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6. System to ensure that Directors’ execution of duties complies with

laws and regulations and the Articles of Incorporation, other
systems to ensure proper execution of business and overview of
operation status of such systems

At the Board of Directors Meeting, the Company makes a resolution regarding the

basic policies on the establishment of internal control systems pursuant to the Companies
Act, confirms the status of established internal control systems and its operation at the
end of every fiscal period, and reports it to the Board of Directors Meeting. The details
of resolutions regarding the basic policies as of the end of the fiscal year under review
and an overview of the operation status of internal control systems for the fiscal year
under review are as follows. Based on the resolution passed at the 197th Ordinary
General Meeting of Shareholders held on June 25, 2020, the Company transited to a
Company with Audit and Supervisory Committee on the same day. Therefore, the
following describes systems and overview after the transition.

Basic policy for developing internal control systems

In an effort to embody KHI's management philosophy, which is indicated in the
Group Mission (missions and roles which must be carried out) “Kawasaki, working as
one for the good of the planet” (Enriching lifestyles and helping safeguard the
environment: Global Kawasaki), “Kawasaki Value,” “The Kawasaki Group Management
Principles” and “The Kawasaki Group Action Guidelines,” the KHI Group develops and
maintains internal control systems to ensure formation of proper organizational
structures, development of company rules and regulations, dissemination of
information and proper execution of operations. KHI strives to improve its internal
controls by constantly reviewing them, and in doing so improves the efficiency and
lawfulness of company systems which contribute to the Group’s sound and sustained
growth.
More specifically, a resolution was made at the Board of Directors Meeting with respect
to the Company’s efforts to establish the following internal control systems and to
streamline, maintain, and improve them based on this basic policy.

1. Necessary systems to ensure proper execution of business of the

Company

(1) Systems to ensure that execution of duties by the Company’s Directors
and employees are compliant with laws and regulations and the
Articles of Incorporation

(i) We thoroughly ensure compliance with laws and regulations and the Articles
of Incorporation and other KHI Group’s regulations and policies by establishing
ethical standards to serve as the basis for decisions in taking an action as the
“The Kawasaki Group Code of Conduct” (hereinafter, the “Code of Conduct™)
and ensuring that Directors and Executive Officers and employees are
thoroughly familiar with the Code of Conduct.

(i) In order to achieve objectives such as effective and efficient business
operations, reliable financial reporting, compliance with laws and regulations
and safeguarding of assets, and secure the appropriateness of business
operations, we establish a system to promote internal control, with President
as the chief internal control officer and General Managers of each division as
the managers in charge of internal control, and manage the internal control
systems in a unified way based on the roles and responsibilities given to
Directors, Executive Officers and employees, respectively.

(iii) We deliberate and make decisions on policies and measures, under the
governance of President, for the Corporate CSR Committee and the CSR
Committee (consisting of Directors and other employees) to comply with the
“Code of Conduct” and to take thoroughgoing compliance initiatives. We
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continue to improve understanding and awareness of compliance through



formulate a business continuity plan to shorten the length of time until
recovery.

(4) Systems to ensure efficient execution of duties by the Company’s
Directors

0

(i)

Based on the role and objectives of the corporate group consisting of the
Company and its subsidiaries (hereinafter, the “KHI Group”) as articulated in
the Kawasaki Group Mission Statement, we share final goals for the future by
setting forth a long-term vision for the whole group and each business division.
To attain the goals set forth in the long-term vision, we have formulated
specific action plans, including the Medium-Term Business Plan and Short-
Term Business Plan, and have determined goals for each organization, Director,
Executive Officer and employee. Furthermore, by conducting regular reviews
of these respective plans and goals, we aim to secure a system that enables
more appropriate and efficient execution of business operations.

(iii) We have stipulated matters such as division of roles and approval authority in

internal regulations. We have also appointed Executive Officers based on a
resolution passed at Board of Directors meetings to clarify the Systems for
Execution of Business Operations. As a result of establishing these systems,
we aim to efficiently execute business operations in each business and
function area.

(iv) Upon exercise of authority delegated to President in internal regulations, we

)

ensure appropriateness and efficiency of executing business operations by
making discussions at the Management Committee, which acts as an advisory
organ for President, due to its significance and others. Furthermore, we have
established the Executive Officers Committee as a place for ensuring
familiarity and exchange of opinions, etc. of management policies and plans
for Executive Officers to build a common understanding in business
management of the KHI Group.

According to the in-house company system, each business division makes
decisions on its own under delegated authority and responsibility, and



and also carries out management supervision and monitoring over the
operation thereof by dispatching part-time Directors or part-time Audit &
Supervisory Board Members who are not engaged in the execution of business
operations of Group Companies, or both (hereinafter, “Part-Time Officer”), to
Group Companies, on an as-needed basis. In addition, we secure appropriate
Group business management systems by establishing a department which
presides over subsidiaries’ operation.

(iv) The Internal Audit Department ensures the appropriateness of operations and
reliability of financial reports through business audits and assessment of
internal controls over financial reporting at Group Companies.

(2) Systems with regard to reporting to the Company on execution of
duties by directors of Group Companies

(i) The Company receives reports regarding the status of execution of duties by
directors of Group Companies through a Part-Time Officer who is dispatched
thereto.

(ii) Group Companies regularly report on the status of business operation as a
management report and have discussions in advance with the relevant
department of the Company with regard to important matters subject to
decision-making on corporate management in accordance with applicable
internal regulations.

(3) Regulations for management of risk of loss of Group Companies and
other systems

() The Company promotes group-wide risk management, striving to prevent or
minimize risk or losses caused by such risk.

(ii) As a measure to be taken when a risk becomes evident at Group Companies,
the Company instructs Group Companies to formulate crisis handling
measures and policies to establish the crisis management system.

(iii) When a material risk becomes evident, reports are immediately given to the
Company, in accordance with the reporting route specified in advance.

(4) Systems to ensure efficient execution of duties by Directors of Group
Companies
(i) With respect to the management at each Company of the KHI Group, while
respecting the autonomy thereof, the Company establishes a system in which
execution of duties is ensured in a fair and efficient manner by sharing the
basic philosophy and vision indicated in the “Kawasaki Group Mission
Statement,” long-term vision, the Medium-Term Business Plan, and so forth,
and clarifying group-wide final goals.
(ii) The Company instructs Group Companies to develop Approval Standards to
ensure efficient execution of business.



3. Necessary matters for the Company’s Audit and Supervisory Committee
to execute duties






11.Overview of the operation status of internal control systems

1. Efforts on internal control systems in general
(i) We have specified the “Code of Conduct” as ethical standards to serve as the
basis for decisions when the KHI Group’s Officers and employees take an action,
and ensure thorough dissemination of the Code of Conduct by implementing



a system to minimize losses in case we suffer damage in disasters.

During the fiscal period under review, we reviewed estimates of damage by
disasters in major areas in Japan, performed disaster prevention drills and BCP
drills, and conducted safety confirmation drills for all the employees. In
response to the spread of COVID-19 infection, we are taking appropriate
infection prevention measures based on the action guidelines and business
continuity plans in the event of emergencies.

4. Efforts to ensure efficient execution of duties of Directors

0

(i)

We execute management policies and business plans resolved at the Audit &
Supervisory Board by following the Systems for Execution of Business
Operations with President as the head of the systems and regularly report such
progress to the Audit & Supervisory Board. During the fiscal period under review,
we newly formulated Group Vision 2030. To attain the goals set forth in the
vision, all the Executive Officers expressed their commitments as well as
determined the ideal way to be in each business area and the short-term
business plan. We are striving to attain and achieve such goals.

We enhance efficiency of execution of duties in Directors’ and each business
and function area by delegating a part of the authority to make a decision about
execution of significant duties from the Audit & Supervisory Board to President
and his/her subordinates, and by specifying division of roles and approval
authority in the internal regulations and operating them appropriately. We also
give various types of guidance to Group Companies to enhance efficiency of
execution of duties.

5. Efforts on management of Group Companies












Notes to the Consolidated Financial Statements

*The amounts presented are rounded down to the nearest unit.

(Notes to the basis for preparation of consolidated financial statements)
1. Scope of consolidation
(1) Number of consolidated subsidiaries and names of
principal consolidated subsidiaries
(Domestic) Kawasaki Trading Co., Ltd., Kawasaki Machine Systems, Ltd., NIPPI

99 in total
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3. Significant accounting policies
(1) Standards and methods for evaluation of significant assets
(i) Marketable securities
a. Bonds held to maturity
Amortized cost method (straight-line method) is principally applied.
b. Other marketable securities
Securities with market value
Market value method based on the market value as of the account closing
date (with all valuation differences charged to net assets and the cost of sale
computed mainly by the moving-average method) is applied.
Securities without market value
The cost method based on the moving-average method is principally applied.
(ii) Inventories
Stated at cost principally using the specific identification method, the moving-
average method and the first-in first-out method (balance sheet amounts are
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(iii) Provision for construction warranties
A provision is recorded for expenditures for warranties concerning
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(6) Standards for the translation of major assets or liabilities denominated in foreign
currencies

Receivables and payables denominated in foreign currencies are translated into

yen at the foreign exchange spot rate on the date of the balance sheet, and
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(Changes in presentation methods)

Changes due to adoption of “Accounting Standard for Disclosure of Accounting Estimates”
The Company has adopted the “Accounting Standard for Disclosure of Accounting
Estimates” (ASBJ Statement No. 31, March 31, 2020) effective from the consolidated
fiscal statements as of the end of the fiscal year under review. Accordingly, “Notes to
Accounting Estimates” are presented in the consolidated financial statements.

Consolidated Statement of Income
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(Notes to Consolidated Balance Sheet)

1. Accumulated depreciation of property, plant and equipment ¥891,135 million
2. Assets pledged as collateral and Liabilities relating to collateral
(D) Assets pledged as collateral
Investment securities ¥39 million
Other ¥80 million

— 18 —



For some assets, the carrying amount has been reduced to the recoverable amount
due to deterioration in business income.
(4) Calculation method of recoverable amount

The recoverable amount is measured at the net selling price or value in use. The
net selling price is valued based mainly on the property appraisal value. Assets for
which sales or other usage are unlikely are valued at memorandum value. The
value in use is calculated by discounting future cash flows at a discount rate of
5.5%.

(Notes to Consolidated Statement of Changes in Net Assets)

1. Total number of shares issued as of end of the consolidated fiscal year under review
Ordinary share 167,080,532 shares
2. Dividends
(1) Dividends
Not applicable.
(2) Of the dividends whose record date belongs to the consolidated fiscal year under
review, those whose effective date will fall in the next consolidated fiscal year.
Not applicable.

(Notes to Financial Instruments)
1. Matters regarding financial instruments
KHI Group raises necessary funds, in light of its business plans; for long-term
working capital and capital expenditure funds the Group predominantly raises funds
through bank loans and issuance of corporate bonds, for short-term working capital it
raises funds through bank loans and issuance of short-term bonds (electronic
commercial paper), and so forth. Temporary surplus funds are invested in highly
secure financial assets. We use derivatives to avoid risks described hereunder and do
not engage in speculative transactions.

Operating receivables, namely, notes and accounts receivable - trade are exposed
to counterparty credit risk. The currency exchange risk of the debts and credits in
foreign currencies which arise from global business operations is hedged by using
foreign exchange forward contracts, and so forth in principle against the net amount
of the debts and credits in the foreign currency. Investments securities are mainly
shares of corporations which we have business dealings with, and of these investments,
those shares that are listed are exposed to the risk of market price fluctuations.

Notes and accounts payable - trade and electronically recorded obligations -
operating, which are operating liabilities, have maturities of less than one year. Some
of those are denominated in foreign currencies due to the import of materials, and so
forth, and although they are exposed to the risk of currency fluctuation, most are
within the limit of the balance of accounts receivable in the same foreign currency.
Debts payable that are composed of borrowings and bonds payable are raised for the
purpose of securing working capital and capital investments, and the longest maturity
from the date of balance sheet is about 20 years. Some of those instruments have
floating interest and are denominated in foreign currencies and are therefore exposed
to the risk of interest rate and currency exchange fluctuations, however we hedge
those risks as required by using derivatives transactions (interest rate swap
transactions and currency swap transactions).
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risks of debts payable. Details of hedging instruments, hedged items, hedging policies,
assessment of hedging effectiveness of hedge accounting are stated in “3. Significant
accounting policies, (7) Method of significant hedge accounting” of “Notes to the basis
for preparation of consolidated financial statements” described above.

2. Matters concerning market value, etc. of financial instruments
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(Notes to Per Share Information)
1. Net assets per share ¥2,785.71
2. Net loss per share ¥115.73

(Other)
Not applicable.
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Notes to the Non-consolidated Financial Statements

*The amounts presented are rounded down to the nearest unit.

(Significant accounting policies)
1. Standards and methods for evaluation of assets
(1) Standards and methods for evaluation of marketable securities
(i) Shares of subsidiaries and affiliates
Cost using the moving-average method is applied.
(ii) Other marketable securities
Securities with market value
Market value method based on the market value as of the account closing date
(with all valuation differences charged to net assets and the cost of sale
computed mainly by the moving-average method) is applied.
Securities without market value
The cost method based on the moving-average method is applied.
(2) Standards and methods for evaluation of inventories
Stated at cost using the specific identification method and the moving average
method (balance sheet amounts are determined based on the method of
lowering the book value in accordance with the deterioration of profitability).
(3) Standards and methods for evaluation of derivatives
Stated at market value.

2. Method of depreciation of fixed assets
(1) Net property, plant and equipment (other than leased assets)
The straight-line method is applied.
(2) Intangible assets (other than leased assets)
The straight-line method is applied.
Software for internal use is amortized by the straight-line method over the
internally estimated useful lives (within 5 years).
(3) Leased assets
The leased assets involved in finance lease transactions that involve transfer of
ownership
The same method as that applied to property, plant and equipment is
applied.
Finance lease transactions not involving the transfer of ownership
The straight-line method is used with the useful life equal to the lease term
and zero residual value.

3. Standards of accounting for provisions

(1) Allowance for doubtful accounts
In order to provide for losses due to doubtful accounts from bad debt including
trade receivables and loan receivables, allowance for doubtful receivables is
provided based on the historical default rate of normal receivables and with
reference to the collectability of receivables from companies in financial difficulty.

(2) Provision for bonuses
To prepare for the bonus payments to employees, provision for bonuses is provided
in the amount based on the estimated amount of bonus payment.

(3) Provision for construction warranties
A provision is recorded for expenditures for warranties concerning construction
contracts based on past experience or on estimations of individual cases.

(4) Provision for loss on construction contracts
A provision for an estimated amount of losses is recorded for the next fiscal year
and thereafter concerning construction works which are anticipated to incur
significant losses and which allow reasonable estimation of the loss incurred at the
end of the fiscal year under review among those construction works that have not
been delivered as of the end of the fiscal year.

(5) Provision for retirement benefits
Employees’ retirement and severance benefits is recorded based on the estimated
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amount of retirement benefit obligations and plan assets as of the end of the fiscal

year under review (including the retirement benefit trust) in order to cover

employee retirement benefits.

(i) Allocation of expected retirement benefit payments
In calculation of retirement benefit obligations, the benefit formula basis is used
to allocate expected retirement benefit payments to the period as of the end of
the fiscal year.

(ii) Method of accounting treatment for actuarial differences and prior service cost
The prior service cost is amortized using the straight-line method over certain
years (10 years) within the average remaining service period of the employees
when the costs incurred in each year.

Actuarial differences are amortized from the year following the year in which
the differences are recognized using the straight-line method over the average
remaining years of service of the employees (10 years).

(6) Provision related to in-service issues regarding commercial aircraft jet engines

A provision for the amount expected to be covered by the Company with regard to

costs associated with significant in-service issues arising in the Rolls-Royce Trent

1000 engine program for Boeing 787, in which the Company has participated as a

risk and revenue sharing partner (RRSP).

4. Standards for recognition of revenue and expenses
Recognition of net sales of completed construction contracts and cost of sales of
completed construction contracts
(i) Construction activities whose outcome from the completed portion as of the end
of the fiscal year are deemed to be definite

—24 —



for them in the consolidated financial statements.

(4) Accounting treatment for consumption taxes
The tax-exclusion method is applied for the consumption tax and the local
consumption tax.

(5) Application of the consolidated taxation system
The consolidated taxation system is applied.

(6) Application of tax effect accounting for the transition from the consolidated taxation

system to the group tax sharing system

Regarding the items related to the transition to the Group Tax Sharing System
newly established in the “Act for Partial Amendment of the Income Tax Act” (Act
No.8, 2020) and the review of the non-consolidated taxation system in line with
the transition, the Company has not applied the provisions of paragraph 44 of the
“Implementation Guidance on Tax Effect Accounting” (ASBJ Guidance No0.28,
February 16, 2018), pursuant to paragraph 3 of the “Treatment of Tax Effect
Accounting for the Transition from the Consolidated Taxation System to the Group
Tax Sharing System” (PITF No0.39, March 31, 2020). The amounts of deferred tax
assets and deferred tax liabilities are recorded in accordance with the tax act prior
to the amendment.

(Changes in presentation methods)
Changes due to adoption of “Accounting Standard for Disclosure of Accounting Estimates”

The Company has adopted the “Accounting Standard for Disclosure of Accounting
Estimates” (ASBJ Statement No. 31, March 31, 2020) effective from the consolidated
fiscal statements as of the end of the fiscal year under review. Accordingly, “Notes to
Accounting Estimates” are presented in the financial statements.

Statement of Income
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(Notes to Non-consolidated Balance Sheet)

1. Accumulated depreciation of property, plant and equipment ¥671,068 million
2. Monetary receivables from and payables to affiliates
Short-term monetary assets ¥167,325 million
Long-term monetary assets ¥528 million
Short-term monetary liabilities ¥118,848 million

3. Guarantee liability for bank loans of subsidiaries and affiliates,
etc. and employees
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2. Net loss per share

(Other)
Not applicable.

¥214.24
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