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Qualitative Information and Financial Statements

1. Consolidated Operating Results
In the six months to September 30, 2009 (first half of the fiscal year ending March 31, 2010), the

Japanese economy emerged from the crisis conditions of the latter half of last fiscal year but remained
under pressure from the looming specter of yet deeper recession brought on by a capital spending and
export slump, ongoing yen appreciation, a deteriorating employment environment, and a downturn in

consumer spending.

The global economy, particularly Europe and the Americas, likewise continue to languish, although
some emerging economies showed signs of recovery.

This adverse operating environment weighed heavily on KHI Group businesses, all of which continued
to experienced declines in order bookings throughout the fiscal first half.

Although the Shipbuilding segment managed to achieve sales growth, overall sales declined. Profits
declined across all business segments, with the exception of the Aerospace and Shipbuilding segments,

under the weight of yen appreciation and downturns in European and American markets.

Relative to the first half of fiscal 2009, the Group’s consolidated order bookings declined ¥314.2 billion



Rolling Stock

Consolidated order bookings included orders from Singapore for subway cars but declined to ¥44.5
billion, down ¥91.5 billion from the first half of fiscal 2009, which was marked by an influx of large
orders.

Consolidated net sales fell ¥3.5 billion year on year to ¥80.1 billion due mainly to resegmentation of
the Construction Machinery business, despite growth in sales of rolling stock to JR Group and overseas
sales of rolling stock.

Consolidated operating income decreased ¥3.7 billion year on year to ¥3.2 billion due to lower margins
on export deals as a result of yen appreciation.

The above year-on-year changes reflect the impact of the resegmentation involving the Construction
Machinery business. Retroactively adjusted to reflect the resegmentation, the Rolling Stock segment had

consolidated order bookings of ¥119.9 billion, cons



in overseas sales of large plant installations.

Consolidated operating income decreased ¥3.5 billion year on year to ¥1.0 billion, largely as a result of

the sales decline.

Consumer Products & Machinery

Consolidated net sales fell ¥71.3 billion year on year to ¥106.2 billion amid a decline in European and

North American motorcycle sales coupled with a falloff in industrial robots sales.

The sales decline, compounded by yen appreciation against the US dollar, the euro, and other
currencies led to a consolidated operating loss of ¥16.6 billion, ¥16.9 billion worse than the year-earlier
first-half operating loss, despite progress made in boosting product margins and cutting fixed costs and

expenses.

Hydraulic Machinery

Consolidated order bookings fell ¥27.5 billion year on year to ¥27.5 billion, mainly as a result of



Consolidated net assets decreased ¥5.6 billion from March 31, 2009, to ¥289.6 billion at September 30,

largely as a result of the first-half net loss and payment of dividends.

3. Consolidated Earnings Outlook

Recovery signs dot the economic landscape but have yet to spark a concerted revival from the economic
downturn brought on by the global financial crisis. The Company inevitably expects the harsh conditions
its faces to persist, particularly in mass-production businesses, but will forge ahead with the rebuilding of

its earnings base with a view to returning to a sustained-growth trajectory.

The Company now forecasts consolidated net sales of ¥1,200.0 billion for the full fiscal year, down
¥40.0 billion relative to the forecast issued in April, due to anticipated underperformance relative to

forecasts in the Consumer Products & Machinery and Aerospace segments.

Although the Company expects the decline in net sales to impact on profits, it intends to follow through
with efforts to improve profitability throughout its operations by cutting fixed costs and expenses and
increasing productivity. For the full fiscal year, the Company therefore forecasts consolidated operating
income of ¥5.0 billion and consolidated recurring profit of ¥10.0 billion, unchanged from the forecasts
issued in April. The forecast of net income has been revised downward to ¥3.0 billion to account for the

booking of extraordinary losses.

The Company’s earnings forecast assumes exchange rates of ¥90 to the US dollar and ¥130 to the euro.

4. Other Information
1) Changes affecting the status of material subsidiaries (scope of consolidation) during the period
Not applicable

2) Use of simplified accounting and/or accounting procedures specific to preparation of quarterly
consolidated financial statements

Simplified accounting

(1) Bad debt estimation method for general claims
The Company estimates the value of uncollectible general claims based on the preceding fiscal
year's actual credit loss rate, unless the credit loss rate is deemed to have substantially changed



depreciation expense by prorating annual depreciation expense. For certain consolidated subsidiaries,
quarterly depreciation expense is calculated by prorating annual depreciation expense based on a
budget that factors in expected acquisitions, sales, and disposals of fixed assets during the fiscal year.

(4) Deferred-tax asset and liability calculation method

To assess deferred assets' collectability, the Company uses tax planning and earnings forecasts used
in the preceding fiscal year if it deems that the operating environment and status of temporary
differences have not changed substantially since the preceding fiscal year-end.

If the operating environment or status of temporary differences is deemed to have changed
substantially since the preceding fiscal year-end, the Company uses said tax planning and earnings
forecasts adjusted to reflect the changes' impact.

(5) Elimination of unrealized gains/losses on inventories

For some products, the Company calculates unrealized gains/losses on inventories using the
gain/loss rate used in the preceding fiscal year or quarter or a gain/loss rate based on rational
budgeting, unless business conditions are deemed to have changed substantially from the preceding
fiscal year or quarter.

Accounting procedures specific to preparation of quarterly consolidated financial statements

The Company calculates tax expense by rationally estimating its effective tax rate after application
of deferred-tax accounting to pretax net income for the fiscal year that includes the second quarter
under review and multiplying quarterly pretax net income by said estimated effective tax rate. If
unable to use the estimated effective tax rate, the Company calculates tax expense by multiplying the
statutory effective tax rate by quarterly pretax net income adjusted to reflect material differences
other than temporary differences.

Income taxes are reported inclusive of income tax adjustments.

3) Changes in accounting principles, procedures, or presentation methods applicable to preparation of
quarterly consolidated financial statements

Changes related to accounting standards

Change in accounting standard for construction revenue and cost

The Company previously used the percentage-of-completion method for accounting revenues
associated mainly with construction contracts with a contract amount of three billion yen or more
and a construction period of over one year, and other construction works were accounted for with the
completed-contract method. Effective the first quarter of the fiscal year ending March 31, 2010,
however, in conjunction with adoption of the Accounting Standard for Construction Contracts
(ASBJ Statement No.15, December 27, 2007) and its accompanying Guidance on Accounting
Standard for Construction Contracts (ASBJ Guidance No.18, December 27, 2007), the
percentage-of-completion method was applied to construction contracts that were started during the
first quarter ended June 30, 2009, for which certain elements were determinable with certainty as of
September 30, 2009. The percentage of completion is estimated with the proportion-of-cost method,
under which the percentage of construction completed during the period is calculated as the ratio of



5. Consolidated Financial Statements
(1) Consolidated Balance Sheets

Millions of yen

As of As of
September 30, 2009 March 31, 2009

Assets

Current assets
Cash on hand and in banks
Trade receivables

24,875 31,955
335,939



(2) Consolidated Statements of Income
Millions of yen

Six months ended Six months ended
September 30, 2008 September 30, 2009

Net sales 652,923 516,053

Cost of sales 547,662 448,226

Gross profit 105,260 67,827
Selling, general and administrative expenses

Salaries and benefits 21,268 19,975

R&D expenses 17,687 17,213

Other 41,951 36,805

Total selling, general and administrative expenses 80,907 73,994

Operating income (loss) 24,353 (6,167)

Non-operating income
Interest income 1,812






(4) Notes on the going-concern assumption

Not applicable

(5) Segment Information

1) Information by industry segment

Six months ended September 30, 2008 (April 1, 2008 — September 30, 2008)

Millions of yen

External sales Int%;slzgsment Total sales Oi%%roa%gg

Shipbuilding 53,734 905 54,640 257
Rolling Stock & Construction Machinery 83,678 730 84,409 7,064
Aerospace 95,290 809 96,100 559
Gas Turbines & Machinery 91,790 8,484 100,274 4,785
Plant & Infrastructure Engineering 46,692 5,170 51,862 4,693
Consumer Products & Machinery 177,621 3,661 181,282 301
Hydraulic Machinery 47,296 4,355 51,652 5,044
Other 56,818 19,488 76,306 1,819
Total 652,923 43,606 696,529 24,525
Eliminations/corporation - (43,606) (43,606) (172)
Consolidated total 652,923 - 652,923 24,353

Notes: 1. Method of segmentation

Business segmentation is based on the categorization used by management.

2. Major products by industry segment

Industry segment

Major products

Shipbuilding Ships and vessels

Rolling Stock &
Construction Machinery

Rolling stock, construction machinery, snowplows, crushers

Aerospace Aircrafts

Gas Turbines & Jet engines, general-purpose gas turbine generators, movers

Machinery

Plant & Infrastructure | Industrial equipment, boilers, environmental equipment, steel structures
Engineering

Consumer Products & | Motorcycles, personal watercraft, all-terrain vehicles (ATV), utility
Machinery vehicles, general-purpose gasoline engines, industrial robots

Hydraulic Machinery Industrial hydraulic products

management of welfare facilities

Other Commercial activities, sales/order agency and intermediary activities,

3. Change in inventory valuation standard and method

The Company previously valued ordinary held-for-sale inventories mainly at cost by the
specific identification, moving average, and FIFO methods. Effective the first quarter of the
fiscal year ending March 31, 2009, in conjunction with adoption of the Accounting Standard
for Measurement of Inventories (ASBJ Statement No. 9, as revised July 5, 2006), the Company
switched to valuing inventories mainly at cost (writing down of inventories’ carrying value to
reflect impairment of the goods’ utility) by the specific identification, moving average, and
FIFO methods. Due to this change, operating income for the second quarter of the fiscal year
ending March 31, 2009, in the Rolling Stock & Construction Machinery segment was 388
million yen lower; in the Aerospace segment, 390 million yen lower; in the Gas Turbines &
Machinery segment, 644 million yen lower; in the Plant & Infrastructure Engineering segment,
31 million yen lower; in the Consumer Products & Machinery segment, 389 million yen lower;

in the Hydraulic Machinery segment, 127 million yen lower.
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4. Change in useful life for property, plant and equipment

The Company and its consolidated subsidiaries in Japan have revised machinery’s useful life
pursuant to 2008 amendments to the tax code. Due to this change, operating income for the
second quarter of the fiscal year ending March 31, 2009, in the Shipbuilding business was 261
million yen lower; in the Rolling Stock & Construction Machinery segment, 187 million yen
lower; in the Aerospace segment, 115 million yen lower; in the Gas Turbines & Machinery
segment, 110 million yen lower; in the Plant & Infrastructure Engineering segment, 25 million
yen lower; in the Consumer Products & Machinery segment, 84 million yen lower; and in the
Other segment, 15 million yen lower; while in the Hydraulic Machinery segment, it was 58
million yen higher.

Six months ended September 30, 2009 (April 1, 2009 — September 30, 2009)
Millions of yen



segment.

Due to this change, compared with what they would have been under the previous method,
net sales for the second quarter of the fiscal year ending March 31, 2010, in the Rolling Stock
segment was 7,997 million yen lower (including 8,198 million yen of external sales) and in the
Other segment, 7,882 million yen higher (including 8,198 million yen of external sales). By the
same comparison, operating income in the Rolling Stock segment was 1,441 million yen higher,
while operating loss in the Other segment was 1,441 million yen higher.

4. Change in accounting standard for construction revenue and cost

As stated under the heading “Changes related to accounting standards” in part 4., 3) of the
“Qualitative Information and Financial Statements” section, the Company previously used the
percentage-of-completion method for accounting of revenues associated mainly with
construction contracts with a contract amount of three billion yen or more and a construction
period of over one year, and other construction works were accounted for with the
completed-contract method. Effective the first quarter of the fiscal year ending March 31,
2010, however, in conjunction with adoption of the Accounting Standard for Construction
Contracts (ASBJ Statement No.15, December 27, 2007) and its accompanying Guidance on
Accounting Standard for Construction Contracts (ASBJ Guidance No.18, December 27,
2007), the percentage-of-completion method was applied to construction contracts that were
started during the first quarter ended June 30, 2009, for which certain elements were



2) Information by geographic area

Six months ended September 30, 2008 (April 1, 2008 — September 30, 2008)

Millions of yen

External sales Intesrasi%%ment Total sales in?(?r%reat(llggs)

Japan 465,767 119,155 584,922 17,049
North America 106,347 12,943 119,291 (1,237)
Europe 56,119 2,539 58,658 1,100
Asia 19,856 19,298 39,155 1,916
Other areas 4,832 122 4,955 304

Total 652,923 154,060 806,984 19,134
Eliminations/corporate - (154,060) (154,060) 5,218
Consolidated total 652,923 - 652,923 24,353




Six months ended September 30, 2009



2. Overseas sales

Six months ended September 30, 2008 (April 1, 2008 — September 30, 2008)

Millions of yen

Overseas sales

Consolidated net sales

Ratio of overseas sales to
consolidated sales (%)

North America 148,385 - 22.7
Europe 68,378 - 10.4
Asia 74,081 - 11.3
Other areas 71,594 - 10.9

Total 362,439 652,923 55.5

Notes: 1. “Overseas sales” includes sales by the Company and its consolidated subsidiaries to the countries and

regions other than Japan.
2. Classification method of geographic segment: by geographic proximity
3. Major countries or regions in each segment:

North America The U.S.A. and Canada

Europe The United Kingdom, France, the Netherlands, Italy and Spain
Asia China, Korea, Taiwan and the Philippines

Other areas Panama, The Bahamas, Brazil and Australia

Six months ended September 30, 2009 (April 1, 2009 — September 30, 2009)

Millions of yen

Overseas sales

Consolidated net sales

Ratio of overseas sales to
consolidated sales (%)

North America

108,843 - 21.0

Europe 43,738 - 8.4
Asia 74,718 - 14.4
Other areas 45,446 - 8.8
Total 272,746 516,053 52.8

Notes: 1. “Overseas sales” includes sales by the Company and its consolidated subsidiaries to the countries and

regions other than Japan.
2. Classification method of geographic segment: by geographic proximity




6. Other

Orders and sales (consolidated)

Effective the first quarter of the fiscal year



Supplementary information on earnings forecasts for the fiscal year ending March 31, 2010



2) Orders received
Billions of yen



