Here we present an overview of MHI’s financial results for the first quarter of FY2016,
the period from April through June 2016.









This table presents a summary of the Company’s FY2016-1Q results.

Orders received totaled 924.1 billion yen, an increase of 102.3 billion yen from the year-
earlier level. Growth was attributable to an increase in orders in the Energy &
Environment segment.

Net sales finished at 847.2 billion yen, down by 84.1 billion yen year-on-year. As of the
end of the first quarter, sales are thus down from the level of a year ago.

Operating income, impacted by the decline in net sales, decreased 33.9 billion yen year-
on-year, ending at 24.9 billion yen. Gross margin, however, was close to 20%, virtually
unchanged from the year-earlier level. We attribute this low level of operating income to
two factors: 1) decreased gross income owing to reduced sales, and 2) increased SG&A
expenditures linked mostly to the acquisition of UniCarriers Corporation.

Ordinary income declined by 78.2 billion yen year-on-year, finishing 16.6 billion yen in
the red. This resulted from 1) a foreign exchange loss, including revaluations at the end
of the quarter, arising from the yen’s rapid appreciation, and 2) loss from equity-method
investments. Mitsubishi Motors Corporation was removed as an MHI equity-method
affiliate effective the end of the first quarter; but in line with Japan’s accounting
standards, the carmaker’s first-quarter earnings are factored into MHI’s quarterly results
as an equity-method investment loss.



The Company booked an extraordinary loss in the amount of 7.3 billion yen, a
deterioration by 5.5 billion yen from the year-ago level. The decline owed to the booking

of revaluation losses on investment securities amid the stock market’s current downward
trend.

As a result of the foregoing, net income — i.e. profit attributable to owners of parent —
ended the quarter with a loss of 12.1 billion yen. EBITDA finished at 67.4 billion yen.



Here, we have a breakdown of the quarter’s financial results by segment.

Operating income suffered a significant year-on-year decrease in the Commercial
Aviation & Transportation Systems segment. Three factors contributed.

First, business involving commercial aircraft components for Boeing, which forms the
core of sales in this segment, was heavily impacted by the yen’s strength during the
term, since sales are booked in dollars whereas costs are primarily incurred in yen.

Second, the MRJ’s accelerating development costs increased during the term to acquire
type certification.

Third, business in commercial aircraft components for Bombardier was adversely
affected by a drop in the number of aircraft produced.

Operating income also declined year-on-year in the Machinery, Equipment &
Infrastructure segment, although performance of this segment’s various businesses was
mixed. The results figures reflected struggling performance in the metals machinery
business, largely due to the slowdown in the Chinese economy.



Here, we explain the Company’s balance sheets as of the end of the first quarter. Total
assets finished at 5,301.2 billion yen, down 201.7 billion yen from the end of FY2015.

The main factors that contributed to the decline were 1) a decline in trade receivables,
2) a decrease in other current assets (cash on hand, deposits, etc.), 3) a drop in total
fixed assets attributable to ongoing depreciation, and 4) a decrease in investments and
advances, including the Company’s holdings in Mitsubishi Motors.

The major factors, positive and negative, affecting total liabilities and net assets were as
follows:

Interest-bearing debt increased by 42.1 billion yen. This owed primarily to a negative
free cash flow for the quarter, and new issuance of commercial paper to meet short-
term financing demand.

Net assets decreased by 117.6 billion yen during the quarter. Three main factors
contributed: 1) the term’s net income loss, 2) payout of dividends, and 3) revaluation
loss stemming from the yen’s recent strength and the downturn in the stock market.

One approach to reading the balance sheets on which the Company is now focusing is
the relationship between 1) the total of trade payables and advance payments received



on contracts and 2) inventories. This relationship indicates whether or not production
financing can be raised from interest-free debt. Presently, the total expressed in 1) stands
at approximately 1,500 billion yen while 2) inventories are close to 1,400 billion yen.
From these figures we conclude that our balance sheets are relatively sound.



Here, we explain our main financial indicators and cash flows.

Free cash flow, one of MHI’s most important management indicators, ended the first
guarter at -125.4 billion yen. The prime cause behind the operating activities cash flow
finishing in negative territory was the significant financing demand generated by the
cruise ship currently under construction and by the MRJ, which is now undergoing flight
testing. The negative territory registered by investing activities cash flow owed to 1)
investments to increase production and enhance productivity relating to commercial
aircraft components for Boeing, and 2) investments into testing facilities for new gas
turbines.

Overall, the situation is relatively firm, and going forward we will continue to devote our
resources to improving free cash flow, one of the Company’s most important
management focuses.



Now, we will review the quarterly results by segment.

Orders received expanded to 924.1 billion yen, primarily thanks to increased orders in
the Energy & Environment segment.

The increase recorded in the Energy & Environment segment came mostly from
overseas orders for conventional large-scale thermal power plants. The Commercial
Aviation & Transportation Systems segment posted a decrease in orders for commercial
ships (LNG carriers, etc.) and commercial aircraft. The Integrated Defense & Space
Systems segment marked an increase in orders for defense aircraft and special vehicles.
The Machinery, Equipment & Infrastructure segment saw an increase in orders for
forklift trucks — the result of M&A synergies — but a decrease in orders for metals
machinery amid stagnation of the global economy.

The order backlog as a whole finished the quarter at 6,797.2 billion yen, down 97.9
billion yen from the level at the end of FY2015. The reason why the order backlog
contracted during the term reduced despite the fact that the term’s net sales exceeded
the term’s orders received, was because foreign-currency based orders were revalued in
accordance with actual forex rates at the term’s end, resulting in a decrease by 174.8
billion yen.

The order backlog does not include work (mass-manufactured products, etc.) ordered



and booked to net sales during the same term. A backlog of 6,797.2 billion yen is
equivalent to approximately 2 years’ worth of work.






Here, we see a segment breakdown of the quarter’s net sales.
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Here now, we have a breakdown by segment of the term’s operating income.

The drop seen in the Energy & Environment segment came largely as a reaction to the
completion of highly profitable work on chemical plants a year earlier. Margin on
thermal power plant business itself has actually improved slightly from the year-ago
level, so in our view the steady earning capacity of that business has not deteriorated.

Regarding the drop in operating income seen in the Commercial Aviation &
Transportation Systems segment, as we explained earlier in slide #4, this owed mainly to
forex effects and production decreases in the commercial aircraft business, coupled with
increased development costs for the MRJ.

Operating income in the Integrated Defense & Space Systems segment was virtually
unchanged from the year-ago level.

The decline in operating income in the Machinery, Equipment & Infrastructure segment
was due primarily to reduced sales of metals machinery.
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Now, we will present the Company’s current forecasts for FY2016.

Our forecast for orders received remains unchanged from our previous figure. As a result
of fluctuations in the global economy, we expect to see a drop in the metals machinery
market and reduced demand for compressors as investment enthusiasm wanes in the oil
and gas industries. Overall, however, our assessment is that orders are relatively firm.

The Company has revised its net sales forecast to 4,300 billion yen, down 100 billion yen
from our previous plan. The revision reflects changes in our forex rate assumptions going
forward and the downward trend anticipated in sales of metals machinery, etc.

The operating income forecast has also been lowered, by 20 billion yen, to 330 billion
yen. Although we see no problem in the gross income level, i.e. steady earning capacity,
we have revised the forecast downward in reflection of the foregoing downward revision
to our sales forecast.

We have also lowered our ordinary income forecast, to 280 billion yen, down 50 billion
yen from our earlier projection. In this case, the revision factors in the foreign exchange
losses booked in the first quarter and the equity-method investment loss suffered from
Mitsubishi Motors.
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As a result of the foregoing, we have revised our net income forecast for the year to 100
billion yen, down 30 billion yen from our previous forecast.

Our free cash flow forecast remains unchanged.

We have also made no change to our dividend projection.

This concludes our presentation of MHI’s financial results for FY2016-1Q.
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