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Business Principles

Corporate Mission Statement

We will aim to become a machinery manufacturer

that continues to provide excellent products and
services to the world.

With integrity being a key principle in the Group,
we will contribute towards society by gaining
high respect and confidence from all stakeholders.

Our Values

Customer First

We exceed customer expectations by providing
sophisticated efficient products and services,
giving the utmost consideration to their needs
and requirements.

Embrace Changes
We will continue to drive and embrace changes
without accepting the status quo.

Commitment to Technology and Innovation

We are passionate about contributing to society by
further developing our unique, in-house technologies.

Respect People
We will nurture an organizational climate that fosters
mutual respect, tolerance and learning for growth.

This annual report includes forward-looking statements regarding the future performance of
Sumitomo Heavy Industries, Ltd. These forward-looking statements are based on
information currently available to the Company and determined subjectively. Future
performance is not guaranteed and all information related to future performance contained
herein is subject to changes in the business environment.
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Based on feedback from
customers, we developed
an on-hoard monitor for a
hydraulic excavator that
prevents accidents.

“I want blind spots to be eliminated from the driver seat of a
hydraulic excavator”.

After hearing this type of safety-improvement related feedback from
customers at construction sites, we decided to develop a
revolutionary on-board monitor system that enables drivers to
directly detect danger over a 270° angle.

By using three cameras, we developed a “field-view monitor” that allows for a
270° view of the back of a hydraulic excavator. By creating a bird’s-eye view of
the situation on the monitor, it allows operators to directly detect danger before
accidents happen.

Sumitomo Heavy Industries, Ltd. Annual Report 2016 4



Embrace Injecting 40 years’ worth of

Changes accumulated know-how in
advanced technology into a

new cutting-edge product.

Expansion of scope of use and market size. A heightened need for We boast more than 40 years of experience in the field of plastic injection molding
reductions in energy consumption. Greater demand for more advanced machines. We are currently developing models for a variety of industries including
quality and performance capabilities. In order to respond to “new values automobile, precision machinery, medical equipment, and IT devices in response to the
required as a result of a changing era” such as these, we are currently needs of an ever-industrializing society.

developing new injection molding machines that use the 40 years’ worth
of accumulated experience, performance and know-how in advanced
technologies.

Sumitomo Heavy Industries, Ltd. Annual Report 2016 6
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New possibilities for
cyclo gear reducers that are
an amalgamation of 70 years’
worth of innovation.

The gear reducer, a piece of equipment that is essential for industrial
motors. The leading name in gear reducers is our CYCLO®DRIVE,
a cyclo gear reducer which is expanding its scope of use around the world.

70 years have passed since we first launched a Japan-made cyclo gear reducer to
the market. In these years, we have worked to increase precision, improve
materials used, and made every effort to reduce its size. In recent years, we are
expanding the use of these products into new areas such as joints for industrial
robotics, wind power generation, and other precision components.

Sumitomo Heavy Industries, Ltd. Annual Report 2016 8



Respect
People

Th
Create an organiza
culture that allows emp
of diverse backgrounc
thrive and bring forth new
innovations and actions to the Grc

The differing capabilities, knowledge, experience and values
of each and every employee within the Group are what will
create new innovations and actions that will allow us to
navigate through a changing era. With this in mind, we
embarked on a challenge in April 2016 to make revolutionary
changes in our management style to promote “Human
Resource Diversity”.

9 Sumitomo Heavy Industries, Ltd. Annual Report 2016
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W Message from Shunsuke Betsukawa, President and CEO

Under new business principles, we will steadily
implement the Medium-Term Management Plan 2016.

President and CEO, Shunsuke Betsukawa

1 1 Sumitomo Heavy Industries, Ltd. Annual Report 2016

f The business principles were completely revised
in 2015. What was the purpose for this?

u Based on the current condition of the

Group, we wanted to clearly identify the
“Corporate Mission Statement” and
“Our Values” with the goal to increase
corporate value.

The Group completely revised its business principles in
November 2015. During the 16 years that have passed since
the last revision of the business principles, the business
structure, financial condition and management environment of
the Group have significantly changed. FY2015 marked the start
of the Group adopting the corporate governance code, which
forms the guiding principles for improving corporate value.
With a view toward this code, we decided to re-define the
“Corporate Mission Statement” which outlines what kind of
corporate entity we want to be, and “Our Values” which are
formed from four acting principles.

Our Corporate Mission Statement states that “VWe will
aim to become a machinery manufacturer that continues to
provide excellent products and services to the world"”. We felt
that this statement is simple, has a clear message, and forms
a core identity, allowing it to permeate within the Group and
also externally. In addition our commitment to grow in a
sustainable manner is specified in Our Values, which are to put
the "“Customer First”, “Embrace Changes”, exhibit a
“Commitment to Technology and Innovation” and “Respect
People”. If each and every Group employee implements the
new business principles that are guided by the “Sumitomo
Business Spirit” that has been passed down over 400 years, |
am confident that we will be able to increase both the
shareholder and social values of our company in the future.

f Please provide some insight in the performance
of the Group in FY2015.

'A We achieved growth in both sales and
profits, highlighted by the record figures
set in sales.

Group sales for FY2015 hit JPY 700.8 hillion, an increase of
5.1% as compared to the previous fiscal year, and also a
record high. From a profitability perspective, the Group posted
operating income of JPY 50.6 billion (a 9.9% increase as
compared to the previous fiscal year), and ordinary income of
JPY 49.1 billion (an 8.9% increase as compared to the previous
fiscal year). As such, we were able to record a growth in both
sales and profits for the fiscal year. The profits attributed to
shareholders of the parent company was JPY 33.1 billion (a
36.1% increase as compared to the previous fiscal year), and
after-tax ROIC" was 7.6%. Although most financial indicators
showed signs of positivity, orders fell by 7.4% as compared to
the previous year, dropping from JPY 740.8 billion in FY2014
to JPY 685.9 billion in FY2015.

1) ROIC (Return on Invested Capital) =

(Operating income + Interest and dividends received) x (1- Effective tax rate*)

(FY average of stockholders' equity + FY average of interest-bearing debt)
* Effective Tax Rate: 40% in FY2014 and 35% in FY2015.

Financial Summary (Unit: JPY billion)
FY2014 FY2015 Change
Orders 740.8 685.9 [ (54.9)
Net sales 667.1 700.8 ] 337
Operating income 46.0 50.6 m 4.6
Operating income ratio 6.9% 7.2% m 0.3%
Ordinary income 45.1 491 [Elao
Ordinary income ratio 6.8% 7.0% [EJ0.2%
Extraordinary income or loss (6.4) (2.0) m 4.4
Current netincome before tax adjustments 38.7 47.2 m 8.4
Current net income 24.3 33.1 m 8.8
Current net income ratio 3.6% 4.7% m 1.1%

Sumitomo Heavy Industries, Ltd. Annual Report 2016 12



W Message from Shunsuke Betsukawa, President and CEO

r. How do you view the progress made in implementing
the Medium-Term Management Plan 20167

'A The targets for sales and operating income
were almost achieved one year in advance
of the set date; a remarkable feat.

The Medium-Term Management Plan 2016 (MTMP16), which
was formulated in May 2014, called for the implementation of
various initiatives across the entire Group based on achieving
“Steady Growth"”, “Returning to Higher Levels of Profitability”,
and making “Persistent Efforts for Operational Quality
Improvements”.

In FY2015, the second year of implementing the
MTMP16, we achieved the sales target of JPY 700 billion,
which was one year in advance of the original target year of
FY2016. In addition, the Group posted operating income of
JPY 50.6 hillion (operating profit margin of 7.2%), slightly shy
of the MTMP16 target of JPY 52.5 billion (operating profit
margin of 7.5%). This meant that we were close to hitting the
targets for both sales and operating income one year in
advance of the set date; a remarkable feat.

As for initiatives to achieve “Steady Growth", each of the
business segments was, for the most part, on plan with sales
targets. However, with regard to “Returning to Higher Levels
of Profitability”, we found that certain segments surpassed
targets while other segments did not.

In terms of Machinery Components, although there was a
global drop in demand for large-scale gear reducers, demand
remained strong from the domestic market along with North
America’s and Europe’s. Moreover, the gear reducers targeted
at small-scale robots also showed signs of positivity. For areas

Progress Status of “MTMP16" (Overall)

where profit conditions have been tough such as Europe,
Australia, South Africa and Brazil, we made an effort to
strengthen the supply chain and worked to build an operating
platform that allows for the generation of steady profits.

In the Precision Machinery segment, sales of a new line
of injection molding machines, which contribute towards the
increased productivity of molded items, trended well and profit
conditions improved. Moreover, reviews of the new line of
semiconductor-related equipment were also positive, pushing
up sales and income in this segment.

In the Industrial Machinery segment, the demand from
the domestic shipbuilding market trended positively, and the
benefits from integrating Mitsubishi Heavy Industries’
industrial crane business also contributed to strong business
performance. Even in the Ships segment, although the
number of vessels handed over was the same as in the
previous fiscal year, we were able to improve the level of
operational capacity and, as a result, were able to return the
segment to profitability from an operating income standpoint.

On top of the strong performance from the various
segments, we also strengthened our strategy to expand our
after-market businesses, an area which we have positioned as
a key growth driver across all areas of the Group. By doing so,
we were able to build a foundation for generating steady
profits in the future.

As outlined above, certain business areas were able to
meet or exceed their plan figures. On the other hand, the
Construction Machinery, and Environmental Plant and Facilities
segments fell short of plan. For the Construction Machinery
segment, the significant drop in demand from China as a result
of the economic slowdown, as well as the drop in demand
from the domestic market due to the accelerated timing of

(Unit: JPY billion)

FY13 actual | FY14actual FY15actual MTMP16 plan FY16 forecast

Sales 615.3 667.1 700.8 700.0 700.0
@ Steady growth to establish CAPEX 191 50.0 0.0
a strong foundation for
sustainable growth R&D 18.6 FY14-FY16 (3 years) 45.0 44.0
Recruiting 152 600 persons Approx. 900
Operating income 34.3 46.0 50.6 525 47.0
@"Return to higher levels of Operating income ratio 5.6% 6.9% 7.2% 7.5% 6.7%
profitability” ROIC 4.8% 6.5% 7.6%  7.0% or more 7.1%
Dividend payout ratio 24.0% 30.2% 29.6% 30% 30.6%
®"Persistent efforts for operational _ Activities to push-up the level of compliance, safety and product
quality improvements” quality will continue to be carried out.

13 Sumitomo Heavy Industries, Ltd. Annual Report 2016

purchases ahead of the change in emission rules significantly
impacted the hydraulic excavator business.

In the Environmental Plant and Facilities segment, there
was an increase in costs due to construction delays for certain
products, while in the Industrial Machinery business, profit
margins fell due to the impact of long-standing quality
problems relating to boilers and medical devices.

Finally, with regard to making “Persistent Efforts for
Operational Quality Improvements”, we strengthened the
operating foundation in the areas of “Compliance”, “Safety”
and “Product Quality”. Continuing on from the previous fiscal
year, during FY2015 we enhanced our product quality
management functions within the Group, made improvements
to our health and safety management capabilities, took
measures to eliminate occupational disasters, and conducted
compliance training on anti-trust laws. Moreover, we carried
out discussion-based compliance training across our China
operations, which enabled us to strengthen our compliance
framework across the Group.

r. To achieve even further growth, what kind of
initiatives will you focus on during FY20167?

i\ Wl We will carry out portfolio management from
the standpoint of optimizing Group functions
and carry out activities aimed at “strengthening
product capabilities”, “expanding service-
related businesses”, and “improving and/or
achieving world-class product quality”.

Depending on each location and each business, the business
environment is different. For example, the stagnation of the
Chinese economy as well as the strengthening of the

Progress of Achieving Issues Outlined in “MTMVP16”

Japanese yen will have a different impact on certain parts of
the business. As such, the initiatives for each location and
each business will need to differ. Nevertheless, in order to
continue our focus on achieving “Steady Growth”, “Returning
to Higher Levels of Profitability”, and making “Persistent
Efforts for Operational Quality Improvements”, we will actively
make strategic investments in a timely manner in areas we
believe are optimal for the Group, and continue to implement
portfolio management activities. At the same time, in order to
achieve growth in each of the business segments, we will
clarify profit targets and priorities based on the growth stage
and external environment of the particular segment, and then
redistribute management resources and promote business
restructuring as required.

| strongly believe that to increase profits in accordance
with these initiatives, we need to be mindful of three key
phrases that are common to all segments of the Group.

*Strengthening Product Capabilities

In addition to brushing up the in-house technologies that we
have cultivated for various products, we will look to strengthen
our product capabilities through the use of common
technologies such as materials and controls. In addition, we
will focus on developing the next generation of products by
accurately reflecting the needs of customers in the
technologies adopted. For example, with regard to “STAF", a
revolutionary manufacturing system that achieves weight
reductions to the automobile body, we are working jointly with
automobile body makers with a view to adopting the system
for automobile body components. We are aiming to
commercialize this business by FY2017. Moreover, we are
carrying out development activities for new products and
services that utilize ICT.

Implementation Condition

Issues

® Focused investment in business areas with potential for growth and high profitability

Exceeded plan

(Facilities, R&D, Human Resources, M&A / Industrial Crane)
® Improve Profitability (Injection molding machines, industrial cranes, turbines)
® Grow service-related businesses

@ Introduce new products to the market (Gear speed reducers, injection molding machines)
©® Re-energize domestic manufacturing plants, and improve competitiveness (Gear speed reducers,

According to plan

injection molding machines, hydraulic excavators, industrial cranes, turbines)

® Re-establish and strengthen global supply chain (Gear speed reducers / Europe and Brazil;

Injection molding machines / Europe)

Did not meet plan

® Decline in profitability due to product quality issues (boilers, medical-related equipment)

(need for plan continuation) — Need to strengthen profitability and engineering capabilities

Sumitomo Heavy Industries, Ltd. Annual Report 2016 14



W Message from Shunsuke Betsukawa, President and CEO

eExpanding Service-Related Businesses

With regard to strengthening our service-related businesses,
we have plans to make fundamental investments in areas
such as marketing, service location network, human resources
and informatization. In addition, we will restructure the sales
process and by doing so promote business expansion in this area.

elmproving and/or Achieving Excellent Product
Quality

One of the Group’s missions is to contribute towards the
development of society through the provision of excellent
products and services. In order to achieve this, we must look
to increase profits as this forms the current in which we can
improve product quality and add value. Areas that we are
looking at include continuous improvements to manufacturing
technologies especially in core areas such as bonding and
processing, carrying out reforms to the manufacturing
process, and promoting innovation activities aimed at
strengthening our engineering capabilities.

On top of all these initiatives, we will continue to seek out
new growth areas through M&A and alliances, and rebuild
parts of the business that are currently unprofitable.

r. Can you please provide some insight into the
strategic direction of investments?

\ Wl We will increase the amounts available
for both capital and R&D investments
particularly for growth areas, with the
aim to increase profits.

Given the strong profit conditions at the moment, we will look
to actively make both capital and R&D investments that
support product, technological and service innovation.

Up to now, we have made investments overseas into
areas such as China, Indonesia and Brazil with an eye on the
globalization of our business. While the future of these
markets remains unclear, our plants in Japan, which are
exhibiting strong financial performance, have started to show
their age. With this in mind, we increased the planned capital
investment amount for the three-year period up to FY2016
from JPY 50 billion to JPY 70 billion. Through this, we were
able to completely overhaul the production lines for injection
molding machines at the Chiba works, and gear reducers at
the Nagoya works. Incidentally, the injection molding machine

Progress of Investment Plan Outlined in “MTMP 16” (CAPEX and R&D)

CAPEX M Growth & high profitability [ Others R&D B Growth & high profitability ¥ Others
(Unit: JPY billion) (Unit: JPY billion)
30 20
24 16
18 12
12 8
6 4
0 Plan Actual Plan Actual Plan Forecast 0 Plan Actual Plan Actual Plan Forecast
FY14 FY15 FY16 FY14 FY15 FY16
Role Major Capital Investments Major R&D Investments
Establish precision gear reducer plant in China Precision gear reducers for use in robots (gear speed
Growth and (gear speed reducers) reducers)
high Enhancements and refreshing of domestic manufacturing  Fully electric-driven, ultra-high speed unit (injection
profitability plants (gear speed reducers, injection molding machines, molding machines)

industrial cranes, turbines)

Models that compliant to next generation emission

Stable Establishment of a training center in Chiba and the U.S. standards (hydraulic excavators)

profitability (hydraulic excavators, mobile cranes)

Manufacturing system for lightweight auto components
[STAF] (industrial machinery)

One-SHI -

Technologies to be adopted in electronics/controls,
ICT, and robots

15 Sumitomo Heavy Industries, Ltd. Annual Report 2016

business leads financial performance within the entire Group.
We also built a training center for hydraulic excavators within
the premises of the Chiba works that aims to enhance
service-related business in this product area, and will lead to
the further expansion of the service network in the future.

As for R&D investments, we have earmarked JPY 44
billion for the three-year period up to FY2016. We are investing
in new facilities that cater for the anticipated demand for more
advanced products such as all-electric, ultra-high-speed gear
reducers for use in injection molding machines and
high-precision gear reducers for the robotics industry. In
addition, we are investing in the development of new hydraulic
excavators in advance of the next-generation of emission
regulations.

r. What are your thoughts on the performance
objectives for FY2016 and shareholder returns?

'A Based on current economic conditions,
we are projecting a drop in sales.
However, we will maintain our dividend
payout objectives for FY2016.

In FY2016, we will implement the aforementioned initiatives in
a steady and timely manner, with our full focus on achieving
the goal sets forth in the MTMP16. We are maintaining a
consolidated sales forecast of JPY 700 billion for FY2016.
However, we are projecting operating income of JPY 47
billion, ordinary income of JPY 44.5 billion, and profits attributed
to shareholders of the parent company of JPY 28 billion. These
declines are primarily due to the slowdown of the Chinese
economy and the drop in demand from Southeast Asia.

With regard to shareholder returns, the Group’s basic
stance on profit sharing is to pay a dividend amount
commensurate to the income earned during the period, and to
keep that amount as high as possible. However, the decision
on the actual amount of the dividend is made after making
considerations for the level of retained earnings necessary to
ensure that the Group is able to sustain a stable business
model in the long term. In the current medium-term
management plan, the Group has set a target of 30% for the
consolidated dividend payout ratio.

In FY2015, the annual dividend (including the interim
dividend) was set at JPY 16 per share, an increase of JPY 4 as
compared to the previous fiscal year. For FY2016, the Group is
forecasting a dividend of JPY 14 per share.

f What is the purpose of the “Diversity Promotion
Pledge™?

'A In an era where change comes quickly
and unexpectedly at times, one of the

most important duties of management is
to bring together human resources of
various backgrounds, and promote an
environment that allows for growth.

In addition to permeating our business principles across the
entire Group, the other initiative we are actively promoting is
diversity. This is because we feel that these two factors are
essential to our goal of achieving sustainable growth into the
future. In an era where social needs and values are
ever-changing, our business principles are to bring together
employees that have diverse values from around the world
and utilize this knowledge to supply customers with excellent
products and services.

One of the keys areas of diversity that we have
recognized is the active participation of women in the
workforce. With this in mind, we added the statement
“Ensuring diversity in the company including active
participation of women" into the “Basic Corporate
Governance Policy of Sumitomo Heavy Industries, Ltd.”, and
made a “Diversity Pledge” to both internal and external
stakeholders in April 2016. One of the goals of the pledge was
to increase the ratio of female new recruits to a figure greater
than 20%. In addition, we are actively looking to promote
more women into the management ranks, and making efforts
to eliminate long working hours through attitude changes
among employees. Of course, just doing this is not enough.
As such, it is necessary to continue to introduce initiatives in
areas such as career development, promotion/relocation, and
work-life balance.

| am of the firm belief that one of the most important
duties of management is to bring together human resources
of various backgrounds, and promote an environment that
allows for growth. In the future, my aims are to continue
promoting diversity within the Group and to achieve
sustainable growth and improvements to corporate value in
order to allow us to meet our shareholders’ expectations.

Sumitomo Heavy Industries, Ltd. Annual Report 2016 16



BNCT - A cancer treatment method that selectively destroys cancer cells

accelerator that can be installed in a medical facility making the
practical use of BNCT, a revolutionary cancer treatment method
that selectively destroys cancer cells without harming healthy
ordinary cells, a reality. The medical field has high hopes for
BNCT as a treatment method for difficult cancers including brain
tumors, a form of cancer that has one of the worst prognoses
among cancers because malignant cells and ordinary healthy

One of the greatest benefits of radiation therapy for treating
cancer, apart from not needing to cut open a person, is that by
applying radiation directly to cancer cells the form and function of
internal organs can be maintained. However, the problem with
conventional radiation treatment that uses X-rays and gamma (y)
rays is that high levels of radiation not only hit cancer cells but
also healthy ordinary cells, negatively impacting their functioning.

With this backdrop, in 2012, we developed the world’s first cells are mixed together.

The BNCT Mechanism that Destroys Cancer Cells

1. A boron compound ('°B) is 2. Cancer cells begins to 3. Through irradiation with a 4. Energy to destroy one cell is 5. Cancer cells that have

injected intravenously selectively incorporate boron thermal neutron ray ('n), the generated incorporated the boron (°B)
(19B) compound boron (°B) compound is compound are selectively
inducted into fission destroyed

Healthy cells  Boron ('°B) compound Thermal Neut
| 1

Fission reaction

Cancer cells

Special Feature
A New Age of Cancer Treatment made
available by the BNCT Cancer Treatment System

BNCT (Boron Neutron Capture Therapy) is a revolutionary cancer treatment method
that does not require the incision of internal human functions. y

Up to this point, however, clinical trials were carried out in large-scale nuclear } o
reactors, making it impossible to bring this treatment method
to practical use within medical facilities. Taking on this
challenge, we developed the world’s first compact neutron
irradiation system.

We have made a giant step towards the increased usage
of BNCT as an effective treatment method for cancer.

The World’s First Compact Neutron Irradiation System that Eliminated

the Need for a Nuclear Reactor

The biggest breakthrough that we achieved in the development of
its BNCT system was the fact that the need for a large-scale
nuclear reactor was eliminated. Historically, in order to carry out
clinical research on BNCT, a large-scale nuclear reactor was
necessary to produce neutrons to irradiate cancer cells that have
been injected with a boron compound. However, nuclear reactors
are difficult to handle and the number of locations to place such a
large-scale piece of equipment was limited. As such, to be able to

introduce this type of cancer treatment system into a medical
facility seemed to be a far-fetched idea. We saw this as a
challenge, and formed an alliance with the Kyoto University
Research Reactor Institute (KURRI), an institution with experience
with BNCT using a nuclear reactor, and used the 30 plus years of
R&D carried out on the cyclotron, to develop the world's first
compact neutron irradiation system.

Irradiation control room

Treatment room

Towards the Establishment of a Radiation Treatment Method that is
Safe and Effective through the Accumulation of Clinical Trials

In order to make the world's first BNCT a reality, we recognized
the need for medical device approval of the system.

With this in mind, the Group formed an alliance with KURRI
and other partners in the fall of 2012 to carry out the world’s first
Phase | clinical trials using a cyclotron. Through this, we were able
to verify the safety of the method and get a better understanding

of the level of side effects. From the result of the Phase I clinical
trial, we commenced Phase Il clinical trials of the system in February
2016, this time with glioblastoma as the target cancer type.

We are aiming to establish a new radiation treatment method
that is safe and effective through the accumulation of clinical trials
using the BNCT system.

Note: The compact neutron irradiation system is currently unavailable for manufacturing and sale, as the device has not received medical device approval.

Sumitomo Heavy Industries, Ltd. Annual Report 2016 18



I At a Glance

‘ Business ‘ Business Profile Main Products Orders Sales ‘ Operating Income
This segment is responsible for gear reducers, whichare ~ ®Power transmission and control LY bilion) LY bilion) LPY bilion) a3 l
essential for motor drives. Gear reducers lower the equipment - - - '._8.'2 -

1 |
rotating speed of a motor while increasing torque. They einverters 6.5/
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This segment is responsible for injection molding
machines that are used to manufacture plastic products,
as well as equipment used to manufacture LCDs and
semiconductors. In the area of injection molding
machines, our products are especially well known for
being able to produce high-precision products. Moreover,
in the semiconductor manufacturing field, our products
are used in cryogenic refrigerators and cryopumps.

®Plastic injection molding
machines

®lon-implantation systems

ol aser processing systems

oCryogenic equipment

oXY stages

eTransfer-molding press machines

®Precision forgings, Defense
equipment

(JPY billion)

(JPY billion)

154.6 154.6 1500

0 2014 2015 F2016 (FY)

orecast

146.4 154.6 1500

150
100
50

0 2014 2015 FZDWG (FY)
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20 18 ! 200
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The products in this segment are well known for their
high fuel-efficiency, as demonstrated by the fact that one
of our hydraulic excavator models was the first piece of
construction machinery that was awarded a prize for
energy efficiency. Moreover, our products have also been
bestowed the good design award in the past because of
their superior operability. Our asphalt finishers are an
essential piece of equipment for pavement finishing works.

®Hydraulic excavators
®Mobile cranes
®Road machinery

(éJSF"jY billion) (JPY billion) (JPY billion) 11[“]/3}
206.5 197.1 200.0 202.0 201.9 200.0 ‘
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This segment is responsible for various types of products
including devices that diagnose and treat cancer, forging
presses that produce automotive components, large-scale
cranes and continuous unloaders utilized for ship
manufacturing and at ports, steam turbines for captive
power generators at production plants, and automated
warehouses.

oCyclotrons for medical use
oCyclotrons for research use
oCoating systems

®Forging machines

®Material handling systems
oL ogistics & handling systems
®Turbines

(JPY billion) (JPY billion) (JPY billion) G
200 200 6 13 100" 120
750 50 7 7671010 o
096926900 o879 1000

50

£

Environmental Facilities & Plants

®Pumps
0 2014 2015 2016 (Fv) 0 2014 2015 2016 (v) O 2014 2015 2016 ()0
orecast Forecast Forecast
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This segment specializes in mid-scale oil tankers. By eShips 7 67 9
narrowing down the number of vessel types we handle, it - - . 13 ya -
is possible to realize efficiencies in design and / '
manufacturing, and achieve further differentiation in 150 150 4 10 207 30
products. 0 0 0 0
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50 225300 o 26.17290300— = 4?3 5
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Our circulating fluidized bed (CFB) boilers that can be used
with various fuels including biomass are widely used both
in Japan and overseas. This segment is also responsible
for energy-saving effluent water treatment systems used
in production plants as well as in water and sewage
treatment systems.

®Power generation systems
®Industrial wastewater treatment systems
®Water and sewage treatment systems
oL andfill leachate treatment systems
®Air pollution control plants
®Chemical process equipment and plants
®Pressure vessels, Mixing vessels
®Steel structures, Food processing
machinery
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FY2015 Consolidated Sales by Segment

Others

1.4%

(JPY 10.1 billion)

Machinery
Components

15.4%

. (JPY 107.6 billion)
Environmental

Facilities & Plants

15.7%

(JPY 109.7 billion)
Ships

4.1%

(JPY 29.0 billion)

Industrial
Machinery

12.5%

(JPY 87.9 billion)

Construction
Machinery

28.8%

(JPY 201.9 billion)

Precision
Machinery

22.1%

(JPY 154.6 billion)

FY2015 Operating Income by Segment

Others

3.5%

(JPY 1.8 billion)

Machinery
Components

17.7%

. (JPY 8.9 billion)
Environmental

Facilities & Plants

11.4%

WPy 5.8 billion) AMEEET-SVNEA

1e 0.6

1.9% v
billion

(JPY 1.0 billion)

Industrial
Machinery

19.7%

(JPY 10.0 billion)

Construction
Machinery

8.7%

(JPY 4.4 billion)

Precision
Machinery

37.0%

(JPY 18.7 billion)
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Activities Report

Machinery
Components

Main Products

*Power transmission and
control equipment

Inverters

Major Applications/Markets

Factory automation machinery,
Industrial robots, Machine
tools, Conveying and logistics
machinery, Steel and iron
making machinery, Chemical
processing machinery, Material
handling machinery, Mining
machinery, Food processing
machinery

Water treatment plants
Elevators and escalators
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Power Transmission & Controls,
Inverters

Market Environment

The domestic market during FY2015 generally trended
positively as the recovery of the domestic manufacturing
environment as a result of governmental economic stimulus
initiatives as well as the continued weakening of the Japanese
yen made up for the slowdown in environment-related
facilities as well as logistics and factory automation during the
second half of the fiscal year. Overseas, the market downturn
in the resource-related sector especially in China, Australia and
South America continued, while overall market conditions in
North America and Europe trended positively.

For FY2016, although uncertainty exists over currency
fluctuations and economic conditions, market conditions in
Japan, North America and Europe are expected to continue to
perform well especially in the areas of logistics and factory
automation. On the other hand, the long-standing economic
malaise in China and the resources-related sector is expected
to continue.

Fiscal 2015 Review and Key Topics

In Japan, after new efficiency rules for motors (top-runner
efficiency rules for motors) were introduced in April 2015, we
made a smooth switch to products that are in compliance with
these new rules through efforts such as making premium
efficiency motors a standard specification in our gear motor
products and improving our customer support service
capabilities. Moreover, in order to enhance the product line-up

Buddybox® gear reducer

and increase the competitiveness of our gear reducers for
servomotors, in July 2015 the IB-Series PK1 perpendicular axis
model, and in October, the large-capacity P2 model were
introduced as new products to the market.

At the same time, we have created new specification
packages for various user environments including outdoors
and chemical plants, in order to make it easier for customers
to understand and make appropriate selections.

Overseas, we re-organized the overseas outposts of
Hansen Industrial Transmissions, the Belgium-based
manufacturer and distributor of large-scale gear reducers. At
the same time, we re-organized the supply chain system for
large-scale gear reducers manufacturing plants in Japan and
Asia to improve cost competitiveness. In China, the Shanghai
plant was relocated and the production capacity for
small-to-medium scale gear reducers was expanded.
Moreover, the assembly of gear reducers for use in precision
controls for the China market commenced, enhancing our
ability to respond better to the needs of the buoyant robotics
and machine tools markets.

Fiscal 2016 Strategies and Initiatives

In FY2016, the focus will be to continue actively making capital
investments in Japan. By replacing the aging equipment of
domestic manufacturing plants, and making capital
investments aimed at achieving production innovations, we
aim to increase the precision of such plants, strengthen our
ability to meet delivery requirements and reduce overall costs.
Moreover, through the sequential introduction of new
products that are currently in development to both domestic
and overseas markets, we plan to strengthen our product

CYCLO® gear reducer

Gear reducer for precision control

capabilities, enter new growth areas, and ultimately achieve
sustainable growth in the business.

In each of the global markets we operate in, we will
continue to expand sales locations and enhance the service
network. At the same time, we will optimize the supply chain
in order to continue efforts to improve our ability to meet
delivery needs and increase cost competitiveness.

Finally, in April 2016, SEISA Gear, Ltd., a member
company of the Sumitomo Heavy Industries Group, was
renamed Sumitomo Heavy Industries Gearbox Co., Ltd. We
plan to take this move as an opportunity to further push the
development of large-scale gear reducers as a unified Group,
and achieve growth in this field.
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Activities Report

Precision
Machinery

Main Products

*Plastic injection molding
machines

*lon-implantation systems
sLaser processing systems
*XY stages
*Transfer-molding press

machines
*Cryogenic equipment

*Precision forgings

*Defense equipment
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Major Applications/Markets

Electronics, Electric equipment,
Automobiles, Containers,
Medical equipment

Semiconductors, LCDs

Medical equipment, Aerospace
development, Semiconductors

Jet engines for airplanes,

Turbines for power generation

Defense
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Plastic Machinery

Market Environment
Investments made into IT-related devices such as
smartphones and tablet PCs in Asia since FY2014 completed
their cycle and, as a result, the market environment started to
show signs of deceleration from the second half of FY2015.
However, demand remained strong from the domestic,
European and North American automotive sectors. As such,
market conditions, in overall terms, remained robust.

This trend is expected to largely continue into FY2016.
We will focus on the domestic, European and North American
markets to cover the slowdown in the IT-related market in
Asia. In particular, our activities to further develop the
automotive sector will be enhanced.

Fiscal 2015 Review and Key Topics

The segment was able to report record orders and sales
figures in FY2015, buoyed by the strong investment
environment for |T-related devices in Asia during the first half
of fiscal year and robust market conditions in the domestic,
European and North American automotive sectors as well as
in the food-container related sector. In order to respond to this
changing market environment, the SEEV-A and SEEV-A-HD
models that form the universal base machine for the
fully-electric plastic injection molding machine were introduced
to the market. In addition, the SE180EV-A-LGP model that is
compatible with the trend toward thinner light guide plates
installed in LCD panels for mobile terminals was also
introduced to the market.

Furthermore, in order to respond to greater demand for
medium- to large-scale injection molding machines from the
Chinese and broader Asian markets, a new plant for Demag
was opened in July of this year. By developing new
technologies through the opening of new plants, and
introducing new products to the market, we plan to meet the
needs of our customers and further strengthen our brand value.

 SUCCESS WITH DEMAG
£

SR

Opening ceremony of the Demag plant

Fiscal 2016 Strategies and Initiatives

Fiscal 2015 Review and Key Topics

The continued decline in capital investments for IT-related
equipment is expected to remain. To counteract this trend, we
plan to strengthen our activities in markets relating to the
automotive and food container-related sectors where market
conditions are robust. We believe it is possible to meet
changing market demand in the automotive sector through the
use of our in-house precision molding technologies for
[T-related devices cultivated over the years. In particular, these
technologies can be used in new products designed to
respond to advancements in autonomous driving and the trend
to further decrease the weight of automobile bodies.

Furthermore, with regard to the Internet of Things (IOT),
we plan to participate in a new project to be launched by the
METI Kansai Bureau of Economy, Trade and Industry. The aim
of the project is to further increase productivity of injection
molding machines by increasing data integration among
manufacturers of injection molding machines, and through the
consolidated management of user data including such data
points as molding conditions.

Advanced Precision Machinery

Market Environment

With regard to the medical MRI market, 2015 saw flat
conditions as compared to the previous year mainly due to the
slowdown in growth of the Chinese market. Nevertheless,
slight growth is projected in 2016.

There was a slight decline in semiconductor-related capital
investments in 2015 as compared to the previous year, and
stagnant growth is expected in 2016. Elsewhere in the
electronic components market, most smartphone
manufacturers have declared that they will be adopting organic
EL displays for future generation models. Consequently, the
main display manufacturers will commence advance
investment into new production facilities and this is expected
to result in a significant uplift to demand for our cryopumps.

cryopump released in

The all-new SICERA® Ultra ﬂ
&
September 2015

With regard to cryopumps targeting the semiconductor PVD
equipment market, we introduced a new product in
September 2015 that cuts electricity usage by 40% and
doubles the Ar gas storage capacity as compared to
conventional models. Through this we aim to differentiate our
products from competitors’ models and capture larger market
share.

In terms of cryogenic coolers, we are actively engaged in
creating value for our customers by appealing to the installed
base*. The expansion of replacement programs for aging
models as well as the contribution we made to increase
customer satisfaction through reductions in lifetime
maintenance costs resulted in the Company being able to
sustain a strong level of orders.

* Installed Base: This term refers to the number of Sumitomo Heavy
Industries products that are in full operation.

Fiscal 2016 Strategies and Initiatives

During the final year of implementing the Medium-Term
Management Plan, the aim will be to “Achieve High Levels of
Profitability and Growth". With the main direction of the
business strategy to “win in the face of change”, we will look
to establish an operating structure that is able to remain
relevant despite changes to the market environment or
segment make-up, expand the existing operating domain, and
dare to achieve new areas of growth.

In China, where development has been remarkable, we
moved to a new, larger facility in Shanghai and established a
locally domiciled independent corporation in April 2016. In
addition, we are planning to enhance our sales and service
business in the country. These initiatives are in line with our
aim to further grow the market and achieve business
expansion.

Opening ceremony for Sumitomo Heavy Industries (SHI) Cryo Technologies
Shanghai Limited (SCSL) held on April 12, 2016
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Activities Report

Construction
Machinery

Main Products Major Applications/Markets

*Hydraulic excavators Construction, Civil engineering,

Scrap, Forestry

*Mobile cranes Construction, Civil engineering

*Road machinery Roadway construction
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Hydraulic Excavators and Road
Machinery

Sumitomo (S.H.l.) Construction Machinery Co., Ltd. (SCM)

Market Environment

The domestic market for hydraulic excavators in FY2015 was
negatively impacted by the surge in demand especially
focused around the rental market in FY2014 prior to the
change in emission rules. This surge resulted in a recoil in
demand during FY2015, and as a result, the market shrunk by
23% as compared to the previous fiscal year. In addition, the
Chinese market, which is the largest market for hydraulic
excavators, also saw a 43% drop in demand as compared to
the previous fiscal year as no signs of recovery were seen.
Moreover, other markets including North America, Europe and
the ASEAN region also saw drops in demand, resulting in the
overall global market shrinking by 25% to 163,500 units sold in
FY2015, marking for a very difficult market environment.

Fiscal 2015 Review and Key Topics

Unfortunately, the consolidated result was largely below
estimates mainly due to the significant impact of the market
downturn in China. Not all was dire as the road paving business
launched Japan's first large-scale asphalt finisher that boasts a
9-meter paving width, increased export sales, and commenced
the manufacturing of road machinery at the China plant.

Fiscal 2016 Strategies and Initiatives

Despite a drop in demand from the domestic rental market,
we strengthened our marketing and servicing capabilities for
the hybrid hydraulic excavator, a differentiated product from
competitors’ models, and other models that feature superior
economic efficiency. As a result, we were able to capture an
11.4% market share in FY2015, a record high.

In China and other emerging markets, demand from the
resources-related sector, in particular mining, continued to
decline, resulting in a significant drop in demand. With this in
mind, we focused on ensuring operational capacity in our
China and Indonesia plants through such activities as
manufacturing plates for use in our domestic plants. As a result,
the Indonesia plant was able to remain in the black for the full
year. Moreover, by focusing our marketing activities on our
key strength areas in the North American, European and other
markets, we were able to capture a larger global market share.

Asphalt finisher HAGOVV-8

Difficult market conditions are expected to remain in FY2016
as more time will be needed before demand recovers in China
and other emerging markets as well as in the resources
sector. Amid these conditions, we are aiming to increase our
market share through enhanced marketing and servicing
activities that are in closer proximity to the end customer's
location. In addition, for production, we will aim to reduce
costs through such activities as cutting raw material costs and
improving production efficiency. Furthermore, in the service
and components area, we are pushing for increased
profitability. Moreover, in the R&D area, we will keep on
developing activities that aim to generate enhanced products
that utilize advanced technologies to differentiate our products
from other models in the market. Finally, at our overseas
plants, we plan to secure production capacity and gain market
share by increasing the manufacturing level of road machinery
at the China plant, and achieve reductions in component costs
at the Indonesia plant.

Crane Business

Link-Belt Construction Equipment Company, L.P., LLLP

Market Environment

In FY2015, the North American crane market continued to
shrink. As a result of the downturn in crude oil prices,
energy-related industries also looked to scuttle facilities and
suppress investment levels. Consequently, inventory levels in
the crane market remained at a surplus.

Hydraulic excavator SH200-6

Fiscal 2015 Review and Key Topics

Sales of Link-Belt Construction Equipment Company in
FY2015 fell as compared to the previous fiscal year. At
Link-Belt's head office, we invited our agents and customers
to an exhibition that is held every three years. The participation
level at the event was at a record high. At the event, three
new products were introduced; the 110-ton track crane, the
140-ton telescopic crawler crane, and the 100-ton rough
terrain crane.

Fiscal 2016 Strategies and Initiatives

The North American crane market in FY2016 is expected to
continue to shrink as it did in the previous fiscal year. The
downturn in the energy-related sector, the surplus of
second-hand units, and the lack of clarity in the political and
economic situation, will have a negative impact when it comes
to customers deciding whether to make new orders. In this
difficult environment, by focusing on securing a continuous
level of orders through the provision of products that meet
customer needs, Link-Belt will be prepared for the recovery of
the crane market in the future.

Hybrid hydraulic excavator SH200HB-6 Telescopic crane
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Activities Report

Industrial
Machinery

Main Products
*Cyclotrons for medical
use

*Cyclotrons for research
use

*Coating systems
*Forging press machines

*Material handling
systems

+Logistics systems
*Turbines
*Pumps

[

Sumitomo

Heay Iy dustriog Lid

Major Applications/Markets

Medical equipment

Research

LCDs

Automobiles, Iron and steel,

Non-ferrous metals

Iron and steel, Electric power,
Shipbuilding, Port logistics

Logistics
Power generation

Oil and gas facilities (Refinery,

Petrochemical)
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Forging Presses and Medical
Equipment

Market Environment

Material Handling Systems

Sumitomo Heavy Industries Material Handling Systems Co., Ltd.

Market Environment

Overseas transplant investments for forging presses, our main
target market, have been stagnant with the exception of
investments made into Mexico. Domestic market investment
has centered on achieving weight reductions as well as
process innovations. The market for PET cyclotrons that are
used to manufacture radioactive pharmaceuticals for cancer
diagnoses has been robust, with increasing demand from
Asia. Moreover, the market for proton cancer therapy systems
is expanding, especially in Asia, Europe and North America.

Fiscal 2015 Review and Key Topics

In parts of the domestic market for material handling systems,
including the shipbuilding sector, it has been difficult to cast
aside concerns about economic conditions. However, a steady
level of demand is expected from the ports, steelmaking, and
power generation sectors for the foreseeable future. Although
the domestic market for logistics systems is expected to
remain flat as compared to the previous year, we expect a
continued rise in development projects for machine-automated
parking lots as we near the start of the 2020 Tokyo Olympics.

Fiscal 2015 Review and Key Topics

In addition to conventional forging presses used to
manufacture automobile parts, we were able to secure orders
for presses for new materials aimed at achieving a reduction in
weight and steel plate forming presses for use in shipbuilding.
We also secured orders for PET cyclotrons from both
domestic and overseas markets, in particular from Asia, as
well as for our proton cancer therapy system. Moreover, we
commenced clinical trials (Phase Il clinical trials) for Boron
Neutron Capture Therapy (BNCT) that utilizes our accelerators.

Fiscal 2016 Strategies and Initiatives

We will aim to expand the forging press business by
enhancing our servicing capabilities. In addition, we will
strengthen our business development activities and at the
same time continue to develop technological innovations with
the aim to expand the product line-up. As for medical and
related devices, we will look to expand both domestic and
overseas sales and focus on the after-market segment. Finally,
with regard to BNCT, we will make every effort to
commercialize this medical device as soon as possible.

PET cyclotron HM-20S

In the material handling systems field, we were able to secure
orders for various large-scale cranes as the domestic
shipbuilding industry looked to enhance their production
capacity, and steelmaking plants looked to replace aging
equipment. In addition, during the second half of the fiscal year,
we merged the crane business of Mitsubishi Heavy Industries
into the business in order to form Japan's largest industrial
crane company. Through this new firm, we have been actively
working to develop businesses in this field. Orders for our
logistics systems and machine-automated parking lots were
strong, resulting in overall order levels exceeding plan.

Fiscal 2016 Strategies and Initiatives

We will work to expand our service business and ensure a
stable level of sales by creating a virtuous cycle between
service and product sales. Moreover, we will look to enhance
our profit structure by increasing operational quality, which
means making improvements in quality, compliance, and
health and safety. In particular for material handling equipment,
we will be able to expand the markets we are trying to capture
through the diversification in the product line-up that is
achieved because of the integration. In turn, we will aim to
ensure a stable level of sales and profits from this area.

Turbines and Pumps

Shin Nippon Machinery Co., Ltd.

Market Environment

In the power generation business, demand from the
biomass-fueled power generation market continues to remain
strong because of the FIT (feed-in tariff) scheme for renewable
energy in Japan. Overseas, although concerns regarding delays

on decisions for new projects exist because of the volatility in
currency fluctuations, we anticipate an increase in investments
into power generation projects for reasons such as “fuel
conversion”, “efficiency improvements”, and a move toward
“renewable energy"” under the premise that the various
Southeast Asian economies will achieve sustainable growth. In
the Oil and Gas sector, investment levels are shrinking
because of the elimination and consolidation of refineries in
Japan, as well as the impact of low crude oil prices overseas.
Nevertheless, we anticipate new petroleum distillation and
petrochemical projects in the Middle East and North America.

Fiscal 2015 Review and Key Topics

In the power generation business, we were able to secure
orders at a similar level to the previous fiscal year because we
maintained and expanded on existing relationships with our
loyal customer base in the overseas sugar processing market
and in the domestic captive power generating market.
Overseas, we were able to secure new orders for EPC
projects from the captive power generating market. However,
there were many projects where decisions on moving forward
were extended into FY2016 due to currency fluctuation factors
including the cheaper Thai Baht. In the Oil & Gas business, we
were able to secure a petroleum refinery project from a new
customer through localized marketing toward North
America-based customers.

Fiscal 2016 Strategies and Initiatives

In the power generation business, in addition to securing
orders through the domestic FIT scheme that continues to
remain active, we plan to expand orders for overseas captive
power generation projects through the use of our overseas
network of sales agents. In the Oil and Gas business, we will
also push to increase sales through expanded connectivity
with the US EPC market. Finally, by enhancing our service
capabilities, we will look to create a virtuous cycle between
product sales and service, and establish a long-term
partnership with our customers.
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Activities Report

Ships

Main Products Major Applications/Markets

*Ships Marine transportation
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Ships

Sumitomo Heavy Industries Marine & Engineering Co., Ltd.

Market Environment

The shipping market has seen an acceleration of worsening
conditions in the dry bulk sector that has continued since last
year. On the other hand, the tanker sector has continued to
perform well due to rising demand for maritime transportation
and offshore storage as a result of falling crude oil prices. Amid
these conditions, domestic and overseas shipbuilders who
traditionally focused on the building of bulk carriers are starting
to shift their view and are considering entering or re-entering
the tanker building sector. In both the shipbuilding and
shipping industries, there was an accumulation of orders at the
end of last year as customers rushed to place orders prior to
the implementation of new environmental regulations which
inevitably will lead to significant increases in costs. In addition,
concerns regarding the future of the shipping market are
rising. As a result, the pace of orders for new vessels has
declined since the beginning of the year.

Fiscal 2015 Review and Key Topics

The increase in outstanding new vessel orders that were
placed to avoid new regulations, as well as the cautious stance
of customers for placing future vessel orders resulted in the
Group receiving only two orders for new vessels in FY2015.
Nevertheless, at the beginning of FY2016, we have already
secured 2.5 years worth of work to be carried out. Also, we
completed the construction of three vessels during FY2015,
which was the same figure as FY2014. However, by adopting
the principles of the Toyota Production System and increasing

Aframax Tanker NORTH SEA

productivity, we were able to return to profitability on a
full-year basis. Moreover, we developed and introduced a new
Aframax Tanker that complies with new environmental
regulations, with the aim to increase order volume in the future.

Fiscal 2016 Strategies and Initiatives

Global shipping volumes are anticipated to grow as imports
into emerging markets, especially India and China, rise in the
future. In addition, transport trade is expected to change as the
construction of the new Panama Canal is completed.
Furthermore, conditions in the tanker market are expected to
remain positive for the foreseeable future. With this in mind,
we are working to develop new types of vessels in advance of
changes in trade and customer needs, and accelerating
activities to increase order volume for our modern
environmentally friendly vessels that comply with new
environmental regulations. Moreover, we will aim to increase
work volume for our shipyards, improve the profitability of
individual shipbuilding projects, and increase profit levels on a
full-year basis as compared to the previous fiscal year.

Aframax Tanker ALFA ALANDIA
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Activities Report

Environmental
Facilities & Plants

Main Products

*Power generation
systems

sIndustrial wastewater
treatment systems

*Water and sewage
treatment systems

sLandfill leachate
treatment systems

*Air pollution control
plants

*Chemical process
equipment & plants

*Pressure vessels, Mixing

vessels
Steel structures

*Food processing
machinery

Major Applications/Markets

Electric utilities, Paper
manufacturing, Steelmaking,
Cement

Food processing plants,
Steelmaking, Paper and pulp,
Chemicals, Electricity and
electronics, Machinery

Government agencies

Electric utilities, Iron and steel

industry
Petrochemical plants

Oil refining, Petrochemical

industries
Iron and steel industry
Food processing industry
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Energy Plants

Market Environment

The domestic power generation market has continued to
remain active because of the Feed-In-Tariff (FIT) system that
has promoted the planning of power generation plants that
effectively utilize forest thinnings from the domestic market
and biomass fuel from the overseas market including palm
kernel shells (PKS). In addition, a new model of power
generation companies that anticipate the deregulation of
electrical utilities as well as the separation of power generation
from power transmission and distribution is becoming a reality.
Overseas, demand is active mainly due to the prevalent lack of
electricity in emerging countries. IPP’s (Independent Power
Producers) are actively moving to improve infrastructure,
captive power generation facilities are investing in industrial
power generation plants, and power generation plants that
utilize sustainable energy are becoming more popular in the
ASEAN region (because of the FIT scheme and CO2 emission
reduction efforts).

Fiscal 2015 Review and Key Topics

During FY2015, we focused on the construction and
handing-over of boiler facilities from existing orders. As a
result, we were able to deliver one overseas and five domestic
power generation plants to customers on time. With regard to
orders for circulating fluidized bed (CFB) boilers utilized in
power generation plants or boiler facilities, we secured one
order each from the domestic and overseas market.
Moreover, we have seen a diversification of specifications
required by customers in the wood-based biomass power
generating sector for different fuel types and different power
generation capacities. Through the wealth of experience we
have in this field, we are able to respond to the needs of the
market, and deliver high-quality facilities to our customers.
Accordingly, we continue to contribute to the promotion of the
effective use of wood-based biomass resources and the
reduction of CO2 emissions.

Fiscal 2016 Strategies and Initiatives

Similar to the previous fiscal year, we will focus mainly on the
biomass fueled CFB power generating market that uses the
FIT scheme in the domestic market.

Overseas, we will use our experience delivering facilities
to Singapore and South Korea, and continue to focus on
expanding sales to power generating facilities that utilize
low-grade coal and biomass as fuel source. The primary focus
for our activities is in Indonesia. However, we will also push
out sales activities in Malaysia and the Philippines with the aim
to secure more orders for our products.

Water and Wastewater Treatment
Plants

Sumitomo Heavy Industries Environment Co., Ltd.

Market Environment
Although the market for effluent treatment facilities targeting
the private sector trended positively, severe competition
continued, and the market environment remained difficult. On
an industry basis, the steelmaking as well as paper and pulp
industries showed a weakness in demand whereas the food
and chemical industries showed robust growth. Exports in this
field fell, mainly due to the impact of the stronger Japanese yen.
Most of the demand from the governmental and public
sectors centered on refurbishment projects. However, due to
a steady level of public investment, this market trended in a
stable manner. The competitive environment in this area
continues to remain quite severe. However, developmental

Biomass power generation systems

aspects such as the expansion of renewable energy usage are
becoming more evident.

Fiscal 2015 Review and Key Topics

Under difficult market conditions in the private-sector business,
we placed significant emphasis on sales activities for units
targeting the food, chemical and steelmaking industries. Also,
we focused on securing orders for refurbishment projects for
aging facilities. In the governmental and public sector
business, we continued to focus our activities on introducing
our units into sewage treatment plants. As a result, we were
able to secure a large-scale order from the Tokyo Metropolitan
Government, and exceeded our plan figure for order levels.

Fiscal 2016 Strategies and Initiatives

In the private-sector business, we will narrow down the
industry/customer types that we target, and by focusing our
activities into these areas, we will aim to increase order levels.
In the governmental and public sector business, we will
continue to strengthen our sales expansion activities for our
main unit products including the MICRUS®, our membrane
pipe-based superfine bubble diffuser. Moreover, we will be
selective in available design build project tenders and enhance
our bidding activities.

Overseas, we will develop order-inducing activities aimed
at Japanese firms, specifically in the Southeast Asian market.

Micras® superfine bubble membrane tube diffuser
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W Research and Development

R&D Strategy

In order to create world-class products that are recognized in
the global market, the entire Group as a whole promotes
“activities aimed at making world-class products” and the
development of “attractive products that are full of intellect
(i.e. smart products)” in order to contribute towards improving
the customer’s bottom line.

R&D Expenses
(JPY billion) %)
15 25
12.36  R&D Expenses
12 20
18

L Ratio of R&D
9  Expenses 15

to Net Sales
6 1.0
3 05
0 201 2012 2013 2014 2015 (FY) 0

Major R&D Results by Business Segment

Machinery Components

In the field of reduction gears, we enhanced the IB-series of
high precision planetary reduction gears that achieves a level
of compactness that is at the top of the class for the industry.

IB-series of high precision planetary reduction gears
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Precision Machinery

The SEEV-A series of the all-electric plastic injection molding
machine was released to the market. The new series has
achieved improvements in precision, stability, operability, and
larger mold adaptability. In addition, the SE180EV-A-LGP
model that is compatible with the trend toward thinner light
guide plates installed in LCD panels for mobile terminals was
also released to the market.

In the field of cryopumps, we introduced the SICERA®
Ultra, which reduces energy consumption by 40% and
increases Ar gas storage capacity by 67 % as compared to
previous models.

As for laser equipment, we enhanced the product line-up
for laser annealing system for use with power devices, as well
as fiber laser systems for use in
welding and cutting.

Finally, with respect to
jon-implantation devices, we
introduced the SAion-300, which
is a new product concept that
combines the medium current
range with the high current range

T ) lon-implantation devices
for ion implantation. SAion-300

Construction Machinery

In the field of hydraulic excavators, we introduced new models
to the market that are installed with engines that comply with
new emissions standards of both developed countries and
emerging markets.

As for road machinery, we introduced the HA90C-2
Asphalt Finisher that boasts the widest paving width among
domestically manufactured machines.

Asphalt finisher HA90C-2

Industrial Machinery

In the area of medical devices, we were the first domestic
manufacturer to secure approval to manufacture and distribute
the MPS200AB, a radioactive pharmaceutical synthesis
equipment that is used in PET examinations for Alzheimer’s
disease. Also, in the field of proton therapy systems, the
world’s first treatment of cancer using line scanning started at
one of our customer’s hospitals. Furthermore, we have started
Phase Il of the clinical trials for our Boron Neutron Capture
Therapy (BNCT) system.

As for forging presses, we developed STAF, a new
manufacturing system that achieves significant weight
reductions for automobile body frames.

Finally, with respect to steam turbines, we completed the
development of a first-stage all-around high-pressure case and
expanded the usage range for long-blade devices.

STAF

Ships

In consideration of a changing market environment highlighted
by the growth in shale oil, we introduced a new mid-size
tanker to the market that is not only more profitable for
customers but also complies with new, more stringent
environmental regulations.

Mid-size tanker PRIMERO

Environmental Facilities & Plants

In the area of industrial wastewater treatment plants, we
introduced the Sumi Thickener Z, which precipitates fine
suspended solids. We also developed a new agitator for
reactor tanks which is placed in the sewage treatment plants.
The new agitator reduces power consumption by 85% as
compared to our previous models. Such performance has
been verified and certified by an authorized agency.

As for agitation tanks, we introduced the NANOVisk, a
micro particle production
system for high viscosity
liguids, targeting the fine
chemical segment.

Finally, with regard
to cooling towers, we
developed a new filler
material for use in heat
exchangers, and also
achieved lower power
consumption as well as
space saving in the new
KGO5 medium-capacity
cooling tower.

Sumi Thickener Z

Technology Research Center

At the Technology Research Center, we are focused on
developing base technologies that are common to the Group,
with an emphasis on such areas as mechanical design,
materials, CAE, system controls and ICT. In addition, we are
working hard to develop production technologies that can be
adopted into robotics. Finally, we are actively promoting
business-academia collaborations through link-ups with various
domestic and overseas universities as well as research
institutions.
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Intellectual Property

The Sumitomo Heavy Industries Group is oriented toward growth driven by distinctive technologies.
As such, intellectual property is an issue of the utmost importance and the wellspring of the Group’s
competitive advantage. The principal focus of our efforts is directed at the three elements of intellectual
property (IP) activity, namely, ensuring that rights to intellectual property are secured, utilizing
exclusive rights, and respecting other companies’ rights. In this way, we devote our groupwide
energies to the active creation, protection, and exploitation of the Group’s invaluable property.

Promotion Structure
To link the senior management of the SHI Group divisions
directly with IP activities, the Group has appointed Chief
Intellectual Property Officers (CIPOs) to the same rank as the
general managers of the technology and development
departments, a position immediately below and reporting
directly to officers in charge of groups or divisional businesses.
The CIPOs prepare optimal intellectual property strategies
for each division, make all members of those divisions
thoroughly acquainted with these strategies, and create the
mechanisms to put those strategies into practice. In addition,
the Intellectual Property Department participates fully in a
series of reform activities implemented by the CIPOs.

Major Activities and Achievements

(1) Intellectual Property Inspection Activities

We have formed an Inspection Committee composed
principally of CIPOs and established mechanisms for the
regular evaluation of inventive proposals and decisions
regarding substantive examination requests and rights
maintenance. In this way, we foster the efficient and
systematic management of patent applications ultimately
intended for commercialization. Furthermore, by incorporating
intellectual property evaluation in the design review (DR) process,
we are striving to make our product capabilities more robust.

(2) Intellectual Property Evaluation Activities
The SHI Group evaluates the strength of individual patents
held by the Group and strategically manages the processes for

CIPO System

CIPO: Chief Intellectual Property Officer
Sub-CIPO: Acting CIPO (Group Leader)
PL: Patent Leader

improving this strength. In addition to enhancing the quality of
the Group's intellectual property portfolio, such evaluation and
management processes enable the Group to continue to
reinforce the competitive superiority of its products through
the appropriate maintenance of its IP.

(3) Accelerating Overseas Patent Applications

In tandem with the globalization of the business activities of
the SHI Group, we have been calling on all operating divisions
and other relevant divisions to actively work to file patent
applications overseas. As a result, 1,769, or 35.4%, of the
Group's total of 5,000 patents were held overseas as of April
2016. In recent years, the Group has been increasing patent
applications, particularly in China, South Korea, and Taiwan.

Overseas Patent Approval Trend
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Corporate Governance

The Sumitomo Heavy Industries Group believes that the essence of corporate governance lies in the
establishment of a system that enables efficient and transparent management. Sound corporate
governance helps the Group achieve higher enterprise value and win the trust and be valued by of
all of its stakeholders, including shareholders, customers, employees, and communities as a whole.

Reinforcement of Corporate Governance
Sumitomo Heavy Industries (SHI) has been working
continually over a long period to strengthen its corporate
governance functions. Specifically, the Company adopted an
executive officer system in 1999, appointed an external
director in 2002, and shortened the tenured term of directors
from two years to one year in 2007. These and other
measures reflect SHI's ongoing efforts to reinvigorate the
Board of Directors, ensure that business is executed in a
timely manner, and secure the objectivity and transparency of
the Company’s management.

Moreover, corporate auditors, who take on the role of
overseeing the management, regularly hold meetings
attended by the corporate auditors of Group companies to
reinforce the audit function covering the entire SHI Group. To
address globalization, the Company also conducts annual
onsite audits at its overseas subsidiaries.

SHI ensures that neither its external directors nor external
corporate auditors have a risk of conflict of interest with the
Company'’s general shareholders and has reported them as
independent officers to the Tokyo Stock Exchange on which
the Company is listed.

Corporate Governance System

Sumitomo Heavy Industries (SHI) has adopted the corporate
auditor system and, within this framework, introduced an
executive officer system to separate the business execution
and supervision functions of corporate management.

The Company has a Board of Directors, comprising 10
directors, and a Board of Corporate Auditors, comprising four
corporate auditors. The Board of Corporate Auditors, including
two external corporate auditors, and the Board of Directors,
including two external directors, collaborate with executive
officers in charge of internal auditing and internal control. In
this manner, a system has been established to audit and
supervise the execution of duties by the Company’s directors.
The Company believes that the adoption of this system
ensures that the corporate governance function is exercised to
its fullest extent.

Board of Directors

The Board of Directors deliberates not only on matters
stipulated under the Japanese Corporate Law, but also on
important management issues in a preemptive manner. Also,
the Company’s Articles of Incorporation stipulate that the
Company must have no more than 12 directors.

Sumitomo Heavy Industries Corporate Governance System (As of July 8, 2016)

‘ Ethics Committee

‘ Nominating Committee
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‘ Compensation Committee

General Meeting of Shareholders

Board of Directors

Corporate Auditors/Board of Corporate Auditors [l

Corporate Auditor’s Dept.

Internal Control Dept. —
»

Internal Control

President and Chief Executive Officer

Internal Audit Dept. Internal Auditing

Management Strategy Committee

Audit

101pNny Juspuadapuy

Operational Divisions Subsidiaries and Affiliates
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Corporate Auditors at Subsidiaries and Affiliates
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W Corporate Governance

Executive & Operating Officers Committee

The Executive & Operating Officers Committee, which is
comprised mainly of executive officers meets on a regular
basis to oversee consolidated business results and to follow
up on the implementation status of management policies.

Management Strategy Committee

The Company has also established the Management Strategy
Committee, comprising executive officers assigned to the
Company’s Head Office, as an advisory body to the President
and CEO. This Committee deliberates on important matters,
including those to be submitted to the Board of Directors, and,
consequently, reports the results of any deliberation to the
Company'’s President and CEOQ.

Corporate Auditors and the Board of Corporate
Auditors

The Company’s corporate auditors audit the execution of
duties by directors and executive officers from the
perspectives of legality and appropriateness. At the same
time, corporate auditors of the Company and its subsidiaries

audit-related information and reinforce auditing functions
covering the entire SHI Group. The Company has appointed a
lawyer and a certified public accountant as external corporate
auditors to reinforce the overall system for checking
compliance and corporate accounting. Also, the Company has
established the Corporate Auditor's Department with staff
directly supporting this Board of Corporate Auditors.

Nominating Committee and Compensation
Committee

The Nominating Committee makes recommendations to the
Board of Directors with regard to candidates for new members
of the Board of Directors and representative directors.
Meanwhile, director remuneration is determined by the
Compensation Committee. Four of the current six members of
the Compensation Committee have been externally appointed.
More specifically, as an advisory committee to the Board of
Directors, the Compensation Committee determines a level of
director remuneration that reflects the Company’s business
performance while ensuring transparency and ethical
appropriateness in remuneration decision processes.

and affiliates jointly hold regular meetings to exchange

External Directors and External Auditors

m Reason for appointment Attendance at meetings of the Board of Directors

External
Director

Susumu
Takahashi

Susumu Takahashi possesses a high level of insight into economic and
management matters. In addition, he has broad practical experience within
private corporations and government organizations. Based on this insight and
experience, Mr. Takahashi, as an external director, objectively and independently
directs the management of the Company by providing advice on ways in which
the Company can achieve sustainable growth and increase corporate value. Given
that Mr. Takahashi is independent from the Company’s management team, and
does not pose a conflict of interest to general shareholders, he has been
nominated to be an independent officer.

Mr. Takahashi attended 15 Board of
Directors meetings in FY2015.

External
Director

Hideo
Kojima

Hideo Kojima is a certified public accountant and a specialist in finance and
accounting with many years of practical e<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>