MITSUBISHI MOTORS CORPORATION

ANNUAL REPORT 2008
Year ended March 31, 2008

PAVING THE
















04 MITSUBISHI MOTORS CORPORATION ANNUAL REPORT 2008



N ations around the world are enforcing stricter requlations on fuel economy
and CO: emissions, and a growing number of countries are moving to levy
taxes on CO: emissions. For these and other reasons, environmental performance
has become an urgent issue for automakers. MMC is working hard to help reduce
environmental impact by equipping future vehicles with next-generation core
technologies that are currently under development, such as clean diesel engines
and automated manual transmissions, while striving to enhance base technolo-
gies in order to improve fuel economy and reduce vehicle weight.

Next-Generation Core Technologies

Launch of clean diesel engines

MMC is developing clean diesel engines for their better fuel economy and lower CO:z emissions compared to
gasoline engines. Jointly developed in cooperation with Mitsubishi Heavy Industries, Ltd., 2.0-liter class models
are set to launch in Europe in 2009. By utilizing the MIVEC*! system, which allows the variable timing of air
intake valves and the stoppage of single valves for the first time in a volume production diesel engine, MMC
has achieved top-tier output for this engine class while clearing Euro 5 standards. Development of these

engines is also targeted at meeting Tier II Bin 5 requirements in the U.S. and the Post New Long-term

Emission Regulations in Japan.

Roll-out of automated manual transmissions

The Twin Clutch SST' is a manual transmission capable of executing smooth and fast automatic
gear shifts that has been fitted to the Lancer Evolution X, launched in 2007. The "Twin Clutch
SST’s superior power transmission delivers vastly improved fuel economy over automatic trans-
missions. Because of its major contribution to reducing CO: emissions, the Twin Clutch SST is

planned for adoption in a broad range of production models going forward.

Cutting-edge Base Technologies
Alternative fuel compatibility

Bioethanol fuels, which are produced from plant matter, are an alternative to limited fossil

AUTOMATED MANUAL TRANSMISSION
fuels. Based on their carbon-neutral lifecycle,*? bioethanol fuels release zero net CO:z emis- Twin Clutch SST

sions into the atmosphere despite undergoing combustion. MMC launched the Pajero T'R4 Flex (photo
on the left page), a flex fuel vehicle (FFV) that runs on ethanol, in Brazil in July 2007. The Pajero TR4
Flex is a true 4WD vehicle that can run on gasoline, ethanol or any combination of the two. Following

Brazil, MMC will roll out FFVs in various markets around the world.

Improved mileage in gasoline engines

MMC is expanding the use of CV'Is (Continuously Variable Transmis-
sion), which improves both running smoothness and fuel economy, as
well as the proprietary high-performance MIVEC engine, which delivers
both high output and superior fuel efficiency. MMC is also launching
vehicles with an idling-stop system in Europe, where the application of

tougher emissions standards are under consideration.

MIVEC SYSTEM (diagram)

Reduced weight

Reducing the weight of automobile frames greatly helps to improve fuel economy. With the help of
suppliers, MMC aims to reduce vehicle weight at least 10% compared to current models in all new

models to be launched from 2010.

*'MIVEC: Mitsubishi Innovative Valve timing Electronic Control
*2Carbon neutral: Neutral (zero) total carbon release achieved by offsetting CO: released into the atmosphere from burning fuel with

the amount of atmospheric CO: absorbed by the plants grown to make the fuel.
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To Our Shareholders and Stakeholders

Takashi Nishioka

Chairman of the Board

iscal year 2007 marked the final year of the three-year Mitsubishi
F Motors Revitalization Plan, which was implemented to ensure the
company’s survival. During this period, we faced various headwinds, such
as falling demand in Japan, sharply higher raw materials prices, and
worldwide economic turmoil triggered by the sub-prime loan issue in the
U.S. Even so, supported by the expansion of global models and strong
demand in emerging markets and resource-rich nations, we were able to
achieve the plan’s initial goal of building solid profitability. I would like to
use this opportunity to express my deep appreciation to our shareholders
and other stakeholders for their support.

However, these accomplishments are merely a milestone on a long road
to achieving sustainable profitability at MMC. We understand that there are
many outstanding issues ahead, including some that became apparent
during the execution of the Mitsubishi Motors Revitalization Plan over the
past three years. In Step Up 2010, our new mid-term business plan
announced in February 2008 and running through fiscal year 2010, we aim
to secure steady profits irrespective of changes in our external
environment, while building a firm operating base by bolstering our
strengths in each business, so that we can deliver sustained growth into
the future.

September 2008

T Ylikiokba. 2 . Magatfd

Takashi Nishioka Osamu Masuko
Chairman of the Board President
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Osamu Masuko
President

Step Up 2010
Quantitative Targets (FY10)

(¥ billion, Thousands of units)

Net sales 2,7600
Operating income 90.0
Ordinary income 71.0
Net income 50.0
Sales volume 1 ,42 2



Fiscal Year 2007 Performance

In fiscal year 2007, the MMC group reported higher net sales
and earnings growth at all levels, including operating income,
ordinary income and net income, supported by an increase in
overseas sales volume, an improved model mix and the effect
of a weaker yen on average during the fiscal year. Operating
income and ordinary income reached new records.

Worldwide sales volume increased 130,000 units, or 10.6%,
year on year to 1,360,000 units. Net sales rose ¥479.2 billion
year on year to ¥2,682.1 billion on higher overseas sales
volume, the start of SUV supplies to PSA Peugeot Citroén and
a weaker yen against other major currencies. Operating income
improved ¥68.4 billion to ¥108.6 billion, as benefits from
higher sales volume, a better model mix and favorable foreign
exchange rate movements outweighed higher advertising costs
and other selling expenses associated with the launch of new
models in North America and reduced profits in the U.S. sales
finance business. Ordinary income improved ¥67.2 billion to
¥85.7 billion despite slight deterioration in non-operating
income due to foreign exchange losses and other factors. Net
income totaled ¥34.7 billion, an improvement of ¥26.0 billion
from the previous fiscal year, despite ¥14.6 billion in charges
related to the closure of the Australian plant and ¥21.3 billion
asset impairment charges related to production facilities in the
U.S. and others.

Review of the Mitsubishi Motors Revitalization Plan
The MMC group implemented the three-year Mitsubishi Motors
Revitalization Plan to recover customer trust and to restore earn-
ings. Our efforts were supported mainly by Mitsubishi Heavy
Industries, Ltd., Mitsubishi Corporation and Bank of "Tokyo-
Mitsubishi UF], Litd., mainly in the form of capital reinforcement
and the deployment of personnel.

"The first pillar of the plan was to recover customer trust,
which lies at the heart of business. Here, we worked hard to
change the mindset of employees, improve quality and to
enhance service from the customer’s perspective. These efforts
were guided by the key words ‘Compliance First, Safety First and
Customer First” under the guidance of the Business Ethics Com-
mittee, which is made up of prominent individuals from outside
the company. As a result, in May 2007, the Committee presented
a report stating that the initial stage was largely complete.

As for the second pillar—restoring earnings—we have pro-
duced steady results. By bolstering our strengths in each business
unit, we have cut back the number of single-market models and
increased the number of global models, rationalized production
overseas, strengthened our sales networks, expanded alliances and
streamlined the portfolio of Group companies.

As a result, the company achieved operating profitability in
fiscal year 2005, one year ahead of schedule, and in fiscal year
2006, net profitability was achieved in accordance with the
initial plan. In fiscal year 2007, the final year of the Mitsubishi
Motors Revitalization Plan, operating income and ordinary
income both reached new records. In light of these facts, it
may be said that our primary goal of building solid profitability

has been achieved.
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Step Up 2010

Positioning of the New Mid-term Business Plan and
Numerical Targets

Our new mid-term business plan, Step Up 2010, is posi-
tioned as the next stage for building the foundations of
growth for the future.

Step Up 2010 calls for MMC to speed up efforts to address
issues that have become apparent so far, such as environmental
issues and the need to improve earnings in Japan and North
America. In addition, we must also redress the imbalance between
demand and production capacity for specific models, as well as
improve capacity utilization. Our basic policy for addressing these
issues is to balance the two priorities of bolstering our strengths in
each business unit and securing steady profit. Over the next three
years, we will construct the solid operating base necessary for
sustainable growth in the future.

In Step Up 2010, we are targeting net sales of ¥2,760.0
billion, operating income of ¥90.0 billion, ordinary income of
¥71.0 billion and net income of ¥50.0 billion for fiscal year
2010. We recognize that these numerical targets will not be
easy to achieve if the business environment remains challeng-
ing in terms of high raw materials prices, a strong yen and no
prospects for market expansion in industrialized nations. Still,
we are confident that we can meet the plan’s targets and set

the stage for sustainable growth in the future.

Positioning of New Mid-term Business Plan (FY08-FY10)

FY2005 - FY2007 FY2008

Revitalization Plan:
Building Solid Profitability

Bolstering our §

FY2009

Step Up 2010:
Building the Foundations of Growth

trengths Securing steady profit

Step Up 2010: Key Initiatives

In Step Up 2010 we are focusing on the following key initiatives,
based on our two priorities of bolstering our strengths and securing
steady profit:

First, we have positioned emerging markets expected to see
greater demand, including Russia, the Ukraine, the Middle East
and Brazil, as “focus” markets. In these areas the MMC brand is
already strong, and we will reinforce our sales base by launching
products leveraging the company’s strengths. At the same time, in
mature markets where substantial growth in new vehicle sales
cannot be expected, such as Japan, North America and Western
Europe, we are taking steps to improve and strengthen the profit
structure by increasing the efficiency of sales networks and
upgrading after-sales services and peripheral operations.

Next, we are pursuing greater global production efficiency in
line with our sales strategy and bolstering our ability to supply
high-demand models. Additionally, as an automaker, we see grow-
ing environmental awareness around the world as a significant
business opportunity. We believe that we can contribute to society
through the environmental application of practical technologies,
which are MMC’s forte.

Furthermore, we are investing aggressively to secure this foun-
dation for sustainable growth. Our capital investment program is
structured to make effective use of existing assets while achieving
maximum benefits. Our R&D activities are focused on enhancing
distinctive MMC technologies and further developing environ-

mental technologies.

FY2010 FY2011

Sustainable Growth

/

Stepping up to the

Restore earnings
next stage

Regain trust

« Restore earnings in Japan and North America

* Environmental initiatives

* Improving global production efficiency to
meet fluctuating demand

7

Support from three Mitsubishi Group companies
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Continuing and enhancing CSR activities





