Contents

P24  Financial Analysis

P26 Selected Financial Data

P28  Consolidated Balance Sheets

P30  Consolidated Statements of Income and Retained Earnings
P31  Consolidated Statements of Cash Flows

P32 Notes to Consolidated Financial Statements

P42 Report of Independent Auditors

-
-
]
L
o
@
")
|
I
v
-
("
=
]
! E

ANNUAL REPORT 2005 | 23 |




Financial-Analysis

Review|of Fiscal 2004

Operating revenues increased by
¥103,777 million (14.3% rise) as com-
pared with last year to ¥828,444 million
against the backdrop of favorable global
cargo movement.

Despite there being some minus fac-
tors setting back achievements such as
record highs in charterage and fuel-oil
prices, continual efforts were made for
streamlining corporate activities includ-
ing cost curtailment, etc. in line with “K”
LINE Vision 2008. As a result, operating
income increased by ¥37,520 million
(53.2% rise) against last year to ¥108,054
million. Ratio of operating income over
operating revenues improved by 3.3

Financial Status

Total assets at end of Fiscal 2004
increased by ¥46,196 million as compared
with end of last year to ¥605,331 million,
main reasons being increased accounts
and notes receivable-trade accompanied
by expanded business scale and increased
investment in securities due to rise in
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points against last year to 13.0 %.

Balance of financial income and
expense improved by ¥1,029 million
against last year to minus ¥2,517 million
thanks to successful efforts for reduction
of liabilities bearing interest. Although
exchange loss had been posted due to
the steep appreciation of Yen during last
year, the exchange rate of Yen against
U.S. $ was in general rather stable and
furthermore, the exchange rate of Yen
against U.S.$ at end-of-accounting period
was relatively cheaper. This enabled us to
post exchange gain in the amount of
¥479 million.

Further to say, the early adoption of a

market value of holding stock.

In terms of liabilities, there were the
increases in accounts and notes payable-
trade reflecting expansion of business
scale and in accrued income taxes caused
by expansion of income. However, reduc-
ing liabilities bearing interest by ¥42,562

Operating Income
(Billions of yen)
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new accounting standard for the impair-
ment of fixed assets produced a ¥7,038
million loss while liquidation of sub-
sidiaries caused a ¥3,348 million loss.

All these losses were posted in the
financial statements so that in the bottom
line, income before income taxes
increased by ¥40,483 million (73.6% rise)
to ¥95,510 million. On that basis, after
income tax-related items and minority
interests have been added/subtracted, net
income for Fiscal 2004 grew by ¥26,657
million (80.3% rise) against last year to
¥59,853 million whereas ratio of net
income over operating revenues
improved by 2.7 points to 7.2%.

million down to ¥239,249 million at the
close of accounting, we could reduce
current liabilities by ¥137 million to
¥177,949 million and could lessen long-
term liabilities by ¥15,145 million to
¥236,941 million, respectively, as com-
pared with end of last year.

Net Income
(Billions of yen)
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With regard to shareholders’ equity,
retained earnings increased by ¥50,518
million (75.4% rise) and furthermore
unrealized holding gain on investments in
securities rose by ¥4,842 million (41.0%
rise) against end of last year, attributable
to the surge in stock prices. Total share-
holders’ equity increased by ¥60,270

@ash Flows

Cash flows from operating activities
increased by ¥10,892 million against last
year to plus ¥89,443 million attributable
to the significant increase in income
before income taxes.

Cash flows from investing activities
amounted to minus ¥34,402 million with
a ¥17,373 million decrease as compared
with last year. Despite expenditures for
investments in vessels, etc. being on the
increase, there were a large number of
operating-lease vessels which had been
built under “K” LINE’s ownership. They
were sold immediately at completion
and finally contributed to the increased
proceeds.

Cash flows from financing activities
amounted to minus ¥47,429 million as a

Total Assets
(Billions of yen)
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million (49.8% rise) against end of last
year to ¥181,276 million. As a result,
equity ratio rose by 8.3 points compared
with end of last year to 29.9%. This
exceeded the 27.0% Fiscal 2004 target of
“K” LINE Vision 2008.

Furthermore, a great deal of improve-
ment in achievements and financial status

result of carrying out repayment of
long-term debt and obligations with fairly
better cash flow generated in the period.

In the bottom line, cash and cash
equivalents at end of Fiscal 2004
amounted to ¥31,497 million with an
increase of ¥8,370 million as compared
with end of last year.

Prospects for Fiscal 2005

Cash flows from operating activities are
anticipated to be plus some ¥78,000
million.

Cash flows from investing activities
will be minus ¥70,000 million as a result
of deduction of proceeds from sale of
operating-lease vessels at completion out
of total expenditures of ¥97,000 million

enabled Return on equity (ROE) to rise to
39.6%, Return on total assets (ROA) to
18.4% and Debt to equity ratio (DER) to
132%, all of which could significantly
exceed the Fiscal 2004 targets of “K”
LINE Vision 2008.

including investments in vessels, i.e.
containerships and bulk carriers, etc.
amounting to ¥73,000 million.

Cash flows from financing activities
are expected to be minus some ¥8,000
million with a view to procurement of
new investment funds offset by repay-
ment of investments in vessels, etc. and
payment of cash dividends. Liabilities
bearing interest will level off at some
¥242,000 million.

In total, cash and cash equivalents
are prospected to be roughly at the same
level as end of Fiscal 2004.

Shareholders’ Equity
(Billions of yen)
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(Billions of yen)
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Seledted Financial Data

Kawasaki Kisen Kaisha, Ltd. and Consolidated Subsidiaries
Years ended March 31

Millions of yen

Consolidated 2005 2004 2003 2002 2001 2000
OPETating FEVEINUES .......oveoviiiieiiieeiieiiieieies e eie e ¥828,444 ¥724,667 ¥632,725 ¥571,014 ¥557,869  ¥485,693
OPErAtiNgG INCOME ovvvevrreeroreeereeereeeeereeesseeeeeeeesseseeeeeesseees 108,054 70,534 29,282 19,049 36,009 26,817
As a % of operating reVenues .............coecerveerveereeennnn. 13.0% 9.7% 4.6% 3.3% 6.5% 5.5%
NE INCOME ..o 59,853 33,196 10,373 4,768 1,948 6,843
TOAL ASSELS +vvvvveeeeeeeeeee oo 605,331 559,135 515,825 533,295 513,797 514,802
Shareholders’ eqUity ..........ccoviieiiiiiiiieieeeecee, 181,276 121,006 82,040 77,716 68,647 74,132
AS a4 % Of total ASSELS ....oovvoviiviiiiieeiee e 29.9% 21.6% 15.9% 14.6% 13.4% 14.4%
Liabilities bearing interest .............ocooveciriverieeriiieieeeenen, 239,249 281,811 306,575 335,622 331,484 348,602
AS @ % Of tOLAl ASSELS .vvvveereeeeee e 39.5% 50.4% 59.4% 62.9% 64.5% 67.7%
DeDt tO @qQUILY TATO .vvoviiiiiiiiiiiieiiiieieieeee e 1.32 2.33 3.74 4.32 4.83 4.70
RETUIN ON €QUILY vovivviviieiiieieieie e 39.6% 32.7% 13.0% 6.5% 2.7% 9.6%
INLETESt COVETAZE TALIO .vovivieviriiiiiieiiieieieeceeiee e 19.47 14.32 4.99 3.31 3.06 3.79
Balance of financial income and expense ........................ 2,517) (3,546) (5,155) (8,014) (10,248) (9,492)
Depreciation and amortization ................ccoceeeieierienennnnn. 24,634 25,558 29,511 33274 33,550 31,085

Notes: (1) Effective the year ended March 31, 2000, the Company and its consolidated subsidiaries adopted tax-effect accounting in accordance with a
revision to the regulations governing reporting for consolidated financial statements. The effect of this change on deferred income tax
assets amounted to ¥5,003 million (¥579 million as current assets and ¥4,424 million as non-current assets) and the effect on deferred
income tax liabilities amounted to ¥6,051 million (¥278 million as current liabilities and ¥5,773 million as non-current liabilities) as of March
31, 2000. This change increased net income by ¥1,222 million and consolidated retained earnings by ¥361 million from the amounts which
would have been recorded under the method followed in the previous year.

(2) Effective the year ended March 31, 2001, the Company and its consolidated subsidiaries adopted a new accounting standard, Accounting
for Financial Instruments, which requires that marketable investment securities and others be valued based on their fair market value. The
effect of this change was to increase shareholders’ equity by ¥1,158 million, which was presented as unrealized holding gain on investment
securities as a component of shareholders’ equity. In addition, translation adjustments were reclassified to shareholders’ equity from non-
current assets and amounted to ¥6,275 million in accordance with a revision to the regulations governing reporting for consolidated finan-
cial statements. The effect of this change was to decrease shareholders’ equity by the same amount.

(3) During the year ended March 31, 2002, the Company and certain domestic consolidated subsidiaries revalued the land used in their busi-
ness in accordance with the Land Revaluation Law (Law No. 34, March 31, 1998) and the Law to Partially Revise the Land Revaluation Law
(Law No. 19, March 31, 2001). The effect of this revaluation was to increase shareholders’ equity by ¥4,811 million which was reflected as
“revaluation reserve for land” as a component of shareholders” equity.

(4) Effective March 31, 2005, the Company and its domestic consolidated subsidiaries opted for early adoption of a new accounting standard
for the impairment of fixed assets. The effect of the adoption of this new standard was to decrease income before income taxes by ¥7,038
million for the year ended March 31, 2005.
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Millions of yen

Non-Consolidated 2005 2004 2003 2002 2001 2000
OPErating rEVENUES .......ccuverveiuieiieiienieaiesieaieesieeseesseeseeeneens ¥658,700 ¥584,958 ¥499,792 ¥449,153 ¥424,021  ¥362,030
Operating INCOME .....ooouiiieieiieie et 85,288 55,068 19,843 8,299 24,444 16,810
As a % of operating revVenues ............ccccceeeveceseeieeseene. 12.9% 9.4% 4.0% 1.8% 5.7% 4.6%
NEL INCOME .ottt 49,012 24,452 6,536 2,787 4,532 4,043
TOtAl ASSELS ..t 376,345 329,965 269,140 259,200 241,295 242,278
Shareholders’ qUILY ........cccooeiieiiiiiiiiesce e 143,019 96,839 65,872 64,409 62,619 58,975
As a % of total assets 38.0% 29.3% 24.5% 24.8% 26.0% 24.3%
Liabilities bearing interest ..........ccocooveievireieneneieriaianens 108,421 132,460 126,856 127,368 120,150 135,304
AS a % Of total @SSELS ....ocvevveieieieieiece e 28.8% 40.1% 47.1% 49.1% 49.8% 55.9%
Debt to eqUILY ratio ....cccooeiveieieieicece e 0.76 1.31 1.93 1.98 1.92 2.29
REtUrN ON EQUILY ..ooveviiiieeecciee e 40.9% 30.1% 10.0% 4.4% 7.5% 6.9%
Interest coverage ratio .........ccoooveeieiieiiiiieiece e 25885 17.49 2.07 2.92 5.81 4.46
Balance of financial income and expense ..............cc........ 1,017 (859) (1,934) (630) (2,599) (1,632)
Depreciation and amortization ...........cccoceeveviiereiieneienn, 6,114 6,358 7,005 7,344 7,731 7,477

Notes: (1) Effective the year ended March 31, 2000, the Company adopted tax-effect accounting in accordance with a revision to the regulations gov-
erning reporting for financial statements. The effect of this change on deferred income tax liabilities amounted to ¥1,815 million (¥92 mil-
lion as current liabilities and ¥1,723 million as non-current liabilities) as of March 31, 2000. This change increased net income by ¥409
million and consolidated retained earnings by ¥1,520 million from the amounts which would have been recorded under the method fol-
lowed in the previous year.

(2) Effective the year ended March 31, 2001, the Company adopted a new accounting standard, Accounting for Financial Instruments, which
requires that marketable investment securities and others be valued based on their fair market value. The effect of this change was to
increase shareholders’ equity by ¥1,546 million, which was presented as unrealized holding gain on investment securities as a component
of shareholders’ equity.

(3) During the year ended March 31, 2002, the Company revalued the land used in its business in accordance with the Land Revaluation Law
(Law No. 34, March 31, 1998) and the Law to Partially Revise the Land Revaluation Law (Law No. 19, March 31, 2001). The effect of this
revaluation was to increase shareholders’ equity by ¥2,973 million which was reflected as “revaluation reserve for land” as a component of
shareholders’ equity.

(4) Effective March 31, 2005, the Company opted for early adoption of a new accounting standard for the impairment of fixed assets. The
effect of the adoption of this new standard was to decrease income before income taxes by ¥4,684 million for the year ended March 31,
2005.

(5) The non-consolidated interest coverage ratio has been calculated by the following methods:
(A) For the years ended March 31, 2005, 2004 and 2003: dividing the net cash provided by operational activities by the total amount of the
interest paid; and
(B) For the years ended March 31, 2002, 2001 and 2000: dividing the sum of operating income and interest and dividend income by the
total amount of interest expense.
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Consolidated Balance Sheets

Kawasaki Kisen Kaisha, Ltd. and Consolidated Subsidiaries
March 31, 2005 and 2004

Thousands of
U.S. dollars

Millions of yen (Note 1)
Assets 2005 2004 2005
Current assets:
Cash and deposits (NOLE 3) .....eciueiieeiieiie e see e eeesee e ee e e nneeans ¥ 31,832 ¥ 23,370 $ 296,411
Marketable securitieS (NOLE 4)........ccoiiiiiiiiieiieiie e 28 54 262
Accounts and notes receivable — trade ...........ccocvveeeiiiieie e 98,104 82,423 913,527
Allowance for doubtful receivables ............ccoceeiiiiiiiiieiie e, (864) (1,046) (8,045)
YT a1 (0] [T OOt 12,187 9,303 113,483
Prepaid expenses and deferred charges.........cccoovevveiieiie e cie e, 26,587 21,508 247,578
Deferred income taxes (NOLE 6).......c.eeiuiiieeiiiiiiiiie e 4,212 3,439 39,221
OLhEI CUIMTENT GSSEES ......vveieei it e ettt e e et e e e et e e e s eaae e e e enreeeeeas 14,985 17,593 139,547
Total CUMTENT ASSELS ..ottt 187,071 156,644 1,741,984
Investments and other assets:
Investments in and advances to unconsolidated
subsidiaries and affiliates ..........eeeiviviiiiicie e 28,753 25,978 267,741
Investments in securities (NOtes 4 and 5)........cccccvveveeiieiiecieeiee e 73,464 65,499 684,082
Long-term loans receivable ... 7,403 4,716 68,932
Deferred income taxes (NOLE 6)......ccuueiieeiieeiieiie e e seeesree e aes 4,245 3,715 39,530
OLNEI @SSELS ..ttt bbbttt e e 22,876 16,119 213,027
Allowance for doubtful receivables ... (543) (424) (5,056)
Total investments and other assets .........ccccovcvvvieiiiiiieiecieie e 136,198 115,603 1,268,256
Vessels, property and equipment (Note 5):
VIBSSBIS ..ttt bbbttt 395,494 389,553 3,682,782
Buildings and eqUIPMENT ........ccuiiiiiiiieiie e 93,505 97,422 870,705
Accumulated depreCiation ...........ccooiiiieiiiieie e (281,015) (275,771) (2,616,773)
207,984 211,204 1,936,714
[ L o I (L] (= 01 ) PSPPI 34,144 35,446 317,945
CONSLIUCLION 1N PrOGIESS.....vievieiueeeteeiteesteesteeaseesseesraesteeaseeessaesseesseesseeaeeans 33,764 34,323 314,403
Vessels, property and equipment, Net .........c.ccovevviinieiiiieie e 275,892 280,973 2,569,062
INTANGIDIE @SSETS ... 6,170 5,915 57,455
B0 ] 7 Lo Tl £ ¥605,331 ¥559,135 $5,636,757
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Thousands of
U.S. dollars

Millions of yen (Note 1)
Liabilities, Minority Interests and Shareholders’ Equity 2005 2004 2005
Current liabilities:
Short-term 10ans (NOE 5) .....cceiiveivieieiiecie ittt e sve e ¥ 16,154 ¥ 26,199 $ 150,426
Current portion of long-term debt (NOte 5) ......cccooviiiiiiiiiiiies 34,516 45,570 321,411
Accounts and notes payable — trade .........cccoccevieiiieiiieiie s 72,085 64,862 671,249
AAVANCES TECEIVEU ...viiiieiiiitiiiie ettt nnes 13,782 12,528 128,334
Current portion of obligations under finance leases ..........ccccccevcveiieenenne 1,344 1,457 12,517
Accrued income taxes (NOLE B) .....ceivveeieeieeiieiie e e ieeesreestee e seeesree e 28,040 16,657 261,101
Other current labilities .......ccoviiiiii i 12,028 10,813 111,994
Total current Habilities .........ooovviiiieeieeee e 177,949 178,086 1,657,032
Long-term liabilities:
Long-term debt, less current portion (NOte 5) ....ccceevveiiveeiiievieiiecie e, 178,983 197,483 1,666,664
Allowance for employees’ retirement benefits (Note 8) ........ccccevvrvenene. 11,637 13,063 108,361
Allowance for directors’ and corporate auditors’ retirement benefits....... 28558 2,135 23,776
Accrued expenses for overhaul of VESSEIS.........ccccooiiiiiiiiiiiiiiiee 11,301 9,681 105,234
Obligations under fiNaNCe 1€ASES .......cuevuviiiveiieiieiieere e 8,252 11,102 76,841
Deferred income taxes (NOLE 6)......ccueevveeiieeiiiiiieeiieeciee e sve e see s 5,330 5,381 49,633
Other long-term Habilities...........cooiiiiiiiieie e 18,885 13,241 175,858
Total long-term labilitieS .........cccooiiiiieiecee e 236,941 252,086 2,206,367
Minority interests in consolidated subsidiaries..............cccoccvoiiiinnenne 9,165 7,957 85,342
Commitments and contingent liabilities (Note 12)
Shareholders’ equity (Note 9):
Common stock:
Authorized — 1,080,000,000 shares
Issued — 593,796,875 SNArES .....ecveiveerieiieiieie e 29,690 29,690 276,467
Additional paid-in Capital .........cccooieiiieiieeiie e 14,535 14,535 135,346
REtAINEA BAMMINGS .. .cuveiieeiee ettt se et e e s e te e e saaeaneeene e 117,483 66,965 1,093,988
Revaluation reserve for [and (NOte 11).......ccccooviiiiiiiiiiiiieiisieeseee i 6,798 5,093 63,300
Unrealized holding gain on investments in SECUNties ..........ccccevvvviveanrene. 16,643 11,801 154,974
Translation adjUuSTMENTS ........cooiiiiiiie e (3,112) (6,310) (28,968)
182,037 121,774 1,695,107
Treasury StOCK, At COSE .......iiiiiiiiieiiecie et se st sre e s ae e sreesreeeree (761) (768) (7,091)
Total shareholders’ eQUILY ........ccooieeiieiieiie e 181,276 121,006 1,688,016
Total liabilities, minority interests and shareholders’ equity ... ¥605,331 ¥559,135 $5,636,757

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Income and Retained Earnings

Kawasaki Kisen Kaisha, Ltd. and Consolidated Subsidiaries
Years ended March 31, 2005 and 2004

Thousands of
U.S. dollars

Millions of yen (Note 1)
2005 2004 2005
Operating revenues (NOE 14) .......cviieiieiie e ¥828,444 ¥724,667 $7,714,346
Operating expenses (Note 14):
COSES AN EXPENSES.....eeiueeeiieitieeiee ettt e steeateeateeeeeesteestesaneeeseeesaeesbeeareeaneeans 666,100 601,553 6,202,625
Selling, general and administrative EXPENSES .........c.cccvevveeivreieeseeieeiiens 54,290 52,580 505,538
Total operating EXPENSES .....veevieiieeiiieaieeieerieestee et seeesiee e seeens 720,390 654,133 6,708,163
Operating iINCOMe (NOLE 14).......ccceeieiiieiie et 108,054 70,534 1,006,183
Other income (expenses):
Interest and dividend INCOME ........cooovieiiiiiiiee e 2,030 1,905 18,907
L1 TS A= 01T - PSP (4,547) (5,451) (42,340)
Exchange gain (10SS), NEt ........ooiviiiiiiii i 479 (5,644) 4,464
Gain (loss) on sales of vessels, property and equipment, net.................. 1,199 (4,037) 11,167
Gain (loss) on sales of investments in securities, Net.........cccocevvveeiirinenne 240 (1,502) 2,239
Loss on impairment of fixed aSSetS........cccccveiiiiiiiiie i (7,038) - (65,535)
Loss on liquidation of subsidiaries, Net ............ccoceiiiiiiiiiniciiiee (3,348) ) (31,178)
(@1 LT P 0= USROS PPPRPR (1,559) (777) (14,530)
Other incomMe (EXPENSES), NEL.......cciiieiiiiiieii et (12,544) (15,507) (116,806)
Income before INCOME tAXES ....veiveiieriiiiiie s 95,510 55,027 889,377
Income taxes (Note 6):
(010 =] | PSPPSR 37,421 20,104 348,457
=Y (=T (=To SRR (3,210) 857 (29,887)
TOtal INCOME TAXES vttt 34,211 20,961 318,570
MINOKItY INTEIESTS ..ot 1,446 870 13,466
NEL INCOME L.ttt 59,853 33,196 557,341
Retained earnings at beginning of year..........c..cccoeoveviveiic e 66,965 39,694 623,565
Adjustments for:
Reversal of revaluation reserve for land ..........c.ccccoooveiieiieiiiecnenn (1,704) (20) (15,871)
Inclusion in or exclusion from
consolidation of subsidiaries and other..............cccccoeviieiieiicinnn, 9 174 (84)
Retained earnings as adjuSted ..........ccccooiiiiiiiiiiii i 65,252 39,848 607,610
(07T o W0 1V o [=T o To SRR (7,396) (5,926) (68,867)
BONUSES 10 AIFECIOIS ...oviiiiiiiiiieie st (226) (153) (2,096)
Retained earnings at end Of Year.........cccccoevviieiie i ¥117,483 ¥ 66,965 $1,093,988

The accompanying notes are an integral part of the consolidated financial statements.

| 30 | KAWASAKI KISEN KAISHA, LTD.




Consolidated Statements of Cash Flows

Kawasaki Kisen Kaisha, Ltd. and Consolidated Subsidiaries
Years ended March 31, 2005 and 2004

Thousands of
U.S. dollars

Millions of yen (Note 1)
2005 2004 2005
Cash flows from operating activities:
Income before INCOME TAXES ....oiviiieiiiiiieiiiee s ¥ 95,510 ¥55,027 $ 889,377
Adjustments to reconcile income before income taxes to net cash
provided by operating activities:
Depreciation and amortization ..........cccccevveiiesieesiee e 24,634 25,558 229,386
Reversal of employees’ retirement benefitS ..........ccccovviiiiiiicicnn, (1,426) (1,487) (13,281)
Accrued expenses for overhaul of vessels..........cccoeiviiiiiiiiiinenn. 1,652 2,274 15,381
Provision for directors’ and corporate auditors’
retirement DENEFITS .....ccvvvieieee e 418 91 3,894
Interest and dividend INCOME ..........cooiiiiiiiiiiiieeie e (2,030) (1,905) (18,907)
LY T CoTS =) 0 1= 1 - S 4,547 5,451 42,340
INcrease in ShOrt-term @SSELS........cuiiviieriiiieieiiee e (6,398) (3,100) (59,577)
(Gain) loss on sales of marketable securities and investments in
SECUNTEIES ..vveeeteeeteeeeie e e e e e s e ee e e e st e enteenteentaesaaesneeaneeaneeenneenneenreeas (368) 1,502 (3,431)
Gain on sales of vessels, property and equipment ...........cccccoooveeeene. (1,287) (937) (11,980)
Loss on sales of vessels, property and equipment ...........cccceeveerienne. 87 4,974 813
Loss on impairment of fixed aSSets ........ccccccveviveveeiiieiieeieeseesee e 7,038 - 65,535
Changes in operating assets and liabilities:
Increase in accounts and notes receivable — trade .................... (15,559) (7,400) (144,884)
Increase in accounts and notes payable — trade ...........ccccoeueee. 5,219 3,431 48,602
(Increase) decrease in INVENTOIIES .......ccoiiieeiiiienieiisiee e (2,903) 1,321 (27,030)
(@)1 ] PR 0 1= RSP 8,956 6,535 83,402
SUBLOTAL ... 118,090 91,335 1,099,640
Interest and dividends reCeIVEA .........ccccvveevivieeiiiiieeeeeceee e 1,977 1,905 18,411
INEEIESE PAI .....eiiiiiiie e (4,594) (5,485) (42,781)
INCOME tAXES PAI .....eeivieeeiieie et se et saeesaeenreea (26,030) (9,204) (242,388)
Net cash provided by operating activities............ccccoeverennenn. 89,443 78,551 832,882
Cash flows from investing activities:
Purchases of marketable securities and investments in securities ............ (3,125) (13,426) (29,098)
Proceeds from sales of marketable securities and
INVESTMENTS 1N SECUNTIES ...veiiiiiiiieiiie e 1,451 13,332 13,511
Purchases of vessels, property and equipment ...........cccccoecveveevieiiecnenn, (73,612) (57,705) (685,469)
Proceeds from sales of vessels, property and equipment ..........cc.cccveuen. 47,611 26,743 443,345
Increase in iNtangible aSSEtS........c.civiiiiiiiiiiie e (2,164) (1,320) (20,151)
Increase in long-term loans receivable...........ccccooeivieiiciic e (13,827) (12,702) (128,750)
Collection of long-term loans receivable............cccooviiiiiiiiiiics 3,720 1,251 34,643
(01 1] PR 0T OO PP PSP PROPPR 5,544 (7,948) 51,620
Net cash used in investing activities...........ccccocevveeveeceeieennnn. 34,402) (51,775) (320,349)
Cash flows from financing activities:
Decrease in short-term 10ans, Net..........cooiiiiiiiiiiiiee e (9,782) (7,233) (91,087)
Proceeds from long-term debt ..o 23,094 31,254 215,052
Repayment of long-term debt and obligations under finance leases ...... (48,200) (61,589) (448,832)
Proceeds from issuance of DONAS .........ccceeiiiiiiiiiiciiiee e - 29,936 -
Repayment Of DONAS ..o (5,000) (7,500) (46,559)
Cash dividends Paid..........ccceeiiuiiiiieieeiie e ae e e (7,387) (5,908) (68,788)
Cash dividends paid to minority shareholders.............c.ccooeiiiiiiiiiencnns (105) (93) (979)
ORI, NEL .ttt sb et sbe e (49) (470) (458)
Net cash used in financing activities ..........ccccocevvevieecieeieennnn, (47,429) (21,603) (441,651)
Effect of exchange rate changes on cash and cash equivalents ........ 129 1,225) 1,197
Net increase in cash and cash equivalents ............cccccoioiiiiiiieiieee 7,741 3,948 72,079
Cash and cash equivalents at beginning of year.............ccccccoooeiieenene 23,127 18,780 215,358
Increase in cash and cash equivalents arising from inclusion of
subsidiaries in coNsolidation........ccccccoovvveei i 629 399 5,863
Cash and cash equivalents at end of year (Note 3).......ccccccoeeeviiiiieennenne ¥ 31,497 ¥23,127 $ 293,300

The accompanying notes are an integral part of the consolidated financial statements.
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Notes to Consolidated Financial Statements

Kawasaki Kisen Kaisha, Ltd. and Consolidated Subsidiaries
March 31, 2005

1. Summary of Significant Accounting Policies

(a) Basis of preparation

Kawasaki Kisen Kaisha, Ltd. (the “Company”) and its domestic
consolidated subsidiaries maintain their accounting records and
prepare their financial statements in accordance with account-
ing principles generally accepted in Japan, and its foreign sub-
sidiaries maintain their books of account in conformity with
those of their countries of domicile.

The accompanying consolidated financial statements have
been compiled from the consolidated financial statements pre-
pared by the Company as required under the Securities and
Exchange Law of Japan, which is different in certain respects as
to the application and disclosure requirements of International
Financial Reporting Standards. In preparing the accompanying
consolidated financial statements, certain reclassifications and
rearrangements have been made to present them in a form
which is familiar to readers outside Japan. However, no adjust-
ments have been made which would change their financial
position or the results of their operations presented in the origi-
nal consolidated financial statements.

Certain reclassifications of previously reported amounts have
been made to conform the consolidated financial statements for
the year ended March 31, 2004 to the 2005 presentation. Such
reclassifications had no effect on consolidated net income or
shareholders’ equity.

The translation of yen amounts into U.S. dollar amounts is
included solely for convenience and has been made, as a matter
of arithmetic computation only, at ¥107.39 = U.S.$1.00, the
approximate rate of exchange prevailing on March 31, 2005 on
the Tokyo Foreign Exchange Market. Furthermore, the transla-
tion should not be construed as a representation that yen have
been, could have been, or could in the future be, converted into
U.S. dollars at that or any other rate.

(b) Principles of consolidation

The accompanying consolidated financial statements include
the accounts of the Company and 186 and 177 subsidiaries for
the years ended March 31, 2005 and 2004, respectively. The
principle of consolidation is to include significant subsidiaries
whose voting interests are owned 40 per cent. or more by a
consolidated group and whose decision-making control over
their operations is significantly affected by the consolidated
group through financial or technical support, personnel, trans-
actions, and so forth. In addition, significant affiliates whose
decision-making control over their operations is significantly
affected by the consolidated group in various ways have been
accounted for by the equity method.

For the purpose of consolidation, all significant intercompany
transactions, account balances and unrealized profit among the
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consolidated group companies have been eliminated. Significant
differences between the cost and the underlying net equity in
the consolidated subsidiaries at their respective dates of acquisi-
tion are, as a rule, amortized over a period of five years.
(c) Accounting period
Most of the consolidated subsidiaries have a December 31 year
end which does not accord with that of the Company. As a
result, adjustments have been made for any significant inter-
company transactions which took place during the period
between the year end of these subsidiaries and the year end of
the Company. During the year ended March 31, 2004, Shinto
Rikuun Kaisha, Ltd. changed its year-end closing date from
March 31 to December 31, and its 9-month results were
included in the accompanying consolidated accounts.
(d) Translation of foreign currencies
All monetary assets and liabilities denominated in foreign cur-
rencies other than those hedged by forward foreign exchange
contracts are translated into yen at the rates of exchange in
effect on the balance sheet date. Gains and losses resulting
from the settlement of these items are credited or charged to
income.
(e) Translation of accounts of foreign consolidated
subsidiaries
The accounts of the foreign consolidated subsidiaries, except
for the components of shareholders’ equity, are translated into
yen at the rates of exchange in effect at the balance sheet date.
The components of shareholders’ equity are translated at their
historical exchange rates. Differences arising on translation are
presented as translation adjustments in the accompanying con-
solidated balance sheets.
(f) Revenues and related costs
Revenues of the Company and consolidated subsidiaries from
cargo freight and the related costs and expenses, except for
those from container vessels, are recorded in full as of the date
on which the vessels complete their voyages. Revenues from
container vessels are recorded in full as of the date on which a
vessel embarks from the port where the cargo was loaded, and
no year-end adjustments are made for any portions of uncom-
pleted voyages. The related costs and expenses are charged to
income as incurred. Revenues and costs with respect to charter
services are accounted for on an accrual basis.
(g9) Cash and cash equivalents
Cash and cash equivalents include cash on hand and in banks
and other highly liquid investments with maturities of three
months or less when purchased.
(h) Investments in securities
Securities are classified into three categories: trading securities,
held-to-maturity debt securities or other securities. Trading



securities, consisting of debt and marketable equity securities
are stated at fair value. Gain and loss, both realized and unreal-
ized, are charged to income. Held-to-maturity debt securities are
stated at their amortized cost. Marketable securities classified as
other securities are carried at fair value with any changes in
unrealized holding gain or loss, net of the applicable income
taxes, reported as a separate component of shareholders’ equity.
Non-marketable securities classified as other securities are car-
ried at cost determined by the moving average method.

Securities held by the Company and its consolidated sub-
sidiaries are all classified as “other securities” and have been
accounted for as outlined above.

(i) Inventories

Inventories consist of fuel and supplies which are stated at cost
determined by the moving average method.

(j) Vessels, property and equipment and depreciation
Vessels, property and equipment are stated at cost.

The depreciation of property and equipment is computed prin-
cipally by the declining-balance method over the estimated useful
lives of the respective assets which differ according to general cat-
egory, type of construction and use. The depreciation of vessels is
computed by the straight-line or the declining-balance method
over the estimated useful lives of the respective vessels.

Maintenance, repairs and minor improvements are charged to
income as incurred. Major improvements are capitalized.

(k) Capitalization of interest expense

Interest expense is generally charged to income as incurred.
However, interest expense incurred in the construction of cer-
tain assets, vessels in particular, is capitalized and included in
the costs of the assets if the construction period is substantially
long and the amount of interest incurred during the period is
significantly high.

(1) Accrued expenses for overhaul of vessels

Vessels of the Company and its consolidated subsidiaries are
subject to periodic overhaul. An accrual is provided for the cur-
rent portion of the estimated total expenses for overhauling the
vessels.

(m) Leases

Noncancelable lease transactions are accounted for as operating
leases (whether such leases are classified as operating or
finance leases) except that lease agreements which stipulate the
transfer of ownership of the leased property to the lessee are
accounted for as finance leases.

(n) Income taxes

Deferred income taxes have been recognized with respect to
the differences between financial reporting and the tax bases of
the assets and liabilities. Deferred taxes are measured at the
rates which are expected to apply to the period when each
asset or liability is realized, based on the tax rates which have
been enacted as of the balance sheet date or are subsequently
enacted.

(o) Retirement benefits

The Company and domestic consolidated subsidiaries have
defined benefit pension plans and retirement benefit plans.

Certain foreign consolidated subsidiaries also have defined ben-
efit plans.

The employees’ retirement benefit plans provide for a lump-
sum payment determined by reference to the current rate of
pay, length of service and conditions under which the termina-
tion occurs.

An allowance for employee’s retirement benefits has been
provided based on the amount of the projected benefit obliga-
tion reduced by the pension plan assets at fair value at the end
of the year.

Actuarial differences are amortized in the year following the
year in which the differences are recognized principally by the
straight-line method over a certain period (principally nine
years) which falls within the average remaining years of service
of the eligible employees.

The Company and certain consolidated subsidiaries also pro-
vide for retirement benefits to directors and corporate auditors
based on the internal rules at the amount which would be
required to be paid if all directors and corporate auditors
retired at the balance sheet date.

(p) Financial instruments

Derivatives positions are carried at fair value with any changes
in unrealized gain or loss charged or credited to operations,
except for those which meet the criteria for deferral hedge
accounting under which unrealized gain or loss is deferred as
an asset or liability.

Forward foreign exchange contracts which meet criteria con-
ditions are accounted for by the allocation method which
requires that recognized foreign currency receivables or
payables be translated at the corresponding forward foreign
exchange contract rates.

(q) Appropriation of retained earnings

Under the Commercial Code of Japan, the appropriation of
retained earnings with respect to a given financial period is
made by resolution of the shareholders at a general meeting
held subsequent to the close of the financial period. The
accounts for that period do not, therefore, reflect such appro-
priations (see Note 15).

2. Change in Method of Accounting

Effective April 1, 2004, the Company and its domestic consoli-
dated subsidiaries opted for early adoption of a new accounting
standard for the impairment of fixed assets which requires that
tangible and intangible fixed assets be carried at cost less
depreciation and be reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount
of an asset may not be recoverable. The Company and its
domestic consolidated subsidiaries are required to recognize an
impairment loss in the statement of income if certain indicators
of asset impairment exist and if the book value of an asset
exceeds the undiscounted sum of its future cash flows. The
standard states that an impairment loss should be measured as
the excess of the book value over the higher of (1) the fair
market value of the asset, net of its disposition cost, and (2) the
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present value of future cash flows arising from the ongoing uti-
lization of the asset and from its disposition, if applicable. The
standard covers land, buildings, other items of property and
equipment and intangible assets.

As a result of the adoption of this new accounting standard, a
loss on impairment of fixed assets in the amount of ¥7,038 mil-
lion ($65,535 thousand) was recognized in the consolidated
statement of income and retained earnings for the year ended
March 31, 2005, and income before income taxes decreased by
the same amount from the corresponding amount which would
have been recorded under the previous method.

The impairment loss on such assets has been deducted
directly from the carrying amounts of the respective assets in

3. Cash and Cash Equivalents

Cash and cash equivalents in the consolidated statements of
cash flows for the years ended March 31, 2005 and 2004 are
reconciled to cash and deposits reflected in the consolidated

balance sheets at March 31, 2005 and 2004 as follows:
Thousands of

Millions of yen U.S. dollars
2005 2004 2005

Cash and deposits..........c.cccvnene ¥31,832 ¥23,370 $296,411
Time deposits with a maturity

of more than three months

after the purchase date ........... (335) (243) (3,114)
Highly liquid marketable

securities with low risk ........... 0 0 3
Cash and cash equivalents ........ ¥31,497 ¥23,127 $293,300

the consolidated balance sheet at March 31, 2005.

4. Marketable Securities and Investments in Securities
At March 31, 2005 and 2004, marketable securities and investments in securities with quoted market prices which are classified as

other securities are summarized as follows:
Millions of yen

2005 2004
As reflected As reflected
Acquisition in the Acquisition in the
costs balance sheet  Difference costs balance sheet  Difference
Securities whose market value reflected in
the balance sheet exceeds their acquisition costs:
EQUItY SECUNLIES ....vevieviieiiieie e ¥33,597 ¥60,547 ¥26,950 ¥33,299 ¥52,531 ¥19,232
DEDt SECUNTIES....c.vviiieieiie e 81 88 7 78 86 8
10 o] (0] - | 33,678 60,635 26,957 33,377 52,617 19,240
Securities whose market value reflected in the balance
sheet does not exceed their acquisition costs:
EQUILY SECUFILIES ... 618 588 (85) 598 509 (89)
Debt SECULIES. ..o 22 22 (0) 26 26 (0)
OtNBI i 540 506 (34) 560 537 (23)
10 o] (0] | S 1,180 1,061 (119) 1,184 1,072 (112)
10 ) - LSS ¥34,858 ¥61,696 ¥26,838 ¥34,561 ¥53,689 ¥19,128

Thousands of U.S. dollars

2005
As reflected
Acquisition in the
costs balance sheet  Difference
Securities whose market value reflected in
the balance sheet exceeds their acquisition costs:
EQUItY SECUNTIES ....vevviviieieiiie et $312,845 $563,805 $250,960
DEDt SECUTILIES. ...ttt 7515 816 61
SUBLOtAl ... 313,600 564,621 251,021
Securities whose market value reflected in the balance
sheet does not exceed their acquisition costs:
EQUItY SECUFILIES ..o 5,761 4,971 (790)
Debt SECUILIES. ..o 200 200 0)
5,032 4,709 (323)
10,993 9,880 (1,113)
$324,593 $574,501 $249,908
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At March 31, 2005 and 2004, securities without quoted market
prices are summarized as follows:
As reflected in the balance sheet

Thousands of

Millions of yen U.S. dollars
2005 2004 2005
Investments in securities:
Unlisted equity securities
other than those traded
on the over-the-counter
market ......cccccevvevvevieiieien ¥11,590 ¥11,666 $107,923

5. Short-Term Loans and Long-Term Debt

Short-term loans from banks and insurance companies had
average interest rates of 0.15 per cent. and 0.36 per cent. per
annum at March 31, 2005 and 2004, respectively.

Long-term debt at March 31, 2005 and 2004 consisted of the following:

Thousands of
Millions of yen U.S. dollars

2005 2004 2005

Loans from banks and
insurance companies payable
in installments at average
interest rates of 2.15 per cent.
and 2.22 per cent. per annum
at March 31, 2005 and 2004,
respectively, for fixed-rate
loans, and at variable rates
for floating-rate loans.............. ¥167,499

2.04 per cent. bonds
in Japanese yen, due
March 18, 2005 ........ccccevrvennne - 5,000 -

1.83 per cent. bonds
in Japanese yen, due
October 19, 2005........cccccovueene 3,000 3,000 27,936

2.12 per cent. bonds
in Japanese yen, due
October 19, 2006 ............cccoeee 3,000 3,000 27,936

1.00 per cent. bonds
in Japanese yen, due
March 25, 2008 ..........cccceeveuene 10,000 10,000 93,118

Euro-yen zero coupon
convertible bonds (with stock
acquisition rights) in Japanese

¥192,053 $1,559,730

yen, due March 22, 2011......... 30,000 30,000 279,355
Total ..o 213,499 243,053 1,988,075

Less: Current portion.................. (34,516) (45,570) (321,411)
¥178,983  ¥197,483 $1,666,664

The euro-yen zero coupon convertible bonds (with stock acqui-
sition rights) due 2011 are convertible at ¥700 per share subject
to adjustment for certain events including stock splits.

The aggregate annual maturities of long-term debt subse-

quent to March 31, 2005 are summarized as follows:

Thousands of
Millions of yen  U.S. dollars

2006 ... ¥ 34,516 $ 321,411
2007 oottt 31,471 293,051
2008 ...t 37,135 345,800
2009 ... 17,814 165,880
2010 and thereafter.........c.ccovvveeirncriennn 92,563 861,933

¥213,499 $1,988,075

A summary of assets pledged as collateral for long-term debt

and short-term loans at March 31, 2005 is presented below:

Thousands of
Millions of yen  U.S. dollars

Vessels and property, at net book value ...  ¥139,598 $1,299,913
Investments in SECUNti€S .........cvvevvverveeneans 4,666 43,451
Other ..o 10 93

6. Income Taxes

The Company and its consolidated subsidiaries are subject to a
number of taxes based on income, which, in the aggregate,
resulted in statutory tax rates of approximately 37.6 per cent.
for the years ended March 31, 2005 and 2004.

A reconciliation between the statutory tax rate and the effec-
tive tax rate as a percentage of income before income taxes for
the year ended March 31, 2005 and 2004 has been omitted as
the differences are immaterial.

Temporary differences which gave rise to a significant por-
tion of the deferred tax assets and liabilities at March 31, 2005

and 2004 and their net tax effect are analyzed as follows:
Thousands of

Millions of yen U.S. dollars
2005 2004 2005
Deferred tax assets:
Allowance for employees’
retirement benefits .............. ¥ 4,287 ¥ 4,663 $ 39,920
Loss on impairment of fixed
ASSELS .. 3,765 - 35,059
Elimination of
intercompany profit............. 1,222 1,477 11,377
Non-deductible allowances... 2,305 2,241 21,462
Accounts and notes
payable — trade.................. 2,367 2,008 22,042
Other ... 4,898 5,087 45,608
Subtotal — deferred tax assets... 18,844 15,476 175,468
Valuation allowance .................. (934) (471) (8,695)
Total deferred tax assets............ 17,910 15,005 166,773
Deferred tax liabilities:
Reserve for special
depreciation...........c.ccceeueee. (1,254) (1,800) (11,677)
Deferred gain for tax
PUIPOSES ..o (2,315) (2,074) (21,557)
Unrealized holding gain on
investments in securities..... (10,119) (7,150) (94,225)
Other ... (1,099) (2,209) (10,237)
Total deferred tax liabilities....... (14,787) (13,233) (137,696)
Net deferred tax assets .............. ¥ 3,123 ¥ 1,772 $ 29,077

ANNUAL REPORT 2005 | 35 |




7. Leases

The following pro forma amounts represent the acquisition costs, accumulated depreciation and net book value of the leased property
at March 31, 2005 and 2004, which would have been reflected in the consolidated balance sheets if finance lease accounting had been
applied to the finance leases currently accounted for as operating leases:

Millions of yen

2005 2004
Equipment Other Total Equipment Other Total
ACQUISIEION COSES ...t ¥52,127 ¥3,449 ¥55,576 ¥35,809 ¥3,053 ¥38,862
Accumulated depreciation ............coccoviveeiiiiiiciiccicenns 14,330 1,874 16,204 10,634 1,505 12,139
Net BoOK ValUe........c.cooviiiiiii s ¥37,797 ¥1,575 ¥39,372 ¥25,175 ¥1,548 ¥26,723

Thousands of U.S. dollars

2005
Equipment Other Total
Acquisition costs .......... $485,402 $32,118 $517,520
Accumulated depreciation ............cccooeieieiieiiisiseeee 133,438 17,455 150,893
Net booK ValUe..........covviiiiiiiccc s $351,964 $14,663 $366,627

Lease payments related to finance leases accounted for as oper-
ating leases and depreciation and interest expense for the years

ended March 31, 2005 and 2004 are as follows:
Thousands of

Millions of yen U.S. dollars

2005 2004 2005
Lease payments........cccceevveereennn ¥5,811 ¥5,053 $54,113
Depreciation.........cccocevererenenne 4,780 4,448 44,512
Interest expense............cccceeeeeeee 1,320 1,311 12,296

Future minimum lease payments subsequent to March 31, 2005
for finance leases accounted for as operating leases are summa-

rized as follows:
Thousands of

Millions of yen  U.S. dollars
2006 ... ¥ 5742 $ 53,466
2007 and thereafter........cccccooveviiecinnne, 33,938 316,026

Future minimum lease payments subsequent to March 31, 2005

for operating leases are summarized as follows:
Thousands of

Millions of yen  U.S. dollars
¥ 16,800 $156,437
105,710 984,357
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8. Retirement Benefits

The following table sets forth the funded and accrued status of
the pension plans and the amounts recognized in the consoli-
dated balance sheets at March 31, 2005 and 2004 for the
Company’s and the consolidated subsidiaries’ defined benefit
plans:

Thousands of
Millions of yen U.S. dollars

2005 2004 2005

Retirement benefit obligation*... ¥(30,523) ¥(31,621) $(284,230)
Fair value of pension

plan assets.........coeoeviiiiiniiins 17,071 15,594 158,963
Net unfunded benefit

obligation.........ccccceevereriiiiennn (13,452)  (16,027) (125,267)
Unrecognized actuarial

differences........ccccooevviiininnne 1,815 2,964 16,906
Allowance for employees’

retirement benefits.................. ¥(11,637) ¥(13,063)  $(108,361)

* Certain domestic consolidated subsidiaries have calculated their retire-
ment benefit obligation based on the amount which would be
payable at the year end if all eligible employees terminated their ser-
vices voluntarily.



The components of retirement benefit expenses for the years ended

March 31, 2005 and 2004 are outlined as follows:
Thousands of

Millions of yen U.S. dollars
2005 2004 2005
SErViCe COStY .....coovviiriiriciirieenns ¥1,588 ¥1,680 $14,786
Interest CoSt........coovvvvevivenennnn. 489 516 4,554
Expected return on
pension plan assets................. (119) (108) (1,106)
Amortization of actuarial
differences ... 418 511 3,895
Retirement benefit expenses..... ¥2,376 ¥2,599 $22,129

* Retirement benefit expenses for certain domestic consolidated sub-
sidiaries whose benefit obligation is calculated based on the amount
which would be payable at the year end if all eligible employees termi-
nated their services voluntarily have been fully included in service cost.

The assumptions used in accounting for the above plans for the

years ended March 31, 2005 and 2004 were as follows:

2005 2004
Discount rate .........ccocevereneieieieiens Mainly 2.0% Mainly 2.0%
Expected rates of
return on plan assets ...........ccccceenne. Mainly 0% Mainly 0%

9. Shareholders’ Equity

The Commercial Code of Japan (the “Code”) provides that an
amount equal to at least 10 per cent. of the amounts to be dis-
bursed as distributions of earnings be appropriated to the legal
reserve until the sum of additional paid-in capital and the legal
reserve equals 25 per cent. of the common stock account. The
Code also stipulates that, to the extent that the sum of the addi-
tional paid-in capital account and the legal reserve exceeds 25
per cent. of the common stock account, the amount of any
such excess is available for appropriation by resolution of the
shareholders.

The Code provides that neither additional paid-in capital nor
the legal reserve is available for dividends, but both may be
used to reduce or eliminate a deficit by resolution of the share-
holders or may be transferred to common stock by resolution
of the Board of Directors. The legal reserve of the Company
included in retained earnings at March 31, 2005 and 2004
amounted to ¥2,540 million ($23,655 thousand) and ¥2,540 mil-
lion, respectively.

In accordance with the Code, a stock option plan for direc-
tors, employees of the Company and directors of subsidiaries
was approved at the annual general meeting of the sharehold-
ers held on June 27, 2002. Under the terms of this plan, 92
stock option rights (92,000 shares of common stock) were
granted at an exercise price of ¥156 per share, subject to adjust-
ment for certain events, including stock splits, by the Board of
Directors. The options become exercisable on June 28, 2004
and are scheduled to expire on June 27, 2012.

In accordance with the Code, a stock option plan for
directors, employees of the Company and directors of sub-
sidiaries was approved at the annual general meeting of the

shareholders held on June 27, 2003. Under the terms of this
plan, 1,914 stock option rights (1,914,000 shares of common
stock) were granted at an exercise price of ¥278 per share, sub-
ject to adjustment for certain events, including stock splits, by
the Board of Directors. The options become exercisable on
June 28, 2005 and are scheduled to expire on June 27, 2013.

In accordance with the Code, a stock option plan for direc-
tors, employees of the Company and directors of subsidiaries
was approved at the annual general meeting of the sharehold-
ers held on June 29, 2004. Under the terms of this plan, 370
stock option rights (370,000 shares of common stock) were
granted at an exercise price of ¥663 per share, subject to adjust-
ment for certain events, including stock splits, by the Board of
Directors. The options become exercisable on June 30, 2006
and are scheduled to expire on June 29, 2014.

In accordance with the Code, an additional stock option plan
for directors, employees of the Company and directors of sub-
sidiaries was approved at the annual general meeting of the
shareholders held on June 29, 2005. Under this approval, the
issuance of up to 700 stock option rights (700,000 shares of
common stock) has been authorized. The eligible participants
may exercise these stock options at an exercise price calculated
as the average of the closing market price of the Company’s
shares on the Tokyo Stock Exchange for all trading for the
month immediately preceding the month of the date of the
issuance of the rights; however, if the exercise price referred to
above is less than the closing market price of the Company’s
shares on the Tokyo Stock Exchange on the day on which the
rights were issued, the closing market price is to be the exer-
cise price. The exercise price is subject to adjustment for certain
events including stock splits. The options become exercisable
on June 30, 2007 and are scheduled to expire on June 29, 2015.

10. Amounts per Share

The amounts per share of net income for the years ended
March 31, 2005 and 2004 and net assets per share at March 31,
2005 and 2004 are summarized as follows:

Yen U.S. dollars
2005 2004 2005
Net income:
BaSIC ...oveieiiieeiee ¥100.70 ¥ 55.71 $0.94
Diluted.......cocoovieiiiiiieee 93.69 55.53 0.87
Net aSSetS......ccvvvririiiiiiiiiieeens 306.06 204.37 2.85
Cash dividends applicable
to the year......ccooooeeeieiciecenn, 16.50 10.00 0.15

Basic net income per share has been computed based on the
net income attributable to shareholders of common stock and
the weighted-average number of shares of common stock out-
standing during the year. Diluted net income per share has
been computed based on the amount of net income attribut-
able to the shareholders of common stock and the weighted-
average number of shares of common stock outstanding during

l ANNUAL REPORT 2005

[ 37]




each year after giving effect to the dilutive potential of the
shares of common stock to be issued upon the exercise of the
stock options and the conversion of convertible bonds. The
amounts per share of net assets have been computed based on
the net assets available for distribution to shareholders of com-
mon stock and the number of shares of common stock out-
standing at the year end.

Cash dividends per share represent the cash dividends
applicable to the respective years together with the interim cash
dividends paid.

11. Land Revaluation
The Company and certain domestic consolidated subsidiaries
revalued the land used in their business in accordance with the
Land Revaluation Law (Law No. 34, March 31, 1998) and the
Law to Partially Revise the Land Revaluation Law (Law No. 19,
March 31, 2001). The effect of this revaluation has been calcu-
lated as revaluation reserve for land in shareholders’ equity,
excluding deferred income taxes for land revaluation.

The timing of revaluation was effective March 31, 2002.

Certain affiliates accounted for by the equity method also
revalued the land used in their business in accordance with the
Land Revaluation Law (Law No. 34, March 31, 1998) and the
Law to Partially Revise the Land Revaluation Law (Law No. 19,
March 31, 2001).

At March 31, 2005, the fair value of the land was lower by
¥2,036 million ($18,955 thousand) than its carrying value after
revaluation.

12. Commitments and Contingent Liabilities

At March 31, 2005, commitments made by the Company and

consolidated subsidiaries for the construction of vessels

amounted to ¥192,764 million ($1,794,992 thousand).
Contingent liabilities for notes receivable endorsed, loans

guaranteed, and joint indebtedness at March 31, 2005 were as

follows:

Thousands of
Millions of yen  U.S. dollars

Notes receivable endorsed ..... Yl 5 $ 48
Loans guaranteed............. 13,116 122,134
Joint indebtedness.... 69,650 648,567

TOtAl v ¥82,771 $770,749
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13. Derivatives and Hedging Activities

The Company and its consolidated subsidiaries have entered
into forward foreign exchange contracts to reduce their expo-
sure to adverse fluctuation in foreign exchange rates related to
their receivables and payables denominated in foreign curren-
cies. The Company and its consolidated subsidiaries have also
entered into interest-rate agreements and currency swaps and
currency options positions to minimize the impact of fluctuation
in foreign exchange rates and interest rates related to their out-
standing debt. In addition, the Company and its consolidated sub-
sidiaries have entered into bunker swaps and freight futures in
order to minimize the impact of market movements.

The Company and its consolidated subsidiaries are also exposed
to the risk of credit loss in the event of nonperformance by the
counterparties to the currency and interest-rate derivatives as well
as to certain market risk arising from bunker swaps and freight
futures. However, the Company and its consolidated subsidiaries
do not anticipate nonperformance by any of these counterparties
all of whom are financial institutions with high bond ratings.
Deferred gains and losses have been recognized, at fair market
value, for all derivatives, which are subject to hedge accounting.



14. Segment Information
(a) Business segment information

The consolidated results have been divided into three segments; marine transportation, freight forwarding/harbor transportation and

other.
Millions of yen
Year ended March 31, 2005
Freight
Marine Forwarding/Harbor
Transportation  Transportation Other Total Eliminations  Consolidated
1. Revenues:
(1) Operating reVENUES ........cccvrveeeecreiiirerieeeicieieenens ¥713,961 ¥101,710 ¥12,773 ¥828,444 ¥ - ¥828,444
(2) Intra-group sales and transfers . 3,320 55,144 9,549 68,013 (68,013) -
Total revenues .........ccccoevvevverienn. 717,281 156,854 22,322 896,457 (68,013) 828,444
2. Operating expenses 619,473 147,989 21,239 788,701 (68,311) 720,390
Operating iNCOME ........ccoieiiiiiriiiieie et ¥ 97,808 ¥ 8,865 ¥ 1,083 ¥107,756 ¥ 298 ¥108,054
3. Assets, depreciation and capital expenditures:
(1) Total @SSELS ..o ¥513,261 ¥114,955 ¥29,673 ¥657,889 ¥(52,558) ¥605,331
(2) Depreciation ..........ccocveeerereeirennnns 19,101 4,747 786 24,634 - 24,634
(3) Loss on impairment of fixed assets.........cc.ccccceueune 4,684 2,338 16 7,038 - 7,038
(4) Capital expenditures ..........c.ccooveereinnenieneenns 65,029 9,191 3,244 77,464 - 77,464
Millions of yen
Year ended March 31, 2004
Freight
Marine Forwarding/Harbor
Transportation  Transportation Other Total Eliminations ~ Consolidated
1. Revenues:
(1) Operating reVENUES ........covrvvveeeveriirerinieieicieieenenns ¥622,119 ¥ 89,886 ¥12,662 ¥724,667 ¥ - ¥724,667
(2) Intra-group sales and transfers . 3,093 52,408 9,050 64,551 (64,551) -
Total revenues .........ccoevveveeeuenn. 625,212 142,294 21,712 789,218 (64,551) 724,667
2. Operating EXPENSES .......ccoouriurieeereriirerrereseeeessesienenes 563,945 134,231 20,443 718,619 (64,486) 654,133
Operating iNCOME .......ccociviieieieiieieie e ¥ 61,267 ¥ 8,063 ¥ 1,269 ¥ 70,599 pe (65) ¥ 70,534
3. Assets, depreciation and capital expenditures:
(1) Total @SSELS ...cvvveveveeiereieeririeee e ¥473,070 ¥106,966 ¥44,283 ¥624,319 ¥(65,184) ¥559,135
(2) DePreciation .........coeeeeeeieeeieieieeinesiesesieseseens 20,287 4,217 1,054 25,558 - 25,558
(3) Capital expenditures ............cceoveeeeeieninienisiniens 52,594 5,963 836 59,393 - 59,393
Thousands of U.S. dollars
Year ended March 31, 2005
Freight
Marine Forwarding/Harbor
Transportation  Transportation Other Total Eliminations  Consolidated
1. Revenues:
(1) Operating reVENUES ......corvvrveeevereriererieeeierenennenns $6,648,297 $ 947,105 $118,944 $7,714,346 $ = $7,714,346
(2) Intra-group sales and transfers . 30,922 513,491 88,919 633,332 (633,332) -
Total revenues ..........ccccoevvrnne. 6,679,219 1,460,596 207,863 8,347,678 (633,332) 7,714,346
2. Operating EXPENSES ......oceirviriiieiiieiaiiisieiireeereeeeens 5,768,446 1,378,048 197,778 7,344,272 (636,109) 6,708,163
Operating INCOME .......vcviveeeiiiiieieiee s $ 910,773 $ 82,548 $ 10,085 $1,003,406 $ 2,777 $1,006,183
3. Assets, depreciation and capital expenditures:
(1) Total @SSELS ...cvviveiriieieiiiriiceie e $4,779,413 $1,070,447 $276,307 $6,126,167 $(489,410) $5,636,757
(2) DEPreCiation ..........ccoeeeiririiieieieeiiesesiee s 177,868 44,201 7,317 229,386 - 229,386
(3) Loss on impairment of fixed assets............cc.cce.... 43,620 21,767 148 65,535 - 65,535
(4) Capital expenditures ..........c..cooeverenesesenenenens 605,536 85,585 30,208 721,329 - 721,329

As mentioned in Note 2, effective April 1, 2004, the Company and its domestic consolidated subsidiaries opted for early adoption of the new account-
ing standard for the impairment of fixed assets. The effect of this adoption was to decrease total assets in the Marine Transportation segments, Freight
Forwarding/Harbor Transportation and Other by ¥2,923 million ($27,219 thousand), ¥1,385 million ($12,901 thousand) and ¥16 million ($148 thou-

sand), respectively, from the corresponding amounts which would have been recorded under the previous method.
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(b) Geographical segment information

Each segment principally covers the following countries or regions:
North America: U.S.A. and Canada
Europe: U.K., Germany, the Netherlands and France
Asia: Hong Kong, Singapore, Thailand, Indonesia, Korea and Malaysia

Other: Australia
Millions of yen

Year ended March 31, 2005

Japan A’r\‘n%rrtirc]:a Europe Asia Other Total Eliminations Consolidated
1. Revenues:
(1) Operating reVeNUES.........cccuovrvrveverereriinnens ¥772,720  ¥18,840 ¥ 9,821 ¥27,063 ¥ - ¥828,444 ¥ - ¥828,444
(2) Intra-group sales and transfers .. 6,761 19,433 4,988 12,547 920 44,649 (44,649) -
Total revVenUES .........cceevviniiiieiciieeens 779,481 38,273 14,809 39,610 920 873,093 (44,649) 828,444
2. Operating eXPENSES ..........cceereiririrreeeeeeienens 681,703 38,612 14,339 30,059 776 765,489 (45,099) 720,390
Operating income (l0ss) .. ¥ 97,778 ¥ (339) ¥ 470 ¥ 9,551 ¥ 144 ¥107,604 ¥ 450 ¥108,054
3. TOtal @SSELS ..veveviviiriieeieicieee e ¥550,394  ¥27,625 ¥16,196 ¥43,962 ¥1,818 ¥639,995 ¥(34,664) ¥605,331
Millions of yen
Year ended March 31, 2004
North
Japan America Europe Asia Other Total Eliminations Consolidated
1. Revenues:
(1) Operating reVeNUES.........c.cevvrveerieeereeens ¥687,840  ¥13,929 ¥ 6,938 ¥15,906 ¥ 54 ¥724,667 ¥ - ¥724,667
(2) Intra-group sales and transfers ................ 7,281 19,587 4,864 10,933 793 43,458 (43,458) -
Total revenues ..... . 695,121 33,516 11,802 26,839 847 768,125 (43,458) 724,667
2. Operating expenses 631,153 33,035 11,545 21,256 729 697,718 (43,585) 654,133
Operating iNCOME ....c.evvvvvevreeieieneieeisisieeeens ¥ 63,968 ¥ 481 ¥ 257 ¥ 5,583 ¥ 118 ¥ 70,407 ¥ 127 ¥ 70,534
3. Total @SSetS ....ooeveieieereeeeee e ¥524,991  ¥23,047 ¥29,296 ¥30,203 ¥2,089 ¥609,626  ¥(50,491)  ¥559,135
Thousands of U.S. dollars
Year ended March 31, 2005
North
Japan America Europe Asia Other Total Eliminations ~ Consolidated
1. Revenues:
(1) Operating revenues ............... . $7,195,456 $175,437 $ 91,447 $252,006 $ - $7,714346 $ - $7,714,346
(2) Intra-group sales and transfers ................ 62,962 180,955 46,451 116,834 8,569 415,771 (415,771) -
Total revVenUES .........cccceviniiieiiciieeenns 7,258,418 356,392 137,898 368,840 8,569 8,130,117  (415,771) 7,714,346
2. Operating expenses .... 6,347,926 359,544 133,525 279,904 7,223 7,128,122  (419,959) 6,708,163
Operating income (10SS) ........ccovveieerierinnne $ 910,492 $ (3,152) $ 4,373 $ 88,936 $ 1,346 $1,001,995 $ 4,188 $1,006,183
3. TOtal @SSELS ..voveveeiiirieieiciieei e $5,125,185 $257,238 $150,819 $409,370 $16,928 $5,959,540 $(322,783) $5,636,757

As mentioned in Note 2, effective April 1, 2004, the Company and its domestic consolidated subsidiaries opted for early adoption of the new account-
ing standard for the impairment of fixed assets. The effect of this adoption was to decrease total assets in the Japan segment by ¥4,324 million ($40,268
thousand) from the corresponding amount which would have been recorded under the previous method.

(c) International business information
International revenues consist mainly of revenues from the marine transportation business earned outside Japan.
Each segment principally covers the following countries or regions:

North America: U.S.A. and Canada

Europe: U.K., Germany, the Netherlands and France

Asia: South-East Asia, The Middle East, the People’s Republic of China and India

Oceania: Australia, New Zealand and Fiji
Other: Central and South America and Africa
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Millions of yen
Year ended March 31, 2005

North
America Europe Asia Oceania Other Total
1. International reVENUES ..........c.coveveieieieierieeeeeieereenas ¥232,641 ¥151,553 ¥149,101 ¥95,155 ¥57,784 ¥686,234
2. Consolidated reVENUES ........cccecveevveiiveeieireeiiecieeeeireens 828,444
International revenues as a percentage of
consolidated reVENUES..........cccveieieinieieieieeee e 28.1% 18.3% 18.0% 11.5% 6.9% 82.8%
Millions of yen
Year ended March 31, 2004
North
America Europe Asia Oceania Other Total
1. International reVENUES ..........cccoverieierierieieieieieeeneenes ¥196,892 ¥139,696 ¥113,963 ¥79,016 ¥59,958 ¥589,525
2. Consolidated reVENUES ........ccceeveerieivieeieiieeiieeiieerieiiens 724,667
International revenues as a percentage of
consolidated reVENUES.........ccecvveiveeieiieesieeie e 27.2% 19.3% 15.7% 10.9% 8.3% 81.4%
Thousands of U.S. dollars
Year ended March 31, 2005
North
America Europe Asia Oceania Other Total
1. International reVENUES ..........ccoveveieieieieieeeeeieeneenas $2,166,320 $1,411,238 $1,388,403 $886,066 $538,082 $6,390,109
2. Consolidated reveNnUES ..........ccciveeeereienesiesie e 7,714,346
International revenues as a percentage of
consolidated reVENUES...........ccveieieieieieieieeee e 28.1% 18.3% 18.0% 11.5% 6.9% 82.8%

15. Subsequent Events
(a) The following appropriation of retained earnings of the Company, which has not been reflected in the consolidated financial

statements for the year ended March 31, 2005, was approved at a shareholders’ meeting held on June 29, 2005:

Thousands of
Millions of yen  U.S. dollars

Cash dividends
(¥9.00 = U.S.$0.08 per share)............. ¥5,325 $49,588

Bonuses to directors.........ccccevvevevennene. 205 1,909

(b) Pursuant to a resolution of the Board of Directors at a meeting held on March 15, 2005, the Company, on April 4, 2005, issued
euro-yen zero coupon convertible bonds (with stock acquisition rights) due 2013.

Total amount of the bond issue...........ccccccovvvriierenen. ¥30,000 million.
ISSUE PIICE ...ttt 100 per cent. of the face value of the bond.
COUPON. ..ttt Zero.
Issue price of the stock acquisition rights..................... Zero.
Redemption at Maturity ..........ccceovververneinciseiiens The bond will be redeemed on April 4, 2013 at the 100 per cent. of its face value.
Stock acquisition rights:
Type of shares to be issued on conversion............. Common stock.
Number of shares to be issued 35,252,643 shares.
Number of stock acquisition rights to be issued....  30,000.
CONVEISION PriCE ..ottt ¥851 per share.
Amount to be transferred to stated capital.............. ¥426 per share.
Exercise period of stock acquisition rights ............. From April 18, 2005 up to the close of business on March 21, 2013 at the location where the
stock acquisition rights are exercised.
USE Of PrOCEEAS ......cvieiiiiiicieeiee e The net proceeds from the issue of the Bonds will be used in relation to the financing of new

vessel constructions.
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Hibiya Kokusai Bldg. Fax: 03 3503 1197
2-2-3, Uchisaiwai-cho

Chiyoda-ku, Tokyo, Japan 100-0011

C.P.O. Box 1196, Tokyo, Japan 100-8641

Report of Independent Auditors

The Board of Directors
Kawasaki Kisen Kaisha, Ltd.

We have audited the accompanying consolidated balance sheets of Kawasaki Kisen Kaisha,
Ltd. and consolidated subsidiaries as of March 31, 2005 and 2004, and the related
consolidated statements of income and retained earnings, and cash flows for the years then
ended, all expressed in yen. These financial statements are the responsibility’ of the
Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Kawasaki Kisen Kaisha, Ltd. and consolidated
subsidiaries at March 31, 2005 and 2004, and the consolidated results of their operations and
their cash flows for the years then ended in conformity with accounting principles generally
accepted in Japan

Supplemental Information

As described in Note 2, effective April 1, 2004, the Company and its domestic consolidated
subsidiaries adopted a new accounting standard for the impairment of fixed assets.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect
to the year ended March 31, 2005 are presented solely for convenience. Our audit also

included the translation of yen amounts into U.S. dollar amounts and, in our opinion, such
translation has been made on the basis described in Note 1.

Ot & froumg ﬂ@mé(m

June 29, 2005
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