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Founded in 1878, Kawasaki Heavy Industries, Ltd. (KHI), is a leading global

comprehensive manufacturer of transportation equipment and industrial

goods. With a broad technological base that encompasses mastery of the

land, sea, and air,1 gica gises T-ery of the
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matters. Reports from employees are

considered by the Corporate Ethics

Committee, which is headed by the CEO

and includes other top management,
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We made the decision to set up our

shipbuilding and industrial hydraulic

equipment businesses as wholly owned

subsidiaries and, in Octob.9. Tm0lE g/GS2 gs lished Kawasaki ShipbuildingE g/GS2Corporation and Kawasaki PrecisionE g/GS2Machinery Ltd. The objectives of thisE g/GS2realignment were to gain great.9.flexi-E g/GS2bility and increase efficiency in theseE g/GS2operations. We expect these companiesE g/GS2to become more competitive under

strong, independent management
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Progress toward Objectives of Medium-Term Business Plan K21
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1 4 G a s  T u r b i n e s  &  M a c h i n e r y •  J e t  e n g i n e s

•  S m a l l  a n d  m e d i u m - s i z e d  g a s  t u r b i n e  g e n e r a t o r s

•  G a s  t u r b i n e  c o g e n e r a t i o n  s y s t e m s

•  G a s  t u r b i n e s  f o r  n a v a l  v e s s e l s

•  S t e a m  t u r b i n e s  f o r  m a r i n e  a n d  i n d u s t r i a l  a p p l i c a t i o n s

•  D i e s e l  e n g i n e s  a n d  m a r i n e  p r o p u l s i o n  s y s t e m s

•  A e r o d y n a m i c  m a c h i n e r y

•  I n d u s t r i a l  h y d r a u l i c  e q u i p m e n t

G P C 0 7 D  c o g e n e r a t i o n  s y s t e m

N a t u r a l  g a s  c o m p r e s s i o n  m o d u l e
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Management’s Discussion and Analysis

OVERVIEW

During fiscal 2003, ended March 31,

2003, the performance of the Japanese

economy was lackluster, owing to a

range of factors, including continued
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was down 74.6%, or ¥4.1 billion, to ¥1.4

billion, mainly because of the adverse

impact of movements in foreign

exchange rates. 

Rolling Stock, Construction

Machinery & Crushing Plant

Orders received leaped 114.0%, or

¥94.1 billion, to ¥176.7 billion. This sub-
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SellingT1ere, 687.6104 Tm24
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Consolidated Statements of Cash Flows
Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries

For the three years ended March 31, 2003, 2002 and 2001

Thousands of
U.S. dollars

Millions of yen (Note 1)

2003 2002 2001 2003

Cash flows from operating activities:

Income (loss) before income taxes and minority interests....................... ¥17,228 Adjdusementsto6 rconcile nete income (loss) before income taxes anf

 minority intereststo6netecCashprovindedbym operating activities: 3,3203 262,854
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Notes to the Consolidated Financial Statements
Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries

Kawasaki Heavy Industries, Ltd. (the “Company”) and its consolidated domestic subsidiaries maintain their offi-

cal accounting records in Japanese yen, in accordance with the provisions set forth in the Japanese Commercial

Code and accounting principles and practices generally accepted in Japan (“Japanese GAAP”). The accounts of

overseas subsidiaries are based on their accounting records maintained in conformity with generally accepted

accounting principles and practices prevailing in the respective countries of domicile. Certain accounting princi-

ples and practices generally accepted in Japan are different from International Accounting Standards and stan-

dards in other countries in certain respects as to application and disclosure requirements. Accordingly, the

accompanying consolidated financial statements are intended for use by those who are informed about

Japanese accounting principles and practices.

The accompanying consolidated financial statements have been restructured and translated into English

(with some expanded descriptions and the inclt,5rnts
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Held-to-maturity debt securities are stated mainly at amortized cost. Equity securities issued by subsidiaries and

affiliated companies which are not consolidated or accounted for using the equity method are stated at moving-

average cost. Available-for-sale securities with available fair market values are stated at fair market value. Unrealized

gains and unrealized losses on these securities are reported, net of applicable income taxes, as a separate compo-

nent of shareholders’ equity. Realized gains and losses on sale of such securities are computed using moving-

average cost.

Other securities with no available fair market value are stated at moving-average cost.

If the market value of held-to-maturity debt securities, equity securities issued by non-consolidated sub-

sidiaries and affiliated companies and available-for-sale securities declines significantly, such securities are

stated at fair market value and the difference between fair market value and the carrying amount is recognized
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Effective April 1, 2000, the Company and its domestic consolidated subsidiaries adopted the new accounting

standard for retirement and severance benefits. The liabilities and expenses for retirement and severance bene-

fits are determined based on the amounts actuarially calculated using certain assumptions. The Company and

its domestic consolidated subsidiaries provided the allowance for employees’ retirement and severance bene-

fits based on the estimated amounts of projected benefit obligation and fair value plan assets (including retire-

ment benefit trust).

The excess of the projected benefit obligation over the liabilities for retirement and severance benefits

recorded as of April 1, 2000 (the “net transition obligation”) amounted to ¥130,928 million, which is being recog-

nized in expenses in equal amounts primarily over 10 years commencing with the year ended March 31, 2001.

Actuarial gains and losses and prior service cost are recognized in expenses in equal amounts, within the aver-

age of the estimated remaining service lives of the employees, commencing with the following and the current
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(a) Acquisition costs, book values (fair value) of available-for-sale securities with available fair values as of

March 31, 2003 and 2002 are as follows:
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The following table summarizes the significant differences between the statutory tax rate and effective tax
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The present values of future minimum lease payments under operating leases as of March 31, 2003 and 2002 are

as follows:
Thousands of
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Millions of yen

2002
External Intersegment Total Operating Operating Total Depreciation Capital
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(c) Corporate assets

Included in eliminations and corporate in (a) and (b) above under total assets are corporate assets of ¥108,725

million ($904,531 thousand), ¥155,580 million and ¥80,928 million at March 31, 2003, 2002 and 2001, respectively,

which are mainly comprised of cash and time deposits of the Company and property, plant, equipment and

intangible assets of the Company’s Head Office.

(d) Overseas sales

Overseas sales consist of the total sales of the Company and its consolidated subsidiaries made outside of
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Paid-in Capital Equity
Name Location (Millions of yen, (% ownership by KHI,










