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Corporate Management and

Today, people are beginning to reconsider the state of
modern capitalism, and attention is focusing on the
future of corporate management and governance.

To obtain a different perspective on these issues, we invited
Professor Takahiro Nakajima of Institute for Advanced
Studies on Asia, the University of Tokyo, a globally recognized
expert in philosophy who is well-versed in capitalist theory,
to have a conversation with Chairman Shunichi Miyanaga.

The State of Modern Capitalism and the
Transformation of Corporate Management

Thank you for taking time out of your busy schedule to be here today.

| have read quite a few of your books, and | believe your profound insights can be ap-
plied to corporate management in many ways. Today, | would like to share opinions
and hear your suggestions on how to approach management in our changing world.

Thank you for inviting me. | have very much been looking forward to
our conversation as well. To begin, in your position as the head of an enterprise
active in every part of that world and with your abundant experience in corporate
management on a global scale, | would like to ask how you view the changes tak-
ing place in the global economy and in corporate management.

For many years, | worked in our Metals Machinery business, and | did
business with people in the steel industry including metals machinery manufac-
turers in many countries, such as Germany, the UK, the U.S. and South Korea. Dur-
ing this time | experienced first-hand a period of significant changes: technology
partnerships mainly with German companies, international expansion, structural
changes in the U.S. steel industry to name a few. | believe these experiences were

Governance of the Future

very beneficial to me. One thing | can say is that until the 1980s, management
methods actually varied more than today, due to historical or cultural differences
between countries or even between companies. Companies in those days evolved
in unique ways within their respective fields and territories; then, in the course of
interacting with people from other countries or companies, the companies ex-
perienced new development, each in their own unique way. However, starting in
the 1990s, globalization brought with it a rapid homogenization in manufacturing,
procurement, sales, and consumption.

One could say the changes that occurred at that time in the ways
companies do business as well as management philosophies and social systems
produced modern global capitalism.

Yes, | believe so. That process was supported especially by develop-
ments in transportation, logistics, and IT. This, | believe, is how our contemporary
corporate management model, where competition and the reallocation of capital
are conducted on various unified platforms, developed. However, in light of the
diverse global issues facing us today, there is growing concern that if the cur-
rent course of events remains unchanged, we may no longer be able to maintain
healthy business cycles. | believe that today we have reached a phase in which,
in order to keep improving society and the ecosystems that support it, we need
to reconsider our approach both to corporate management and to the business
world as a whole.

We must avoid converging on a standard considered the one and only way of
doing things at any given time, as trying to maintain a single pattern of success
will cause the platform itself to ossify. There can be no true progress in an envi-

ronment like that. To achieve continuous improvement, we need to be open to dis-

carding certain parts of the business at any time, and to welcome the emergence
of people who have the potential to exceed us. All companies, and the business
world in general, need to embrace high ethical standards and, while reevaluating
established rules and frameworks, to strive at all times not to stifle the aspira-
tions of the next generation who seek to challenge us.

Takahiro Nakajima

Professor, Institute for Advanced
Studies on Asia, The University of
Tokyo. Areas of specialization in-
clude: research on Asian philoso-
phies (including Chinese philoso-
phy) and their comparison with
Western philosophies; reexami-
nation of Chinese philosophy by
using Western philosophical
methodology; historical research
on other world philosophies;
ethics, modern thought, and
cultural representation. Recipient
of such esteemed awards as the
Hajime Nakamura Award and the
Watsuji Prize for Culture. Author
of numerous publications.
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k& We need to take action
now so that every
individual can feel truly
happy in the future77

—— Miyanaga
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| agree that giving space to the next generation to create new busi-
nesses and technologies is necessary for progress in society. This is an extremely
important point of view. | also agree with your point that high ethical standards are
needed to achieve healthy business cycles. This doesn't mean simply adhering to
rules and regulations. | see corporate ethics as something that enables people to
be human, and standards for that are needed.

Against this backdrop, | think companies are again being called on to address
the issue of value. For example, in Germany today, new initiatives are underway
in which corporate management are joining with experts in philosophy to launch
new organizations with the goal of engaging head-on with the debate on value.

I think value is an important consideration in corporate management.
The society we live in is extremely complex, and everyone has their own sense of
what is valuable. Value also changes with time and cannot be discussed in simple
mathematical terms. The value of something also cannot be calculated simply by
adding individual elements of value that comprise it.

I think where a company'’s true value exists is in appropriately combining each
of its business activities based on its corporate philosophy and the passion that
philosophy inspires. A company needs to run its business by continuously combin-
ing its activities in a way that will be of optimal benefit to its various stakeholders.

This may change the topic slightly, but | am deeply concerned about
modern society’'s tendency to treat people not as individuals but as groups. Much
is said about “personalization,” but in our digital society, people receive scores
even in their personal lives, causing them to exercise self-control on social media,
which makes me think they are losing their raison d'étre. If the world continues

in this way, we will eventually arrive at a kind of totalitarianism where needs and
preferences are calculated and everything is designed for comfort. But will people
be happy in such a world?

| have wondered the same thing. We need to act now so that every
individual can feel truly happy in the future. Instead of doing away with what has
become old or eliminating a certain subset of people from the conversation, we
need to transform society in an inclusive way and strive for harmony. Through
repeated conflict, new value can emerge, making progress toward achieving the
optimal condition. | think we've entered an era in which people should envision
what they themselves want to become in order to create a world that is healthy
and equitable.

Professor Nakajima, you have warned us about modern society’'s move toward
totalitarianism and proposed the concept of “human capitalism,” which is the next
point I would like to consider.

Gladly. Up until now, society has undergone a transition from a capi-
talism centered on tangible things, which placed value on ownership of objects
and viewed humans as simply a source of labor, to a capitalism centered on intan-
gible things, such as events and information. Capitalism centered on intangibles

places value on being different and therefore continuously gives birth to differ-
ence. Humans are considered one node in a difference-generating network, and
humans are losing their agency as a result of this, which is what | view to be the
crux of the problem. Capitalism is fundamentally a system whose objective is to
seek out the next investment target. And what we need today, | think, is a society
that, rather than continuing to invest only in things — tangible and otherwise — in-
vests in people and things that will enrich their lives. This is what | mean by “human
capitalism.” It is a concept akin to the “healthy and equitable society” you spoke of.

Pursuing Solutions to the World's Most
Pressing Issues

If we assume that, to achieve a better society, capitalism will see a
shift in investment focus from tangible things to the intangible and then to people,
| think that eventually we will return to the idea that importance should be placed
once more on tangible things. The important concept here isn't simply owner-
ship of tangible things as before, but rather creating things that will assist in the
realization of a world in which all human beings can live fulfilling lives. To solve
the various issues affecting mankind—for example, environmental destruction,
regional issues, and wealth disparity—I believe it will be important to work with
diverse companies, organizations, and communities to develop things that provide
value to the people who use them. We need to advance the creation of things as a
whole—not just conventional tangible things but also improvements in how things
are used and services to enable these new uses. Seen in this light, | think MHI
Group is capable of creating this kind of value.

| agree. In the context of "human capitalism,” the meaning of “tangible
things” is being reconsidered. In that respect, the Energy Transition in which MHI
is now investing is an initiative that seeks to enrich people’s lives while assuring
sustainability. To put it another way, the Energy Transition seeks to partially do
away with the status quo in order to make room for something new, giving rise

to changes in a variety of areas which will establish the conditions in which all
people can be happy. At least that is how | view it.

On that topic, | would like to ask you about the future of energy. Looking back
over the history of the modern industrialized world, | think the energy revolution is
one of the most important events in recent history. What are your thoughts re-
garding energy going forward?

In the past, mankind transformed hydropower to energy and subse-
quently succeeded in creating thermal energy from fossil fuels, which have ex-

tremely high energy density. Then by converting thermal energy to electricity, we
acquired the extremely convenient lives we enjoy today. Now, at this juncture, the
issues of climate change and resource scarcity have come into play. Recently, re-

k& What we need today is a
society that invests in people
rather than things and events
that will enrich their livesJ)

Nakajima
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newable energy is garnering attention as a solution to climate change, and yet, all
forms of renewable energy—-solar, wind, and hydro—-have been utilized as energy
sources since time immemorial. But while these energy sources themselves date
from before the Industrial Revolution, | believe that, through innovations in the
technologies used to convert them to electricity and to store the electricity pro-
duced, advances are still waiting to be made in all areas, from energy production
to utilization. Of course, research and development are underway on hydrogen as
a new source of energy, including its manufacture and distribution.

So, even though various issues still need to be overcome, and hu-
manity needs to devote its brightest minds to the task to make important techno-
logical breakthroughs, in your view the future of energy is bright?

Yes, | believe so. For each region, optimal energy production and
storage methods exist. Moreover, progress will continue to be made in these tech-
nologies. Even judging from the research and engineering achieved at the current
stage, itis clear that replacement of certain existing energy sources and technolo-
gies will definitely occur. Achieving economic viability is another important issue,
and at this point we cannot be certain what will be best for the world of the future,
including how this transition should be carried out. In our view, it will be important
to offer a variety of options.

| agree. Along with energy, another future risk to society often men-
tioned is the issue of raw materials. In particular, chemical fertilizer usage in
agriculture presents a serious problem in that, unlike organic fertilizers, chemical
fertilizers cannot be recycled in the ecosystem. Although this perhaps has little
relevance to MHI's businesses, what do you think about problems such as this?

It may be necessary to rethink how resources are used from the per-
spective of recycling of carbon and other substances in the ecosystem. MHI Group
is not involved in agriculture per se, but we are working to create infrastructure to
support the creation of a society free from want. Specifically, through advances in
cold storage technology, realization of the Cold Chain, and breakthroughs in waste
decomposition, biomass energy, and environmentally controlled vertical/modular
engineered farming, we hope to contribute to resolving food and resource short-
ages through the Energy Transition.

Corporate Governance in the Years Ahead

When managing a company, it is also important to share your ideas
about how to resolve issues like those you just described with your shareholders,
the capital markets, and with various other stakeholders.

MHI REPORT 2021

Absolutely. As corporate managers, we are entrusted with the lead-
ership of the company by society and our shareholders. With the sense of respon-
sibility and joy that comes with that trust, we must constantly consider what our
goals are, how we will coexist and prosper together with our many stakeholders,
and what we can give back to society—and then work tirelessly to realize them.
This is what | think constitutes true corporate governance. And because each
company has its own unigue way of doing business, | think there should be greater
diversity in how governance is implemented and how it is explained. | believe
that if, in the course of explaining our company's goals, our stakeholders indicate
points that they do not understand or those which they believe we have dealt with
inadequately, responding in good faith as a manager will also lead to the advance-
ment of the company’s goals.

A friend of mine once said that, as human beings, the pursuit of our
ambitions is more important than the pursuit of possibilities. What you said about
corporate management's need to consider what our goals are has much in com-
mon with this way of thinking.

When pursuing mergers, acquisitions, and business divestitures,
while it goes without saying that one should avoid transactions whose sole goal
is profit or the acquisition of technologies or business functions, one should focus
most on a transaction’s impact on realizing the company'’s vision, on the hap-
piness of the company and employees affected, and the transaction’s effect on
society, including employment.

Itis also important to pass on that way of thinking and determination to subse-
guent managers and employees. It is by passing these on to the next generation that
we forge lasting bonds with society and sustained advancement can be achieved.

Based on this idea, | sometimes use a phrase of my own invention: “forward-
looking resignation.” There may be many things | want to do, but, rather than
attempting to do them all, first | separate what | can do now from what | cannot.
While making sure to value interpersonal relationships, | pour my heart and soul
into passing on what | know to those who will succeed me. This is where | find my
true value.

Going forward, | hope to continue having serious discussions of important is-
sues and to use my “forward-looking resignation” to help create a society that is
healthy and equitable.

Mr. Miyanaga, your approach to corporate management resonates
deeply with me. | can truly feel your passion, founded in your “forward-looking
resignation,” to clarify and resolve the world's long-term problems. As a normal
member of the public, | have high hopes for MHI's future development.

| think we have had a very meaningful exchange of ideas on a wide variety of
topics today. Thank you for giving me the opportunity to speak with you.

Thank you, Professor Nakajima, for taking time out of your busy
schedule to be here with me today. | learned a great deal from our conversation.

MITSUBISHI HEAVY INDUSTRIES GROUP
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Purpose of Publishing This Report

Mitsubishi Heavy Industries (MHI) Group aims to achieve growth by contributing to the development of society by re-
sponding to current and future issues and needs with a variety of technologies, based on our corporate philosophy set
forth in Our Principles. In order to help shareholders, investors, and other stakeholders better understand our philoso-
phy, we have published this MHI Report as an integrated report that provides financial information, including manage-
ment strategies and operating performance, as well as non-financial information such as management resources,
corporate governance, risk management that support our strategies and performance, and the Group's environmental
and social activities since fiscal year ended March 2014 (FY 2013).

Reference Guidelines

International Integrated Reporting Council (IIRC): International Integrated Reporting Framework

Global Reporting Initiative: Sustainability Reporting Standards

Ministry of Economy, Trade and Industry of Japan: The Guidance for Integrated Corporate Disclosure and Company-Investor Dialogues
for Collaborative Value Creation

Ministry of the Environment of Japan: Environmental Reporting Guidelines (2018 version)

Structure of Information Disclosure

E MHI Report contains information that is important to understanding MHI.
-} More detailed information is available on our website.
https://www.mhi.com/finance

Financial Information Non-Financial Information

Important MHI REPORT

L1 Ll
Financial Section of Website Website
MHI Report “Investors” ESG DATABOOK “SUSTAINABILITY”
(Separate booklet) https://www.mhi.com/ https://www.mhi.com/ https://www.mhi.com/
Detailed finance/ sustainability/library/ sustainability/
(Exhaustive)

Forward-Looking Statements

Forecasts regarding future performance in these materials are based on judgments made in accordance with information available at the time this
report was prepared. As such, these projections involve risks and uncertainties. For this reason, investors are recommended not to depend solely on
these projections for making investment decisions. It is possible that actual results may change significantly from these projections for a number of
factors. Such factors include, but are not limited to, economic trends affecting the Company’s operating environment, currency movement of the yen
value to the U.S. dollar and other foreign currencies, and trends of stock markets in Japan. Also, the results projected here should not be construed in
any way as being guaranteed by the Company.

MITSUBISHI HEAVY INDUSTRIES GROUP
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Our Principles

Since our foundation, we have consistently striven together
with stakeholders to contribute to the development of society
through the pioneering monozukuri-the traditional Japanese

concept of craftsmanship.

About MHI Group

insights.

1. We deliver reliable and innovative solutions that make a
lasting difference to customers and communities worldwide.

2. We act with integrity and fairness, always respecting others.

3. We constantly strive for excellence in our operations and
technology, building on a wide global outlook and deep local

MHI Group traces its roots back to 1884, when founder
Yataro Iwasaki launched a full-scale shipbuilding busi-
ness in Nagasaki. Over the more than 130 years since
then, we have strived together with our customers,
shareholders and other stakeholders to take on the chal-
lenges of creating new “monozukuri” ahead of the times.
MHI Group has achieved its growth by contributing to the
development of society through providing products and
services that support people’s lives. Our Principles, for-
mulated on the basis of the Three Principles of Mitsubishi
Group, are: “We deliver reliable and innovative solutions
that make a lasting difference to customers and com-
munities worldwide,” "We act with integrity and fairness,
always respecting others,” and “We constantly strive for
excellence in our operations and technology, building on
a wide global outlook and deep local insights,” and we
have consistently adopted Our Principles as immutable

philosophy.

MHI REPORT 2021

Today, as a global leader in monozukuri and engineer-
ing, MHI Group utilizes its advanced technology to provide
integrated solutions in a wide range of fields, from infra-
structure such as shipbuilding, transportation systems,
commercial aircraft, and power systems, to space sys-
tems. Our activities have also expanded worldwide. MHI
Group aims to contribute to progress of society more
broadly by solving complex global issues, such as rapid
urbanization in emerging countries, infrastructure up-
grades in developed countries and environmental issues

including climate change.

Yataro Iwasaki, MHI's first president

Purpose of Our Principles

June 1,1970

The origins of MHI extend far back to 1870, and the fact that we are here today is the fruit of the untiring
efforts of our founder, Yataro Iwasaki, as well as successive generations of management and employees.
Lessons learned from these predecessors remain engraved in our minds to this day, and, recalling them, we
have resolved to establish Our Principles suitable to MHI with its rich tradition in preparation for further leap

forward into the future.

The wording of Our Principles is directly based on the idea of the Three Principles of Koyata Iwasaki, the
fourth president: corporate responsibility to society, integrity and fairness, and global understanding through
business. Our Principles are a concise expression of the Three Principles from the three perspectives: the
basic stance of the Company, the mindset of our employees, and the future direction to which the Company
should aspire. On this occasion as we marked 100th anniversary of our foundation, and at the start of the
turbulent 1970s, we aim to continue moving forward with motivation in response to the changing times. This

is the purpose for the establishment of Our Principles which incorporate new sense.

Nagasaki Shipyard & Machinery Works in 1885

MITSUBISHI HEAVY INDUSTRIES GROUP
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Group Profile

Shareholders' equity*

¥1 ,3663 billion

* Equity attributable to owners of the parent

Financial capital

Number of employees

79,974 ccoe

Human capital

R&D expenses

¥1 2 5 . 7 billion

Intellectual capital

Property, plant and
equipment

Manufactured

capital ¥7 7 9 7 billion

Social contribution expenses
Social and

relationship
capital ¥1 . 2 billion

Renewable energy
consumption

Natural capital

116 6w
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Interest-bearing debt

¥9 0 5 . 6 billion

Training hours per employee

13.7 rours

Number of patents held

25,968

Capital investment

¥1 2 5 . 5 billion

People undergoing human
rights awareness training

1,360 ;eonc
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P Composition of Revenue by Segment (FY 2020)

Aircraft, Defense & Space

Logistics, Thermal &
Drive Systems

Energy Systems

T ——

e

Plants &
Infrastructure Systems

Energy Systems

Plants & Infrastructure Systems

Main Businesses

® Clean gas and
steam power
systems®

® Nuclear power
systems

® Compressors
® Aero engines
® Marine machinery

*Includes GTCC,
steam power and
environmental plants

Main Businesses
® Commercial ships
® Engineering

® Environmental
systems

® Metals machinery
® Machine tools
® Machinery systems

Logistics, Thermal & Drive Systems

Aircraft, Defense & Space

Water usage

7,410 vousans m

Main Businesses

® Material handling
systems

® Engines
® Turbochargers
©® HVAC systems

® Automotive air-
conditioners

Main Businesses

® Commercial aircraft
® Defense aircraft

® Missile systems

® Naval ships

® Special vehicles
(tanks)

® Maritime systems
(torpedoes)

® Space systems

MITSUBISHI HEAVY INDUSTRIES GROUP
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Progressing Along with Society

Since its foundation, MHI Group has consistently strived
together with society, including our customers, partners,
and other stakeholders to take on the challenges of
creating new monozukuri-the traditional Japanese con-
cept of craftsmanship—-ahead of times, thereby continu-
ing to the development of society by providing products

and services that support people’s lives. Leveraging the

About MHI Group

ample accomplishments, expertise, and human resourc-
es accumulated through the monozukuri, we will continue
to take on the challenges of building a better future for
the world, engaging in issues such as balancing eco-
nomic development and reducing environmental impact

of economic activity.

Expanding our business domains by taking
changes in social values and technological

innovations based on manufacturing

B As we have progressed along with
Japan's modernization, with shipbuilding

M In the post-war years, MHI supported
rapid economic growth by respond-

M In response to the severe recession, MHI
shifted from business model that relied
heavily on the shipbuilding business by
focusing on growing fields such as power
systems and aircraft. MHI also proac-
tively promoted the globalization of its

at our core, MHI Group has diversified
its business portfolio by advancing into
various mechanical fields such as auto-
mobiles, aircraft, turbines, and internal
combustion engines.

1880's >>

Progressing along with
Japan’s modernization

Nagasaki Shipyard & Machinery Works' first
steel steamship, the Yugaomaru

The Nippon, which made a successful round-
the-world goodwill flight

MHI REPORT 2021

ing to the rapidly increasing demand

for electricity and brisk private-sector
capital investment, while focusing on the
shipbuilding business, and preparing for

spinning off the automobile business unit.

1950's >>

Supporting post-war recon-
struction and rapid economic
growth in Japan

Mitsubishi Westinghouse turbine

The first MU-2A multi-purpose light aircraft

business in search of a way to tap into
international markets.

We also honed our advanced technologi-
cal capabilities, as represented by our
efforts in space development.

1970's >>

Playing a part in a technolo-
gy-based nation

Rolling plant for
steelworks

The first
N-1 rocket

Opening ceremony for the total station con-
struction portion of the Channel Tunnel under
the Strait of Dover

2000’s >>

Contributing to a sustainable
society

M Responding to growing energy demand

accompanying economic development
while also reducing environmental
impact of economic activity is an issue
we face today. MHI Group contributes to a
sustainable society by providing a variety
of products and solutions, such as off-
shore wind turbines utilizing renewable
energy, clean gas power, CO2 capture
plant and flue gas desulfurization unit.

CO2 capture plant

Present and Future

Responding to changes in social value

Low-carbonization and Decarbonization

Hydrogen co-firing/100% hydrogen
firing gas turbine

CCS/CCUS (Carbon capture and its

effective utilization)

P For details, see page 36

Responding to the evolution of
machinery systems

Electrification and Intelligent Systems

2 SynX-powered AGF

P For details, see page 58

MITSUBISHI HEAVY INDUSTRIES GROUP
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MHI FUTURE STREAM

As social issues have become increasingly complex and
diverse in recent years, MHI Group aims to contribute to
both economic development and reduction of environ-
mental burden through its operations. Toward this end,
we are exploring all realms of opportunity and pivoting

our existing businesses by identifying innovative tech-

About MHI Group

nologies through our MHI FUTURE STREAM program
based on a commitment to continuing to provide environ-
mentally friendlier products and solutions in addition to
reducing environmental burden across all of our busi-

ness activities’ constituent processes.

B Expand our business domains by taking on social value changes and technological

innovations based on manufacturing

M Take initiatives for the decarbonization and evolution of machinery systems through

electrification and intelligent systems

Electrification
Intelligence

Exploring for
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Mega Scan

Exploring all realms of opportunity

Today ——————0— Near future ——-—o—o——————————3 Dijstant future
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Convert products to electrical drive

Expand data-driven service and . H
operation businesses

Technology Scouting

innovative technologies

D For details, see page 36.

Low-carbon in existing businesses . Develop new decarbonized businesses

» For details, see page 58.
Next-generation products with
different concepts & form to today’s

uman-machine, interaction unmanned /
Electrification labor-saving tech

Shift the Path

Converting existing businesses

MHI FUTURE STREAM
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We believe that corporate social responsibility (CSR) funda-
mentally entails realizing a sustainable society and ensuring
a future for people and the planet by providing exceptional
products and technologies, conducting business activities
that take diverse stakeholders’ interests into consideration
and optimally returning profits to all stakeholders as a
company that helps to move society forward through its op-
erations. We issued CSR Action Guidelines in 2007 to foster
a shared mindset among Group personnel and instituted
the MHI Group Code of Conduct in 2015. Together, they set
common standards on how Group personnel with diverse
backgrounds, nationalities and cultures should conduct
themselves. We have set analogous policies for the environ-
ment and human rights also. Specifically, we issued our Ba-
sic Policy on Environmental Matters and Action Guidelines,
under which we endeavor to reduce environmental burden,
in 1996 and the MHI Basic Policy on Human Rights in 2014.

P MHI Group involvement with society

We have also endorsed international human rights standards,
most notably the Universal Declaration of Human Rights.

We value input from various stakeholders connected
with our business activities, including customers, suppli-
ers, business partners, Group employees and local com-
munities. We place priority on incorporating their input
into our management.

In addition to input gleaned from stakeholders in the course
of day-to-day operations, we also endeavor to keep abreast of
societal views through dialogue with NGOs and thought leaders
with expertise in sustainability and social issues.

Meanwhile, we are building mutually cooperative re-
lationships with NPOs and conducting activities to help
resolve global societal problems in addition to responding
to the needs of and challenges facing communities in which

our operations are located.

MHI Group

. L Expansion of customer

— — Production Activities —— benefit through

In:t:seto(:s :;Z' Capital Profit allocation, product differentiation

- " < > sense of achievement < Customers
Financial L . through valuation
Institutions Dividends, Share Price Value
and Interest o Sales
mployees
Sl Retained earnings \ Sales
upPHes (capital investment, R&D investment, Profit Companies
Business / risk countermeasures) allocation
Partners o
(CIT 1Y Profit E'St“?U'/\ Przmotion of innovation
10N Of and cooperation
profits Job creation, h
Support minimization of Celleiomreigen Academic
) environmental load Societies, Industry
Legal compliance I ' Compliance with laws :
0 local contribut v -
Employees Ol contributions and regulations, tax Grot.;lpls a:.'td ?e
Dialogue families paymentand provision (e b SRS
o i of social infrastructure
Regulations Cooperation and
- collaboration products

Office

v

Local Communities

] National
and Local

Governments

[ National Society ]

Global Society ]
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Sustainability Management

Global Initiatives

About MHI Group

Conformity with International Norms and Information Disclosure

As a global company, MHI Group always conducts its
business activities in accord with international norms.
We joined the United Nations Global Compact in 2004. As
a signatory, we are committed to propagating and prac-
ticing its Ten Principles pertaining to human rights, labor,
the environment and anticorruption. We are also com-
mitted to compliance with ISO 26000, an international
standard on organizational social responsibility. We apply
its guidance to our sustainability activities. We strive to
disclose information on our activities in accordance with
reporting standards such as the Sustainability Reporting

Standards of the Global Reporting Initiative.

To address climate change in particular, we joined
the international NPO CDP in 2004. We aim to completely
decarbonize the Group's business activities by 2050 in
accord with the MHI Group Long-Term Environmental
Target set in December 2017. As a first step, we are
targeting a 44% reduction (relative to FY2014) in our
business activities' total direct (Scope 1) and indirect
(Scope 2) CO2 emissions by 2030. We have also endorsed
the Task Force on Climate-Related Financial Disclosures’
(TCFD) recommendations and follow them with respect

to analysis, disclosure, etc.

Efforts toward the Task Force on Climate-related Financial Disclosures

Offering solutions to address the issue of climate change is MHI Group's contribution and responsibility to society.
Efforts to do so are part of the Group's business strategy and determined after Groupwide discussion. Initiatives on re-
ducing environmental burden are carried out across the entire Group. We conducted the initiatives and analysis below
centered on the energy-related products business, which has the biggest impact on the environment.

Climate scenario for the Climate-related risks and Business strategies and - .
n Under 2°C increase goal H opportunities Financial impact

Power demand will grow
worldwide and share of renew-
able energy will increase.

United States and Europe:
Power demand is increasing due
to the progress in electrification.
Meanwhile, society is aiming for
decarbonization as the penetra-
tion of renewable energy.

Southeast Asia:

Power demand is increasing by
economic growth. Stable power
supply is required in addition to
renewable energy.

* Downward trend in the mar-
ket for new coal-fired thermal
power facilities.

* Meanwhile, demand still re-
mains for the thermal power
with low environmental emis-
sions with the energy security
needs.

Strong demand for modern-
izing existing power plants
reducing CO2 and other
environmental emissions for
stable energy supply.

Solid market expected

over medium- to long-term

demand for new gas power

plants with expansion of the
LNG market.

« Optimization of resources
for the market after 2021
(reorganization, personnel
shifts, etc.)

« Provision of solutions for low-
carbon needs

Collaboration with renewable
energy toward realizing a
decarbonization society in the
future (e.g., the development
of hydrogen-powered gas
turbines).

« Promotion of state-of-the-art
technologies (IGCC, highly
efficient GTCC/USC™, CCS/
CCUS?)

 Provision of Al/loT technology
solutions

« Development of Key Index
Approach (QoEn™ Index)™ to
support necessary energy
supply with high-quality en-
ergy infrastructure in accor-
dance with the characteristics
and needs of target area.

Disclosure of results at earn-
ings announcements, business
strategy meetings, etc., upon
examination within business
forecasts.

*1 Ultra super critical
*2 Carbon capture and storage/carbon capture utilization and storage
*3 QoEn™ is a registered trademark of Mitsubishi Heavy Industries, Ltd.
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Corporate Governance

Risk Management Performance Data

Materiality of MHI Group

To enhance corporate value and grow in the medium to
long term through solutions to social issues, MHI Group
has identified materiality it should be addressing.

In response to the increasing importance of sustain-
ability in international standards and guidelines, as seen
in recent years in the Sustainable Development Goals
(SDGs) adopted by the United Nations, growing ESG In-

vestment, and the EU taxonomy and subsequent changes

in megatrends influencing the MHI Group, in 2020 we
reviewed the materiality identified in 2015 and added five
new items as noted below.

The materiality we identified is reflected in the 2021
Medium-term Business Plan announced in October
2020 and targets have been set for each, with progress
regularly monitored as part of the Group’s non-financial

management indicators.

Materiality Company-wide objectives “

Provide energy so- ized society by 2050

* Help build infrastructure that will realize a decarbon-

lutions to enable a | ° Help decarbonize energy-intensive sectors by 2050
decarbonized world | ® Help build a circular society/closed-loop systems
* Decarbonize MHI Group's business activities by 2050

RESPONSIBLE CUMATE

. enabled/digital products
Transform society

through Al and

digitalization development

* Expand offerings of sustainable, user-friendly Al- oo

ECONOMIC GROWTH

* Propose future energy management solutions L
* Foster environment conducive to creative product s

infrastructure
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more secure world Group products

* Improve key infrastructure’s resilience
* Automate/reduce manpower requirements of key o

Build a safer and * Continuously upgrade cybersecurity across all MHI
* Productize cross-domain security technologies @

* Cultivate engineers capable of both safety- and securi-
ty-minded product development

e

13)0n 16 Poccasiee
ACTION ANDSTRONG
INSTTUTIONS

Promote diversity
and increase em-
ployee
engagement

contributing to society

motivated growth
* Increase engagement

* Create new value with diverse human resources
* Ensure workplaces are safe and comfortable
* Develop healthy, dynamic human resources capable of

* Support/facilitate every employee’'s autonomous/self-

4 v DECENT WORK AND
EDUCATION ECONOMIC GROWTH

10 e 17 Deversies
INEQUALTIES FORTHE GOALS

-
=)
v

governance

* Further expand Board of Directors’ deliberative purview

* Promote legal/regulatory compliance and honest, fair
Enhance corporate | andimpartial business practices

* Further increase socially responsible sourcing's

prevalence in global supply chains
* Create opportunities to present nonfinancial information

16 o s 17 Pversues
ANDSTRONG FORTHEGOALS
INSTTUTIONS
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About MHI Group

Sustainability Management

Processes Defining Materiality

) 1 We inventoried the Company’s businesses and initiatives, linked them to a list of social
issues prioritized in line with international frameworks—including the SDGs, the
Global Reporting Initiatives (GRI) Standards, 1ISO 26000, the SASB Standards, the EU
taxonomy and others, and identified 37 social issue themes related to MHI Group.

Prioritizing Social Issues

Step 2 (1) Importance of social issues assessed and mapped along two axes

(Vertical axis: degree of impact on society; Horizontal axis: importance to the Company
See "Approach to Identifying Materiality" below)

(2) Nine materiality postulated based on the materiality map

Mapping Materiality

Step 3 (1) Discussion held at materiality review meetings (consisting of CSR Committee
members), and materiality narrowed down to six items

BT 2 8 TR (2) Dialogue held with three outside experts

Step A CSR Committee members narrowed materiality down to five issues, which were
formally finalized after Executive Committee and Board of Directors meetings in

Identifying Materiality September 2020.

Step 5 Company-wide materiality targets and KPIs for monitoring progress reviewed and set*

Company-wide materiality
targets and KPlIs for

monitoring progress set * The company-wide goals for materiality identified in fiscal 2021 are announced on our website.

P Approach to Identifying Materiality

Social issues Related social issues aggregated and materiality set

=
«Q
=2

Five materiality identified based on social issues
important to MHI Group

Business Contribution

*Provide energy solutions to enable a carbon-free world

*Transform society through Al and digitalization
*Build a safer more secure world

Foundation to Support Business

°Promote diversity and enhance employee engagement

>
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i
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°*Enhance corporate governance
Degree of impact on the Company
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Corporate Governance Risk Management

Dialogue held with experts to discuss identifying materiality (Step 3 of determination process)

On September 4, 2020, a dialogue was held with three

experts to discuss identifying materiality. Valuable opin-

ions were offered by the three based on their knowledge

of their respective areas of expertise.

Expert Profiles Their Opinions

Specially Appointed Professor,
Graduate School of Social
Design Studies,

Rikkyo University

Mariko Kawaguchi

®As the world shifts direction toward decarbonization, putting forth decarbonization rather than low-carbon
goals is more in line with the times.

o What about specifying your approach to adapting to climate change? Adaptation is one area in which we expect
something of MHI. You can create a powerful message by reevaluating your approach with the understanding
that disasters and climate change come as a set.

Chief Executive Officer,
Sustainability Forum Japan
Board Member

Toshihiko Goto

e The current materiality represents a significant improvement over those announced in 2015 because they also
encompass the Company’'s development strategy.

eltis important to demonstrate the relationship between materiality and your medium- to long-term
development strategy.

©Materiality would be further improved by an outside-in perspective on your own business, based on the social
issues.

e Given that more than half of MHI's business is overseas, materiality needs to be compiled with an awareness of
their relationship to human rights as well.

Professor, Graduate School of
Engineering Special Advisor
to the President Institute of
Engineering Innovation,
School of Engineering,

the University of Tokyo

Ichiro Sakata

e|f you can put forth ideas for overcoming the trade-off between the shift to smart technologies and increased
energy consumption associated with the growing volume of information traffic, this should have an impact on
your business strategy and materiality.

e Taking issues of digitalization and data into consideration based on MHI's future growth might result in a more
forward-thinking discussion. Those elements can provide a new driver toward efforts to achieve a better
society.

M Response to Opinions

Based on these dialogues, our materiality now reflects both decarbonization and energy issues in an effort to clearly set forth MHI Group's
response to climate change. In addition, based on suggestions regarding digitalization and data, we have incorporated an Al/Digitalization
item as part of our business materiality. We have also positioned respect for human rights as a more important issue of materiality given
the expansion of MHI Group's business activities around the globe. With regards to the relationship between materiality and our medium-
to long-term development strategy, we established our Medium-Term Business Plan with an understanding of the materiality identified,
and will conduct regular monitoring of our materiality targets.

Objective-setting meeting with outside directors (Step 5 of determination process)

Step 5 of the materiality determination process involves
setting company-wide objectives and selecting KPIs for
monitoring progress. This step was performed mainly by

a task force comprising young and mid-level employees

value creation was an excellent experience for the Group
and task force members.
They also commented on the need for continued proac-

tive discussion. We will continue to foster lively discussion.

who will shoulder MHI Group's future. In May 2021, the

task force met with outside directors and discussed the

objectives and metrics.

Whereas many companies set such quantitative man-

agement objectives and metrics on a top-down basis,

the process at MHI was anchored by selected task force

members. At the meeting, outside directors said that the

discussion of objectives and metrics in the context of

the connection between societal issues and MHI Group's

MITSUBISHI HEAVY INDUSTRIES GROUP
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To integrate cutting-edge technology into expertise built
up over many years to provide solutions to the world’s

most pressing issues and provide better lives

President & CEO

Seiji lzumisawa
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A Message from the President & CEO

MHI Group Mission

About MHI Group

FY2020 saw change on a scale rarely experienced, caused
not only by the COVID-19 pandemic but also by shifts in the
social and industrial underpinnings of our world. Global is-
sues —including climate change, human rights, increasing
wealth disparity, and the geopolitical risks that accompany
them — became more severe, while in the economic sphere
rapid changes related to decarbonization, digital transforma-
tion (DX), and risk management occurred.

For MHI Group to achieve sustained growth in our changing
world, I believe it is essential to clarify what we should change
and what we should keep the same about the Company.

As for what we should change, we should adjust our re-
sponses to the economic environment and the society that sur-
rounds us by becoming more flexible rather than rigidly holding
on to our conventional way of doing things. Changes in values are
impacting our business operations significantly. As today's world
increasingly measures value in terms of intangible assets rather
than physical ones, a shift has occurred where asset utiliza-
tion has become more important than asset possession. In the
manufacturing industry, this shift is moving focus away from the
conventional approach of simply making products and delivering

them to the customer. In the technology sphere, a paradigm shift

- MHI Group Mission N
Integrate cutting-edge technology into expertise built up over many years to provide
solutions to some of the world's most pressing issues and provide better lives

concerning value creation has been underway for quite some
time. No longer is value created simply by possessing large-
scale computation and analysis systems, proprietary technolo-
gies, or vast amounts of data, and it is precisely by the applied
use of such assets in careful combination that MHI Group has
created value thus far. Going forward, we will prioritize creating
value not merely from our technologies themselves but from
the complete spectrum of our corporate activities as a whole.

As for what should remain the same, we must maintain the
MHI Group Corporate Mission, which drives us in each of our
roles. The MHI Group Mission states: To integrate cutting-edge
technology into expertise built up over many years to provide
solutions to the world's most pressing issues and provide bet-
ter lives. Throughout our 137-year history, MHI has achieved
growth while serving as a leader in solving the world's issues.
Indeed, solving hard problems is in our DNA, which is a fact we
take pride in. Our Principles, based on the Three Principles
of Mitsubishi Group™, are solidly embraced by all employees
and demonstrate the steadfastness of our core philosophy. In
the years ahead, we will continue to strive at all times to fulfill
society’s wants and needs.

*1 Refer to page 10.

Core strengths

Global issues & trends

J
N\
J

MHI Group’s key focal

themes

¥ Infrastructure systems that
support our modern lives

Climate change

H Realize a carbon neutral world

® Defense products that protect

us on land, at sea and in the air

¥ Space and deep sea systems

Shrinking working population

© Decarbonization and diversification
of fuels

© CO2 conversion and usage

) ® Upgrading of current infrastructure

that open up unknown parts of

® Air conditioning and chilling with

our world and universe
¥ High performance, high
reliability products

High temperature, high speed,
high pressure

Complex and large-scale struc-
tures and systems

Optimized control of large-scale
systems

Higher volume and
complexity in logistics

natural refrigerant

H Improve quality of life

cyber attacks

©® Smart and networked machinery
systems

Electrification, intelligence
and digitalization

® Electrified and intelligent mobility
and industry

Shift in value from
ownership to usage

H Build a safer world
® Integrated defense
© Cybersecurity

) © Automation of logistics

C New types of threats like

J .
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Under the unified MHI Group Mission, we have set three key
themes for achieving our vision for 2030: Realize a carbon
neutral world; Improve quality of life; and Build a safer
world. We then divided our operations into three broad busi-
ness areas: Energy & Environment; Infrastructure; and Air-
craft, Defense & Space. Going forward, as we optimize our
business portfolio, we will drastically increase our corpo-
rate value through two primary growth engines: the Energy
Transition, which aims to achieve Carbon Neutrality by 2050,
and New Mobility & Logistics, which seeks to integrate many
disparate machinery systems and digital technologies.

In today’s increasingly complex and diverse society, MHI
Group chooses to focus on harmony rather than conflict.
Harmony for us means seeking to skillfully coordinate
seemingly opposing elements by responding to environ-
mental changes as they occur in order to create value. For
example, to realize Carbon Neutrality, rather than defining

the problem in terms of binaries such as “the environment

or the economy” or “renewable energy or fossil fuels,” we
think the answer lies in a combination of both elements, i.e.,
“both the environment and the economy” and “both renew-
able energy and fossil fuels.” This approach, | believe, will
lead to more real-world solutions to these issues.

The world we aim for is one in which everyone every-
where can enjoy safe and prosperous lives—a world in which
there are no regional or industrial disparities in such areas
as energy costs and energy supply stability. This aspira-
tion is aligned with the overarching principle of the United
Nations' Sustainable Development Goals (SDGs): Leave no
one behind.

To make this world a reality, we believe MHI Group has two
roles to fulfill. The first is to develop solutions to diverse global
issues by combining our accumulated technologies, assets,
and expertise using our peerless integration skills. The sec-
ond role is to introduce specific solutions to the world in the

areas of the Energy Transition and New Mobility & Logistics.

MHI Group in 2030

Drastically increase our corporate value through the primary growth engines of Energy

Transition and New Mobility & Logistics while managing our portfolio

P Business Areas & Scale (Billions of yen)
Hydrogen, CCUS etc.
300.0

\
\
\
\
\
\
\
\
\
\
\
\
\
\
\
\

Energy & Environment
New Areas

Infrastructure l

\
\
\
\
\
\
\
\
\
\
\
\

I
Aircraft, Defense & Space
I
FY2020 FY2023 FY2030

Energy & Environment

Work toward a carbon neutral 2050, by driving for-
ward the energy transition through collaboration
across internal disciplines, and externally

s N

Infrastructure

Combine strengths in existing businesses and intel-
ligent systems to expand our business into high growth
areas like mobility and logistics, e.g., CASE, cold chain
and electric components

\ J

s N

Aircraft, Defense & Space

Aircraft and Space: Expand business areas

Defense: Integrated defense systems across land,
sea, air and space, unmanned and minimally
manned technologies, and cybersecurity

\ J

CCUS: Carbon dioxide Capture, Utilization and Storage
CASE: Connected, Autonomous, Shared and Electric
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A Message from the President & CEO

2021 Medium-Term Business Plan Targets (FY2021-2023)

In October 2020, we formulated our 2021 Medium-Term
Business Plan based on the results of the 2018 Medi-
um-Term Business Plan, which spanned from FY2018
through FY2020, and our vision for 2030.

In our 2018 Medium-Term Business Plan, we targeted
a top line of 5 trillion yen, which included mergers and
acquisitions. During this period, however, growth stag-
nated due to accelerated maturation of our businesses,
intense price competition from our competitors, and
impact from the COVID-19 pandemic. Another major chal-
lenge has been improving profitability through fixed cost
reductions and organizational transformation. Addition-
ally, development of SpaceJet, our regional passenger jet
project, was put on hold due to changes in the business
environment and other factors.

In view of the aforementioned circumstances, in our

new 2021 Medium-Term Business Plan, which spans

from FY2021 through FY2023, rather than targeting top
line expansion, we decided to focus on improving our
fundamental competitiveness as a path to future growth.
Over the next three years, we will strengthen our busi-
nesses and solidify our growth fundamentals, aiming for
over b trillion yen in revenue by 2030.

In our 2021 Medium-Term Business Plan, we have
identified two central themes: developing growth areas

and strengthening profitability.

Developing Growth Areas

MHI Group has designated two primary growth areas
which will be targets for strategic resource application:
the Energy Transition and New Mobility & Logistics. The
Company will invest 180 billion yen mainly in these two
areas, aiming to create new businesses which will gener-

ate over 100 billion yen in revenue by FY2023.

Grow Businesses through the Energy Transition

Build hydrogen and CO: solutions business scale in addition to decarbonizing existing infrastructure

Business Volume (Y-axis)

Social Impact Strategy

Hydrogen/CO2
(Ammonia)
Steam Decrease in new installations
Power Transition to ammonia firing

(Ammonia/Hydrogen)

GTCC
Transition to ammonia/hydrogen firing
Nuclear Proceed with plant restarts
Power Ready for possible new installations
2021 2030
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Capture and use remaining

Stable peaking power

Leverage MHI strengths
Form strategic partnerships
Technical validation to
commercialization

Carbon-free fuels

CO2 emissions

Decrease social burden by Develop ammonia-fired boilers
utilizing existing assets

Innovate in maintenance

Develop and validate
hydrogen- and ammonia-

source : ;
fired gas turbines

Restart existing plants and

Carbon-free base load construct SSFs
power source Develop a next-generation
light water reactor

With the Energy Transition, we seek to contribute to
the attainment of humanity's greatest challenge: Carbon
Neutrality. To realize a world in which all people can
lead prosperous lives, an incremental roadmap must be
created which accounts for the industrial conditions of
diverse countries and regions. Consideration must be paid
to variations in the time required to develop the necessary
infrastructure in each location, the need to utilize existing
assets, and the portion of development costs to be borne
by the consumer. MHI Group aims for an Energy Transition
in which problems are approached from the dual per-
spectives of economic viability and stable energy supply.
This will require us to pool together all of our technologies
and resources while following a strict timeline of aggres-
sive milestones in order to reach our ultimate goal.

The first step in the Energy Transition is decarbonizing
existing infrastructure. We will do this by dramatically
increasing the efficiency of existing thermal power plants
with groundbreaking retrofits as well as by installing
carbon capture systems featuring our world-leading tech-
nologies. MHI Group has already begun validation testing
of a gas turbine using a 30% hydrogen fuel mix, which sig-
nificantly reduces carbon dioxide emissions during power
generation. Another project is underway to develop power
generation technologies using ammonia-based fuels. We
also believe that nuclear power is indispensable to provid-
ing stable, carbon-free energy to society. Safety and se-
curity are the most important challenges that need to be
addressed in nuclear power. At MHI Group, we are striving
to develop the world's safest nuclear reactor, which we
believe will help regain public trust in nuclear power.

In the next step, we will combine diverse technologies
in order to build hydrogen and CO: solutions ecosystems.
Hydrogen offers limitless possibilities but requires large-
scale investment and the development of new technolo-
gies involved in manufacture, transport, storage, and
utilization. As a hub for hydrogen development, MHI Group
will manage both upstream and downstream partners,
including startups. We will establish decarbonization

technologies by 2025 by integrating diverse technolo-

gies and know-how from around the world. Regarding to
the CO:2 solutions ecosystem, we have already achieved
the world's largest-scale carbon capture system. Going
forward, we will focus on carbon storage, conversion, and
utilization. New efforts will include active investment on

a number of fronts and participation in exciting interna-
tional projects.

In the New Mobility & Logistics space, we will seek to
address the world's logistics issues as well as our cus-
tomers’ pain points by integrating systems and equipment
offering diverse functionality with an emphasis on intel-
ligent, systematized operation. In addition to software and
systems development, we will provide solutions in the
material handling area with our own unique approach.

Specifically in the area of logistics, we will develop a
standard platform which seamlessly integrates diverse
products and systems through application of our pro-
prietary Digital Twin simulation and analysis technology,
providing automated logistics and Cold Chain solutions.
These new solutions will address issues including
volatility from fluctuating demand, staffing needs, and
safety and quality assurance. We have already launched
concept demonstrations and will collaborate with cus-
tomers in the beverage and cold storage industries to
complete them.

As the world's problems grow increasingly complex,
MHI Group views the current moment as a prime opportu-
nity for us to make maximum use of our various technolo-
gies and many years of expertise. Our goal is to create
new businesses in the Energy Transition and New Mobility
& Logistics spaces which will earn 1 trillion yen in rev-
enue by 2030. Many countries around the world have set
aggressive carbon neutrality targets. By combining MHI
Group’s numerous products and solutions, we will make
significant contributions towards realizing these targets
while also meeting our growth goals in the Energy Transi-
tion space. In the area of New Mobility & Logistics, we will
proactively seek out opportunities for mergers, acquisi-
tions, and partnerships with third parties to facilitate

entry into new markets and market development.

MITSUBISHI HEAVY INDUSTRIES GROUP
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A Message from the President & CEO

Strengthening Profitability

As we implement the 2021 Medium-Term Business Plan,
we will take dynamic steps to minimize the impact from
the COVID-19 pandemic. Businesses that were greatly
affected early in the pandemic—such as our Aero Engines
and Logistics & Thermal Systems segments—are already
beginning to recover. Going forward, we will work to
reduce fixed costs and prepare for market recovery by
pursuing minimally manned and automated technologies
to improve productivity.

In our existing businesses, above all we must con-
tinue business portfolio optimization, shore up business
fundamentals, and increase profit margins. Continuous
strengthening of our earnings structure, while steadily

improving and expanding our technologies and cus-

Value Creation Initiatives

tomer base, is also important considering how closely
interlinked our businesses are with basic social infra-
structure. We must constantly review our business
processes—including reducing SG&A and improving

cash conversion cycle (CCC)-and execute necessary
organizational transformation. Also, keeping a close eye
on advances in loT, communications technologies, and
monitoring functionality, we will take advantage of newly
arising business opportunities for after-sales services
and maintenance, and take steps to increase recurring
revenue. In the Thermal Power segment, we will respond
to the trend toward decarbonization by shifting resources
into after-sales service operations and optimize produc-

tion capacity.

To create value in line with targets from the 2021 Medi-
um-Term Business Plan and into the future, in May 2020,
we identified Materiality the Company must address:

1) Provide energy solutions to enable a carbon neutral
world; 2) Transform society through Al and digitalization;
3) Build a safer and more secure world; 4) Promote diver-

sity and increase employee engagement; 5) Enhance cor-

MHI REPORT 2021

porate governance™. These mission statements, which
are based on analysis of the global environment and our
businesses, outline MHI Group’s approach to achieving
sustained growth.
*2 Refer to page 19.

Each Materiality has specific targets, which were
set mainly by a working group consisting of young and
mid-career employees who will lead the Company in the
future. We hope that each employee will feel person-
ally invested in achieving these targets. | believe that
these goals, which were finalized after consultation with
outside experts and represent the most serious consid-
eration to date of how MHI Group can address society's
issues while creating value, are an important asset for us.

MHI Group's greatest resource is our people. One of
the major goals mentioned above involves promoting
diversity and increasing employee engagement. We are
already working to acquire and develop human resources
with diverse skills, to increase opportunities for dialogue
between employees with different backgrounds, and to

create a work environment and corporate culture that

responds flexibly to differing work styles. For example,
as part of an initiative to generate value from Al technolo-
gies, in addition to securing talented engineers, we will
also improve IT literacy within our management team
and indirect departments so that they can make appro-
priate decisions swiftly.

My goal is to foster a corporate culture that accepts
difference. As a typical Japanese company, MHI Group
previously only offered homogeneous career plans and
workplace culture, and the working environment was ap-
proximately the same from one position to the next. | want
to change that, because | strongly believe that being stimu-

lated by opinions and values different from our own gives

rise to new ideas and inspires us to take up new challenges.
As one approach to reinventing our corporate culture,
we opened the new Yokohama Hardtech Hub (YHH) start-
up incubator in October 2020. Located on land formerly
occupied by one of our production facilities, YHH's goal
is to support startups working in manufacturing. YHH
functions as a space where a variety of partners, such as
corporations, local governments, and educational institu-
tions can collaborate freely and creatively. In addition to
forging ties between various organizations and develop-
ing startup businesses, YHH will provide our employees
with opportunities to broaden their perspectives and

nurture their entrepreneurial skills.

A Message to our Shareholders and Investors

MHI Group aims to achieve a world free from regional
and industrial disparity—a world in which everyone can
live prosperously. Indeed, our businesses are directly
involved in finding solutions to the world’'s most pressing
issues.

We recognize that our shareholders’ expectations
toward MHI Group focus on our achieving sustained
growth while making long-term contributions to society.
To respond to these expectations, MHI Group will continu-
ously improve our technologies, integrate these technolo-
gies with those of a diverse group of business partners,
and achieve innovation in a variety of areas, including the
Energy Transition.

MHI Group appreciates that we offer a tremendous
variety of products and solutions, which tend to be highly
specialized. As such, we will always endeavor to provide
information to our shareholders and investors in a suc-
cinct and easy to understand format.

We will work especially hard to continuously share

information about our growth areas and value creation

goals. We will also increase efforts to engage our stake-

holders in a dialogue about our roadmap for value creation.
MHI Group is wholly committed to finding solutions to

the world's most pressing issues while achieving sus-

tained growth. We appreciate your continued support.

MITSUBISHI HEAVY INDUSTRIES GROUP
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2021 Medium-Term Business Plan

About MHI Group

2021 Medium-Term Business Plan (MTBP): Roadmap

Initiatives in Pursuit of Dynamic Medium/Long-Term Growth

In the first half of the 2010s, MHI Group grew its order

bookings, sales and EBITDA by restructuring and scal-

changed drastically in the wake of the COVID-19 pandem-
ic and rapid decarbonization. Such change is expected

ing up its operations through M&A. Based on such suc- to be compounded by major changes in the industrial
cess, we endeavored to continue expanding in scale and structure also.
strengthen our financial foundation under our 2015 and In response to such challenges, we will lay the
2018 MTBPs. Despite these efforts, our growth en- groundwork for a leap forward from 2024 by regain-

countered setbacks, as did our EBITDA margin, but we

ing and strengthening earnings power and developing
growth areas under our 2021 MTBP.

succeeded nonetheless in strengthening our financial

foundation. Additionally, our operating environment has

2015/2018 2021

2010-14 MTBPs MTBP
] Scale up [] Grow revenue [] Regain/strength-
through M&A to ¥5tn en earnings Leap forward
] Restructure /] Strengthen finan- power from 2024
cial foundation [] Develop growth

/1 Continue to areas initiatives
restructure

P FY2010-20 Performance and Challenges Going Forward l,,f‘“ 9
W
I

(¥ tn)

L

a >
N\

A 8?

IL

Order bookings 1% .Li‘ﬂ'
O

\“Qﬂ“

%?Jeh
. ﬂ

Revenue

Normalized EBITDA margin
(ex SpaceJet)

EBITDA:
Earnings Before Interest, Tax,
Depreciation and Amortization

Interest-bearing debt

2010 2011 2012 2013 2014 2015
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Recap of Previous MTBPs

Corporate Governance
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Under our previous MTBPs, we restructured its opera-

tion and aimed to achieve a revenue growth target of

¥5 trillion, but order bookings stagnated as many of

our businesses reached maturity against a backdrop of

increasingly diverse societal needs and changing values.

Moreover, we did not move quickly enough to boldly real-

locate resources and invest in growth, and as a result did

not develop new businesses as much as we could have.
Reforming our profit structure, including by reducing

SG&A expenses, has become an urgent priority amid

] Grow revenue to ¥5tn Strengthen financial foundation Continue to restructure

®Changes in competitive environ-
ment, intensification of price com-

petition ®|mprovement in total asset turnover
®Failure to invest in growth fast ¢Improvementin CCC
enough
N
lx-“q W \,.9"'
2%

9 :‘oh

2017 2018 2019
IFRS IFRS IFRS

©®Reduction of risk assets

o3k -
Ol N
O O .
&b Regain/strengthen
o ha earnings power
69‘) Debt reduction
Maintain
financial soundness

earnings deterioration stemming largely from changes
in the competitive environment, intensification of price
competition, investments in SpaceJet development and
the pandemic’s impacts.

On the bright side, we have remained financially sound
by continuing to restructure over the past decade. While
reducing risk assets, we have endeavored to also reduce

working capital to increase cash flow. Through such ef-

forts, we have shortened our cash conversion cycle (CCC).

©Adopt portfolio management, cash
flow management

©Streamline/flatten organization

®Lay groundwork to pursue synergies

Challenges

Decline in order bookings
since FY2014

¥

Upgrade
growth potential

Decline in earnings
since FY2015

(FY)
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2021 Medium-Term Business Plan

2021 MTBP: Overview

» 2021 MTBP Targets

About MHI Group

Regain/strengthen earnings power and develop growth areas

Profitability Profit margin on business activities: 7%  ROE: 12%

Growth potential Main areas of

growth investment

Create new businesses with ¥100bn of annual revenue potential by
increasing growth investment—increase their revenue to ¥1tn by FY2030

Energy transition New mobility and logistics

Balance sheet
Total asset turnover: 0.9x

Maintain status-quo interest-bearing debt level

Shareholder returns All-time record DPS

Regain earnings power

(7% profit margin on business activities) Upgrade growth potential Strengthen shared foundation

®Reduce fixed expenses, boost produc- ~ ®Drastically reallocate resources

tivity

®|ncrease services' share of revenue

®|ncrease growth investment

® Strengthen core technologies

®Digitalization

® Strengthen intra-Group and exter-

®Reduce SG&A expenses

2021 MTBP: Overview

nal collaborations

The 2021 MTBP's key themes are regaining and strength-
ening earnings power and developing growth areas.

To regain and strengthen earnings power, we plan to
reduce fixed costs, boost productivity and restructure our
operations through such means as increasing services'
share of revenues, improving business processes and
reforming our organization. We aim to achieve a 7% profit
margin on business activities and 12% ROE by fiscal 2023.
Specific measures through which we intend to regain and
strengthen earnings power include (1) minimizing the Space-
Jet program’s expenses, (2) recovering from the pandemic’s
impacts, (3) growing existing businesses, (4) rectifying defi-
ciencies and restructuring and (5) reducing SG&A expenses.

To develop growth areas we will focus on (1) energy
transition and (2) new mobility and logistics, two spheres in
which we can leverage MHI Group’s diverse products and
wealth of technological expertise to address challenges and
capitalize on trends as our increasingly digitalized society
confronts new threats such as climate change and cyberat-

tacks. We plan to invest in these two spheres on a priority

MHI REPORT 2021

basis in the aim of creating new businesses collectively
generating ¥1 trillion of annual revenue by fiscal 2030.

In the SpaceJet program, we have decided to slow
down or pause development in light of the market en-
vironment and the program’s status. The commercial
aircraft business as a whole, however, is a long-term
growth opportunity in our view. We will upgrade its pro-
duction processes’ efficiency and develop new technolo-
gies to set the stage for full-fledged recovery from 2024.

Our capital allocation plan™ is to invest in growth
businesses and operational expansion. We intend to fund
such investments by increasing our earnings power and
operating cash flow and curtailing investment in Space-
Jet. During the 2021 MTBP's term, we plan to invest ¥180
billion in growth businesses in particular.

We plan to maintain a sound financial foundation™, if not

strengthen it, and increase shareholder returns to their high-

est level ever by boosting our profitability and growth potential.

*1, 2 For more details on our capital allocation plan and financial
foundation, see CFO Dialogue on page 50.
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) - IR o Corporate Governance
Resolving Social Issues Sustainability Management

Risk Management Performance Data

2021 MTBP: CSO Message (Accelerate Growth)

Unconstrained ideas and
technological innovation are key to
MHI Group’s future

Executive Vice President, Chief Strategy Officer and
President/CEOQ, Energy Systems

Hitoshi Kaguchi

The future growth of MHI Group will come from two
areas, with one being ‘energy transition™ and the other
‘new mobility & logistics’. Under the 2021 MTBP, we
intend to create new businesses collectively generating
¥1 trillion of annual revenue by fiscal 2030 by intensively
allocating management resources to these two growth
drivers and combining new technologies with the know-
how we have amassed so far. Our Growth Strategy Office,
which we established in April of 2020, has been tasked
with overseeing investment and business expansion
within these two areas in coordination with other rel-
evant business units.

In the energy transition space, we will pursue real-
ization of a carbon-neutral society by 2050. We already
manufacture the world's most efficient gas turbines and
equipment used for capturing, utilizing and storing car-
bon dioxide (CCUS). By retrofitting existing power plants
with these technologies, we are helping to reduce CO2
emissions. Our next task is to encourage the production,

transportation, storage, and subsequent use of green

MITSUBISHI HEAVY INDUSTRIES GROUP
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2021 Medium-Term Business Plan

About MHI Group

2021 MTBP: CSO Message (Accelerate Growth)

fuels, particularly hydrogen (and its derivatives, such

as ammonia), to build a value chain which fosters stable

demand.

*3 For details on energy transition, see Special Feature: New Challenges
Toward a Carbon-Neutral Society on page 36.

In the new mobility and logistics space, we will devel-
op new markets through cross-organizational initiatives
led by the Growth Strategy Office and deliver new value
by digitalizing a broad range of products and technolo-
gies and embedding Al into them. To meet customers'’
increasingly diverse and sophisticated needs, we are
transforming into a solutions provider that solves cus-
tomers’ problems through integrated control of various
machinery systems. We will accelerate this transfor-
mation. We will first apply this solutions model to the
logistics business as a model case. Specifically, we will

address customers’ challenges and meet their latent

» Energy Transition

needs by proposing automated logistics and cold-chain
solutions, for example. Building cold chains is becom-
ing increasingly important to meet transport needs that
require stringent temperature control. Cold chains’ im-
portance has been amplified by the pandemic in addition
to recent lifestyle changes. Using smart software, we
will knit together existing MHI Group products into sys-
tems, with said products including automated warehouse
systems, forklifts and refrigeration units for buildings
and trucks. We will then apply cold chain logistics en-
gineering to those systems to facilitate the continuous
maintenance of optimal environments during the trans-
port and storage phases. The result is cold chains that
are more advanced than anything seen before. Another
thing we are working on is upgrading our transportation
infrastructure solutions, as exemplified by sophisticated
Electronic Road Pricing systems like ERP2, which MHI

Decarbonization/electrification of mobility, daily life and industry

Roadmap to a Mobility
carbon-neutral e Promote electrification

. © Expand use of CO2-free fuels
society

Daily life Industry

e Reduce CO2
e Maintain cost efficiency

e Promote electrification
e |mprove energy efficiency

EMS/VPP services

EMS: Energy Management System
VPP: Virtual Power Plant

Hydrogen/
ammonia

Fuel supply (new initiative)

= o

Decarbonization of energy supplies
(augmented existing initiative)

v Clean fuels,
chemicals

CO: utilization (new initiative)

Production, transport & storage
of COz-free hydrogen/ammonia

Upgrade existing thermal power plants
and increase their efficiency m CO: capture
(hydrogen gas turbines)

e Capture/distribution

e Electrolysis
e Steam reforming

R EEIIED | Expand renewable energy supplies * Storage

e Thermal cracking —
X Surplus electricity
© Methane reforming

Stabilize supplies with
energy storage

CO: conversion/utilization

Convert into industrial materials

e Methane cracking

11

Reduce CO:z emissions by
using nuclear power

e Chemicals
e Clean fuels

Produce clean fuels
without emitting CO2
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Balance energy decarbonization and stable supplies

Capture CO2 from throughout society
and convert it to valuable resources

SIS EIMELICRCIEIMGRGINILE Laying the Groundwork for
Resolving Social Issues Sustainability Management

has built for Singapore. Urban traffic congestion and
associated environmental ills have become a societal
problem in rapidly growing Asian metropolises. ERP2
collects driving data in real-time from every vehicle
within range of its sensors. It can also analyze traffic
bottlenecks and accidents. Using the data collected
by ERP2, Singapore seeks to optimize traffic flows
on an area-by-area basis by granularly adjusting the
locations where tolls are charged and toll charges per
kilometer driven. These adjustments help to alleviate
traffic congestion.

In order to design such comprehensive solutions for
our customers, we will have to increase our technologi-
cal expertise, from digitalization to artificial intelligence.

That will require greater internal cooperation across

traditionally autonomous business units, as well as more

external partnerships.

P New Mobility & Logistics

Logistics, Thermal & Drive Systems

Corporate Governance

Risk Management Performance Data

Once the group has rebuilt its profitability, my role as
CSO is to expedite our commercial success and ensure
that we provide solutions to the problems faced around
the globe. With many of our product lines reaching matu-
rity, our group's future will depend on the ideas and tech-
nologies that we can come up with. Keeping that in mind,
we will be working on transforming our corporate culture
to become more open, less bureaucratic and more risk-

taking, willing to try and fail.

S Plants & Infrastructure Systems

resources

|Material handling systemsl—\ ‘

Automated logistics
| Automated warehouses |—> 9

solutions
| AGVs/AGFs |—/v

Growth Strategy s |
Office

Mechanical parking lots |

CASE-enabling

Environmental

: ‘ testi i t
|N o o infrastructure esting equipmen
atural-refrigerant chi ers|—> Cold chain - -
Railways, ships
(logistics for perishable goods) |
Thermal/ M&S |
energy management |
| < | Defense systems |
Power generation systems| > | Electric component business |
< | Ships, aircraft |
r'i’;t:l::‘ca;s Aircraft, Integrated Defense &
Energy Systems Space Systems

AGV: Automated Guided Vehicle
AGF: Automated Guided Forklift
CASE: Connected, Autonomous, Shared and Electric

ITS: Intelligent Transport Systems
M&S: Modeling and Simulation
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‘ About MHI Group ‘

New Challenges Toward a Carbon-
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Neutral Society

Corporate Governance

Risk Management Performance Data

Build an innovative solutions ecosystem to
realize a carbon neutral future

Build a CO:
solutions
ecosystem

Decarbonize
existing
infrastructure

Build a hydrogen

solutions
ecosystem

Build a CO: solutions
ecosystem

Basic approach to realizing a carbon-neutral society

Efforts to decarbonize are accelerating globally amid a widespread recognition that global warming and
climate change associated with it are challenges facing all of humanity. Another challenge that must be
addressed in earnest is ensuring stable, economical energy supplies. We believe this challenge requires
both short- and longer-term initiatives backed by MHI Group technologies and resources. While we plan to
decarbonize and enable more efficient use of existing infrastructure in the near term, we aim to build hy-

drogen and CO:z ecosystems instrumental to bringing about a carbon-neutral society in the longer term.

Decarbonize existing infrastructure

Electric power is essential to both people’s daily lives To decarbonize thermal power, we are endeavoring

and industry. We must both ensure stable supplies of to validate and commercialize carbon-free power gen-
electricity and reduce its societal costs. Toward this end, eration that is fueled by hydrogen and/or ammonia and
we will decarbonize existing thermal power plants and enables effective utilization of existing infrastructure. As
promote utilization of nuclear power as a stable, large- a first step, we are testing gas turbines that burn a fuel

scale and carbon-free source of electricity. mix containing 30% hydrogen. We aim to commercialize

MHI REPORT 2021

P Roadmap to validation and commercialization of carbon-free power generation fueled by hydrogen/ammonia

Demonstration of 100%  30% Hzmixed
hydrogen-fired combustion 100% Hz-firing
- Heavy Du ty power generation commercialization commerc@!lgghon ready
1
()] : |
%)) | Gas Turbines -
o
S 100% Hz-firing 100% Hz-firing
> . . demonstration commercialization
T Small and Mid-Size I:: ::I
Gas Turbines In addition to new power plants,
we aim to decarbonize and
effectively utilize existing power
RPN S infrastructure by retrofitting
© g = existing power plants
= Gas Turbines ::I
=4 Commercialization of
E Gasfiring Liquid firing . bothgasand
E demonstration demonstration  liquid firing ready
=7 Boilers L | e B

*The above diagram includes New Energy and Industrial Technology Development Organization (NEDO) projects’ development outcomes.

them by around 2025. We are also developing combus-
tors, a key technology for enabling 100% hydrogen-firing,
for both large and smaller gas turbines. We aim to com-
mercialize 100% hydrogen-fired turbines by around 2030.
We are developing technology for ammonia-fired power
generation also. We are targeting commercialization by
around 2025. To adequately improve our gas turbines’ re-
liability and thoroughly test them before delivering them
to customers, we have integrated the entire process
from development through production and testing at our
Takasago Machinery Works.

We will contribute to nuclear power plants’ safety and
stable operation over the near term by helping customers
restart existing plants, improve the safety of operational
plants on an ongoing basis and build a nuclear fuel cycle
in Japan. To achieve the highest level of nuclear safety in
the world, we are developing next-generation light water
reactors that will realize a new concept of safety through
the use of innovative technologies and stronger safe-
guards against all types of disasters. We aim to commer-

cialize them by the mid-2030s. We are also developing

small modular reactors, fast reactors and microreactors
to meet increasingly diverse future societal needs. From
an even longer-term perspective, we are pursuing the
development of nuclear fusion reactors, a dream energy
source. Through such short- and longer-term initiatives,
we will contribute to the realization of a decarbonized

society through nuclear power technology.

P Next-generation light water reactor

MITSUBISHI HEAVY INDUSTRIES GROUP
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Special Feature

About MHI Group

Special Feature: New Challenges Toward a Carbon-Neutral Society

Build a hydrogen solutions ecosystem

Pure hydrogen does not exist in nature. It is expensive to
produce because its production is highly energy-inten-
sive. Additionally, if hydrogen is to be produced and used
at different locations, it would require both a means of
transport and storage infrastructure. These issues must
be addressed at every link in the hydrogen value chain,
from the supply of primary energy required for produc-
tion through transport, storage and even use. MHI Group
aims to build a value chain in proactive collaboration with
other companies. We are also participating in leading-
edge projects globally.

In the U.S., for example, we are involved in an ad-
vanced clean energy storage project in Utah. The project
produces hydrogen through wind- and solar-powered
hydro-electrolysis and stores it in underground salt cav-
erns. Some of the hydrogen is supplied to power plants
equipped with hydrogen-fired gas turbines developed by
MHI Group. We plan to supply the project with an 840MW-

P Hydrogen Value Chain

Hydrogen/ammonia

Primary energy production

Renewable
energy

N

VAR [ e

H:
NH3

Nl High-tempera-
uc &a_\rrG IF):))WG" =g turesteam
electrolysis
Plasma
Naturalgas mmumg yrolysis

Methane
pyrolysis

Y W S\l

-.
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Transport &
storage

Booster pump
(liquid

@ hydrogen)
\

* The above diagram includes NEDO projects’ development outcomes.

class hydrogen-fired gas turbine that will initially be fired
with a 30%-hydrogen fuel mix from 2025 before eventu-
ally transitioning to 100% hydrogen.

We are also launching an initiative to utilize nuclear
energy to produce hydrogen. We aim to mass-produce
hydrogen efficiently and stably using high-temperature
gas reactors that generate heat at temperatures in
excess of 900°C. The hydrogen thus produced will meet
large-scale hydrogen demand for purposes such as
decarbonizing the steel industry.

Additionally, we developed the world’s first hydrogen-
based fine ore reduction (HYFOR) process for the steel
industry and commenced the operation of a HYFOR pilot
plant. Since the HYFOR process uses pure hydrogen as a
reducing agent, consequently, the CO2 footprint is close to
zero. We will continue to test and develop this game-chang-

ing process to realize CO2-free steel production.

Use

Hydrogen/

Hydro- Hydrogen
electrolysis storage ammonia

gas turbines

Ammonia co-fired
boilers

Compressors Fuel cells

(hydrogen (SOFCs)
compression)

Hydrogen based
direct reduction
steelmaking

Hydrogen
gas engines
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Build a CO2 solutions ecosystem

CO2 capture and storage technologies and initiatives that
productively utilize captured COz are garnering consider-
able attention as pathways to carbon neutrality.

In 1990, MHI Group and Kansai Electric Power Co.
(KEPCO), Inc., started jointly developing technologies to
capture COz from flue gases. Today, MHI Group is the
global market share leader in CO2 capture from exhaust
gases, with proven track records that include the world's
largest CO2 capture project in the U.S. In the UK, MHI's
Advanced KM CDR Process™ was selected to be used in
the project to capture CO2 from a biomass power station
in recognition of MHI Group's track records, state-of-the-
art retrofittable CO2 capture technology and technical
capabilities of capturing CO2 from diverse exhaust gas
sources. The UK project aims to realize the world'’s first
commercial-scale carbon-negative power plant (net
negative CO2 emissions) by combining bioenergy, which
can achieve carbon neutrality (net zero CO2 emissions)
by using plant-based fuels, and CO2 capture technology
from exhaust gas. To promote widespread adoption of
CO02 capture technology across a broad range of indus-

trial sectors, including at cement plants, LNG liquefac-

P Roadmap to COz Ecosystem-building

tion plants and waste incineration plants, we will focus
on more feasible applications by developing simple CO2
capture systems.

Liquefied CO2 (LCO2) carriers are expected to be in
growing demand as a key link in the CCUS (CO2 capture,
utilization and storage) value chain. We will proactively
develop technologies in collaboration with external part-
ners to develop an LCO2 carrier business in the aim of
forming a CO2 value-chain market.

Building a value chain that encompasses CO2 capture,
transport, storage, distribution, conversion and utilization
is essential to realizing a CO2 ecosystem. We are work-
ing on doing so. Specifically, we started building a digital
platform named CO2NNEX™ in collaboration with IBM
Japan, Ltd., to render visible COz flows within the ecosys-
tem. CO2NNEX™ will enable us to visualize and coordi-
nate flows of CO2 for which options are currently limited
to storage and utilization, and optimize the overall value
chain through such means as assessing CO2 flows from
an investment or cost perspective and efficiently match-

ing emitters with users.

Create a solutions ecosystem covering carbon capture, transport, storage, and conversion/use

Expand carbon capture product lineup by 2023

2020

KS-1™ CO2 Capture Plant
Large volume CO2 capture

[
—
=)
-
o
(1}
(8]

2025 2030

KS-21™ High Performance CO2 Capture Plant
High efficiency, large volume CO2 capture

Modular CO2 Capture System/Solid Type CO, Capture System
Industrial use CO2 capture technology

COz2 logistics to be jointly developed with IBM Japan
*CCUS : Carbon dioxide Capture, Utilization and Storage

LCO: Carrier
Large volume COz transport

CO2NNEX™ CCUS* Platform (digital platform for CO: logistics)
Seamless connection with value chain visualization

Clean Fuel Production

KS-1™, KS-21™: A proprietary amine absorbent jointly developed with Kansai Electric Power CO2NNEX™: A digital platform for visualizing
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Business Strategies

P Business Segment Highlights P Revenue by Segment (FY 2020 results and FY 2021 plan)

40

INPUT OUTPUT Energy Systems
FY 2020
busiﬁ;ggtafggrvri]ties" Main Businesses 1,546.0 1,600.0 (Billions of yen)

Number of R&D Capital Orders Order (excluding ® Clean gas and 12992 14000

employees expenses investment  received” backlog™ Revenue™ Spacelet business) steam power __

79,974 ¥125.7 ¥125.5 ¥3,336.3 ¥5,146.1 ¥3,699.9 ¥170.3 systems*

people billion billion billion billion billion billion ® Nuclear power —Clean gas and steam
power systems

systems

® Compressors
® Aero engines
® Marine machinery

Nuclear power systems

.5 Compressors
Aero engines
PR

-j

Energy Systems *Includes GTCC, ===___Marine machinery
steam power and Orders  Revenue Orders  Revenue
environmental plants received received
FY2020 FY2021 (Plan)
Plants & Infrastructure Systems
30.4% 37.6% 35.4% 38.9% 62.7% 41.8%
(Billions of yen)
700.0
637.2 AT .
575.2 | | ommercial ships
i i — Engineerin
Plants & Main Businesses 9 9

Infrastructure Systems

18.9% 8.5%

FY2020 FY2021 (Plan)
e Logistics, Thermal & Drive Systems
9.3% 17.2%
A 9500  950.0 (Billions of yen)
. 868.0 8603

Logistics, Thermal &

Drive Systems
Main Businesses —— Material handling systems

29.5 ® Material handling i | —Engines
- sys?ems . | Turbochargers

® Engines
® Turbochargers . — HVAC systems

Aircraft, Defense &
Space

34.0%

Others

14.1%

10.5%
7.1%

*1 Others, eliminations or corporate ¥-32.4 billion

MHI REPORT 2021

7.9%

20.4%

12.1%

19.2

17.3

*2 Others ¥0 billion
*3 Others, eliminations or corporate ¥-45.7 billion *4 Others, eliminations or corporate ¥15.8 billion. Not including ¥-116.2
billion in SpaceJet investments

%

%

0.7%

® Commercial ships

® Engineering

® Environmental
systems

® Metals machinery

® Machine tools

® Machinery systems

Orders  Revenue
received

-7 Environmental systems
—— Metals machinery

= Machine tools

.— Machinery systems

Orders Revenue
received

Aircraft, Defense & Space

® HVAC systems

® Automotive
air-conditioners

Orders Revenue
received

e Automotive air-conditioners

Orders Revenue
received

FY2020

FY2021 (Plan)

Main Businesses

® Commercial aircraft
® Defense aircraft

® Missile systems

® Naval ships

® Special vehicles
(tanks)

® Maritime systems
(torpedoes)

® Space systems

702.1

626.2 .

Orders Revenue
received

(Billions of yen)

6000 6259

—— Commercial aviation

— Integrated defense &
space systems

Orders Revenue
received

FY2020

FY2021 (Plan)
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Business Stratagy: Enargy Systams

J-Series gas turbine, the largest and most efficient in the world

Current Status Assessment

o Systems offering world's highest levels of thermal efficiency and output e Highly reliable gas
turbines achieved with the world's only combined cycle power plant validation facility that realizes
long-term verification from development through design, manufacture, and demonstration

e Wide ranging product lineup for a full range of output levels, from small and medium to large-sized

o Cutting-edge decarbonization and other eco-friendly technologies (high-efficiency GTCC, aero-
derivative gas turbines, IGCC, high-efficiency USC,*' CCS/CCUS,*? AQCS,*® SOFC,* geothermal,
biomass-fired, hydrogen/ammonia-fired) and integration capabilities

e World's only comprehensive nuclear power plant manufacturer capable of providing a one-stop
service from development through design, manufacture, construction, and maintenance

Nuclear Power e Encompassing not only light-water reactors but also the entire nuclear fuel cycle, including fuel

Systems manufacturing/reprocessing facilities and fast reactors

e World-highest level safety technologies and product quality, and ample track record as the leading
company in domestic nuclear power

Renewable Energy  ® Building wind power systems business in collaboration with partners

Clean Gas and
Steam Power

o Extensive track record in petrochemical (ethylene and fertilizer) plant market

o Integrated production and quality control processes encompassing every step from optimal
pairing of internally manufactured steam turbines and compressors to test operation

e Extensive track record of supplying global companies

e Entry into high-barrier businesses through long-term planning

o Well-balanced product portfolio (narrow/wide-body aircraft, Boeing/Airbus, new/legacy)

© Supplier of core combustor technologies to all 0EMs*5; MRO* capabilities

e Access to MHI Group's turbo-machinery technology

e High market share in turbocharger business for two-stroke marine engine segment

Marine Machinery ® Providing solution technology for energy saving and compliance to strengthened environmental

regulations e Wide-ranging customer network, both domestic and international

Compressors

Aero Engines

Clean Gas and
Steam Power
Nuclear Power
Systems
Compressors ® Small share of oil and gas market

Aero Engines o Influenced by the business strategies deployed by manufacturers of aircraft engines
Marine Machinery e Limited scale of business and product portfolio

Weaknesses ® Imbalanced regional coverage at the global level

o Little experience in global business

® Acceleration of global decarbonization movement and demand for highly efficient, clean electric
power in response to environmental regulatory tightening ® Need for load adjustments in connection
with growth in renewable energy e Need for high-efficiency conversion of existing power plants

o Growing need for carbon-free, large-scale stable power sources and greater energy self-
sufficiency (new and replacement facilities) ® Rising need for effective use of existing nuclear
power plants (more plants being restarted, achievement of 60 years in operation)

e Integration with MHI Group products, such as gas turbines e Plant replacement demand

o Decarbonization-driven growth in demand for CO2 compressors for CCUS and compressors for
promising carbon-free fuels such as hydrogen and ammonia

® Market expansion driven by growth in aircraft demand e Expansion of MRO operations to service
best-selling engine (PW1100G) e Decarbonization-driven demand for more efficient engines

Marine Machinery  © Strengthened environmental regulations aiming at CO2 reduction and zero GHG emissions

Opportunities Clean Gas and
Steam Power

Nuclear Power
Systems

Compressors

Aero Engines
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Clean Gas and
Steam Power

Jhreats

e Further escalation of competition with international competitors
o Uncertainty of future energy portfolio

Nuclear Power
Systems

e Escalating competition with other power sources

Compressors

o Escalating competition, rise of Chinese manufacturers e Cutbacks in new-plant investment in
response to transition away from fossil fuels; decrease in customers’ plants in operation

Aero Engines

® Sluggish market growth due to pandemic

Marine Machinery e Less business opportunity due to unfavorable domestic shipbuilding market conditions

Overview of FY2020 and Priority Strategies in the 2021 Medium-Term Business Plan

Consolidated orders received were down year on year at
¥1,299.2 billion, largely as a result of a decline in steam
power and GTCC*” orders from year-earlier levels that
were boosted by large-scale new construction projects.
Revenue totaled ¥1,546.0 billion, a year-on-year decrease
attributable largely to reduced sales in the steam power
and aero engine businesses. Despite a gain on sales of
securities related to the offshore wind power systems
business, profit from business activities declined to
¥127.6 billion from a year-earlier level inflated by one-off
profits arising due to the settlement of the dispute
related to a South African project. This decline was
largely a result of the deterioration in the profitability of
steam power construction projects.

MHI Group will build an innovative ecosystem in
pursuit of a carbon-neutral society. Our thermal power
systems business plans to commission into operation
large gas turbines that burn a fuel blend containing 30%
hydrogen in the U.S. by 2025 as a step toward decarbon-
ization of thermal power generation. At the same time,
we will develop and demonstrate new combustors as the
key enabling technology of 100% hydrogen-fired power

generation. Additionally, we will shift the coal-fired ther-
mal power business’s primary focus to maintenance and
innovation, promote decarbonization of existing power
plants and propose fuel-switching retrofits in the aim of
transitioning in stages to biomass and/or ammonia fuels
and fuel blends to realize carbon neutrality.

In the nuclear power business, we are working with
electric utilities to restart existing light-water reactor
plants, installing severe accident management facilities
and preparing for completion of a fuel cycle facility's
construction. In FY2020, we completed construction of
Japan’s first severe accident management facility. We will
also develop a next-generation light-water reactor that will
bring to fruition some of the safest reactors in the world
thanks to the deployment of revolutionary technologies.
We are aiming for commercial operation by the mid
2030's. Additionally, we will develop future reactors (e.g.,
small modular light-water reactors, high-temperature
gas-cooled reactors, fast reactors, micro-reactors, nuclear
fusion reactors) to be able to meet diverse needs for power
sources in the future. Lastly, we are building out our wind
power systems business in collaboration with partners.

Business Initiatives in the 2021 Medium-Term Business Plan

® Develop and demonstrate hydrogen-fired gas turbines and other clean power products in pursuit of a
Clean Gas and Steam decarbonized society ® Expand the number of gas turbine order bookings and improve profitability by
Power reducing costs e Expand advanced maintenance and innovation businesses e Expand industrial businesses

through energy solutions

e Provide support for the restart of domestic light-water reactor plants and the installation of severe accident
management facilities, and strengthen service operations to contribute to stable supply and higher economic
efficiency after restarting ® Support the completion of nuclear fuel reprocessing facilities, support maintenance

Nuclear Power

work after completion, and achieve the nuclear fuel cycle domestically in Japan

Systems e Decommission light-water reactor plants, and provide support for TEPCO's Fukushima Daiichi nuclear power plant
o Promote development of next-generation light-water reactors and future reactors (e.g., small modular light-water
reactors, high-temperature gas-cooled reactors, fast reactors, micro-reactors, nuclear fusion reactors) that will
achieve some of the world's safest reactors thanks to the deployment of revolutionary technologies.

e Expand operations by allocating more resources, including staff, to after-sales service

Compressors

e Strengthen competitiveness in new construction projects; maintain stable order bookings in oil and gas sector
and top market share in chemical sector ® Accelerate new-energy initiatives (ultra-high-speed peripheral

compressors for hydrogen sector, geared compressors for CCUS)

e Ramp up MRO business's new model (PW1100G-JM) service operations and parts repair business

Aero Engines

o Increase production by ramping up new Nagasaki plant’s capacity utilization e Strengthen design and technological

capabilities by deepening collaboration, including joint development programs, with aircraft engine makers

o Participate in global R&D partnerships together with the other major players in the maritime industry to accelerate

Marine machinery

the development of technology toward zero GHG emissions e Expand MET turbocharger business (expand and
maintain market share in the two-stroke engine market as a stable business and accelerate to penetrate the four-

stroke engine market for further business expansion) e Expand service business by strengthening global network

*1 USC: Ultra super critical *2 CCS/CCUS: Carbon capture and storage/carbon capture utilization and storage *3 AQCS: Air quality control systems
*4 SOFC: Solid oxide fuel cells  *5 OEM: Original Engine Manufacturer *6 MRO: Maintenance, Repair and Overhaul *7 GTCC: Gas turbine combined cycle
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Current Status Assessment

CO, Capture Plant (U.S.A)

Commercial Ships

Engineering

Environmental Systems

Metals Machinery
Machinery Systems

e Unparalleled environmental and energy-saving technologies
e Gas-handling technologies cultivated on LNG/LPG carriers

e Reliable and economically feasible carbon capture technology supported by commercial
track records around the world

e Engineering capabilities that respond to a variety of decarbonization businesses
(e.g., clean fuel / CO2 utilization) applied abundant experience in chemical reaction
technologies

e Advanced project management and system integration capabilities based on chemical
plant and transportation system experience

e Global extensive experience with APM*" and 0&M*? business

e Comprehensive engineering capabilities for waste-treatment plants spanning entire
project phase, from EPC to 0&M
e Plant provided with after-sales service based on extensive track record as a plant contractor

e Full product lineup and global presence

e Broad scope of business fields and wide-ranging mechatronics technical capabilities

*1 APM: Automated People Mover (fully automated, driverless vehicles) *2 O&M: Operation & Maintenance

Commercial Ships
Engineering
Environmental Systems
Metals Machinery
Machinery Systems

Weaknesses

e Relative cost competitiveness of large hull ratio ships (e.g., cargo ships)

e Volatility in orders and profit

e Cost competitiveness due to build-to-order manufacturing structure

e Major market volatility

e Predominantly mature businesses, largely in Japan

e ifif= Commercial Ships

Engineering
Environmental Systems
Metals Machinery

Machinery Systems

e Environmental regulations aimed at low-carbon and carbon-free initiatives in marine
transportation
e Growing demand for improved vessel safety/efficiency

e Global acceleration of decarbonization in all industrial sectors
e Growth in demand for O&M / service business

e Growing commitment to decarbonization and environmental impact mitigation
e Digital automation of plant operations

e Growing commitment to decarbonization and environmental impact mitigation, growing
demand for high-value-added products such as advanced high-strength steel

e Extension of new (mobility) businesses in response to electrification and smartification
(IoT, Al, CASE*®) of society

*3 CASE: Connected, Autonomous, Shared & Service, Electric

Wiirrlig  Commercial Ships
Engineering
Environmental Systems

Metals Machinery

Machinery Systems

e Increasingly severe competition as the gap between supply and demand for new ships
persists, reorganization of South Korean and Chinese shipbuilding industries

e |ncrease in new entrants

e Intensification of competition with competitors
® | ong-term domestic market shrinkage
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Overview of FY2020 and Priority Strategies in the 2021 Medium-Term Business Plan

Consolidated orders received decreased year on year

to ¥575.2 billion due to delays seen in contract negotia-
tions and the order placement processes as a result of
worldwide lockdowns undertaken in response to the
COVID-19 pandemic that affected the commercial ship,
engineering and metals machinery businesses. Revenue
was likewise down year on year at ¥637.2 billion, as a
result of reduced revenue from engineering and metals
machinery. The decrease in profit, among other factors,
resulted in a ¥10.2 billion loss from business activities, a

worse performance than in the previous fiscal year.

Under the 2021 Medium-Term Business Plan, we are
pursuing initiatives tailored to each business’s charac-
teristics and market environment in the aim of stabilizing
and enhancing its earning capacity. In addition, in our
domain as a solutions provider for environment-friendly
products that contribute to the realization of a decarbon-
ized society, we are expanding business opportunities
by working on technology sharing and human resource
mobility. We will continue to strengthen service busi-
nesses leveraging digitalization and expand life-cycle
businesses that support customers throughout entire life

cycles of machinery systems and plants.

Business Initiatives in the 2021 Medium-Term Business Plan

e Pursue initiatives tailored to each business's characteristics and market environment in
the aim of stabilizing and increasing its earning capacity

e Expand business opportunities by internal flexible mobilization of human resources and
by sharing technology across businesses as a provider of environment-friendly product

General solutions that contribute to the realization of a decarbonized society

e Strengthen service businesses leveraging digitalization

e Expand life-cycle businesses that support customers throughout entire life cycles of

machinery systems and plants

e Build high-density, outfitted ships like government vessels and ferries

Commercial Ships

e Extend engineering businesses in response to environmental regulations, etc.

e Strengthen decarbonization business (e.g., clean-fuel / CO.-utilization)

Engineering

e Expand O&M / service business through digitalization

e Strengthen ability to provide best solution and cost competitiveness to win orders for new

Environmental Systems  construction projects

e Upgrade engineering capabilities to drive sustained profit growth

e Strengthen decarbonization and other environmental initiatives

Metals Machinery
that leverage digitalization)

e Expand life-cycle businesses (expand maintenance service businesses, roll out advanced services

e Enhance management efficiency through internal resource sharing and flexible mobilization of

human resources

Machinery Systems e Advancement of service businesses through digitalization

o Create electrification/smartification businesses (in the mobility space) through utilization of

mechatronics technologies

e [ntensification of competition with competitors

e Shrinking domestic market for existing businesses and intensifying competition for
development in the new fields of electrification and smartification

MHI REPORT 2021
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|
Business Strategy: Logistics, Thermal & Drive Systems

Engine Generator Sets for Data Centers

Current Status Assessment

Strengths | Expertise cultivated in a wide range of product fields and effective utilization of resources within the domain

e A product lineup that can be consistently offered from ports to warehouses, as well as

Material Handling Systems a strong sales network

HVAC Systems, Automotive

Air-Conditioners o Extensive product lineup and world-class environmental and energy-saving technologies

o Ability to develop high-performance and high quality products leveraging high-speed

VUL T 0SS rotation and heat & fluid dynamics technologies

Engines ® Technological capability to use alternative fuels such as hydrogen

Weaknesses | Tendency to be affected by short-term economic fluctuations

® Specialization in the single product makes the business more heavily vulnerable to

Turbochargers ; -
customer business conditions

Engines o Resources are spread out due to large lineup

WJuoriiiitzy  Material Handling Systems e Growing market for logistics solutions with expansion of e-commerce business

HVAC Systems, Automotive

Air-Conditioners e Expansion of market for products meeting environmental and energy-saving regulations

Turbochargers e Increase in hybrid vehicles with turbochargers during the shift to electric

o Growing data center market and expanding market for the distributed gas power

gl generation systems market in Southeast Asia

Threats | Adverse effects of U.S.-China trade friction and COVID-19

Turbochargers e Shrinking market over the longer term due to accelerated growth of electric vehicles

Engines ® Medium to long-term decline in demand for diesel and gas engines due to energy transition
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Overview of FY2020 and Priority Strategies in the 2021 Medium-Term Business Plan

Consolidated orders received were down year on year

to ¥868.0 billion due to a decrease in material handling
systems and turbochargers resulting from the negative
impact of the COVID-19 pandemic on business condi-
tions. Revenue was down year on year to ¥860.3 billion
due to the decrease in material handling systems and
turbochargers. Profit from business activities decreased
year on year to ¥15.6 billion largely due to the impact of
a decrease in sales despite improvements being made

through optimization of fixed costs.

COVID-19 has wreaked havoc since the second half of
FY2019, and the entire Logistics, Thermal & Drive Sys-
tems domain has been affected, but revenue bottomed
out in the first quarter of FY2020 and is on a trend of
recovery. Furthermore, the impact on profit from busi-
ness activities was minimized by quickly implementing

measures such as the optimization of fixed costs.

Business Initiatives in the 2021 Medium-Term Business Plan

Medium volume products are expected to recover to pre-COVID levels in FY2021,

General followed by a steady expansion of the market. The Company will continue to

optimize resources and prepare for further growth.

o Promote growth strategies in the expanding of our solutions portfolio

Material Handling Systems

o Strengthen sales strategy (reorganization of sales network, introduction of new products)

© Grow BtoB area through expansion of product lineup matching the needs of each region

HVAC Systems, Automotive
Air-Conditioners

o Strengthen sales (proceeding with direct sales, etc.)

e Expand lineup of environmentally friendly products

e Focus on immediate optimization of fixed costs based on changes in market conditions

Turbochargers

o Accelerate development of new products supporting electrification

e Focus resources into medium and large core products

Engines

o Place emphasis on promising markets, such as those for data centers and distributed gas power
generation systems in Southeast Asia

e Develop engines fueled by 100% hydrogen and hydrogen blends
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Business Strategy: Aircraft, Defense & Space

H-1IB Launch Vehicle No. 9 (H-1IB F9), carrying aboard the H-Il Transfer Vehicle “KOUNOTORI?" (HTV9)

Current Status Assessment

Commercial
Aviation

Integrated
Defense &
Space Systems

e Business domain covering the entire value chain of commercial aviation (aero structure, aircraft OEM
and operation support including MRO)

e Design and manufacturing technologies for large composite main wing boxes and other structural
components

e Over 1,000 in service CRJ fleet as the business assets

e | eading-edge technologies cultivated by the development of defense and space products

e Defense: Ability to make proposals for integrated defense systems, and expertise and channels
cultivated through past and ongoing international projects

e Space: Development capabilities in launch vehicles and rocket engines and their world-leading reliability

Commercial

Weaknesses
Aviation

Integrated
Defense &
Space Systems

e Biased commercial aviation business portfolio and supply chain

e High sensitivity to foreign exchange fluctuations, as business is concentrated on overseas customers

e Defense: A lack of experience in export projects

e Space: Inadequate cost competitiveness in global markets

Opportunities

Commercial
Aviation

Integrated
Defense &
Space Systems

e Growth opportunity of new aircraft delivery and MRO business along with long-term passenger
demand increasing

e More demands by operators for “total care” operation support to their fleet

e [ncreasing need for innovative technology for environmental adaptation, such as decarbonization and
electrification

e Defense: A decision on the Three Principles on Transfer of Defense Equipment and Technology by the
Japanese Cabinet

Growth in the domains of space, cyberspace, and electromagnetic spectrum due to revisions of
the National Defense Program Guidelines and the Mid-Term Defense Program by the Japanese
Government

® Space: Growing launch market in line with an expanding need for satellites, including the use of space
in national security

Commercial
Aviation

Integrated
Defense &
Space Systems

e Business environment with vulnerability of the passenger demand due to event risks such as conflict,
economic crisis, epidemics, natural disaster, etc.

e Global reorganization across industries, including M&A, and more competition as the result of such
industry movement

e Defense: Budget cuts for Japanese-made frontal combat equipment due to an increase in imported
equipment

e Space: A risk of price-cutting of overseas launch services due to the entry of U.S. start-ups
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Overview of FY2020 and Business Initiatives in the 2021 Medium-Term Business Plan

Consolidated orders received were down year on year to
¥626.2 billion, mainly due to a decrease in commercial
aviation as a result of sluggish demand for aircraft
caused by the COVID-19 outbreak. Furthermore, revenue
decreased year on year to ¥702.1 billion due to a decrease
in commercial aviation despite an increase in defense
products such as missile systems and naval ships. Busi-
ness profit improved year on year to a loss of ¥94.8 billion
due to the minimization of SpaceJet expenses.

In the field of commercial aviation, we are working
to build a highly profitable production base by further
improving production efficiency and strengthening cost
competitiveness in the aero structure business for the
future recovery of aviation demand, and are also utilizing
the composite manufacturing technologies we have
developed over the years to participate in narrow-body
aircraft programs expected to see high growth. For the
commercial aircraft business, we are aiming to establish

our revenue base for the CRJ program and expand upon

the MRO*" business (which is recovering relatively quickly
from the impact of COVID-19). In the SpaceJet program,
we will consider various business possibilities by utilizing
the knowledge and expertise we have obtained thus far
while monitoring the business environment.

In the defense business, we will advance into new
business fields, such as Command and Control systems
and unmanned vehicles, while continuing to conduct
stable business operations by offering world-class
products. At the same time, we will utilize our technolo-
gies cultivated over the years to expand our overseas
business and our related businesses, such as MRO&U*?,
and education and training. In addition, we will expand
our business into advanced security consumer products.
In the space business, we are developing the H3 Launch
Vehicle, which will realize low-cost, highly reliable launch

services, aiming for the first launch in FY2021.

*1 MRO: Maintenance, Repair and Overhaul
*2 MRO&U: Maintenance, Repair, Overhaul, and Upgrade

Business Initiatives in the 2021 Medium-Term Business Plan

Develop highly profitable

Aerostructure production base

e Automate indirect operations through Al/loT
e Enhance procurement networks in North America and Asia

business S
Initiatives for new programs

Commercial

e Participate in new program for narrow-body aircraft utilizing
composite technology and automated assembly technology

Aviation Strengthening of
Aircraft OEM MRO business

o Capture demand recovered from the impact of COVID-19 in the
North American MRO market of CRJ program through expansion
of maintenance hangars

business
SpacelJet Program

o Utilize obtained knowledge and expertise
e Consider various business possibilities for commercial aircraft

BT Existing business

o Steadily conduct our next core projects (F-X: Japanese next
generation fighter, H3 Launch Vehicle)
e Expand business for Command and Control systems and M&S*3, etc.

existing domestic
and peripheral
fields Related business

e Expand MRO&U, and education and training

e Expand into new related business fields (space [including
utilization of satellite information], cyberspace, unmanned
vehicles, etc.)

Integrated
Defense
& Space Overseas

Application of MHI products
for foreign military

Systems business equipment

e Utilize channels with overseas manufacturers cultivated through
existing businesses

e Cooperate with the Japanese government in parallel with inter-
company talks

QGENEIR International development

projects

e Launch international development projects with allies (supporting
the Japanese government)
e Enter international development projects

Establishment of
civil businesses
using dual-use
technologies

e Utilize core technologies of defense and space

e Expand civil business particularly in the safety and security
field (cybersecurity, warning surveillance, wide-area status
observation)

*3 M&S: Modeling and Simulation
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A Conversation with the CFO

Hisato Kozawa
Executive Vice President, CFO

Shoichi Tsumuraya

Professor, Graduate School of Business
Administration, Hitotsubashi University

We invited Professor Shoichi Tsumuraya of Hitotsubashi University, an expert in financial
accounting with specialization in disclosure and corporate governance, to meet with CFO
Hisato Kozawa to discuss the new financial and capital strategies included in the 2021

Medium-Term Business Plan.

Basic Approach to Financial Strategy and Capital Policy

Professor Tsumuraya, thank you for com-
ing today. Through our conversation today, | hope to give
readers of the MHI Report a greater understanding of MHI
Group's roadmap to value creation and our financial and

capital policies.

Thank you for inviting me. From my posi-
tion as an outsider to MHI, | look forward to asking you a

variety of questions.
In preparing for our conversation, | looked back over
MHI's past financial materials. It is my understanding that

your company reached a major turning point in the wake

MHI REPORT 2021

of the 2008 Financial Crisis, after which focus shifted to

financial policy stressing cash flow and the balance sheet.

How do you rate your progress toward achieving your

financial and capital targets so far?

As you may know, one of our most important
KPIs is what we call the “Triple One Proportion,” or “TOP"
TOP refers to an ideal 1:1:1 ratio of revenue, total assets,
and market value. In terms of the relationship between
revenue and total assets, i.e., asset turnover, | would rate
our progress in achieving a robust business structure at

around 90%. On the other hand, in terms of the ratios of

Sustainable Growth through
Resolving Social Issues

both revenue and total assets to market value, | do not
think we have even reached 50% yet. Increasing profit-
ability in particular remains a challenge to raising our

market value.

Slmltie)El | appreciate your offering such a clear
picture of your view of the issues MHI currently faces. |
think the way your company tracks its progress, that is
by maintaining focus on medium and long-range targets
spanning multiple business plan terms, is very effective.
At the same time, it is important to maintain a bal-
ance between short-term goals and medium to long-term

goals. What is your thinking concerning timelines?

At MHI, most of our businesses have long
timelines, and | think our share price reflects our share-
holders' and investors’ expectations regarding our total
performance over the medium to long term, rather than
our short-term financial results. For this reason, MHI
management places importance on optimizing our busi-
ness portfolio with a long-term perspective and executing
long-term strategies. Of course, in order to earn the trust
of the capital markets regarding our medium and long-
term strategies, | believe it is important that we achieve
positive ongoing results in the short term as well. This is
because, inevitably, our management will be evaluated

based on short-term business performance.

My Aims as CFO as Outlined in the 2021 Medium-Term Business Plan

| understand that the new 2021 Medium-
Term Business Plan was formulated using a backcasting
approach starting from your company's vision for 2030,
which is based on the approaches to financial and capital
policies that you just explained. What are the main goals

of the new Plan and its particular areas of focus?

To begin, in recent years our business plans
have successively gone unachieved, so the management
team is firmly resolved to make sure the new Plan’s
targets are realized.

The 2021 Medium-Term Business Plan has two
themes: developing growth areas, and strengthening
profitability. In order to ensure smooth optimization of the
business portfolio, we have deemphasized business scale,
i.e., the top line, which we had stressed heavily up until
now. We have taken this approach for two main reasons,
first, because top line targeting can at times hold back
business portfolio adjustments, and second, because we
intend to pursue a business strategy focused on the bal-

ance sheet, rather than on the P/L.

In the new Plan, we focus on three financial indicators:
business profit margin, interest-bearing debt, and return
on equity. Our intent is to address one core issue: improv-
ing company-wide profitability. We will also seek to accel-
erate investments into new areas while maintaining finan-

cial discipline and to achieve ROE in excess of capital costs.

From what you have just said, | sense that
your company is placing extreme importance not only on
profitability but also on business portfolio management,
which is directly connected to total assets and capital effi-
ciency. Although there are some sensitive aspects to this,
| think portfolio optimization needs to be executed flexibly

and dynamically, too.

Yes, optimization of our business portfolio is
extremely important, and this is something our manage-
ment team is discussing seriously on an ongoing basis.
There are two points regarding business portfolio
management that | consider most important. The first is

for MHI Group to pursue businesses that offer us growth

MITSUBISHI HEAVY INDUSTRIES GROUP

51



52

A Conversation with the CFO

potential and potential value expansion, and to consider
divesting businesses in which other companies arein a
better position to achieve growth. Previously, we tended
toward an approach centered on generating revenue
through expansion; going forward, we will lay stress on
who is better positioned to grow a particular business,
MHI or another company. For the employees who work in
the businesses concerned, it only makes sense that they
will be happier and have a more positive outlook if they are
in an environment conducive to growing their business.
The second point | always consider is whether or not
a business offers MHI the potential to be Number One-
or the Only One—-in Japan. Of course, we also consider
partnerships with international companies, mergers,
and acquisitions. But given the current mature state of
the Japanese economy, | believe consolidating dispersed
resources will also be an important option, including from

the perspective of industry reorganization.
| completely agree. This is something com-

mon to all industrial sectors. | think reorganization within

Japan is needed to attempt joining the ranks of inter-

P Financial indicators over time

FY2018
Revenue ¥4.1 trillion
Business profit margin 5%
ROE 7%
Total assets ¥5.1 trillion
Interest-bearing debt ¥0.67 trillion
Equity ¥1.7 trillion
Debt/Equity ratio 0.4
Equity ratio 34%
Dividend per share ¥150
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About MHI Group

national conglomerates. In that respect, it is important
to consider how to create cash flows from a long-range

perspective, taking capital costs into consideration.

| agree. There are businesses that currently
generate weak profits but which have the potential to
grow significantly by becoming part of MHI Group. At

the same time, | think there are some businesses within
MHI Group that could stagnate in the next several years,
but which could be targets for resource investment at
other companies. We should consider divesting such
businesses as soon as possible. In the medium to long
term, waiting to divest such businesses until after their
earnings have fallen will only cause negative results for

stakeholders on both sides.

In conjunction with the Company’s goal of
strengthening profitability, besides business portfolio op-
timization and growing existing businesses, | believe that

reducing SG&A is also important.

FY2020 FY2023
¥3.7 trillion ¥4.0 trillion
¥4.8 trillion ¥4.5 trillion
¥0.9 trillion ¥0.9 trillion
¥1.4 trillion ¥1.5 trillion

0.6 0.6

28% 33%

¥75 ¥160
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