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Profile

Explore the Engineering Edge

The IHI Group explores unknown territory
by consolidating the strengths of
individuals who love manufacturing, and
continues to create a prosperous future for
humanity and the earth with its fresh,
unrestricted thinking and highly crafted
technological capabilities.

On July 1, 2007, our corporate Group took a new step toward renewed forward-looking development.

We changed our corporate name from Ishikawajima-Harima Heavy Industries Co., Ltd. to IHI Corporation
and integrate the brand to include the Group as a whole. Our aim is to join forces as a Group to achieve
further growth as well as to promote IHI's further evolution as a global company into the future.
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Cover StOI’y Based on our management philosophy of “Using technology for the benefit of society,” IHI Group combines
its dynamism, which extends from the land and sea to sky and space, to provide the total solutions that

society and the world have come to expect of it.
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3. LNG tank in Spain
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Cautionary Statements with Respect to Forward-Looking Statements

Statements made in this annual report with respect to IHI’s current plans, estimates, strategies and beliefs
and other statements that are not historical facts are forward-looking statements about the future perfor-
mance of IHI. These statements are based on management’s assumptions and beliefs in light of the infor-
mation currently available to it and therefore readers should not place undue reliance on them. IHI cautions
that a number of important factors, such as general economic conditions and exchange rates, could cause
actual results to differ materially from those discussed in the forward-looking statements.



Financial Highlights

Years ended March 31, 2007, 2006 and 2005
Ishikawajima-Harima Heavy Industries Co., Ltd. (Now IHI Corporation) and Consolidated Subsidiaries

Thousands of

Millions of yen U.S. dollars
2007(%) 2007 2006 2005 2007 2007
Net sales ¥1,221,016 ¥+,234,85t ¥1,127,075 ¥1,089,047 $10,343,211 $-16,466,407
Operating income (5,626) 24,617 21,771 10,619 (47,658) 208,530
Net income (4,593) 15,825 5,283 2,180 (38,907) 134,653
Total assets 1,536,078 +,535;441 1,461,796 1,387,838 13,012,097 13,606,761
Total net assets () 227,047 247,465 169,237 153,716 1,923,312 2,096,273

Note: (*) These figures were revised as of December 27, 2007.
(**) The data previously presented as "Total shareholders' equity" are shown as "Total net assets" based on new accounting standard
from this fiscal year. See Note 2 to the consolidated financial statements.

Yen U.S. dollars
Amounts per share:
Net income ¥ (3.46) ¥—11+93 ¥ 3.93 ¥ 156 $ (0.03) $—6-16
Cash dividends ¥ 400 ¥ 2.00 ¥ 0.00 $ 0.03

Note: For convenience only, U.S. dollar amounts in this report have been converted from yen at the rate of ¥118.05=US$1,
the approximate rate of exchange prevailing on March 31, 2007.

07 I 1,221.0
‘06 T 1,127 41

Net Sales 05 I 1,089.0

(Billions of yen)

04 mm—m— 1,047.4
03 I 1,019.1

(4.6) mm’07

06 s 5.3
Net (Loss) Income o5mmm 2.2

(Billions of yen)
(38.4) 04
9.7) 6’03

07 I 1,536.1
‘06 I 1,461.8
Total Assets )

(Billions of yen) 05 1,387.8

04 I 1,377.0
O3 I 1,381.2

Figures are for respective years ended March 31.
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To Our Shareholders

In September 2007, IHI Corporation announced the
potential revisions to the operating performance forecast
for the fiscal year ending March 31, 2008 due to signifi-
cant losses in its Energy and Plants Operations. As subse-
quent investigation showed, operating performance in the
said Operations had significantly declined; a portion of the
shortfall, which was found to have been reflected in the
fiscal year ended March 31, 2007, has been retrospectively
applied to accounts settlement for the said fiscal year.

The causes of the decline in operating performance
are set out below. IHI Corporation is taking the situation
extremely seriously and countermeasures are in process
to prevent a recurrence. IHI Corporation sincerely apolo-
gizes to all of its shareholders and many other stake-
holders for the great inconvenience and anxiety that this
situation has caused.

Cause of the Decline in the Operating
Performance

At the stage of the investigation in September 2007, an
Internal Investigation Committee was set up to look into
the extent of the decline and detailed factors which
caused it, and to establish countermeasures. In addition,
an External Investigation Committee made up of lawyers
and a certified public accountant was established for
the purpose of verifying the investigation items and
results conducted by the former. Both of the Committees
commenced their investigations respectively, and pub-
licly announced the findings, which are set out below, in
December 2007.

(1) Initially, the total extent of the financial deterioration
which occurred in the Energy and Plants Operations

was ¥ 89 billion, made up of the following:
- Decline of profitability in the overseas cement plant
business: approx. ¥ 13 billion
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* Decline of profitability in overseas projects (excl.
cement plants): approx. ¥ 7 billion

- Disruptions of domestic boiler projects and the
production of chemical engineering machines
(reactors): approx. ¥ 23 billion

- Prolonged negotiation over the increase of the
contract price: approx ¥ 18 billion

- Failure to achieve the cost reduction effects reflected
in the cost forecast for projects subject to the per-
centage of completion method: approx. ¥ 28 billion

(2) Direct causes of the significant decline in the
operating performance were as follows:

- The concentration of construction projects placed
strain on final work processes, with problems
resulting in cost increases through project schedule
disruptions. Furthermore, the schedule disruptions
caused inevitable delay in identification of the excess
costs over total budget.

- As a result of the commercial practice of negotiating
contract fees for additional work when entering the
final stages of the work, results fell far below fore-
casts due to; failure to collect and organize sufficient
materials for price negotiation, protracted negotia-
tions, and/or reduction in the proposed increase of
contract prices.

- The application of the percentage of completion
method to large-scale projects-in cases when the
expected profits of ongoing projects significantly
declined, -inherently amplified losses for the fiscal
year when such decline was found.

(8) The following problems inherent in Energy and Plants
Operations exist in the background of the above
direct causes: Operations faced the following
inherent problems:

- An organizational structure where the sales and
operational divisions were not capable to have
sufficient communications for the planning of
operation, thus the orders exceeded the capacity.



- Cost reductions were built into budgets to ensure a
certain level of profit; however, these reductions
were not realized for a variety of factors, including the
project schedule disruptions.

= In order to recover fixed cost, it was emphasized to
achieve profit targets by an increase of net sales
and orders received. Under such circumstances,
management capabilities were overstretched and
project profitability deteriorated as processes
suffered disruption.

In addition, there existed the following problems within
the internal control system:

+ Shortcomings in risk management, which resulted in
an inability to appropriately assess risk.

+ Shortcomings of interactive communication between
upper management level (Operations / Divisions) and
lower executing level (Departments / individual
groups), as well as insufficient control activities (in
Operations) and monitoring system (in Head Office).

Correction of Financial Results
for Previous Fiscal Year

In correcting the financial results for the previous fiscal
year, the focus was on a portion of decline that was
determined attributable to cost reduction that had been
without impartial consideration or inappropriately
included in accounts settlement for the fiscal year
ended March 31, 2007; as well as being attributable to
cost increases that were not reflected in the said fiscal
year. It resulted in a reduction of a total of ¥ 30.2 billion*.
Furthermore, according to the Committees' findings, this
revision was caused by the following reasons:

- In Operational and Divisional departments, profit was
given the highest priority. This attitude caused the
calculation of forecasts of total costs incurred on
projects subject to the percentage of completion
method to be based on imprudent or optimistic
interpretations.

- There were problems in information transmission
under the internal control system wherein informa-
tion on projects was not conveyed from the relevant
departments to administration departments in a
timely manner.

- With regard to cost management, responsible
departments within Energy and Plants Operations
were unable to fulfill their roles as they were short-
staffed and lacked experience.

With regard to these issues, the External Investigation
Committee has verified that there is in fact no indication
that losses were intentionally hidden and their disclosure
purposely delayed, and other than in the Energy and
Plants Operations, no inconsistencies were found in the
financial accounting process.

Ongoing and Future Measures

In order to prevent any recurrence of similar problems,
the following measures are to be taken:

- Structuring a J-SOX compliant internal control system
has already been commenced and the Company is
working on the construction of an objective, trans-
parent and effective internal control system.

- In order to create an atmosphere in which it is
possible to have liberal and open-minded discussion
with all levels, regardless of rank, a morale survey
looking into such factors as the corporate culture is
to be conducted on an external consultation basis.
The results of this survey will be fed back to each
division so as to prompt improvements in those
workplaces where problems exist.

Furthermore, in response to due respect to be paid on
risk assessment in Energy and Plants Operations, there
are plans in place to enhance the head office's function
to review major projects prior to order acceptance, and
establish a new organization to enhance audits of inter-
mediate cost and risk management, thus the enhance-
ment of project audit functions from January 2008. To
improve monitoring, Cost Accounting and Control
Groups in the said Operations are to be transferred to
the Finance and Accounting Division.

Promotion of reforms to the organizational structure
and corporate culture as well as training will be imple-
mented in consultation with the human resource and
related divisions.

Taking the gravity of the current situation as a warn-
ing, and, recognizing that all senior management
involved should shoulder responsibility, severe measures
have been carried out.

In Conclusion

The current situation is recognized as the gravest in the
over 150-year corporate history for IHI Corporation. We
will endeavor to accomplish the management reforms
being in process for these few years, in order to ensure
that this situation does not occur again, thus achieving
the targets of the new medium-term management plan
that commenced in 2007. We would seek for your sup-
port and understanding.

*Revisions to Previous Fiscal Year's Energy and
Plants Operational Results (before and after revision)

(Unit: Billions of yen)

Net sales Operating Orders
income received

Fiscal year ended March
31, 2007
(before revision) 3707 @8 349.8
Fiscal year ended March
81,2007 356.9 (33.0) 351.3
(after revision)

£

Kazuaki Kama
President and Chief Executive Officer
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IHI at a Glance

Logistics
Systems and
Structures
Operations

(Billions of yen)
07 I 183.3
‘06 1855
‘05 i 188.2
‘04 202.8
‘03 216.9

(Billons of yen)
(6.3) =07
(2.8)m°06
(3.2) 05
04 2.3
‘03 4.0

Industrial
Machinery
Operations

(Billions of yen)

07 I——175.9

(Billions of yen)

07 I 11.5

Energy and
Plant
Operations

Aero-Engine
and Space
Operations

‘06 T 162.4 ‘o6 7.5
‘05 L 144.0 ‘051 2.1
04 B 1297 (8.8) 04
03 105.5 (1.3)1°03
(Billions of yen) (Billions of yen)
07 W 356.9 (33.0) i 07
06 311.1 ‘061 7.0
‘05 314.9 ‘057 6.8
04 268.9 (19.7) 1§04
‘03 273.7 ‘03" 2.2
(Billions of yen) (Billions of yen)
07 I 297.9 07 I 16.3

‘06 . 269.5
‘05 . 238.4
‘04 s 2414
‘O3 mmmEm 248.9

‘06 16.5
‘O5 N 13.0
‘04 9.3
‘03 10.2

Shipbuilding
and Offshore
Operations

(Billions of yen)

07 I 132.7
‘06 T 116.2
‘056 1221
‘04 T 118.0
‘O3 T 113.3

(Billions of yen)

'0711.6
(8.6) 06
(13.6)m§1°05
(20.7)mm1 04
'03m4.7

Other
Operations

(Billions of yen)
’07 I 161.6
‘06 i 163.2
‘05 e 1621
‘04 1734
‘03 1614

(Billions of yen)

07 4.3
‘061117
‘0549
‘0488
‘03 b.2

Notes: Net sales and operating income for each segment include inter-segment transactions.
Figures for 2007 in Energy and Plant Operations were revised as of December 27, 2007.
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(Billions of yen)
07 I 174.3
‘061685
‘o5 1855
‘04183.8
‘O3172.6

'07 Net Sales

by Segment

14%

Ishikawajima Transport
Machinery

Ishikawajima Construction
Materials

Ishikawajima Ship & Chemical
Plant

*Kansai Segment
Kanto Segment

IHI SA Technology
Niigata Transys

PC Bridge

IHI Logistics Technology
ISMIC

Nishi-Nihon Sekkei Engineering

Group Companies Main Products

®Material handling
systems

@®Physical distribution
and factory automation
systems

®Parking systems
@®Bridges

@Construction materials
and others

(Billions of yen)

Voith IHI Paper Technology

Ishikawajima Mass-Produced
Machinery(*2) (*3)

®lron and steel

Ishikawajima Iwakuni Seisakusho (*1) manufacturing
; i ‘ ; * IHI Charging Systems International i
07 I 205.5 :s:l;awa{fma 'Qd-ﬁ-sfga' Machinery(*1) o equipment
106 I 140.4 *; I :WIaJImE:N elkl( ) IHI Charging Systems International ®Turbochargers
. ondo Iron Worl S. SpA. ®Mass-produced
05 I 129.4 *Turbo Systems United ® IHI Turbo America machinery
) JH Corporation IHI Turbo (Thailand) and others
04 211 IHI Metaltech ikawaii i Servi
Ishikawajima Hanyoki Service(*3)

03 99,1 Ishikawajima Machinery Engineering Ishikawajima Compressor Service(*3)

IHI Packaged Boiler Ishikawajima Inspection & ®Boilers

(Billions of yen)

07 . 351.3

‘06 310.6
‘05 331.8
‘04 324.9
‘03 209.6

Kotobuki Iron Works
Niigata Power Systems
PT Cilegon Fabricators
NICO Precision

Kanamachi Purification Plant
Energy Service

Nagoya Plastic Handling
YeIHI Logistics
Ishikawajima Kankyo Engineering

Instrumentation
Ishikawajima Plant Engineering &
Construction
Ishikawajima Plant Construction
*FELGUERA-IHI S.A.
YIHI ENGINEERING AUSTRALIA
JURONG ENGINEERING
ISHI POWER SDN. BHD.
Jurong Engineering (Philippines) Inc.

©Gas turbines

®Components for
nuclear power plants

©Environmental control
systems

©Storage facilities
and others

(Billions of yen)

IHI Aerospace

@Jet engines

(Billions of yen)

07 I 188.1
‘015613
‘05 1356.2
‘041467
‘031416

23% Ishikawajima Precision Castings @Space-related
‘07 IS 257.3 |HI Master Metal equipment
and others
'06 I 246.8 Galaxy Express
'05 I 234.0 INC Engineering
04— 220 6 IHI 'Aeros"paoe Engine'ering
Ishikawajima Jet Service
O3 219.4
(Blllions of yen) 10% IHI Marine United @®Shipbuilding
IHI Amtec @®Ship repairs
'07 I 184.7 IHI Kure Marine Construction ®0Offshore structures
'06 I 218.0 IHI Marine and others
‘05N 143.3
‘04 N 142.0
‘03 118.1
IHI Scube wSan-Etsu
2%

1

Ishikawajima Kougyo
*Kaisho Shipping ®
*Tachihi Kaihatsu @
Chiba Warehouse
TFI Corporation
Tokyo-Wan Tochi
Ishikawajima Technical Training Institution
IHI Construction Machinery
Ishikawajima Shibaura Machinery(*4)

*New Tachikawa Aircraft
Star Farm Machinery Manufacturing
Diesel United
IHI Trading

Ishikawajima Construction Machinery
Sales

IHI EUROPE Limited
ISHIKAWAJIMA EUROPE B.V.
IHIINC.

®Diesel engines

®Agricultural machinery

@®Construction machinery

®Financing and service
and others

Notes: Unmarked companies are consolidated subsidiaries

Y¢: Non-consolidated subsidiary

*: Affiliated company (® : companies accounted for by the equity method)

Companies with asterisks changed their names to the following on July 1, 2007.

*

%,

New names: (*1) IHI Machinery and Furnace (*2) IHI Turbo (*3) IHI Compressor and Machinery (*4) IHI Shibaura Machinery

Ishikawajima Seiki changed its name to IHI SEIKI on October 1, 2007. (*5)
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Review of Operations

Logistics Systems and Structures Operations

Logistics Systems and Structures saw the first signs of a market recovery as Japan pulled out of a temporary downward spiral
in public spending, and the trend in private-sector investment in plant and equipment was generally favorable. This situation
benefited sales of logistics systems and deck cranes while the concentration of resources and selectivity in the acceptance of
new orders began to have a positive effect in the material handling and parking systems businesses, and signs of a recovery
began to emerge.

As a direct result of these conditions and an aggressive sales development program, orders for the segment increased 10%
compared with the previous fiscal year to ¥174.2 billion. The main construction order received was for a continuous ship
unloader for Taiwan. Sales edged down year on year to ¥183.2 billion, the main success being a bridge over the Kizu River for
the Ministry of Land, Infrastructure and Transport.

An operating loss of ¥6.2 billion was attributable to such factors as a decline in bridge sales.

Deck Crane Cumulative Production Volume Reaches 5,000 Units

In July 2006, Aichi Works safely conducted and completed factory trial operations of a deck
crane that marked an unprecedented milestone in Japan: the 5,000th unit built since the start of
production at IHI in 1963.

Deck cranes, which are mounted on the decks of bulk carriers, container vessels and refrig-
erated cargo carriers, are indispensable deck machinery in regions that lack port cargo handling
infrastructure. 4

The No. 1 manufacturer of deck cranes for marine use, IHI currently maintains the largest .‘__ﬁ F
share of this market. -

IHI supplies its deck cranes not only to IHI Marine United Inc., but also to shipyards all over
Japan, especially those in the Chugoku and Shikoku regions.

IHI's 5,000th deck crane

Order Received for One of World's Largest Iron Ore/Coal Continuous Ship
Unloaders

Ishikawajima Transport Machinery Co., Ltd.(IUK) received an order from Dragon Steel
Corporation (Taiwan) for two pier-mounted, bucket elevator-type continuous ship unloaders for
discharging iron ore and coal from bulk carriers.

These continuous ship unloaders are to be used for discharging iron ore and coal at a newly
constructed steel mill. At 3,000 tons of iron ore or 2,000 tons of coal per hour, each unloader
possesses one of the largest discharging capacities in the world. Deliveries are scheduled to
commence in September 2008.

In the years ahead, IUK will continue to take steps, both in Japan and overseas, to expand
sales of bulk handling equipment and undertake focused and aggressive sales action. IUK’s goal
is to win two to three orders for continuous ship unloaders per year, especially in Asia, where
prospects for growth in demand remain high.

Iron ore / coal continuous ship
unloaders

Sales of New Parking System Has Begun

In October 20086, Ishikawajima Transport Machinery Co., Ltd. (IUK) began distributing IHI Fork
Parking, a new elevator-type mechanical parking system that enables quieter action and speed-
ier entry and exit.

IHI Fork Parking has fork-shaped lifting and lowering equipment (the cage) that transports the
vehicle and tray on which the vehicle is parked, so that when the two of them are crossed a vehi-
cle can be transferred. Not having to handle pallets to store the vehicles like conventional pallet-
type elevator parking systems shortens entry and exit times. The exit time can be shortened by
30% in comparison, thus reducing the waiting time during peak hours and increasing user satis-
faction. Furthermore, the adoption of rope-based lifting and lowering equipment has reduced Fork parking system diagram
noise and vibration.

IJUK will add IHI Fork Parking to its lineup of existing models and implement an aggressive
marketing campaign.

IHI Annual Report 2007
6



Industrial Machinery Operations

Metal Industries, Ltd.

As a result of favorable market conditions and vigorous capital spending, Industrial Machinery Operations performed well
across its range of products, with both industrial machinery and vehicular turbochargers continuing to enjoy buoyant demand.

Benefiting from thorough market development efforts, orders showed significant gains on the previous fiscal year, rising to
¥205.4 billion. The principal new construction project was a blast furnace ordered for the Wakayama Steel Works of Sumitomo

Sales in this segment rose 8% year on year to ¥175.9 billion. Sales consisted primarily of turbochargers for automakers and
repair work carried out on the No. 3 Furnace at the Kashima Steel Works of Sumitomo Metal Industries, Ltd.
Operating income showed a significant increase over the previous fiscal year, rising to ¥11.4 billion.

Order for New Blast Furnace from Sumitomo Metal Industries, Ltd.

IHI received an order for a new blast furnace for Sumitomo Metal Industries' Wakayama Steel Works.
The scope of IHI work for this new order will encompass everything from the design to fabrication,
installation and trial operation of the main blast furnace unit, the furnace top charging unit, raw mater-
ial transport equipment and ancillary equipment.

This marks the third straight order from Sumitomo Metal Industries for large blast furnace con-
struction, following construction work performed on the new No. 1 Blast Furnace at Kashima Steel
Works in 2004 and repair work on the No. 3 Blast Furnace at the same works.

The new blast furnace is the replacement for the No. 4 Blast Furnace that is currently in operation
at Wakayama Steel Works. The capacity of the new furnace will be 3,700 cubic meters compared with
the existing furnace's 2,700 cubic meters. As a result, the annual production of raw steel by
Wakayama Steel Works will jump from 400 tons to 450 tons.

Production Plant for Key Turbocharger Components and Test Center Completed
In August 2008, Ishikawajima Mass-Produced Machinery Co., Ltd. (IHK), the manufacturer of IHI tur-
bochargers, started production of key turbocharger components at its Shinmachi Works. Completion
of the Shinmachi Works will result in a 50% increase in the production volume of such components
IHI set up a technical center within its Yokohama Works to conduct turbocharger performance
and engine matching tests. IHI can now perform tests at higher temperatures, pressure levels and
revolutions than ever. Combining these abilities with the technical center and IHK's Kiso Works will
enable IHI to develop turbochargers that are better able to respond to customer needs.
The completion of these two facilities will strengthen both the production and development capa-
bilities of the entire IHI Group, allowing it to expand its global production volume from the current 2
million units to 4 million units.

*1 Ishikawajima Mass-Produced Machinery Co., Ltd. (IHK) Shinmachi Works changed its name to IHI Compressor and Machinery Co., Ltd.
Shinmachi Works from July 1st, 2007.

*2 Ishikawajima Mass-Produced Machinery Co., Ltd. (IHK) Kiso Works changed its name to IHI Turbo Co., Ltd. Kiso Works from July 1st,
2007.

Development of Innovative “V-presto” Tunnel-Type Continuous Vacuum Carburizing
Furnace Offers Superior Productivity

JH Corporation, a wholly owned IHI subsidiary, has developed and begun full-scale marketing of the
V-presto tunnel-type continuous vacuum carburizing furnace, which is capable of performing high-
quality hardening of metal component surfaces, such as automobile transmissions, by impregnating
them with carbon molecules. The unit is based on an entirely new concept capable of replacing con-
ventional continuous gas carburizing equipment, providing superior productivity and substantially
reducing processing costs.

The furnace, which is equipped with multiple (up to a maximum of three) carburizing chambers
within a single tunnel-shaped chamber, employs only a heat-insulating door rather than a vacuum-
sealed door as the carburizing chambers' dividing structure (patented in Japan). Dispensing with
vacuum-sealed doors, the primary factor behind the higher manufacturing cost of conventional batch
furnaces, reduced initial costs by 20%. Moreover, the furnace can be installed in a space less than
two-thirds the length of a conventional furnace. As the furnace features an energy-saving design that
reduces heat loss and is capable of maintaining a uniformly high carburizing chamber temperature,
running costs can be improved by as much as 50%.

Industries' Kashima Steel Works

Front view of IHK Shinmachi Works

“V-presto” tunnel-type continuous
vacuum carburizing furnace
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In Energy and Plant Operations, challenging conditions persisted for energy- and nuclear power-related equipment in the

Japanese market. In contrast, there was a significant upward trend in overseas market demand for coal-fired boilers as orders

increased from the United States and Europe in response to skyrocketing crude oil prices. Plant-related equipment, in which a

rise in large-scale capital investment was particularly pronounced overseas, fared well compared with the previous fiscal year.
Under these operating conditions and as a result of intense marketing efforts, the value of orders rose 13.1% compared
with the previous fiscal year to ¥351.3 billion. Major orders included a coal-fired boiler for the U.S. market. Year-on-year seg-
ment sales climbed 14.7% to ¥356.8 billion, the main construction project being an LNG plant for Qatar.
In spite of these developments, an operating loss was ¥33.0 billion due to such factors as the declining profitability of over-

seas construction projects.

IHI to Supply U.S. Power Project with Large Coal-Fired Steam Generator

IHI has been awarded a contract for a large coal-fired steam generator to be supplied to Plum
Point Energy Station in Osceola, Arkansas. Dynegy Inc. is the majority stakeholder in this
power project, which will have a power generation capacity of 720MW.

Plum Point Power Partners (PPPP), a joint venture consisting of a major U.S. engineering
company Black & Veatch and two major general construction companies, Gilbert Southern
Corp. and Zachry Construction Corporation, entered into an engineering, procurement and
construction (EPC) contract for this project. IHI's contract with PPPP is for the supply of the
steam generator unit and technical assistance during the installation, commissioning, and
testing periods of the power plant. Initial operation is scheduled for July 2010.

IHI to Supply LNG Receiving Terminals to China

In August 2006, the consortium in which IHl is a leader has received an engineering, procure-
ment and construction (EPC) contract for an LNG receiving terminal planned by the Shanghai
LNG Company Ltd. The planned LNG terminal will have three storage tanks, again each with a
storage capacity of 165,000 cubic meters, and be capable of receiving 3 million tons of LNG
per year. IHI has constructed numerous LNG terminals in Japan and overseas orders — from
India, Mexico, Taiwan, and the United States —have been on the increase since 2000.

IHI to Participate in Pressurized Light-Water Reactor (PWR) Project

IHI has decided to invest in the new company, which is established in both the U.S. and the
U.K. for acquiring Westinghouse Electric Corporation (BNFL USA Group Inc., owned by
BNFL, a British nuclear power company, and Westinghouse Electric UK Limited, collectively
Westinghouse), and IHI will participate in a PWR project being undertaken by Westinghouse,
a subsidiary of this new company, as a manufacturer of key PWR equipment.

From the electric power supply stability and global warming prevention standpoints, the
business outlook for the global nuclear power industry calls for steady medium- to long-term
growth. Based on its own growth strategy, IHI is placing particular emphasis on the energy
and environmental fields and sees nuclear power as one of its core businesses. IHI has
decided to make an investment as it believes that participation in both PWR and boiling light-
water reactor (BWR) projects will lead to an increasing number of orders in the global market
and greater business stability.

IHI Annual Report 2007
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Review of Operations

Aero-Engine and Space Operations

In Aero-Engine and Space Operations, the harsh conditions in the defense sector continued under the adverse impact of budget
reductions for front-line defense equipment. In the civil aviation sector, the market for aero-engines and engine overhauls was buoy-
ant, spurred by continued active spending on more economical aircraft and regional jets. Steady progress was made with the devel-
opment of the GEnx jet engine, which is currently at the flight test stage and destined for the Boeing Company’s next-generation,
mid-sized civil aircraft project. There was a steady expansion in engine orders to keep pace with aircraft sales, which remained favor-
able, with further growth expected.

Under these circumstances and as a result of concerted sales efforts, IHI gained orders for F110 engines and F100 engine compo-
nents for the Japan Defense Agency (now the Ministry of Defense), civil sector orders for V2500, CF34, GEQ0 and GEnx engines and
components, as well as for V2500 overhauls. Adding orders for related equipment, total orders amounted to ¥257.3 billion, an increase
of 4% compared with the previous fiscal year. Sales of ¥297.9 billion represented a healthy year-on-year gain of 11%.

Operating income remained at about the same level as the previous fiscal year, at ¥16.3 billion.

Expansion of Soma Aero-Engine Works Completed
In May 2006, IHI completed the expansion of its Soma Aero-Engine Works (Onodai, Soma City,
Fukushima Prefecture), which produces jet engine parts for aircraft.

The plant expansion represents both a response to increasing civil jet engine production as
well as a reorganization of our aircraft engine production system.

The expanded Soma facility will have a 1,000 - strong workforce.

Demand, especially for civil jet engines, is on the rise, and production — of the CF34 engine for
regional aircraft; the GE9O, the world's largest jet engine, for the Boeing 777; and the GEnx engine
for Boeing's state-of-the-art 787, which is scheduled to enter service in 2008 — is expanding.

Soma Aero-Engine Works

Final M-V Rocket Successfully Launched

In September 2006, the Japan Aerospace Exploration Agency (JAXA) launched M-V rocket No. 7,
for which IHI Aerospace (IA) had taken a leading role in the development and manufacture of a
majority of components, and safely released the solar observation satellite “SOLAR-B” into sun-
synchronous polar orbit.

The launch marked the last in the M-V series, which began with the launch of the first rocket in
1997. The M-V rocket was designed for space science missions and has been used to launch a
number of observation and exploration satellites.

IHI's strategy is to initiate research into the next solid rocket to succeed the M-V, as it antici-
pates having a role to play in the IA , Japan's only solid rocket project.

M-V Rocket No. 7

Brisk Jet Engine Orders for Next-Generation Passenger Aircraft
IHIis involved in the join