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Matters to be 1.
reported:

welve Directors
Proposal No. 3: Election of One Corporate Auditor
(Please refer to the “Reference Documents for the General Meeting of Shareholders”
hereinafter for information on each of the proposals.)






Reference Documents for the General Meeting of Shareholders

Proposals and References

Proposal No. 1: Appropriation of Retained Earnings

The Company considers the return of profits to shareholders as being an important management
issue. The Company aims to enhance shareholder value over the long term through continuous,
advanced research and development and innovative capital investment, which is necessary for future
growth. The Company’s basic policy is to maintain a medium- and long-term dividend payout ratio of
30% to the net income attributable to owners of parent and to distribute surplus twice a year as an
interim dividend and a year-end dividend, by fully taking into consideration future earnings trends and
its financial position so as to keep a balance between enhancing shareholder value and returning profits
to shareholders.

Taking into consideration the strategic investment necessary to improve corporate value, earnings
trends, financial position, and so forth, in accordance with the said policy, the year-end dividend will
amount to ¥7 per ordinary share for a total distribution of ¥11,694,034,296. As a result, annual
dividends will be ¥12 per share, including interim dividends.

In addition, the Company’s year-end dividend distribution is June 27, 2016.

Type of dividend property Cash

Dividend per share 7 yen

Total dividend 11,694,034,296 yen
Date on which the dividends from surplus will take effect June 27, 2016
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(Notes) 1

4.

. Mr. Shigeru Murayama also serves as President (representative director) of Commercial Airplane Co., Ltd.

which engages in the following transaction with the Company as well as a business that is the same type as
the Company’s Aerospace segment:
- Sales, etc. of aircraft component parts for The Boeing Company.
There is no special interest relationship between the other candidates and the Company.
. Contents of the matter stipulated regarding candidates for Outside Director pursuant to Article 74,
Paragraph 4 of the Ordinance for Enforcement of the Companies Act
(1) Mr. Yoshihiko Morita and Mr. Michio Yoneda are candidates for Outside Director.
(2) Three year has passed since Mr. Yoshihiko Morita commenced his service as Outside Director of the
Company at the conclusion of this Ordinary General Meeting of Shareholders.
Mr. Yoshihiko Morita has entered into a limited liability agreement pursuant to the provisions of Article 427,
Paragraph 1 of the Companies Act, and the liability under said agreement shall be limited to either an
amount of ¥10 million, or an amount specified by law and regulation, whichever is higher. Should the
appointment of Mr. Yoshihiko Morita be approved, the Company will extend the above agreement with
him.

. After the proposed election, Mr. Michio Yoneda will enter into a limited liability agreement pursuant to the

provisions of Article 427, Paragraph 1 of the Companies Act with the Company on condition that Proposal
No. 2 is approved in its original form. The liability for damages under said agreement shall be limited to
either an amount of ¥10 million, or an amount specified by law and regulation, whichever is higher.

. Mr. Yoshihiko Morita and Mr. Michio Yoneda satisfy the requirements of independent Officer stipulated by

the Tokyo Stock Exchange, Inc. and Nagoya Stock Exchange, Inc.

Proposal No. 3: Election of One Corporate Auditor



(Reference)
[Qualifications Expected of Directors]

1.
2.

3.

4.

Deeply understand and agree to the management philosophy and vision of the KHI Group

Be able to contribute to sustainable growth and enhancement of enterprise value in the medium to
long term

Hold company-wide standpoints and have abundant and broad experience, deep insight and
expertise to do so

Be able to supervise the execution of business operations and duties from an independent standpoint
as a member of the Board of Directors

[Qualifications Expected of Corporate Auditors]

1.
2.

3.

4.

5.

Be able to help ensure the soundness of the Group’'s management

Have the ability to make fair and appropriate judgment from an independent and objective
standpoint

Be able to exercise one's authority in an active and positive manner, and properly express one's
opinions to the Board of Directors or the management

Be familiar with the Company’'s business and corporate management or have abundant and broad
experience, deep insight and expertise

At least one Corporate Auditor must have substantial knowledge about finance and accounting

[Independence Standards for Officers]
When the outside officer does not fall under all the following items, he/she is deemed to have
satisfied the independence requirements:

1.

He/she presently serves or previously served in the last ten years as managing director, executive
officer, operating officer or other important employee of a firm (including major subsidiaries
designated by the Company) (hereinafter, the "Home Company") that has a business relationship
with the KHI Group, where the average net sales from the said business for the last five fiscal years
exceeds 2% of that of the KHI Group and the Home Company.

He/she serves as a specialist or consultant of legal, accounting or tax affairs (corporation if it has
judicial personality) and the average remuneration directly received from the KHI Group (excluding
remuneration for the Company's officer) for the last five fiscal years exceeds 10 million yen.
He/she serves as executive officer of a non-profit organization and the average donations from the
KHI Group to the organization for the last five fiscal years exceeds 10 million yen and exceeds 2% of
the total revenue or the current balance of the organization.

His/her Home Company is a major shareholder of the KHI as it holds 10% or more of outstanding
shares in KHI.

A relative of his/hers within the second degree falls under the preceding four items or serves as
managing director, executive officer, operating officer or other important employee of the KHI Group.
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Business Report
(April 1, 2015 - March 31, 2016)

1. Overview of the Company Group

(1) Business Progress and Results
(i)General Conditions
The global economy continued to grow moderately especially in developed countries thanks to
the U.S. economic recovery. Meanwhile, close attention must be continuously paid to the U.S.
movement toward monetary policy normalization, the European debt issue, the fluctuation in oil
prices
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Gas Turbine & Machinery segment

At the Gas Turbine & Machinery segment, orders received were ¥288.9 billion, an increase of
¥53.1 billion from the previous fiscal year. This was mainly attributable to an increase in orders for
such products as component parts of commercial aircraft jet engines and gas engines.

Net sales increased ¥17.6 billion from the previous fiscal year to ¥236.4 billion, mainly due to an
increase in sales of component parts of commercial aircraft jet engines.

Operating income increased ¥5.6 billion from the previous fiscal year to ¥16.9 billion partly due
to increased sales.

Plant & Infrastructure segment

In the Plant & Infrastructure segment, orders received were ¥138.7 billion, a decrease of ¥64.6
billion from the previous fiscal year in which large orders were received for plants from overseas
customers.

Net sales increased ¥14.5 billion from the previous fiscal year to ¥135.6 billion, mainly due to
increased sales of large-scale plants to overseas customers.

Operating income increased ¥1.9 billion from the previous fiscal year to ¥8.5 billion partly due
to increased sales.

Motorcycle & Engine segment

Net sales of the Motorcycle & Engine segment increased ¥4.3 billion from the previous fiscal
year to ¥333.5 billion. This was attributable to increased sales of motorcycles and utility vehicles
in developed countries, while sales of motorcycles in Indonesia and other emerging markets
decreased.

Operating income increased ¥0.8 billion from the previous fiscal year to ¥15.7 billion partly due
to increased sales.

(Note) The net sales figure for the Motorcycle & Engine segment is also used as the figure for orders
received.

Precision Machinery segment

In the Precision Machinery segment, orders received were ¥133.1 billion, a decrease of ¥3.0
billion from the previous fiscal year due to decreased orders for hydraulic components.

Net sales decreased ¥2.6 billion from the previous fiscal year to ¥133.1 billion, mainly due to
decreased sales of hydraulic components.

Operating income decreased ¥2.3 billion from the previous fiscal year to ¥8.5 billion partly due
to decreased sales and profitability of hydraulic components.

Others segment

In the Others segment, net sales decreased ¥35.4 billion from the previous fiscal year to ¥108.8
billion partly because of the transfer of the construction machinery business.

Operating income decreased ¥1.0 billion from the previous fiscal year to ¥2.8 billion partly due
to the transfer of the construction machinery business.
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( )Reference

D
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(2) Capital Investments, etc.
In the KHI Group, capital investments were made predominantly for the development of
facilities to increase the production capacity in the Aerospace segment, and the development of
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such circumstances, KHI has formulated a new medium-term business plan for fiscal years 2016 to
2018 (hereinafter, "
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The initiatives to be undertaken by each business segment are as follows.

i) Ship & Offshore Structure: Optimize profitability through integrated operations with
Sakaide Works, NACKS and DACKS, perform steady business operations in Kobe Works
including submarine-related operations, and scale down the offshore vessel business

i) Rolling Stock: Rolling Stock: Enhance competitiveness through technologies and
products that meet customer needs including cutting-edge technological development and
new rolling stock, further enhance system integration capability through strengthening of
human resources, expand stock-type business for maintenance and remodeling, and
construct a global optimal business execution system including adoption of overseas
production and procurement and effective use of partnerships

iii) Aerospace: Establish a mass production system and develop derivative products for P-1
patrol aircraft and C-2 transport aircraft including repair and component support, boost
production of component parts for the Boeing 787 and respond to needs for derivative
products, and develop and start mass-producing 777-X

iv) Gas Turbine & Machinery: Develop the energy solution business based on
high-efficiency industrial gas turbines and gas engines, promote overseas operations, and
promote the development of new models of jet engines for commercial aircraft and respond
to needs for mass-production of these models

v) Plant & Infrastructure: Enhance competitiveness through sophistication of existing
products and achieve early commercialization of new products and technologies, expand the
overseas business to emerging countries and resource-rich countries through strengthening
of overseas partnerships, further enhance engineering capability by strengthening human
resources development, and fully complete the large projects

vi) Motorcycle & Engine: Continue to launch strong, attractive models as expected with the
"Kawasaki" brand, achieve the development of strong brands that are rooted in customer
value, further improve our presence in the markets of developed countries which are showing
signs of recovery, further boost the brand power and develop new markets in emerging
countries, and thoroughly enhance the efficiency of consolidation-based management

vii) Precision Machinery: Maintain and increase a high market share in the area of hydraulic
excavation systems while expanding sales of other construction/agricultural machinery
products, enhance our ability to make system proposals and develop and expand overseas
production systems in the robot business, and make continuous efforts toward the future in
such new fields as the medical robot business
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(9) Trends in Assets and Income
(i) Company Group Assets and Income
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(10) Major Parent Companies and Subsidiaries
(i) Parent Companies
Not applicable.

(ii) Major Subsidiaries

The
Company’s
Company name Capital percentage

of equity
participation

Main business

Kawasaki Trading Co., Ltd. ¥600 million 70%

Sale of various types of industrial machinery,
petroleum, steel stock, etc. air conditioning
equipment, etc.

Kawasaki Machine Systems, Ltd. ¥350 million 100%

Sale, repair and after-sales service of
general-purpose gas turbine generators and
other industrial machinery

NIPPI Corporation ¥6,048 million 100%

Manufacture of aircraft components,
targeting systems, rocket components,
aerospace equipment and marine systems;
repair and maintenance of aircraft

Kawasaki Thermal Engineering

- o
Co., Ltd. ¥1,460 million 83%

EarthTechnica Co., Ltd. ¥1,200 million 100%

—-18 —

Manufacture, sales, installation and
after-sales service for boilers,
air-conditioning equipment and
absorption-style heat pumps, etc.

Design, manufacture, and sale of crushers,
grinders, castings, and other equipment;
design, execution and supervision of
engineering, construction, installation of
machinery and appliances




Company name

Capital

The
Company’s
percentage

of equity
participation

Main business

Flutek, Ltd.

1,310 million won

50%

Manufacture, sale and servicing of hydraulic
equipment products for construction
machinery in South Korea

(Notes)

1. From this current consolidated fiscal year, the following changes were made in relation to companies classified

as major
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(12) Company Group’s Principal Offices and Plants
(i) The Company

Name and location

| Head office Kobe Head Office, Tokyo Head Office 2 Head Offices
Principal

offices Branches
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4. Company Officers

(1) Directors and Corporate Auditors (As of March 31, 2016)

Position

Name

Areas of Responsibility within the Company and other
significant concurrent positions

President

Shigeru Murayama

President (representative director), Commercial Airplane
Company,
Chairman of The Shipbuilders' Association of Japan

Senior Executive

Assistant to the President, in charge of Technology, Sales

- . Joji Iki and Procurement department, in charge of Ship & Offshore
Vice President
Structure Company
Senlpr Vice Eiji Inoue President, Plant & Infrastructure Company
President
Senl_or Vice Yoshinori Kanehana President, Rolling Stock Company
President
Senior Vice Munenori Ishikawa President, Aerospace Compan
President ’ P pany
Senior Vice Kazuo Hida President, Precision Machinery Compan
President ’ y pany
Senior Vice " . . .
President Kenji Tomida President, Motorcycle & Engine Company
Senior Vice . . . . .
President Toshiyuki Kuyama President, Gas Turbine & Machinery Company
Senior Vice General Manager, Corporate Planning Division, in charge
. Kazuo Ota of Finance & Accounting and Personnel & Labor
President L .
Administration Department
Director Akio Murakami Director, ENSEADA INDUSTRIA NAVAL S.A.

Director (Outside)

Yoshihiko Morita

Outside Corporate Auditor, TOKYO GAS Co., Ltd.

Director (Outside)

Hideki Fukuda

Outside Corporate Auditor, The Senshu Ikeda Bank, Ltd.

Full-Time Corporate

Auditor Yuji Murakami

Full-Time Corporate

Auditor Takafumi Shibahara

Corporate Auditor

(Outside) Attorney at law

Nobuyuki Fujikake

Corporate Auditor

(Outside) Takashi Torizumi

(Notes) 1. * means a Representative Director.

2. Directors Yoshihiko Morita and Hideki Fukuda and Corporate Auditors Nobuyuki Fujikake and
Takashi Torizumi are Independent Officers stipulated by the Tokyo Stock Exchange, Inc. and
Nagoya Stock Exchange, Inc.

3. Mr. Toshikazu Hayashi, formerly Senior Vice President of KHI, has been appointed as Outside
Corporate Auditor of Kawasaki Kisen Kaisha, Ltd. (“Kawasaki Kisen”), to which Mr. Takashi
Torizumi belonged. Kawasaki Kisen owns a total of 1.03% of the outstanding shares in KHI.
Meanwhile, KHI owns a total of 3.50% of the voting rights of the outstanding shares in Kawasaki
Kisen, which are held by Trust & Custody Services Bank, Ltd. (Kawasaki Heavy Industries, Ltd.
retirement benefit trust account re-entrusted by Mizuho Trust and Banking Co., Ltd.). However,
Kawasaki Kisen is not a company of KHI Group. In addition, although Kawasaki Kisen is a business
partner of KHI mainly in ship-related transactions, the annual average transactions between the
Kawasaki Kisen Group and KHI Group for the most recent five fiscal years account for less than 2%
of the total annual average sales each for the Kawasaki Kisen Group and KHI Group over the
corresponding period. Consequently, we have determined that there is no issue as regards to the
independence of Mr. Takashi Torizumi and he is therefore suitable as an independent officer.

4. Kyohei Matsuoka, Hiroshi
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and Yoshinori Kanehana and Munenori Ishikawa, formerly Senior Vice President
(Representative Director), have become Senior Executive Vice President (Representative
Director).

6. Yuji Murakami, Corporate Auditor, who has many years of experience with administration and
accounting operations at our company, has substantial knowledge about finance and accounting
matters.

(2) Executive Officers (as of April 1, 2016)

Position Name Areas of Responsibility within the Company

President
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Position Name Areas of Responsibility within the Company

Executive Officer Katsuya Yamamoto Gene_ral Manager, Planning & Control Division, Precision
Machinery Company

Executive Officer Eiichi Harada Deputy General Mianager, Corporate Technology Division
and Hydrogen Project Development Center

Executive Officer Kazutoshi Honkawa Vice President, _Aerospace Com.pfmy and General
Manager, Planning & Control Division
General Manager, Technology Division and staff officer to

Executive Officer Yuji Horiuchi Corporate Planning Division, Motorcycle & Engine
Company

Executive Officer Keiji Matsumura Deputy General Manager, Marketing Division

Executive Officer Yoshihiro Uetake General Manager, Manufacturing Division, Aerospace
Company

Executive Officer Ichiro Kono Vice President, Ship & Offshore Structure Company

Executive Officer Akihisa Yamamoto In charge of technology department, Plant &
Infrastructure Company

Executive Officer Akira Matsufuji Vice President, Rolling Stock Company

Executive Officer Hiroshi Nakatani Deputy General Manager, Corporate Technology Division
and General Manager, Technical Institute

(3) Compensation to Directors and Corporate Auditors

Directors 16 persons ¥663,348 thousand

Corporate Auditors 5 persons | ¥89,280 thousand

¥752,628 thousand (of which ¥39,480 thousand to five Outside

Total 21 persons . .
Directors/Corporate Auditors)

(Note) The maximum amount of remuneration for the Directors is ¥1,200 million per year (as resolved at the
189th Ordinary General Meeting of Shareholders held on June 27, 2012). The maximum amount of
remuneration for the Corporate Auditors is ¥8 million per month (which was resolved at the 170th
Ordinary General Meeting of Shareholders held on June 29, 1993).

(4) Outside Officers

(i) Concurrent Director positions at other companies and the relationship between
our company and said companies
Not applicable.

(ii) Concurrent positions held as Outside Officer at other companies and the
relationship between our company and said companies

Director Yoshihiko Morita concurrently holds a position as Outside Corporate Auditor of TOKYO
GAS Co., Ltd. Our company does not have any important dealing or other special relationship with
the said company.

Director Hideki Fukuda concurrently holds a position as Outside Corporate Auditor of The
Senshu lkeda Bank, Ltd. Our company does not have any important dealing or other special
relationship with the said company.

(iii) Family relationships with managing officers or executive officers, of the Company
or of specific related business operators of the Company
Not applicable.

(iv) Main activities during the business year
Attendance and comments at Board of Directors Meetings and Board of Corporate
Auditors meetings
Director Yoshihiko Morita attended all of the 16 Board of Directors Meetings held during the
business year, and made comments based on his substantial overseas experience and knowledge
as a specialist, acquired in the Japan Bank for International Cooperation and other institutions.
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Director Hideki Fukuda attended 13 of 14 Board of Directors Meetings held following his
appointment as Director on June 25, 2015, and mainly made comments based on his substantial
experience in the management of a university corporation and his extensive knowledge and
experience in the manufacturing industry.

Corporate Auditor Nobuyuki Fujikake attended all of the 16 Board of Directors Meetings, and all
of the 17 Board of Corporate Auditors meetings held during the business year, and mainly made
comments based on his expert standpoint as an attorney at law.

Corporate Auditor Takashi Torizumi attended all of the 14 Board of Directors Meetings, and all
of the 13 Board of Corporate Auditors Meetings held following his appointment as Corporate
Auditor on June 25, 2015. He mainly made comments based on his experience as a corporate
manager.

(v) Overview of provisions in contracts for limitation of liability

The Company has concluded contracts for limitation of liability with Directors Yoshihiko Morita
and Hideki Fukuda and Corporate Auditors Nobuyuki Fujikake and Takashi Torizumi, pursuant to
the provisions of Article 427 Paragraph 1 of the Companies Act. The liability under said contract
shall be limited to either an amount of ¥10 million, or an amount specified by law, whichever is
higher.

5. Accounting Auditor

€D)

)

Accounting Auditor’s Name
KPMG AZSA LLC

Accounting Auditors’ Compensation, etc., for the fiscal year under review
(i) Compensation, etc. as an accounting auditor for the fiscal year under review

¥180,300 thousand

(ii) Cash and Other Profits Payable by the Company or its Subsidiaries to the
Accounting Auditors

¥226,380 thousand

(Notes) 1. The Board of Corporate Auditors verifies the reasonableness of audit plans, audit performance and
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submit a proposal of termination or nonrenewal of appointment of the Accounting Auditor at a
General Meeting of Shareholders. Moreover, when it judges that the Accounting Auditor has
performed an activity falling under any of the items set forth in Article 340, Paragraph 1 of the
Companies Act, it shall consider whether to terminate the Accounting Auditor's appointment based
on the facts. As a result, if the termination is deemed to be reasonable, it shall terminate the
Accounting Auditor's appointment with the consent of all the Corporate Auditors. In this case, a
Corporate Auditor, who is selected by the Board of Corporate Auditors, shall report the said
termination and the reason therefor at the first General Meeting of Shareholders convened after
the termination.

When the Board of Directors recognizes that the Accounting Auditor faces a difficulty in
executing his/her duties or deems it necessary to do so for other reasons, it shall request the Board
of Corporate Auditors to add a proposal of termination or nonrenewal of appointment of the
Accounting Auditor at a General Meeting of Shareholders. The Board of Corporate Auditors shall
then judge the appropriateness of said action and determine the contents of the proposal which is
submitted to the General Meeting of Shareholders.

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

laws 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 of May 24, 2006, the Company made a resolution regarding the

basic policies on the establishment of internal control systems pursuant to the Companies Act and
confirmed the status of established internal control systems. Henceforth, whenever there are
organizational changes or changes to internal regulations, resolutions are made at Board of Directors
Meetings with regard to the revision of the basic policies. 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:

Basic policy for developing a system for internal controls

The KHI Group develops and maintains systems for internal controls to establish systems to ensure
formation of proper organizational structures, development of company rules and regulations,
dissemination of information and proper execution of
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Committee and manage the internal control systems in a unified way. We do so based on the
roles and responsibilities given to Officers and employees, in order to ensure the
appropriateness of business operations by achieving objectives such as effective and
efficient business operations, reliable financial reporting, compliance with laws, and
safeguarding of assets.

3) We deliberate and make decisions on policies and measures, under the g
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(4)

1)

2)

3)

priority should be given to ensure the continuation or recovery of the operations in order to
minimize the impact on KHI's business. We also formulate a business continuity plan to
shorten the length of time until recovery.

Systems to ensure efficient execution of duties by the Company's Directors

Based on the KHI Group’s role and objectives 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, 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.

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
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(4)System to ensure that those who give reports described in the preceding Item (3) will not be

treated disadvantageously for reason of having made such report

The Company stipulates a provision regarding the prohibition of unfair and unfavorable
treatment of those who give reports described in the preceding Item (3). The Company
also instructs Group Companies to stipulate a provision of the same contents in their
company regulations.

(5)Policies on prepaid expenses for the execution of the duties of the Company's Corporate
Auditors, or expenses for procedures for repayment and the execution of other relevant duties,
or on debt processing

When the Company's Corporate Auditors request the Company to make prepayment on
execution of duties pursuant to the Companies Act, the Company shall promptly proceed
with payment of appropriate expenses and debt settlement, except where the expense or
debt whose payment is requested is deemed unnecessary to execute their duties.

(6)Other systems to ensure the effective conduct of audits by the Company's Corporate Auditors
1) The Company's Directors and Corporate Auditors regularly hold meetings to ensure mutual

understanding, and the Company's Corporate Auditors also attend important meetings such

as Board of Directors Meeting and Management Committee meeting, and directly express
their opinion regarding execution of duties by the Company's Directors.

2) The Company's Directors and Group Companies' Directors promote collaboration between
the Company's Corporate Auditors, the Company's Auditing Department and Group
Companies' Corporate Auditors, and cooperate to establish systems which enable greater
effectiveness in the conduct of audits.

3) The Company and Group Companies obtain the consent of the Board of Corporate Auditors
or approval of the Board of Corporate Auditors with regard to the election of Corporate
Auditors and their remuneration, and so forth, in accordance with laws and the Articles of
Incorporation.

4) Of Corporate Auditors appointed by the Company, one or more shall have substantial
knowledge about finance and accounting.

4. System regarding expulsion of anti-social forces

Because our Group resolutely refuses to comply with any unreasonable demands from
anti-social forces, and works to cut off all relations with anti-social forces, we distribute the
“Compliance Guidebook” to all Officers and employees. The Guidebook explains the
prohibition of “giving favors to anti-social forces” by listing specific examples of prohibited
acts. We work to ensure that Officers and employees are thoroughly familiar with the matters
contained in the Compliance Guidebook by conducting training, and so forth, and do not
merely distribute the guidebook.

Furthermore, with respect to internal systems, we have established a department in the
headquarters which is responsible for overseeing handling of expulsion of anti-social forces,
established close cooperation with external specialized organizations such as the police force,
and in collaboration with the concerned departments, we systematically handle unreasonable
requests from anti-social forces.

Overview of the operation status of internal control systems

An overview of the operation status of internal control systems for the fiscal year under review is as
follows. The said operating status is assessed at the end of every fiscal period and the assessment
results are reported to the Board of Directors Meeting.

1. Efforts on internal control systems in general

1) We set forth the "Fundamental Principles of Corporate Ethics" in KHI Code of Corporate Ethics,
distribute guidebooks that describe the contents of the principles, and conduct various training
programs to ensure that the said principles are thoroughly disseminated.

2) The Company's Audit Department carries out evaluation/assessment of internal controls over
business audits and financial reporting for the KHI Group to ensure effectiveness and efficiency
of business operations and reliability of financial reporting.
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2. Efforts on compliance

1)

2)

We establish the Company-wide CSR Committee, which is responsible for deliberating and
making decisions on policies and measures to promote compliance at a group-wide level and
monitoring the compliance status thereof (performed three times during the fiscal period under
review). The said committee also plays the leading role in the establishment of related internal
regulations, preparation and distribution of the “Compliance Guidebook” (hereinafter, the
"Guidebook™), provision of various training programs, and operation of the whistle-blowing
system. In addition, we establish the CSR Committee for Business Divisions and therewith
implement appropriate measures for each business environment through compliance activities
performed by each business division.

In an effort to eliminate anti-social forces, we distribute the Guidebook to all Officers and
employees. The Guidebook lists specific examples of prohibited acts. We work to ensure that
Officers and employees are thoroughly familiar with the contents thereof. We also offer training
and education to ensure thorough dissemination.

3. Efforts on risk management

1)

2)

3)

We build a risk management system on a company-wide level based on the Risk Management
Regulations. We also prepare a manual to explain the procedures of specific risk management
practices and exhaustively grasp the assumed risks on a scale common to the Group to prevent
and minimize risk or losses caused by such risk. In addition, we hold Risk Management
Committee meetings on an as-needed basis at both the company-wide level and divisional
level to report and deliberate on determination of material risks, designation of risks to be
addressed, results of risk monitoring and other important matters.

For major projects that have a significant impact on business operations, a head office division
conducts risk assessment and considers risk control measures before accepting orders.
Furthermore, upon completion of projects, the said division assesses profitability and conducts
causal analysis if the profitability of projects significantly worsens.

In order to respond to drastic changes in the external environment more speedily and properly,
we will strive to further strengthen the risk management system by setting "enhancement of
thorough risk management™ as one of the priority measures of "MTBP2016."

In anticipation of the occurrence of large-scale disasters and pandemic diseases, we
proactively formulate a business continuity plan for each business division, and conduct annual
assessment and review thereof. We also establish and build 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.

4. Efforts to ensure efficient execution of duties

1)

Based on the company-wide policies and strategies determined with reference to the contents
of the Kawasaki Group Mission Statement, which stipulates the KHI Group’s role and objectives,
we determine the ideal way to be in each business area as well as the medium-term business
plan and the short-term business plan to clearly show our final goals. We also strive to share
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Consolidated Balance Sheet
(As of March 31, 2016)

(Unit: million yen)
Description Amount Description Amount

(Assets) (Liabilities)

Current assets 1,017,903 Current liabilities 767,711
Cash on hand and in banks 42,157 Trade payables 233,979
Trade receivables 381,339 Electronically recorded obligations 87,798
Merchandise and finished products 57,092 Short-term debt and current portion of

long-term debt 105,891
Work in process 324,915 Current portion of bonds 10,000
Raw materials and supplies 110,956 Current portion of lease obligations 156
Deferred tax assets 27,275 Income taxes payable 10,889
Other current assets 76,743 Deferred tax liabilities 979
Allowance for doubtful receivables (2,578) Advances from customers 170,454
Accrued bonuses 25,138
Provision for product warranties 12,642

Provision for losses on construction
contracts 7,926
Other current liabilities 101,854

Fixed assets 602,554

Net property, plant and equipment 436,557
Buildings and structures 166,345 Long-term liabilities 407,120
Machinery and equipment 128,814 Bonds payable 120,000
Land 64,237 Long-term debt, less current portion 160,809
Leased assets 2,192 Lease obligations 1,566
Construction in progress 17,772 Deferred tax liabilities 8,439
Other 57,195 Provision for environmental measures 1,693
Intangible assets 15,475 Liabilities for retirement benefits 90,789
Investments and other assets 150,521 Asset retirement obligations 650
Investments in securities 13,781 Other 23,170
Long-term loans 337 Total liabilities 1,174,832
Deferred tax assets 43,842 (Net assets)
Other investments and other assets 102,462 Shareholders’ equity 438,419
Allowance for doubtful receivables (9,902) Common stock 104,484
Capital surplus 54,394
Retained earnings 279,627
Treasury stock (86)
Accumulated other comprehensive income (7,051)
Net unrealized gains on securities, net tax 2,705
Deferred gains (losses) on hedges 692
Foreign currency translation adjustments 8,990
Accumulated adjustment for retirement
benefits (19,439)
Non-controlling interests 14,257
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Consolidated Statement of Income
(April 1, 2015 - March 31, 2016)

(Unit: million yen)

Description Amount
Net sales 1,541,096
Cost of sales 1,253,691
Gross profit 287,405
Selling, general and administrative expenses 191,408
Operating income 95,996
Non-operating income 15,111
Interest income 748
Dividend income 415
Equity in income of non-consolidated subsidiaries and
affiliates 2,876
Gain on sales of fixed assets 3,155
Subsidy income 2,345
Other non-operating income 5,569
Non-operating expenses 17,878
Interest expense 3,637
Foreign exchange losses, net 6,532
Other non-operating expenses 7,708
Recurring profit 93,229
Extraordinary income 901
Gain on transfer of business 901
Extraordinary losses 19,298
Loss on overseas business 19,298
Income before income taxes 74,832
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Non-consolidated Statement of Income

(April 1, 2015 - March 31, 2016)

(Unit: million yen)

Description

Amount

Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses

Operating income

Non-operating income

Interest income

Dividend income

Subsidy income

Other non-operating income
Non-operating expenses

Interest expense
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1,161,065

1,003,694

157,370

100,550

56,819

27,093
446
21,583
2,345
2,718

15,396
1,533




Board of Corporate Auditors’ audit report (duplicated copy)

Audit Report

(English Translation)

Regarding the performance of duties by the Directors for the 193rd fiscal year from April 1, 2015 to
March 31, 2016, the Board of Corporate Auditors hereby submits its audit report, which has been
prepared upon careful consideration based on the audit report prepared by each Corporate Auditor.

1. Summary of Auditing Methods by the Corporate Auditors and Board of Corporate
Auditors

(1) The Board of Corporate Auditors established auditing policies, allocation of duties, and other
relevant matters, and received reports from each Corporate Auditor regarding his audits and results
thereof, as well as received reports from the Directors, other relevant personnel, and the
Accounting Auditor regarding performance of their duties, and sought explanations as necessary.

(2) Each Corporate Auditor complied with the auditing standards of the Corporate Auditors
established by the Board of Corporate Auditors, followed the auditing policies, allocation of duties,
and other relevant matters, communicated with the Directors, internal control development division,
Auditing Department (internal audit dept.) and other employees, and any other relevant personnel,
as well as making efforts to prepare the environment for information collection and audit, and
conducted an audit by the following methods.

i) Participated in meetings of the Board of Directors and other important meetings, received

reports from the Directors, Executive Officers, employees, and other relevant personnel
regarding performance of their duties, sought explanations as necessary, examined important
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