm of man-
agement and reinforce project risk management.
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Mindset Transformation

Nimbly responding to unpredictable changes in society and increasing customer value requires organizations that are speedier,
exible and innovative. As such, we are working to change mindsets within the Company and develop a workplace culture that

enables employees to exercise their creativity to the fullest.

To enhance employee job satisfaction and promote mindsets conducive to ambitiously taking on transformation, we are promot-
ing open communication in the workplace while improving underlying personnel systems.

Example Initiatives

® Enabling greater Company-wide mobility of human resources
and the mingling of insight from in and outside the Company

® Promoting more active internal communication, mainly con-
necting top management with employees

® |nsight exchange using co-working spaces aimed at fostering
innovative mindsets

Operational Transformation

The working population in Japan is expected to rapidly
decline in the coming decades. In preparation for this, we are
working to implement more effective and ef cient ways of
working and workstyle reforms to maximize results and
increase earnings power.

To further increase the added value our businesses create,
we are advancing digital innovation across the value chain,

Example Initiatives

® Workstyle reforms and initiatives to analyze and improve
work processes

® Digitize and streamline administrative work, such as
accounting and personnel functions

® Checking organizational soundness using surveys and pro-
moting intra-workplace communication using organizational
development methods

® Building relationships of trust between managers and subor-
dinates through one-on-one meetings and promoting appro-
priate career formation

® Developing a corporate culture that promotes taking on chal-
lenges and learning from failure

streamlining design processes for system integration products,
mainly transportation equipment, and improving processes in
all types of non-manual work. Furthermore, with regard to the
internal systems that support our businesses, we will advance
streamlining using IT and standardization via concentration,
thereby reinforcing the management of global business
information.

® Improving workplace environments by introducing remote
work systems

® Improving ef ciency of email and meetings

® Make non-manual work performance easier to see and mea-
sure as a cornerstone for process improvement

Promoting Diversity and Inclusion

We believe that fostering recognition among employees
that all employees are unique individuals with their own
values as well as mutual respect based on this understand-
ing is essential to becoming a more innovative organiza-
tion and will increase job satisfaction, motivation and
enterprise value.

Kawasaki has implemented measures focused on
employees whose workstyle or values place them in a
minority within the Company, seeking to support such
employees and change the mindsets, as needed, of those
in the majority. Speci c examples include measures related
to promoting the professional success of women, support-
ing employees taking childcare or nursing care leave, and
promoting the hiring of persons with disabilities.

Recently, to support LGBT employees, we have held
internal seminars and created the Kawasaki LGBT Ally Mark
as a means for users to indicate that they support their
LGBT colleagues. Through such efforts, we are working to
educate and increase awareness among all employees.

Through these and other activities,
we will empower all employees to
express themselves and work with
greater motivation, thereby providing ~ LGBT ALLY
new value to more stakeholders. Pt ot st

Kawasaki LGBT
Ally mark

Internal seminar on basic LGBT knowledge
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<Regarding receipt of customs duty reassessment noti cation 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 noti cation
of customs duties for 4,029 million baht (equivalent to approximately ¥14,000 million
($126,115 thousand) when converted at a rate of 0.29 yen to 1 baht) from the Revenue
Department of Thailand. KMT had until that time led its customs duties in accordance with
guidance from the Revenue Department. Since the content of the noti cation 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 lique ed natural gas (LNG) tank construction project carried out
by the Company overseas, the Company led a petition for arbitration with The
International Chamber of Commerce (ICC) during the scal year under review 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 unjusti ed. The Company will continue to assert the legitimacy of its claims through
the arbitration process.
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