


FOUNDED IN 1878, KAWASAKI HEAVY INDUSTRIES, LTD. (KHI), IS A LEADING GLOB-
AL COMPREHENSIVE MANUFACTURER OF TRANSPORTATION EQUIPMENT AND
INDUSTRIAL GOODS. WITH A BROAD TECHNOLOGICAL BASE THAT ENCOMPASSES
MASTERY OF THE LAND, SEA, AND AIR, THE KHI GROUP MANUFACTURES SHIPS,
ROLLING STOCK, AIRCRAFT AND JET ENGINES, GAS TURBINE POWER GENERATORS,
REFUSE INCINERATORS, INDUSTRIAL PLANTS, STEEL STRUCTURES, AND A WIDE
RANGE OF MANUFACTURING EQUIPMENT AND SYSTEMS. KHI ALSO PRODUCES
SUCH WORLD-FAMOUS CONSUMER PRODUCTS AS KAWASAKI-BRAND MOTORCYCLES

AND JET SKI® WATERCRAFT.
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Our basic policy is to pay stable cash
dividends to our shareholders, giving
due attention to increasing retained
earnings in order to strengthen and
expand our business foundation for

future growth. In view of the level of



The biggest factor affecting KHI’s performance in fiscal 2004
was the ‘appreciation of the yen. On a weighted-average basis,
the yen/dollar rate we used for converting sales figures into
yen was ¥121 in fiscal 2003 but the yen appreciated by ¥8, to
¥113 in fiscal 2004. A high percentage of our sales is denomi-
nated in U.S. dollars, including motorcycles, ships, aircraft,

plants and equipment, as well as other items. The apprecia-















We are hard at work and doing everything we can to reach
the objectives of our medium-term business plan. These
include reaching a numerical target of 9% or higher before-
tax ROIC in fiscal 2007, ending March 31, 2007; building a
strong earnings structure by transforming our business
portfolio to better cope with changes in the operating envi-
ronment; and moving onto a sustainable growth path. Right
now, we are obliged to deal with difficult operating condi-

tions, including lackluster demand for government public-
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Gas Turbines & Machinery

MAIN PRODUCTS

= Jet engines

= Small and medium-sized gas turbine generators
= Gas turbine cogeneration systems

* Gas turbines for naval vessels
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BUSINESS RESULTS

Total sales of motorcycles, ATVs, utility vehicles, and Jet Ski® watercraft worldwide amounted
to 468,000 units, 9,000 units, or 1.9%, less than for the previous fiscal year. By region, we sold
48,000 units in Japan, 4,000 units, or 9.1%, more than in the previous fiscal year; in Europe,
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Millions of yen

2004 2003 2002 2001 2000 1999
Operating results:

NEL SAIES ... ¥1,160,252 ¥1,239,598  ¥1,144,534  ¥1,060,479  ¥1,149,698 ¥1,202,189
Cost Of salesS......cccoovieiiie e 998,416 1,069,341 977,875 924,522 1,008,860 1,045,143
Gross Profit. .. 161,836 170,257 166,659 135,957 140,838 157,046

Selling, general and
administrative eXpenses...........ccceceeeeenenne 139,586 139,714 135,348 131,497 139,587 135,380
Operating iNCOME ......ccovieiiiiiicee e 22,250 30,543 31,311 4,460 1,251 21,666
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rovesegmeon equityion po inco* nonfac-¥1.4 *(billots owing to *(rovesegmeon9.6)TjT*oformancco* affilil e ande in salon9.6)TjTJa in

the previous year and amounted to ¥139.6

billion. The grRikte 6 isglesdRgtHeer-fdac-) TjT*uction pois wst-bs y owidebtear annjor
tors stated below, however, had a major

impact on operating income, which

declined 27.2%, to ¥22.3 billion. Due to a

stronger yen, operating income in the

Shipbuilding segment declined ¥3.8

billion, and operating income in the

Consumer Products & Machinery seg-

ment was down ¥6.2 billion because of

the high yen and higher sales promotion

costs. These adverse impacts were partly

offset by the decline in the volume of

less profitable projects in the Plant &
Infrastructu%%ﬁﬁ&?%ggéﬂ%ﬁtaiﬂa*mortCisvse rovesegmac-
the reduction in fixed costs owing to the

closure and cg s 1 volumTlIfn theNod a

tors had a¥58.5 billionpositivse impact oy
operating incom. Aes e rsult,n the(operac-)TjT*ting incomemarngit on sales declined09.6
billion9.6






L{d. anad O

?'1‘ = . --- -

04 an_q;gro_oa - = — ——
Thousands of
U.S. dollars
Millions of yen (Note 1)
ASSETS 2004 2003 2004

Current assets:



Thousands of

U.S. dollars
Millions of yen (Note 1)
LIABILITIES, MINORITY INTERESTS AND SHAREHOLDERS’ EQUITY 2004 2003 2004
Current liabilities:
Short-term borrowings and current portion )
of long-term debt (NOTE 5) ....c.vviiiiiiiii s ¥ 188,652 ¥ 201,248 $ 1,785,970

=29
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Notes to the Consolldated Financial Statements

awerwkl Heavy Industrles Ltd. and Consolidated §flb3|d|ar|es
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Kawasaki Heavy Industries, Ltd. (the “Company”) and its consolidated domestic subsidiaries maintain their offi-
cial accounting and disclosure records in Japanese yen. The accompanying consolidated financial statements
have been prepared in accordance with the provisions set forth in the Japanese Securities and Exchange Law
and its related accounting regulations, and in conformity with accounting principles generally accepted in
Japan, which are different in certain respects as to application and disclosure requirements of International
Financial Reporting Standards.



35



36

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
as loss in the period of the decline. If the fair market value of equity securities issued by non-consolidated sub-
sidiaries and affiliated companies, not subject to the equity method, is not readily available, such securities
should be written down to net asset value with a corresponding charge in the statements of income in the event
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(a) Acquisition costs, book values (fair value) of available-for-sale securities with available fair values as of

March 31, 2004 and 2003 are as follows:
Thousands of

Millions of yen U.S. dollars
2004
Acquisition cost Book value Difference Difference
Securities with book values exceeding acquisition costs:
EQUILY SECUNITIES ....cvviiiiiieiicieee e ¥13,753 ¥36,920 ¥23,167 $219,322
Other securities:
EQUItY SECUNIIES ... 1,320 1,093 (227) (2,149)
TOTAL ..o ¥15,073 ¥38,013 ¥22,940 $217,173
Millions of yen
2003
Acquisition cost Book value Difference

Securities with book values exceeding acquisition costs:

Other securities:



Short-term borrowings and long-term debt as of March 31, 2004 and 2003 are comprised as follows:

Millions of yen

Thousands of
U.S. dollars

2004 2003

2004

Short-term borrowings:
Short-term debt, principally bank loans, bearing average
interest rates of 1.254 percent and 1.374 percent as of
March 31, 2004 and 2003, reSPECLIVEIY .....ccocciriiiiiiiiiieiiecese e

39



40

The aggregate annual maturities of long-term debt as of March 31, 2004 are as follows:

Year ending March 31,

Millions of yen

Thousands of
U.S. dollars

¥ 55,903

$ 529,234



Contingent liabilities as of March 31, 2004 and 2003 are as follows:

Thousands of

Millions of yen U.S. dollars
2004 2003 2004
As drawer of trade notes discounted ¥ 141 ¥ 26 $ 1,335
As endorser of trade notes 18 31 170
As guarantor of indebtedness of employees, unconsolidated
subsidiaries and affiliates, and OthErS ..........ccccoovviiiiiciic e 25,470 31,526 241,125

(a) Capital surplus

41
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Finance lease information, as.96quired to be disclosed in Japan, for the.96spective years is as.follows:

(a) As lessee






(a) Information by industry segment

Millions of yen
2004
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Paid-in Capital Equity
Name Location (Millions of yen, (% ownership Principal Businesses
unless otherwise noted) by KHI Group)
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Paid-in Capital Equity
Name Location (Millions of yen, (% ownership by Principal Businesses
unless otherwise noted) KHI Group)
OTHER

Kawasaki Precision Machinery Ltd. Japan 3,000 100.00 Design, manufacture, sale, after-sales service, and
maintenance for hydraulic machinery and equip-
ment, electric-powered devices, and control systems

Kawaju Shoji Co., Ltd. Japan 600 70.00 Trading

Kawasaki Hydromechanics Corporation Japan 436 100.00 Manufacture, sale, and installation of hydraulic
presses and other hydraulic equipment

Kawaju Real Estate Co., Ltd. Japan 320 100.00 Administration of Company welfare facilities;
real estate sales, leasing, and construction

Kawasaki Kosan Co., Ltd. Japan 300 100.00 Insurance representation, real estate leasing,
administration and maintenance, leasing, and
provision of loans

Kawaju Tomakomai Kanko Kaihatsu Co., Ltd. Japan 780 100.00 Management of a golf course




55






Kawasaki Heavy Industries, Ltd.

Kobe Head Office:
Kobe Crystal Tower, 1-3,
Higashikawasaki-cho i-cme,,
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