K LINE

IR KAWASAKI KISEN KAISHA, LTD.

lino Building, 1-1,
Uchisaiwaicho 2-chome,
Chiyoda-ku, Tokyo 100-8540, Japan

Phone: (+81) 3-3595-5000 (Switchboard)
Fax: (+81) 3-3595-5001
https://www.kline.co.jp/en/

Printed in Japan

MK LINE

I KAWASAKI KISEN KAISHA, LTD.

K" LINE REPORT

2023



I —

=
o
Q.
Q
o
2
=
=
+
=]
o
o]
<

The “K” LINE Group’s Value Creation
Objective of the “K” LINE Group

Values of the K" LINE Group

“K" LINE Group's Six Capitals

Message from the CEO

Medium-Term Management Plan FY2022

12 01. Overview of the Long-Term Management Vision
and Medium-Term Management Plan

N o BN =

14 02. Business Strategy
16 03. Capital Policy
18  Message from the CFO

24 SPECIAL FEATURE 01
Progress and Strategies in Three Growth-Driving Businesses
Coal & Iron Ore Carrier Business

26  SPECIAL FEATURE 02
Progress and Strategies in Three Growth-Driving Businesses
Car Carrier Business

28  SPECIAL FEATURE 03
Progress and Strategies in Three Growth-Driving Businesses
LNG Carrier Business

30 SPECIAL FEATURE 04

New Businesses That Leverage Our Strengths
Liquefied CO: Transport Business

Foundation for Value Creation
32  The "K” LINE Group's Materiality

36 Management Base

36 Respect for Human Rights

37 Promotion and Reinforcement of Compliance
38 Safety / Ship Quality Management

38 Promotion of Safety in Navigation and
Cargo Operations

40 Advancement of Environmental Technologies
40 Environmental
43 TCFD-Based Information Disclosure
44 |Initiatives in Biodiversity

46 Advancement of Environmental Technologies /
Digital Transformation

46  Promotion of Innovation
48 Digital Transformation
48  Strengthening Our Approach to DX

Editorial Policy

The “K” LINE Group is an integrated logistics company that owns and
operates various fleets tailored to worldwide marine transportation needs.
We also engage in land transportation and warehousing businesses. The
“K" LINE Group has defined the K Value (“K” LINE Value) as a symbol of
its corporate value. In this “K” LINE REPORT, we explain K Value to a wide
range of stakeholders, providing both financial and non-financial informa-
tion. For more details on each of these initiatives, please visit our website
(https://www.kline.co.jp/en/).

Contents

50 Human Resources

50 Overall Human Resource Management /
The Securing and Development of
Human Resources

51 Promotion of Diversity & Inclusion

52 Shaping of Working Environment and
Promotion of Health Management

53 Voices of Employees
54  Corporate Governance
54 Directors

56 Audit & Supervisory Board Members /
Executive Officers

57 Key Initiatives to Enhance Corporate Governance
62 Messages from Outside Directors

64  Risk Management

Objective of the “K” LINE Group

At the Vanguard of Value Creation
66 Ata Glance

68  Business Overview
68 Dry Bulk

68 Coal & Iron Ore Carrier Business /
Bulk Carrier Business

70 Energy Resource Transport

70 Tanker Business /
Fuel Strategy & Procurement Business

72  Electricity Business / Offshore Business

74 LNG Carrier Business

76 Carbon-Neutral Promotion Business
78 Product Logistics

78 Car Carrier Business

80 Logistics and Port Business

82 Short Sea and Coastal Business /
Containership Business

Corporate Principle, Vision, Values the “K” LINE Group Prizes

Corporate Principle

—@: Trust from all over the world -

As a logistics company rooted in the shipping industry,

we help make the lives of people more affluent.

Vision

As a partner trusted by all its stakeholders, we aim for sustainable growth and

greater corporate value by supporting the infrastructure of the global community.
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Reporting Period
Fiscal 2022 (April 1, 2022-March 31, 2023)
Note: The report also includes some developments after April 2023.

Scope of Reporting
In principle, this report covers the activities and data of Kawasaki Kisen Kaisha,
Ltd., and its subsidiaries and affiliates, except where otherwise noted.

Values the “K"” LINE Group Prizes

Providing the value
only “K” LINE can in
pursuit of expertise

Providing safe and
optimized services that put
the customer first

Tireless attitude toward
problem solving

Contributing to the Respecting individuals and
Relentless efforts to . ! . . L
Lo : global environment and ensuring fair business activities
achieve innovation . . . .
a sustainable society by embracing diverse values

Guidelines Referred to

* Integrated Reporting Framework

* SO 26000

¢ Environmental Reporting Guidelines 2018, The Ministry of the
Environment of Japan

Forward-Looking Statements

The Company'’s plans, strategies, and future financial results indicated in this
report reflect the judgment made by its management based on information
currently available and include risk and uncertainty factors. Consequently, the
o @uitdhies for iceyics) Gensersie Bisdlasure amd Gampampinvesicn actual ﬂn‘ancial I'eSL:l‘tS may k?e different from the Company'’s forecasts due to
Dialogue for Collaborative Value Creation, The Ministry of Economy, changsslinithe bl R L IR

Trade and Industry of Japan
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| Introduction |

Values of the “K"” LINE Group

Our medium-term management plan, unveiled in May 2022, was formulated after extensive discussions about our
corporate principle, vision, prized values, and future direction of the Group based on the future creation project,

a guide for all Group executives and employees to follow into the future as we embark on a new stage of manage-

ment. Below, we share some of the messages we have heard about our prized values that diverse personnel on the

front lines around the world share and put into practice, based on our new medium-term management plan.

4 onshore Personnel

Itsuki Nakamura
Digitalization Strategy Group, DX Promotion Team

Tang Tang
LNG Group, LNG Team No. 2

In the maritime transportation industry, the knowledge
and workload required of specialists have risen in tandem
with the increasing level of safety and environmental stan-
dards. As one approach to address these challenges, we
have developed a new system, a project in which | person-
ally took part. Watching as the project team united
together and had heated discussions, | genuinely felt that
an uncompromising attitude toward problem-solving has
permeated the entire “K” LINE Group.

| am currently involved in an international project with
stakeholders from Malaysia, Singapore, China, and Japan.
Although there are times when | sense a gap in our
approaches and ways of thinking about issues, our goal
remains the same. | am mindful to act as a cushion
between these gaps and take the lead, as | believe this
approach earns the trust of our customers and leads to
more business opportunities.

Keigo Hoshi
Dispatched to K Line (Thailand) Ltd.

Kazuhiro Nakajima
Dispatched to Ocean Network Express Pte. Ltd.

One principle | highly value in my sales role is to always
offer alternative solutions to complex requirements. When
it becomes a challenge to meet all customer expecta-
tions, | believe that it is crucial not to leave the challenge
unanswered but to make every possible effort. This is
because the level of trust gained from the customer is
significantly different, regardless of the outcome. In fact,
| have received comments from customers, such as
“because you show a cooperative attitude until the end,
we feel comfortable consulting with you on any issue,”
which gives me the confidence that my approach is
indeed correct.

During the COVID-19 pandemic, when many companies
dealt with disruptions in their logistics, | worked diligently
to maintain services in the operations department of
ONE, along with our alliance partners. Significant delays
occurred, and there were numerous instances when the
internal priorities of our organization did not align with
those of our partners. However, through daily communica-
tion, we were able to understand each other's differences
and, as a result, rapidly come up with satisfactory solu-
tions to fix delays. | felt the importance of persistent
negotiation, even in situations where interests are com-
plex and intertwined.

Takahiro Otaki

Coal & Iron Ore Carrier Business Group, Coal & Iron Ore Team No. 1

Natalie Cristine Kisner
“K" Line Brasil Transporters Maritimos Ltda. / High & Heavy-Project Cargo Commercial

In the Coal & Iron Ore Carrier Business where | belong, we
work to solve issues through a group established with our
major customers for joint research in decarbonization. We
conduct sales activities in close collaboration with technical
departments to analyze economic viability and customer
issues, and make sales proposals with a higher level of spe-
cialized insight. | feel that an attitude of continuous adapta-
tion in our approach to work has permeated the team, as we
share long-term goals with our customers and endeavor to
advance problem-solving that provides higher added value.

We have faced challenges such as the global RoRo space
shortage including Brazil. We tackled these issues head on
and sincerely, and by responding to our customers’ requests
including offering the best alternative, we secured and
strengthened the bond and trust between carrier and
customer thanks to an environment where everyone can
work equally and energetically regardless of gender or
nationality, which is one of the factors that generate ideas.

Our growth, especially in H&H, is paying off not only in
numbers but also in market recognition.

4 Offshore Personnel 4

Deck
Officer

Kazue Kito
Advanced Technology Group, Marine Technical Innovation Team

Engineer

i _ 77‘7‘ "ﬁ = b / 2 ] _

Meiki Murakami
Dispatched to “K” Line RoRo Bulk Ship Management Co., Ltd.

While there are different sizes and numbers of people
working at a company or on a ship, both entail organiza-
tions driven by people operating on the same principles.
At the Tokyo head office, a diverse range of executives
and employees work from the top to the bottom of the
ranks. This is the same on a ship, where various crew
members, including the captain and chief engineer, work
together as an organization. | understand that neither a
company nor a ship can be driven by one person alone.
Therefore, | value the connections | make with the people
| encounter, whether they are fellow crew members on the
same ship, team members, or individuals within a group.

In my role as a deck and engine officer, when equipment
malfunctions on the ship, | diligently investigate the root
cause and work to prevent its recurrence. Moreover, we
do not just solve the issue on our own ship; we also share
lessons learned with other ships and introduce case stud-
ies in training sessions to heighten the collective aware-
ness of problem-solving among crews. | truly believe that
it is this unyielding attitude to resolving issues, held by the
crew who work day and night on the ship, that enables the
safe operation of “K” LINE Group vessels.
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| Introduction |

“K"” LINE Group'’s Six Capitals

The “K” LINE Group's management capital lies in technologies for safety in navigation and cargo operations and
expertise accumulated over many years. We possess human resources and organizations that transform these

capabilities into value that meets the unique needs of our customers. As a result, the strong partnerships we have

forged with acquired customers are important capital assets that underpin our business activities. Fusing these

capital assets leads to growth for the “K" LINE Group and greater corporate value. We aim to augment these

assets in accordance with our corporate philosophy: “As a logistics company rooted in the shipping industry,

we help make the lives of people more affluent.”

Financial Capital

Maintaining both capital efficiency
and financial soundness based on
an awareness of optimal capital
structure and cash flow

The “K” LINE Group unveiled its
medium-term management plan in May
2022, having observed major improve-
ments to its financial position on the
strength of increased earnings. The
Company announced plans to proactively
return value to shareholders, while moni-
toring cash flow for the portion of capital
that exceeded requirements for investing
to enhance corporate value and maintain
a healthy financial position. In the first
fiscal year of the medium-term manage-
ment plan, earnings were higher than
forecasted, mainly in our own businesses.
Management is reviewing its outlook for
operating cash flow through 2026, invest-
ment plans, and targets for shareholder
returns. We are committed to advancing
further business management by intro-
ducing management indicators for each
business with the cost of capital in mind.

P18-23 ) Message from the CFO

Human Capital

People and organizations

that continuously support

logistics infrastructure in
global society

Hiring and training personnel who
support all-important safety in fleet navi-
gation, lead change, and sustain growth
in our businesses, and capably address
changes, in the business environment is
an issue of utmost importance to the
“K" LINE Group. We strive to create a
work environment where employees with
diverse values can thrive and apply their
abilities.

P38-39 ) Safety / Ship Quality Management

P50-53 ) Human Resources

—— Theme of enhancing functional strategy ——

Q0

Equipment Capital

Fleet with appropriate flexibility to
manage business strategy

Having completed structural reforms by
2021, the “K" LINE Group has been
advancing various initiatives under the new
medium-term management plan. These
include focusing on the growing coal & iron
ore carrier, car carrier, and LNG carrier
businesses, introducing environmentally
friendly ships such as LNG and ammonia
carriers, replacing existing vessels,
strengthening cost-competitiveness
through fleet upsizing, ensuring fleet
flexibility in light of the risk of a retreat in
demand, and organizing fleets capable of
meeting diverse transportation needs,
including high & heavy cargo. We are also
promoting the development and introduc-
tion of environmentally friendly systems,
such as Seawing and Kawasaki Integrated
Maritime Solutions.

P12-17 ) Medium-Term Management Plan
FY2022

P24-31 ) Progress and Strategies in Three
Growth-Driving Businesses

P40-45 ) Advancement of Environmental
Technologies

P68-83 ) Business Overview

—— Theme of enhancing functional strategy ——

©0

Direction of Functional
Strategy to Manage
Business Strategy

Environment-Technology
Continuing initiatives to pursue new
technologies while also enhancing
measures for technology investiga-
tion and verification in preparation
for implementation

Safety-Ship Quality Management

Enhancing the organization system, which

covers safety and quality management in
both worldwide marine transport busi-
nesses and regional businesses

Digital Transformation
Enhancing the core values of safety,
environmental conservation, and
quality through the utilization of data
and digital technology and increas-
ing the added value of our services

HR-Organization

While embracing diverse values,
securing the quality and quantity of
human resources for each business
portfolio

Intellectual Capital

Evolving environment:
technology-innovation

The “"K" LINE Group is keen to provide
top-class industry solutions by addressing
environmental needs for a low-carbon
and carbon-free footprint not only at “K"”
LINE but also among customers and
throughout society; developing zero-
emission vessels, including the establish-
ment of a fuel supply network; and
deploying advanced digital technologies
for autonomous navigation, breakdown
prediction, and energy conservation.
Through these initiatives, we are refining
our core values in safety, quality, and the
environment.

P38-39 ) Safety / Ship Quality Management

P40-45 ) Advancement of Environmental
Technologies

P48-49 ) Digital Transformation

P50-53 ) Human Resources

—— Theme of enhancing functional strategy ——

OO00

Social and
Relationship Capital

Solid customer base and
partnerships backed by experience

Building on a customer base established
through our track record of safe transpor-
tation, we aim to strengthen relationships
with customers who share our view that
low-carbon and carbon-free initiatives are
a growth opportunity. In addressing social
issues such as decarbonization, we par-
ticipate in councils and joint research with
both domestic and international partners.
We are also revising our materiality with
the intention of becoming a more trusted
partner for all stakeholders.

P12-17 ) Medium-Term Management Plan
FY2022

P24-31 ) Progress and Strategies in Three
Growth-Driving Businesses

P32-53 ) The “K" LINE Group's Materiality

—— Theme of enhancing functional strategy ——

— “K” LINE REPORT 2023 —

Natural Capital

Contributing to the preservation of
maritime environments

As a company for which oceans, a form of
natural capital, are its business area, we
strive to balance our ongoing develop-
ments and contributions to a sustainable
society. Under the “K" LINE Environmental
Vision 2050, we are committed to reduc-
ing environmental impacts, such as
moving toward low-carbon and carbon-
free operations and society as a whole,
and conserving biodiversity.

P38-39 ) Safety / Ship Quality Management

P40-45 ) Advancement of Environmental
Technologies

—— Theme of enhancing functional strategy ——
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Message from the CEO
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As a partner trusted by all its stakeholders,

we aim for sustainable growth and

greater corporate value by supporting
the infrastructure of the global community.

Stronger and Faster Changes

in the Business Environment

The business environment surrounding the “K" LINE
Group has been changing significantly. Russia’s invasion of
Ukraine, economic division caused by tensions between
the United States and China, global inflationary pressures
in the wake of the pandemic, central banks tightening
their monetary policies to combat inflation, the accompa-
nying risk of an economic recession, as well as soaring
energy and commodity prices, which have prompted
countries to flexibly reassess their energy policies—all of
these events have led to an unprecedentedly rapid pace
and amplitude of change in the business environment.
Labor shortages have manifested not just in Japan but
around the world. The fast pace of interest rate hikes has
fostered concerns about their impact on consumer behav-
ior. Recently, we more often hear words such as “decou-
pling” (economic division) and “de-risking” (risk aversion).
Amid the global economy’s steady expansion since the
early 2000s, there have been emerging movements
toward the creation of economic blocs. Looking ahead, it
is essential that we consider the impact that supply chain
reassessments will have on international logistics.

In the maritime transportation business, which treats
the world as its market, it is difficult to avoid the impact
of economic fluctuations, geopolitical risks, commodity
prices, and foreign exchange rates. The key lies in how
to minimize these impacts while continuing to grow
sustainably and maximizing profits. Given the changes in
the business environment and various risks, particularly
from the perspective of demand in the maritime trans-
portation business, maintaining a keen eye on the
impact from these changes is crucial. We need to keep
our antennae raised high to gauge global trends, while
staffing our businesses with personnel who are capable
of responding quickly to change.

Trends in Environmental Regulations for
International Shipping

Regarding environmental regulations, in addition to tradi-
tional regulatory approaches led by the International
Maritime Organization (IMO), such as the Energy
Efficiency Existing Ship Index (EEXI) and Carbon Intensity
Indicator (ClI) for ocean-going vessels that mandate the
reduction of greenhouse gas (GHG) emissions from ships,
new economic approaches akin to carbon border taxes
are emerging to promote low-carbon and carbon-free
shipping in various regions. In Europe, plans call for intro-
ducing the European Union Emissions Trading System
(EU-ETS) from 2024, and the FuelEU Maritime system from
2025, which is aimed at encouraging the use of decarbon-
ized fuels in shipping. This adds an extra economic
burden on the maritime transportation industry.

Even within the IMO, momentum is strengthening for
further GHG emission reductions. At the 80th session of
the Marine Environment Protection Committee (MEPC
80) held in July 2023, its international shipping GHG
emission reduction target was revised from “50% reduc-
tion by 2050” to “net-zero GHG emissions by 2050."
Additionally, new interim goals were set for the use of
zero-emission fuels by 2030 and for reductions leading
up to net-zero GHG emissions by 2050.

Going forward, these parties will continue to discuss
medium- to long-term measures to achieve decarboniza-
tion through economic and regulatory approaches, with
the intention of introducing these measures from 2027.
As the economic burden associated with GHG emissions
is likely to increase, the entire international shipping
sector will be expected to step up its efforts at decar-
bonization. This will probably include accelerating the
development of new energy-saving and zero-emission
technologies, as well as establishing a supply chain for
next-generation fuels. GHG emissions increasingly need
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to be reduced not only in product manufacturing but

also at shipping companies, a key part of supply chains,
in order to comply with demands to reduce Scope 3
emissions. We will focus more on such collaborative
efforts with our customers in the future.

Seizing Low-Carbon and Carbon-Free Initiatives
as Business Opportunities

The "K" LINE Group has set a goal in its “K” LINE
Environmental Vision 2050 to improve CO2 emission
efficiency by 50% by 2030 (compared with 2008) and to
achieve net-zero GHG emissions by 2050. Regarding our
interim target for 2030, on the hardware side, we are
advancing the adoption of various energy-saving equip-
ment, including the introduction of alternative fuel ships,
such as those powered by LNG fuel, and harnessing
wind power through technologies like Seawing. On the
software side, we are actively utilizing navigation infor-
mation as big data to optimize economic navigation. We
see a clear path toward reaching these goals.

To achieve net-zero emissions by 2050, “K” LINE is
exploring multiple options for fuels, including ammonia,
hydrogen, synthetic methane, biofuels, and methanol.
The widespread use of new fuel ships will require not
only hardware readiness but also the creation of a
supply chain to reliably provide fuel. This necessitates
collaboration within the maritime industry as well as with

external partners in industries such as
energy to create a reliable fuel supply
network. Although a definitive direction
has not yet been set for new fuel adop-
tion, we are casting a wide net in order to
broaden our options and collaborating
with external partners to work toward a
low-carbon and carbon-free for both
ourselves and society at large.

As the need for reducing environmen-
tal impact continues to rise, the “K” LINE
Group takes the view that its own low-
carbon and carbon-free initiatives, and
that for society, are business opportuni-
ties. While preparing to meet future
demand for transporting new forms of
energy, like ammonia and hydrogen, as
a new business initiative, “K” LINE has
entered into a charter contract for two
7,500m3 liquefied CO: carriers with
Norway’s Northern Lights, which is launch-
ing the world's first full-scale carbon diox-
ide capture and storage (CCS) project.
The new ships will be handed over in 2024. As a world
pioneer, “K" LINE will handle the maritime transportation
of liquefied CO:2 for this CCS value chain project.

By leveraging the strengths we have cultivated
through the maritime transportation business to advance
low-carbon and carbon-free efforts, we aim to grow
together with our customers while also contributing to
society by reducing environmental impact. In doing so,
we will deepen the relationships of trust with our custom-
ers, achieve sustainable growth with this strong customer
base, further enhance our ability to generate cash flow,
and ultimately improve our corporate value.

Review of Performance in Fiscal 2022

In fiscal 2022, “K” LINE achieved record-high operating
revenues of ¥942.6 billion, operating income of ¥78.8
billion, ordinary income of ¥690.8 billion, and profit
attributable to owners of the parent of ¥694.9 billion.
First, operating income improved ¥61.1 billion
compared with the previous fiscal year, mainly due to
stronger transport demand in the dry bulk segment and
higher earnings in the product logistics segment, includ-
ing the car carrier business. Turning to ordinary income,
backed by robust cargo demand, market conditions
remained brisk for the containership business operated
by equity-method affiliate Ocean Network Express
(ONE) in the first half of the fiscal year. In the second half,

however, short-term market conditions softened due to
an increase in ship tonnage operating rates as demand
declined, especially on Asia-Europe and Asia-North
America routes, and the improvement of supply chain
disruptions. As a result, ordinary income rose ¥33.3 bil-
lion, reaching a record high, shored up by “K" LINE's
own businesses, even though results were not as strong
as in fiscal 2021. In total for “K” LINE's own businesses,
centered on the car carrier business, where the supply-
demand balance improved and earning power
increased, ordinary income more than doubled, from
¥45.5 billion to ¥94.0 billion. Excluding a one-off boost
of ¥14.7 billion, from foreign exchange factors, ordinary
income still expanded ¥33.8 billion, demonstrating that
“K" LINE's own businesses are a strong profit driver
within the three growth-driving businesses of coal & iron
ore carriers, car carriers, and LNG carriers.

Outlook for the Containership Business

In the containership business, the overheated market
conditions of the past two years are gradually returning
to a more sustainable level. Our equity-method affiliate
ONE has passed the five-year mark since its establish-
ment and is transitioning from a formative period to a
growth phase. Our impression is that ONE has achieved a
level of profitability that rivals its competitors. The ¥110
billion in synergies that we initially anticipated from the
integration are also solidly manifesting. As the container-
ship market returns from an overheated state to a normal
market environment, ONE must integrate into its busi-
ness and investment plans ways to further strengthen
ONE's advantages. Until now, all vessel assets have been
owned by “K" LINE, Nippon Yusen, and Mitsui O.S.K.
Lines, and chartered to ONE. As ships owned by these
three companies are gradually retired, ONE needs to
procure its own fleet of cost-competitive vessels, secure
capacity and terminals in line with market growth, and
aim to maintain and strengthen cost-competitiveness
while maximizing earning power. ONE is advancing initia-
tives to properly raise funds as an operating company as
it enhances capital efficiency. As a shareholder, “K” LINE
will strongly support ONE in these endeavors.

Investment Policy and Optimization of
Capital Efficiency

Viewing environmental measures an opportunity for
business growth, the “K” LINE Group's basic policy is to
steadily accumulate earnings over the medium and long

terms through the building of strong relationships based
on trust with its customers by providing services that
contribute to the low-carbon and carbon-free movement
for both the Company and society as a whole. Our policy
has not changed in terms of allocating approximately
80% of investments to the three growth-driving busi-
nesses of coal & iron ore carriers, car carriers, and LNG
carriers. For investments in the environment, we plan to
invest in measures that contribute to reducing environ-
mental impact, allocating about 60% of the total invest-
ment amount to alternative fuel vessels and various
energy-saving equipment. The maritime transportation
industry inevitably faces market volatility due to external
factors, and, when making investments, enhancing
market resilience is a necessity by maintaining an invest-
ment discipline that takes such risks of fluctuation into
account. First and foremost, it is important to make
disciplined investment decisions based on real demand,
premised on customer needs, while considering the
timing of the investments and risk scenarios. Additionally,
in the three growth-driving businesses, the time horizon
for growth and volatility varies from one business to
another. For instance, in LNG carriers, medium- to long-
term contracts that exceed 10 to 15 years are the norm,
whereas in the car carrier business, contract periods are
relatively shorter, and there are greater variances in risks
and returns. By combining these three businesses with
different characteristics, we appropriately manage expo-
sure to market conditions and provide services that meet
customer needs, including for low-carbon and carbon-
free. Through these initiatives, we aim to reduce volatility
and accumulate stable earnings.

The "K" LINE Group has advanced the management
of its businesses with a focus on risk management, taking
into account past lessons such as the excessive ordering
of ships during the market boom before the collapse of
Lehman Brothers. As a result, the concept of risks and
returns has further permeated the entire Group, taking
into account the cost of capital and capital efficiency. To
further advance business management, we have intro-
duced responsible accounting management in each
business from 2023. While being aware of the cost of
capital in each business, we will outline our vision for
corporate value and growth strategy, and work diligently
to increase corporate value through the optimization of
capital efficiency and the maximization of cash flow.

Due to the significant improvement in performance
over the past two years, “K" LINE's balance sheet has
become more robust and shareholders’ equity has rap-
idly improved. As a result, not only has the Company’s
share price risen, but total shareholder return (TSR) has
also significantly exceeded the TOPIX average, thanks to
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more emphasis placed on shareholder returns. However,
when looking at our price-to-book ratio (P/B ratio), it can
be said that our share price has not yet caught up with
the pace of improvement on the balance sheet. To
ensure that our corporate value is properly assessed and
reflected in the share price, we must build on our past
performance and demonstrate that the execution of our
business strategy and growth strategy outlined in the
medium-term management plan will translate into stron-
ger cash flows in the future. Moreover, we will take a
flexible approach to improving shareholder returns,
including share buyback, as a way to utilize accumulated
capital while optimizing capital efficiency, in addition to
growth investments. One of the most important tasks we
can do is carefully explain these initiatives through ongo-
ing dialogues with the market.

Safety in Navigation, Transportation Quality and
Environmental Technology—the Wellspring of
Our Competitive Advantages—and the
Supporting Personnel

Among our initiatives focused on in the field of maritime
transport, safety in navigation is what is expected first
and foremost of “K” LINE. Next, we are expected to
provide high-quality transportation and take steps to
protect the environment. It is the combination of our
efforts to fulfill these three expectations that leads to
competitive advantages. What is crucial here are ship
management capabilities that promote safety in naviga-
tion, as well as the operational capabilities of the ships
that are indispensable for achieving optimal economic
navigation and reducing environmental impact. Foreign
nationals make up 97% of the crew on the Group's ves-
sels in operation, and we aim to enhance our ability to
navigate safely by consistently securing and nurturing
excellent crew members. In terms of transport quality,
our trained crew and engineers, who have cultivated
expertise and maritime skills in cargo transportation and
environmental technologies, work closely with our sales
teams to build customer-focused support structures, not
only in Japan but at all our bases around the world. The
commercialization of zero-emission ships and the adap-
tation of new fuels like ammonia, hydrogen, and metha-
nol are significant challenges in the field of ship
operations. We must develop new rules and guidelines
from scratch and, at the same time, focus on securing
and educating crew members with an eye on adapting
to new fuels. To meet these needs, we are installing the
latest systems while building a global ship management
system at three locations—Singapore, the United States,

and Europe. Working closely with sales to provide cus-
tomer-oriented services, as a first step, we established a
new company in Singapore in the previous year to
strengthen the organization.

Recognizing that the “K" LINE Group is a custodian
of infrastructure for global society, we require human
resources who can flexibly adapt to changes in the busi-
ness environment and lead in the sustainable growth and
transformation of our businesses. We are committed to
ensuring both quantity and quality in our human
resources and their development. We place particular
emphasis on the hiring and development of maritime
professionals who can manage Company operations in
the future. To this end, we make every effort to enrich our
skill and management training program, and are support-
ive of career development with clear objectives, as seen
in our restart of onboard training that facilitates practical,
hands-on learning. In addition, “K" LINE has been pro-
viding all employees with DX training in light of the rapid
development of digital technologies that can increase
work efficiency and also transform business. We have
created high-level definitions of DX talents, with DX users
as the employees who rely on digital technology to improve
their daily work efficiency, DX appliers as the employees
who can draw on digital technology to solve issues in
their own departments, and DX leaders as those who can
engage in discussions on an equal footing with external
experts. Setting clear goals, we are committed to the
development and expansion of our human resources.

Identification of Materiality for Both Social
Contributions and Corporate Value
Enhancement

In fiscal 2022, the “K" LINE Group reviewed the materi-
alities that it identified in 2014 and newly identified 12
material issues in five areas. The previous material issues
were identified based on various guidelines related to
corporate social responsibility (CSR). However, this review
included not just the traditional CSR perspective, but
also considered alignment with the business strategies
and perspectives on value creation in our medium-term
management plan. As material issues essential to enhanc-
ing both our social contributions and corporate value,
based on internal discussions, we identified material
issues associated with the five areas of management
base, safety / ship quality management, advancement of
environmental technologies, digital transformation and
human resources.

Regarding governance, “K” LINE has revised the
composition of its Board of Directors in a bid to reinforce

supervisory functions from an independent, impartial,
and objective standpoint. At the same time, we clarified
the skills and diversity that the Board of Directors should
possess, reviewing the skill matrix while considering
alignment with the aforementioned materialities.
Moreover, in order to invigorate discussions and increase
the effectiveness of the Board of Directors, we are set-
ting aside more time for agenda items related to
medium- to long-term business plans, business policies,
and the allocation of key business resources. Separate
from the Board of Directors, we hold management
strategy meetings for focused deliberations on these
key policies.

The “K” LINE Group believes that diversity is a source
of its competitive advantage, and encourages personnel
with diverse values to maximize their abilities in a safe
and conducive work environment. We create employ-
ment environments where employees of Group compa-
nies, working at local companies or affiliates in over 20
countries worldwide, can excel while respecting each
other's diversity. At the head office, we have put into
place support systems for childcare that exceed legal
guidelines, fostering an environment conducive to work,
irrespective of gender or life stage. We also promote
employees to management positions based on their
abilities, irrespective of gender. With the aim of fostering
a sense of unity with staff who are foreign nationals, we
restarted “K” LINE UNIVERSITY, a training program for
Group employees worldwide, after an eight-year hiatus.

Heightened Awareness of
Value Creation

Over the past two years, the business
environment changed considerably for
the better for the “K" LINE Group, as
shown by the significant improvement in
its performance, including its financial
position. There is a palpable sense of
urgency in the air within the Company, as
we realize that we have ascended to a
higher stage of management and that
there are numerous challenges ahead.
With regard to initiatives in our new
medium-term management plan, all
employees are keenly aware of the need
to understand what our strengths are,
and what needs to be honed to enhance
our competitive advantages and provide
added value to customers. Everyone is
also focused on what needs to be done

in order to achieve ahead of schedule our target of ¥140
billion in ordinary income by fiscal 2026, the final year of
our medium-term management plan. As for our environ-
mental initiatives to promote low-carbon and carbon-
free businesses, | sense that employees are even more
aware of value creation in the context of not only contri-
butions to society but also capital efficiency and the cost
of capital that takes risks into account.

Unified together as a Group, we will strive to create
both social value and economic value in line with our
corporate principle: “K"” LINE—Trust from all over the
world. As a partner trusted by all its stakeholders, we aim
for sustainable growth and greater corporate value by
supporting the infrastructure of the global community.

Yukikazu Myochin
President & CEO
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Medium-Term Management Plan
(Fiscal 2022—-Fiscal 2026)

01 Overview of the Long-Term Management Vision and
* Medium-Term Management Plan

Overview of the Long-Term Management Vision and Medium-Term Management Plan
(Business Strategy, Business Base, Capital Policy)

In order for the “K” LINE Group to maintain the trust of all stakeholders,
we will focus management resources on businesses that play a leading role in growth.
The aim is to realize low-carbon and carbon-free business operations and in society as a whole
through the construction and development of partnerships with customers who can share growth opportunities.
We are looking to promote sustainable growth and improve our corporate value.

share growth opportunities

Promoting low-carbon and carbon-free Concentration of management q .
A . . ) N Partnerships with customers who can
business operations and in society as a resources on organizational roles that 2 NQYA
A\

whole, while enhancing our corporate value drive growth

Diverse

Customers Shareholders stakeholders

Further growth and
improvement of corporate value

Changes in the Business Environment and Action Based on the Medium-Term Management Plan

The global business environment will remain uncertain due to factors such as economic decoupling, continued concerns
about downward pressure on the global economy, and energy policy developments in various countries.

@ Economic decoupling garé Global economy {5 Energy policies

o Fluidity in national energy policies concerning
target energy mixes, including renewable energy,
nuclear power, and fossil fuels, etc.

® Application of treaty on new CO:z emission regula-
tions to large oceangoing vessels

® Economic separation due to conflict e Stagnation of the global economy due to
between the United States and the continuation of national high interest rate
@ China, as well as conflicts between policies
Russia and Ukraine, in Southeast Asia, | e Business confidence in Europe and the United
External and between Israel and Palestine States, and trends in purchasing power
SVionment * Continued geopolitical risk ¢ Economic slowdown in China
® Concern about impacts on trade ¢ Slowdown of the real economy due to rising
 Concern about impacts on resource procurement costs and other factors, and
supply trends in purchasing power

e Continuation of global inflationary pressure

Anticipated
risks and

® Soaring energy prices

® Future demand for transporting new fuels

* Increase in benefits of environmentally friendly
vessels due to restrictions on output of existing
vessels and the necessity to make modifications
to improve fuel efficiency

® Impact of the expansion of industries covered by
the EU-ETS*

opportunities !

ﬁ{( * Realizing growth by considering the emissions reduction and decarbonization of the Company and society as a business opportunity

based on the long-term management vision

Action based on

the medium-term
management plan * Strengthening safety and quality management systems as a shipping company supporting global social infrastructure

* Strengthening earning power through resource allocation according to the characteristics of each business based on the portfolio strategy
* Working with customers to respond to “changes in the business environment” and the “energy mix transition phase”

* EU-ETS: EU Emissions Trading System

Since the outset of 2022, the business environment has

low-carbon and carbon-free footprints. The “K” LINE

been murky amid a decoupling of the economy against Group is improving its resilience to market forces by

“K" LINE's own businesses

e Capturing new demand from low-carbon and carbon-

Containership business

® One of main businesses

a background of increasing geopolitical risks, rising
interest rates to combat increased inflationary pressures,
and fluidity in government policy on energy in search of
an energy mix that facilitates the movement toward

allocating resources in accordance with its portfolio
strategy, which leverages its strengths, and continues
to increase corporate value by advancing initiatives
outlined in the medium-term management plan.

free business operations ¢ Continued to provide support from a shareholder

e Portfolio strategy standpoint
® Focusing management resources on businesses as coal &
iron ore carriers, car carriers, and LNG carriers

Improving corporate value by business growth and

Further enhancing business management optimal capital structure

Establishing optimal capital structure with awareness of cash flow to achieve capital efficiency and financial stability

Safety / Ship quality Advancement of
management environmental technologies

Policy of shareholders’ return

The basic dividend for the remaining period of the medium-term management plan (fiscal 2022—fiscal 2026) will be ¥120 per share,
and the total return amount over the medium-term management plan period will be at least ¥500.0 billion. In fiscal 2023,
along with the additional dividend of ¥80 per share, we acquired 11,676,000 shares with a total value of ¥56.2 billion by October 18.
By FY2026, we plan to continue returning ¥53.8 billion or more as an additional return in a responsive way.

We are promoting shareholders’ return, including share buyback regarding an excess of appropriated equity capital,
by awareness of the optimal capital structure, securing of investment (required) to enhance corporate value, and
strengthening the stability of the financial basis.

Digital transformation Human resources

KPIs for Business Management

FY2022 (Result)

FY2026 (Target)

Current progress

and
response policy

29%

58%

Ordinary income ¥690.8 billion
(of which, ¥83.3 billion was derived from
“K" LINE's own businesses)

6.0-7.0%

More than 10%

Ordinary income ¥140.0 billion

O

* We will achieve sustainable growth by
implementing an internal management
system using business-specific financial
KPls (ROIC, EVA, etc.). The aim is to maxi-
mize corporate value during the medium-
term management plan period through a
project for further advancement of business
management.

O

 Surpassing targets due to improved perfor-
mances of the containership business as
well as “K” LINE’s own businesses.

® During the period of the medium-term
management plan, we aim to sustainably
achieve the target while maintaining an
awareness of capital efficiency, including
the further strengthening of “K” LINE's
own businesses.

©

® Good performance in the product
logistics segment is currently being
maintained.

o Efforts will be made for steady target
achievement ahead of schedule during
the medium-term management plan
period through improvements in
“K" LINE's own businesses.

Based on its fiscal 2022 medium-term management
plan, the K" LINE Group is advancing its business
strategy, reinforcing its business base, and following its
capital policy to tap into growth opportunities pre-
sented by changes in the global community, along with
shifts in “K” LINE's own operations and society toward
becoming low-carbon and carbon-free. Specifically, we
are concentrating management resources in the three
businesses of coal & iron ore carriers, car carriers, and
LNG carriers, which we have positioned as growth
drivers, and continuously supporting Ocean Network

Express (ONE) as a shareholder as it grows and devel-
ops the containership business. Through investments
in human resources, the Group is reinforcing its busi-
ness foundations and carrying out functional strategies
to strengthen technologies, specializations, and orga-
nizational sales capabilities—the sources of its com-
petitive advantage. In order to realize these strategies,
the “"K” LINE Group is executing a capital policy based
on capital efficiency and financial soundness with a
mind to optimizing its capital structure.

Price book-value ratio (PBR): aim for 1.0 or more

Based on the medium-term management plan, we will promote the enhancement of earning power and strive to further improve corporate
value by maintaining capital efficiency and financial soundness with an awareness of optimal capital structure and cash allocation.

Under the fiscal 2022 medium-term management plan,
the K" LINE Group targets sustainable return on
equity (ROE) of at least 10%, ordinary income of ¥140
billion in fiscal 2026, and earnings growth in its own
businesses. We are committed to achieving our target
of ¥140 billion for ordinary income ahead of schedule

by improving our own businesses. Through a project to
increase the sophistication of corporate management,
our aim is to sustain growth by strengthening our busi-
ness-based corporate management structure with an
awareness of the cost of capital by utilizing corporate
management KPls for maximizing corporate value.

— "“K” LINE REPORT 2023 —
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Medium-Term Management Plan
(Fiscal 2022—Fiscal 2026)

—

The “K" LINE Group has been strengthening portfolio management as a business strategy in its medium-term
management plan. Management has drawn up strategic directions based on five categories of roles, including
the three roles for its own existing businesses, namely the “role of driving growth,” “role of supporting smooth
energy source conversion and taking on new business opportunities,” and “role of contributing by enhancing
profitability,” in addition to the containership business and new business domains. Management has laid out
specific measures and clarified priority issues along with targeted markets and customers.

02. Business Strategy

14

tth

Role of driving
growth

Business

¢ Coal & Iron Ore
Carriers

e Car Carriers

® NG Carriers

e Achieving growth by taking on envi-
ronmental challenges as opportuni-
ties and turning these business
areas into mainstays of Groupwide
profitability

® Securing market share with existing
and new customers

® Achieving growth that surpasses
market growth

Strategic direction

¢ Concentrated allocation of
management resources

FY2022 progress and achievements

Coal & Iron Ore

We strengthened our partnerships with target customers,
starting with environmental initiatives, centered on steel
mills in Japan and South Korea. Progress has been made in
establishing a customer-oriented sales structure in India and
the Middle East. By optimizing internal and long-term char-
tered vessel capacity, we have enhanced our responsiveness
and resilience to changes in market conditions.

Car Carriers

We expanded our transportation capacity by addressing
demand from existing finished vehicle OEMs and demand
for high & heavy cargo. By basing our operations on a
strong customer base and designing routes and maintaining
fleets accordingly, we promote sustainable growth with a
solid customer base together with balanced route design
and fleet development.

LNG Carriers

The “K" LINE Group expanded business by securing a total
of 12 long-term charter contracts in Qatar, its largest cus-
tomer. The Company also entered into several long-term
charter contracts with the Petronas Group, in Malaysia.

Priority issues after FY2023

Coal & Iron Ore

While expanding the rollout of Seawing, the “K” LINE
Group will strengthen its ship management structure and
step up investments in growth to expand the fleet in
response to demand for reducing GHG emissions, such as
ships fueled by LNG and ammonia.

Car Carriers

We will continue to maintain the fleet and address customer
demands pertaining to environmental measures, such as
reducing GHG emissions. We will also focus on the estab-
lishment of a transportation system for battery electric vehi-
cles (BEVs) and on capturing related transportation demand.

LNG Carriers

The “K" LINE Group continued to increase the number of
vessels to match customer demand and strengthen its cus-
tomer base in emerging regions, including China, Malaysia,
India, and Indonesia.

~

Role of supporting smooth
energy source conversion
and taking on new
business opportunities

e Thermal Coal
* VLGC /VLCC

e Transforming our business structure
while helping customers transform
their energy mix

® Business risk minimization

¢ Responding to demand for
alternative fuels

For thermal coal carriers, very large crude carriers (VLCCs),
and liquefied petroleum gas (LPG) carriers, we promoted
operations based on medium- to long-term contracts,
ensuring stable revenue.

We aim to lock onto new energy demand by maintaining
and enhancing transportation quality technology, and
updating ship management and operational systems to
cater to new transportation demand.

o Bulk Carriers
e Short Sea and Coastal

* Port / Logistics

¢ Strengthening resistance to market
fluctuation and securing stable
income

¢ Business strategy seeking synergy

o Asset-light strategy (Bulk Carriers)

Bulk Carriers

The “K"” LINE Group achieved asset-light operations
through structural reforms. Ongoing measures to improve
efficiency in operations and ship allocation has led to lower
operating costs.

Short Sea and Coastal / Port / Logistics

Profitability improved in the logistics and port business, as
well as short sea and coastal shipping following a withdrawal
from unprofitable routes.

Bulk Carriers

We will continue efforts to increase profitability through
appropriate management of market exposure and improve-
ments in vessel allocation efficiency.

Short Sea and Coastal / Port / Logjistics

The "K" LINE Group will acquire reliable cargo, such as
through medium- to long-term contracts for biomass fuel
transportation, and promote collaboration aimed at creating
synergy within the Group.

iti
Role of supporting the
business as a share-
holder and stabilizing
the earnings base

¢ Containerships

® Stabilization of Groupwide earnings

® Maximizing corporate value through
ongoing human resource support
and involvement in management
governance

Amid robust cargo demand, freight rates remained high,
resulting in increased ordinary income and net income
for ONE.

We will continue to support ONE as it steadily carries out
business operations through agile responses to trends in
market demand.

Expansion of new
businesses in fields
where “K” LINE can
utilize its strengths

® Projects for emissions
reduction and
decarbonization

® Expansion of business areas where
“K" LINE's capabilities can be uti-
lized and advanced

® Pursuing synergies between
“K" LINE and our subsidiary
companies

We began to collaborate with Penta-Ocean Construction in
ship management and other matters in the field of offshore
wind power construction and maintenance. We also further
participated in the liquefied CO: transport business, as well
as the hydrogen and ammonia transport business.

Advancements also continue in the offshore support vessel
for wind power generation business and the liquefied CO:
transport business—such as by participating in the world’s
first full-scale carbon dioxide capture and storage (CCS)
project, Northern Lights—as well as the hydrogen and
ammonia transport business.

Progress on specific initiatives in our functional strategy to strengthen the business foundation is explained in
the Materiality section on (- p32-53

— "“K” LINE REPORT 2023 —
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Medium-Term Management Plan

(Fiscal 2022—Fiscal 2026)

03. Capital Policy

Profitability Target and Results

In fiscal 2022, among our own businesses, the three
businesses positioned as growth drivers grew steadily.
As a result, the "K” LINE Group reported solid earn-
ings, effectively achieving ahead of schedule its
income target for a single fiscal year, with ordinary
income reaching ¥82.0 billion. Fiscal 2022 marked an

Ordinary Income / Loss

Billi i
(Billion yen) "K" LINE’s Own Businesses

<

4

N

excellent start as the inaugural year of our medium-
term management plan. We will continue to work
toward reliably achieving ahead of schedule our
target for ordinary income of ¥140 billion, and then to
maintain and expand ordinary income.

Total

4

<

Strong start for the first year of the medium-term management plan.

Good performance in the product logistics segment is expected to
continue in the second year as well.

¥92.0

¥82.0

¥34.0

Businesses with role
of driving growth

Other

FY2021 FY2022 FY2023 FY2023
Forecast (May) Forecast (November)

Efforts will be made for steady achievement of the earnings targets in

the medium-term management plan ahead of schedule.

Total ¥140.0

!—‘—\

¥70.0

Containership
Business

FY2026

Note: The allocation method for SG&A expenses has been partially changed from FY2023. FY2022 actual figures for comparison were also created using the method

after the change.

Cash Allocation

As a result of improvement in fiscal 2022 earnings, the
Company expects operating cash flow from fiscal
2021 through fiscal 2026 to exceed its target of ¥1
trillion, which was set at the formulation of the
medium-term management plan, by ¥200 billion, for a
total of ¥1.2 trillion. With this larger-than-expected
cash flow, management intends to increase business
investments for improving corporate value by ¥110

Operating cash flow (CF) is expected to increase by ¥200.0 billion compared

with the initial plan announcement due to improved performance.

Operating CF

¥200.0 billion

Financial CF the financial

Financial CF Busi
usiness

Operating investment

Operating CF up to
CF up to ¥1.2 trillion
¥1 trillion

Maximum of
¥500.0 billion

Time of medium-  Surplus Latest Time of medium-
term management  portion assumptions term management
plan announcement plan announcement

P ) 4

Strengthening  ¥200.0 billion

Surplus
portion

billion and raise the minimum amount of total returns
for shareholders by at least ¥100 billion. Accordingly,
our cash allocation plan as of fiscal 2023 calls for ¥630
billion in total business investments over the five-year
period starting in fiscal 2022 and a minimum of ¥500
billion for shareholder returns. The “K" LINE Group
will continue to maintain its financial position.

Approach to resource allocation for
surplus cash flow

When using the generated cash, we will
strive for a balance between investment in

growth and shareholder returns.

Strengthening
the financial
base

Il Due to factors such as exchange rate fluc-

Business tuation effects and new investment oppor-

investment tunities, we plan to invest ¥630.0 billion
¥630.0 billion

iy

Minimum of
¥500.0 billion

compared with the time of the medium-
term management plan announcement.

7 Investment / shareholder returns

Latest
assumptions
shareholders thanks to the operating cash

) Cash in-flow (Fiscal 2021-2026)

Cash out-flow (Fiscal 2021-2026)

¥100.0 billion from ¥400.0 billion).

from the cash flow increase of ¥110.0 billion

ll We plan to return ¥500.0 billion or more to

N flow surplus (minimum raised by more than

B Business Investment Plan

Over the five-year period from 2022 to 2026, the "K”
LINE Group plans to invest ¥630 billion, an increase of
¥110 billion from the ¥520 billion originally planned at
the formulation of the medium-term management
plan. This ¥110 billion increase reflects the overshoot
in operating cash flow in fiscal 2022. Based on our
medium-term management plan, investments will
focus on growth drivers and environmental measures
while exercising investment discipline in view of risks

Focusing 80% of investment on role
of driving growth

(Billion y1

100%

(Billion yen)

100% ¥630.0 l Enhancing the business and the
: Coal &lron earnings base through customer-

Ore Carriers oriented sales and investment
¥120.0

o o

80% l Responding to environmental 80%

needs with alternative fuel vessels,
and capturing new demand

Car Carriers

60% ¥200.0 60%

l While expanding existing busi-

nesses, capturing demand in Asia

40% 40%

[l New business opportunities
through emissions reduction and

o
20% decarbonization

20%

B Other investments in accordance
with each business role under the
medium-term management plan

0% 0%

Cumulative
investment amount
(Fiscal 2021-2026)

B Returns to Shareholders

The "K” LINE Group has increased its target for total
returns to shareholders during the medium-term
management plan to at least ¥500 billion, including
the ¥250 billion already returned to shareholders
during fiscal 2021 and fiscal 2022. The Company plans
to return at least ¥250 billion to shareholders from
fiscal 2023 onward, and has increased the basic divi-
dend to ¥120 per share. Moreover, the Company
plans additional shareholder returns of around ¥110
billion from fiscal 2023 onward. Management decided

Actual

and returns according to business characteristics and
objectives. The “K” LINE Group will concentrate
about 80% of the total business investment amount
in the three businesses positioned as growth drivers.
Roughly 60% of the total business investment amount
will be in environment-related initiatives that help
maintain and strengthen a competitive advantage
while addressing needs for moving toward realizing a
low-carbon and carbon-free footprint.

Allocating 60% of investment on environmental
measures that can create a competitive advantage

Investment amount

°" ¥630.0

(Fiscal 2026)

o / LPG fueled vessels
[l Fuel conversion .
Alternative (use of clean energy) carbon ¥320.0 billion
investment, emission vessels
etc. ¥255.0 —
H Environmentally friendly
equipment (use of wind (oper: o cy) ¥17.0 billion
power, etc.)
H Development and Hybrid EV tug boats, etc.
. demonstration of ¥10.0 billion
Environmental environmental technology Liquefied CO: transport
investment
¥375. . Support for wind power
750 T
promotes low-carbon ¥28.0 billion
achievement Seawing, scrubber, etc.

Cumulative
investment amount
(Fiscal 2021-2026)

to buy back up to 11,676,000 shares for a maximum of
¥60.0 billion in fiscal 2023. "K" LINE acquired
11,676,000 shares of its stock for ¥56.2 billion between
August 3 and October 18, 2023. The "K” LINE Group

plans to increase dividends per share by ¥80 and
distribute an annual dividend of ¥200 per share in
fiscal 2023. Management will steadily and promptly

conside
various

r additional shareholder returns based on
metrics, such as trends in earnings, the busi-

ness environment, and capital efficiency.

Plan

y

FY21 FY22

FY23

FY24 FY25 FY26

Additional ‘ More than amount stated in the medium-term management plan announcement ‘
shareholder

return

(Basic dividend ¥120 / share + additional dividend ¥80 / share)
Additional return: ¥56.2 billion

Dividend: ¥200 / share

l

Additional return ¥110.0 billion—
|

Dividend Responsive

and return delivery :
additional

shareholder Additional Additional

return per dividend dividend

share ¥300 / share

Additional dividend
¥100/ share

Basic dividend Basic dividend Basic dividend
¥100 / share ¥100 / share

Responsive

return delivery

Share buyback
¥56.2 billion

Going forward, we plan to continue returning
¥53.8 billion or more in a responsive way.

Additional dividend
¥80/ share

Basic dividend
¥120 / share

Total return

Basic dividend : Basic dividend Basic dividend
¥120 / share ¥120 / share ¥120 / share

amount

¥56.2 billion
Going forward, we plan to continue returning
Additional ¥20.0 billion ¥53.8 billion or more in a responsive way.
dend (additional dividend of
¥80 / share)
¥30.0 billion - .
Basic dividend (basic dividend of ¥90.0 bllllor\ (¥30.0 billion / year)

¥120/ sh (basic dividend of ¥120 / share)

share)

¥200.0 billion

Total return q1R
E oo
amount

¥250.0 billion-

Notes 1. Dividend amounts are after taking the effect of the stock split implemented on October 1, 2022, into consideration.
2. "K" LINE acquired 11,676,000 shares of its stock for ¥56.2 billion between August 3 and October 18, 2023.
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Based on our medium-term management plan, we are maximizing

corporate value by maintaining capital efficiency and financial soundness

with an awareness of the optimal capital structure and cash allocation,

while enhancing our earning power.

Position of Medium-Term Management Plan in
Fiscal 2022

The Group's medium-term management plan currently
underway covers a five-year period from fiscal 2022 to
fiscal 2026. The main points of this plan can be summa-
rized as the following three items:

1 Based on our portfolio strategy, we concentrate the
allocation of management resources in the three
growth-driving businesses (coal & iron ore carriers, car
carriers, and LNG carriers), while viewing low-carbon
and carbon-free initiatives as business opportunities.

2 Always aware of the optimal capital structure and cash
flow, we balance improvement in capital efficiency
with maintaining financial soundness.

3 We invest in growth and proactively return value to
shareholders in our aim to maximize corporate value.

In carrying out these policies, we have set and dis-
closed the following quantitative targets and plans.

Operating cash flow ¥1,200 billion (total for fiscal 2021 to fiscal 2026)

Ordinary income ¥140 billion (end of fiscal 2026)

Business investment  ¥630 billion (total for fiscal 2022 to fiscal 2026)

Return on invested capital (ROIC)  6.0-7.0% (end of fiscal 2026)

Shareholder returns
¥500 billion or more (total for fiscal 2022 to fiscal 2026)

Price book-value ratio (P/B ratio) 1.0 times or higher

We came up with an aggressive business strategy and
capital policy that assumes sustainable growth in future
cash flows. This is because we believe that the “K” LINE
Group has reached the next management stage where
we see growth opportunities in addressing environmen-
tal needs, along with reforms to our business structure,
which has been advancing for several years, as a result of
the following initiatives.

1 Economies of scale from the integration of the container-
ship business have been larger than we had anticipated.

2 Through structural reforms in our own businesses, we
optimized our fleets and withdrew from unprofitable
businesses.

3 Having completed a Group-wide assessment, we are
now confident in our ability to expand the earning
base in three growth-driving businesses by tapping
into customer demand for environmental solutions
with the Group's technological capabilities and orga-
nizational sales capabilities.

In the maritime transportation industry in the 2010s,
costly ships ordered in large numbers around the time
that Lehman Brothers collapsed became stranded assets
due to rapid and sharp deterioration in shipping market
conditions, which led to the bankruptcy of major contain-
ership companies and well-known dry bulk carrier compa-
nies. “K” LINE also booked massive extraordinary losses
and decided to dispose of uneconomical tonnage, caus-
ing its equity ratio to fall to 10.9% as of the end of fiscal
2018. Due to these circumstances, under the previous
medium-term management plan, management had no
choice but to prioritize measures to restore depleted
shareholders’ equity and dispose of risk assets, but elimi-
nated this negative legacy through its own efforts. The
medium-term management plan was a watershed
moment in our corporate history, as we returned to the
basics of fulfilling our duty as an operating company to
improve corporate value, with management drawing up
a concrete business growth strategy and capital policy.

Review of Performance in Fiscal 2022 and
Outlook for Profitability Target

As shown below, in fiscal 2022, the initial year of our
medium-term management plan, we were able to
achieve all of our primary management targets for fiscal
2026 ahead of schedule.

Fiscal 2026 .
Medium-term Fiscal 2022
Actual
target
Ordinary income ¥70.0 billion  ¥83.3 billion

(own businesses)

E H . .
arnings - Ordinary income ¥70.0 billion  ¥607.4 billion

targets (containership business)
Total ¥140.0 billion ¥690.8 billion
Return on equity (ROE)*' At least 10% 58%

ROIC*2 6.0-7.0% 29%

*1 ROE = Profit attributable to owners of the parent / equity capital

*2 ROIC = Profit attributable to owners of the parent / (equity capital +
interest-bearing debt)
ROIC includes the off-balance-sheet charter hire of ¥500.0 to ¥600.0 billion. The
equity ratio is 57-59%, including the off-balance-sheet charter hire at the end of
fiscal 2022.

For fiscal 2023 onward, we expect steady growth in
ordinary income from our own businesses based on
medium- to long-term contracts, a strength of the “K”
LINE Group, now that we have completed optimizing the
fleet and withdrawing from unprofitable businesses. We
therefore saw a strong likelihood that our targets for
fiscal 2026 would be achieved ahead of schedule.
Meanwhile, Ocean Network Express (ONE), our equity-
method affiliate that manages the containership busi-
ness, booked a high level of net income (US$14,997
million) in fiscal 2022. Accordingly, “K” LINE's container-
ship business posted ordinary income of ¥607.4 billion,
reflecting its 31% stake in ONE. However, we must note
that there were one-off factors at play in the fiscal 2022
earnings of the containership business, namely shortages
of capacity in supply chains, and changes in consumer
behavior around the world due to the pandemic (from
spending on experiences to physical items), which led to
favorable ocean freight rates. Now that supply chains
have recovered, profit levels in fiscal 2023 are in the
process of returning to normal.

Although containership market conditions declined
from the fiscal 2022 level after supply chains returned
to normal, conditions (freight volumes and rates) are
unlikely to deteriorate significantly below the levels seen
in fiscal 2019 before the pandemic struck. One key factor
in our post-pandemic earnings estimates for the contain-
ership business is how much ONE can boost profits.
Based on these market assumptions, we estimate that
ONE can generate around US$2.0 billion in net income
annually with its current scale of fleet operations. Based
on the foreign exchange rate assumption when we drew
up the medium-term management plan, assuming ONE
can generate net income of US$2.0 billion in line with our
estimate, we forecast that ONE will contribute ¥70.0
billion to ordinary income in our containership business
in fiscal 2026.

Outline of Capital Policy and Progress

The essence of our capital policy lies in the setting of
targets for cash allocation and cash management. As
such, we aim to maximize corporate value by appropri-
ately allocating the cash flow generated under our
earning plan among three elements: business invest-
ments, shareholder returns and internal reserves for
financial soundness.

» Our Approach to Cash Allocation
From 2021 to 2026, we see the potential to generate a
total of ¥1.2 trillion in cash flow from operating activities,
which makes up the majority of our cash inflow. Should
operating cash flow decrease below our forecast, we can
supplement cash as needed through cash flow from
financing activities. On the cash outflow side, business
investment is our highest priority, with planned
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expenditures totaling ¥630 billion over the five-year
period from fiscal 2022 to fiscal 2026. While internal
reserves to ensure financial soundness are essential for
the continued existence of the Group, we believe only a
limited amount of the newly generated operating cash
flow of ¥1.2 trillion will be allocated to internal reserves
for now, as our current needs are adequately covered by
existing cash and deposits.

After securing the necessary funds for the aforemen-
tioned cash outflows, the remaining cash on hand will, in
principle, be returned to shareholders. At this juncture,
management plans to proactively distribute an appropri-
ate dividend and flexibly buy back stock with the objec-
tive of enhancing shareholder value by more than ¥500
billion in total over the five-year period of the medium-
term management plan. In the event that cash inflows
exceed cash outflows, management will reevaluate
whether the excess amount should be allocated to busi-
ness investments or shareholder returns, taking into
consideration future earnings and progress on invest-
ment plans.

When returning value to shareholders, one approach is
to pre-determine a payout ratio and decide the amount of
shareholder returns based on the net income of each
fiscal year. The reason why “K” LINE does not adopt this
payout ratio method stems from practical considerations
in light of its business structure. Specifically, ONE, which
makes a significant contribution to our profits, is not a
wholly owned subsidiary but rather an equity-method
affiliate. According to accounting rules, while the net
income of equity-method affiliate ONE (equivalent to
our 31% stake) is directly reflected on the consolidated
income statement of “K"” LINE, on the other hand ONE’s
balance sheet is not reflected in “K” LINE's consolidated
balance sheet. In other words, only when ONE distrib-
utes its cash as a dividend, “K" LINE is allowed to recog-
nize the cash that ONE generated on its own balance
sheet as cash on hand and retained earnings. Since “K"
LINE returns value to its shareholders using cash as the
upper limit on distributable amounts calculated from
retained earnings, it is more realistic and makes more
sense to calculate the source of these funds as “K”
LINE’s consolidated cash flow from operating activities,
which includes dividends received from ONE, and not
the net income that ONE puts on its consolidated
income statement.

» Investment Plans
Under our current investment plans, we intend to invest a
total of ¥630 billion over the five years of the medium-term
management plan. Based on our portfolio growth strategy,
roughly 80% of this total investment will be concentrated in
the three growth-driving businesses. Below, we break
down the amount of investment in each business.

The total investment amount of ¥630 billion will be
reviewed as progress is made on our investment plans.

Coal & iron ore carrier business ¥120 billion
Car carrier business ¥200 billion
LNG carrier business ¥160 billion
New business opportunities related to

low-carbon and carbon-free initiatives ¥30 billion
Alternative investments and

other medium-term investments ¥120 billion
Total ¥630 billion

» Returns to Shareholders
“K" LINE announced its current policy on shareholder
returns, based on dividends and share buyback, along
with results for the first quarter of fiscal 2023, which were
released in August 2023.

In fiscal 2023, “K"” LINE aims to distribute an annual
dividend of ¥200 per share, unchanged from its previous
announcement in May 2023. This represents an addi-
tional dividend of ¥80 per share for fiscal 2023 on top of
the basic dividend of ¥120 per share that we plan to pay
each year from fiscal 2023 to fiscal 2026. On October 18,
2023, "K" LINE finished buying back 11,676,000 shares,
for a total of ¥56.2 billion. When we released results at
the end of fiscal 2022, we announced plans to distribute
a dividend of ¥200 per share and buy back at least ¥50
billion worth of our stock. With an eye on increasing the
amount of additional returns, our aim is to meet share-
holder expectations for both income gains and capital

gains by flexibly buying back stock up to this full amount.

Management increased the upper limit of the share
buyback program to ¥60 billion in order to be able to
buy back this number of shares even if the acquisition
price per share rises during the buyback period.

On August 4, 2023, "K" LINE bought approximately
53% of this total number of shares in the buyback pro-
gram through ToSTNeT-3, the off-auction own share
repurchase trading platform. We acquired the remaining
number of shares, up to the upper limit of the allotted
funds, by October 18 on the stock market. Management
has not changed its shareholder return policy, including
for proactively and flexibly buying back shares while
monitoring cash flow and when appropriate levels of
capital are exceeded.

Note: “K” LINE acquired 11,676,000 shares of its stock for ¥56.2 billion by October
18, 2023.

Actual Plan
p ) 4 )
¢ y <€ »
FY21 FY22 FY23 Fy24 FY25 FY26
Additional ‘ More than amount stated in the medium-term management plan annmncemsn(‘ Dividend: ¥200 / share
shareholder (Basic dividend ¥120 / share + additional dividend ¥80 / share)
return Additional return: ¥56.2 billion
Dividend l Additional return ¥110.0 billion—
and T ‘
additional Share buyback Going forward, we plan to continue returning
shareholder ¥56.2 billion ¥53.8 billion or more in a responsive way.
return per Pl >

share

Basic dividend Basic dividend Basic dividend
: : ¥100 / share ¥100 / share

¢

¥56.2 billion

Basic dividend ‘ Basic dividend ‘ Basic dividend ‘ Basic dividend
¥120 / share ¥120 / share ¥120 / share ¥120 / share

Going forward, we plan to continue returning

Total return

¥20.0 billion

¥53.8 billion or more in a responsive way.

(additional dividend of ‘

¥80 / share)

amount

ll Basic dividend B

¥30.0 billion

(basic dividend of

¥120 / share)

¥90.0 billion (¥30.0 billion / year)
(basic dividend of ¥120 / share)

| Total return
amount

¥50.0 billion ¥200.0 billion

¥250.0 billion-

Notes: 1. Dividend amounts are after taking the effect of the stock split implemented on October 1, 2022, into consideration.
2. "K" LINE acquired 11,676,000 shares of its stock for ¥56.2 billion between August 3 and October 18, 2023.

Further Advancement of Business Management

» Phase 1
Advancement of Business Management (Fiscal 2016 to
Fiscal 2022)

In fiscal 2016, we began to examine ways for the advance-
ment of business management in Phase 1 of this project.
Back then, the shipping market was in a slump, so we
explored ways to manage risks and returns with an empha-
sis on measuring and mitigating risks in the maritime trans-
portation business as a Group issue.

1 Establish methods to quantify and visualize business
risks in maritime transportation.

2 Build a Companywide structure for overall equity
capital to exceed total business risk.

3 Institute investment discipline that ensures returns in
excess of any business risks that materialize on an
individual business project basis.

Considering the qualitative nature of wide-ranging
business risks, we decided to narrow our focus initially to
the two most impactful and frequent risks in the maritime
transportation industry: market fluctuations and deprecia-
tion in the value of owned vessels. For the former, we
quantified the maximum loss in the event of a worst-case
scenario for the shipping market, and for the latter, we
quantified the maximum valuation loss in the event of a
worst-case scenario in vessel asset depreciation. We then
developed statistical models for each type of vessel to
shed more light on these risks.

The visualized quantity of business risk becomes the
amount of damage to equity capital if the risk materializes
as a loss. For this reason, whether or not attainable returns
are commensurate with business risks is a crucial factor in
our investment decisions. To assess the maximum extent
that quantified business risks could impair equity capital,
we incorporated the quantified amount of business risk
into the formula for calculating the weighted average cost
of capital (WACC). We then decided to compare WACC
to the “K” LINE return on invested capital ("K"RIC) and
“K" LINE Value after Cost of Shareholders equity
("K"VaCS) for each business project. Here, the quantified
amount of business risk serves as the hurdle rate for evalu-
ating whether potential returns are commensurate with
the business risks.

Furthermore, upon tabulating the results of the afore-
mentioned analysis, “K” LINE gains a better view of the
total amount of business risks across the entire Company.
By comparing this risk to our backstop of equity capital, we
have now reached a stage where we are able to conduct
comprehensive risk management for the entire Company.
Under Phase 1 of this project, each business has effectively
utilized risk-return management methods based on pay-
back periods in their decisions on new investments and
whether to carry on in existing businesses. These manage-
ment methods have also become more accurate day by
day, and the expanded scope of their application has
contributed to the Group's recovery in earnings.
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» Phase 2
Further Advancement of Business Management (Fiscal
2023 Onward)

Further advancement of business management is cur-
rently being internally implemented in stages from fiscal
2023, after system design wrapped up in fiscal 2022.
While Phase 1 focused on individual projects as well as
the Company as a whole, the aim in Phase 2 is to
manage business divisions with clearly defined roles and
characteristics as laid out in the medium-term manage-
ment plan. Our objective is to optimize capital efficiency
and enhance our ability to generate future cash flows.
Phase 2 consists of the following three subprojects.

1 Project for Establishing Business Management
Financial Statements for Each Business =
Introduction of Business-Based Responsible
Accounting Management System

In order to formulate and dynamically manage detailed

objectives for capital efficiency and operating cash flows
in each business, it is essential to not only have income
statements showing the income and expenses of the
business over a certain period, but also create and ana-
lyze balance sheets that present the capital structure of
each business and their cash flow statements. We have
thus decided to create new financial statements (all
three) for each business. Based on these financial state-
ments for each business, we will identify key perfor-
mance indicators (KPIs), such as highly precise
business-specific WACC, business-specific ROIC and
business-specific EVA.

By comparing and analyzing these KPIs, management
aims to create a business-based responsible accounting
management system that enables precise and swift deci-
sion-making on whether each business is appropriately
operating its invested capital at a return that exceeds
both the cost of capital and business risks, thereby maxi-
mizing capital efficiency and cash flow, and contributing
to the creation of corporate value.

Under this business-based responsible accounting
management system, each business is considered an
independent business entity, which necessitates drawing
a clear distinction between the responsibilities of busi-
ness departments and corporate departments. We have
therefore redefined the roles and responsibilities of
corporate departments as the organization ultimately
responsible for optimizing the business portfolio through
cross-business initiatives, such as optimal resource allo-
cation and financing for the entire Group. Additionally,
management has increased the ratio of overhead costs
allocated to business segments that had been mainly
shouldered by the corporate departments, which
entailed clarifying costs. Business segments are now not
only responsible for increasing their own EVA (i.e.

improving their own corporate value), but also for gener-
ating EVA in sufficient amounts to offset the negative
weight of cost centers in corporate departments, which
are unable to create profits due to their roles and
responsibilities.

2 Project for Advancing Business Value Management
While the aforementioned financial statement project
will provide functions for precisely analyzing and evaluat-
ing the annual performance of business activities,

a separate mechanism is needed to address different
time-horizon events that affect corporate value, such as
the medium- to long-term returns and gains from the
sale of retired vessels. To this end, management is exam-
ining ways to calculate the value of each business using
the discounted cash flow (DCF) method, calculating free
cash flow for each business based on various simulations.

By tabulating these calculations of business value, man-
agement will be able to analyze ways to maximize the
corporate value of the entire Group through the optimal
allocation of business resources in each business. This
data will serve as the foundation for formulating a port-
folio strategy for the next generation.

3 Project for Advancing Investment Management

In Phase 1, we established a risk-return management
system for investments. In this project, we are updating
this system to conform to our current investment disci-
pline of “restraint during prosperous times and strategic
moves during market downturns.” First, to maintain
restraint when selecting investments during prosperous
times, management has raised the hurdle rate for returns
on investments. In addition to increasing the WACC
(included in the calculation of the hurdle rate) to a level
that exceeds both the cost of capital and the amount of
business risk, we have newly calculated a target ROIC
spread that requires the EVA spread on investment proj-
ects to be in positive territory. This revised WACC, with
the added target ROIC spread, will serve as the new
hurdle rate for investment decisions.

Meanwhile, to strategically screen investments during
market downturns, we have reviewed our investment
decision-making flow. For investment projects where
profitability is below the aforementioned hurdle rate, but
hold high strategic significance in terms of acquiring
customers and also have the potential for returns in
excess of the project-specific revised WACC before
applying the target ROIC spread, we allow for invest-
ment decisions to be made based on thoughtful consid-
eration and deliberation via a committee comprising
representatives from not just the business departments
but also several other departments.

Addressing Environmental Issues as a Business
Opportunity

Lately, to address environmental issues, there has been a
growing emphasis on regulatory measures, which include
strengthening mandated reductions of GHG emissions
from ocean-going vessels, as well as economic mea-
sures, such as the social implementation of carbon pric-
ing systems to ensure their efficacy.

The International Maritime Organization (IMO), a
special agency of the United Nations, revised in 2023 its
target for reducing GHG emissions by 2050, from a 50%
reduction in emissions compared with 2008, to net-zero
emissions. As a specific measure, the IMO launched two
sets of regulations in January 2023. The first set, the
Energy Efficiency Existing Ship Index (EEXI), requires the
prior inspection and certification of a ship’s fuel econ-
omy. The second set, the Carbon Intensity Indicator (Cll)
rating system, checks the fuel efficiency of vessels over
the previous year. Additionally, the IMO has decided to
adopt a fee-based system related to GHG emissions by
2025, to be applied starting from 2027.

Within the Fit for 55 framework, a comprehensive
policy package aimed at reducing GHG emissions in the
European Union (EU), the EU plans to introduce in stages
the EU Emissions Trading System (EU-ETS) from January
2024, which will require ships operating within the EU to
report their GHG emissions and will mandate the pur-
chase of European Union Allowance (EUA), a securitized
GHG emission allowance. Furthermore, as a program in
the Fit for 55 framework, FuelEU Maritime will com-
mence in January 2025 as a system for regulating GHG
emissions from ships, imposing an obligation to progres-
sively reduce GHG emissions from vessels relative to
2020 levels and imposing fines for failures to reduce
emissions in line with targets. Furthermore, under
FuelEU Maritime, beginning in 2030, ships berthed
within the EU region will be prohibited from burning fuel
to generate electricity, mandating that ships are supplied
with electricity from onshore power supply, with any
infractions resulting in fines.

In June 2023, in the United States legislators moved
to introduce to the Senate two bills that target GHG
emissions from ocean-going ships, the International
Maritime Pollution Accountability Act, as an economic
measure, and the Clean Shipping Act, as a regulatory
measure that was also submitted to the House of
Representatives.

While we had anticipated a strengthening in environ-
mental regulations, the starting year is earlier than we
expected. Moreover, it appears that the economic penal-
ties of failing to meet the set regulatory standards, or of
violating them, will be significant. One potential problem
that has emerged is that a plethora of local rules might
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create an excessive burden on international shipping. On
the other hand, assuming ammonia-fueled ships, which
are viewed as the main contenders for achieving zero
GHG emissions, are commercialized from 2025, and
hydrogen-fueled ships from 2030, the immediate, practi-
cal response to environmental regulations will inevitably
be to offset environmental impact through monetary
means (penalties from economic measures). This means
that reducing GHG emissions in the shipping industry will
have not only high social significance in terms of preserv-
ing the environment, but also real economic conse-
quences in terms of lowering costs in the form of
penalties paid and the purchase of emission allowances
for unavoidable emissions in shipping.

In light of these circumstances, the shipping industry
is likely to bear an even greater responsibility in the
future. We anticipate that the industry will collaborate
with external partners, such as cargo owners and the
energy sector, to establish a supply network
for new fuels, build a global transportation system that
complies with environmental regulations, and ensure a
fair distribution of the environmental costs. “K” LINE is
committed to contributing to society in these ways and
views the rapid and substantial progress in low-carbon
and carbon-free initiatives as a significant business
opportunity. In line with this, we will further strengthen
our business strategy to grow in collaboration with
environmentally conscious customers, while aiming to
maximize corporate value.
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Progress and Strategies in Three Growth-Driving Businesses

» Coal & Iron Ore Carrier Business

We are further strengthening collaborative relationships

with our customers through organizational sales in

response to new transportation demand and the

continuation of safe vessel operation and navigation.

Source of Competitive Advantages: Safety in Navigation and

Development of Safety Personnel

“We will strengthen our competitive
edge by offering solutions tailored to
customer needs through the specialized
knowledge of our maritime technical
personnel,” says Fumiteru Otsuki of
Coal & Iron Ore Carrier Planning &
Operation Group.

Our customers in the coal & iron ore
carrier business are located around the
world, including in key regions such as
East Asia, centered on Japan, South
Korea, and China, as well as the broader
Asia region, including India, the Middle
East, and Southeast Asia, and extending
further to North America and Europe.
“K" LINE aims to maintain and expand
its earnings base by sharpening its price
competitiveness, proposal capabilities,
sales capabilities, and on-site respon-
siveness while adding to its track record
of safety in navigation as it meets
customer expectations.

In our environmental initiatives,
operation technologies and personnel
are key to safety in navigation. The skills

being required of our maritime techni-
cal personnel differ from the past, in
the context of alternative-fuel vessels,
such as LNG, ammonia, methanol, and
hydrogen, as well as new transportation
technologies that allow us to satisfy
new transportation demand through
technological innovations. Such innova-
tions include direct reduced iron as an
indispensable input for low-carbon
steelmaking processes, and carbon
dioxide capture and storage (CCS)
emitted from steel plants. To remain
the preferred choice of our customers,
we will continue to refine the quality of
our transportation services and ensure
safety in navigation while training per-
sonnel, leveraging the accumulated
knowledge of our maritime technical
personnel and people working in ship
technical divisions, along with our

robust network with numerous partners.

" At present, the common needs of
our customers involve environmental
considerations and efforts toward

decarbonization. Steel is a fundamental
material used in all industries, and that
will never change. However, the raw
materials and production technologies
are evolving. Our role is to meet the
new transportation demand that
accompanies these changes,” says
Takeshi Mikami of Coal & Iron Ore
Carrier Business Group.

"Safety in navigation and advanced
transportation services are essential for

continuing transactions with our cus-
tomers over the long term. "K” LINE
has a high ratio of long-term chartered
vessels that are managed and crewed
by Group companies. Through the
Group's vessel management and crew
deployment, “K” LINE is able to retain
crew members for vessels operated by
the Group and train crew who are well-
versed in the specifics of customer
ports, cargo, and voyages. Consistent

efforts in crew training and welfare have
also contributed to these outcomes.
Additionally, building relationships
based on trust through activities such
as vessel inspections and information
sharing on safety in navigation with
shipowners, with whom we have long
maintained friendly relationships, leads
to higher quality in safe navigation,
thereby contributing to our competitive
advantage.” (Otsuki)

Strengthening Communication with Customers through Organizational Sales

India and the Middle East are among the
regions driving future growth in the coal
& iron ore carrier business. Particularly,
the Indian market is expected to grow at
an annual rate of 6% through 2030.

“K" LINE has already secured medium- to
long-term contracts from customers in
India and the Middle East, establishing a
solid customer base. Moving forward, we
will deepen relationships with our custom-
ers and enhance profitability through the
strengthening of our sales structure and the
development of environmentally friendly
fleets. Through organizational sales,

where experts from the environmental

Capturing Growth in the Indian Market through Proposal-Based Sales

“One of our initiatives in the rapidly
growing regions of India and the Middle
East is joint research with JSW Steel, of
India, aimed at decarbonization. In this
joint research, we have a common goal
of achieving net-zero GHG emissions by
2050, and are exploring new technolo-
gies and alternative fuels in maritime
transport. New initiatives like this are the
result of years of steady effort. Our
business dealings with JSW Steel began
in 2006. Customer needs have changed
significantly since the global economic
crisis in 2008, and we have spared no
effort in continuing to satisfy those
needs. As a result, "K” LINE is now in a
position to compete for a top share of
JSW Steel’s maritime transport volume.
India is expected to expand its volume
of steel production. We aim to
strengthen the relationship of trust that
we have built with our customers
through proposal-based organizational

and technical divisions work alongside
sales representatives to make proposals,
we will meet the increasingly sophisti-
cated needs of our customers, such as
the reduction of Scope 3 GHG emis-
sions, in addition to ensuring safe
transportation.

Under the medium-term management
plan, we are strengthening relationships
with major resource companies. Previously,
short-term and market-linked contracts
were the norm with these resource
majors. Recently, however, opportunities
have increased for medium- to long-term
contracts as we consider transitioning to

sales that incorporate specialized knowl-
edge, on the path to realizing added
value creation and growth,” says
Kentaro Tanaka, who is stationed in
Mumbai, India.

We have been deepening our rela-
tionships of trust with customers in
other regions as well. In July 2022, we
established a council for joint research
into decarbonization with Emirates
Global Aluminium, of the United Arab
Emirates (UAE), and in March 2023, we
signed a memorandum to establish a
council to jointly promote research and
initiatives aimed at decarbonization
with Anglo American. “We have
received similar inquiries, especially
about environmental measures, from a
number of customers. Through these
initiatives, we aim to build even stron-
ger partnerships while meeting the
decarbonization needs of our
customers.” (Mikami)

— "“K” LINE REPORT 2023 —

alternative fuel vessels with decarboniza-
tion in mind. We will also enhance our
environmental measures and aim to
acquire more medium- to long-term
contracts. Singapore in particular is a
region where we aim to strengthen our
sales structure, as it plays a crucial role in
building relationships with customers. “By
directly visiting the offices of our custom-
ers and having in-person communica-
tions, we can gain more information and
a deeper understanding of their needs.
Singapore is a hub for resource majors in
Asia, and having a base there is highly
meaningful.” (Mikami)

Continuing the efforts we have made
so far in improving safety in navigation
and transportation services is paramount
for sustaining growth. Our goal is to
continue growing through organizational
sales and close relationships with cus-
tomers, while also contributing to the
reduction of environmental impact
alongside our customers. “We take pride
in the relationships of trust we have built
over a long history with shipowners and
shipyards, as well as our safety in naviga-
tion and the quality of our operational
and vessel management. We have
gained experience and built trust while
addressing the stringent needs of world-
class customers. We believe that we can
satisfy the needs of this new era by lever-
aging our unique technical and proposal
capabilities, even in a changing business
environment.” (Otsuki)

uoneas) anjep s,dnoin INNM L. Yl T

25



SPECIAL
FEATURE

Y

Daimon 0gurd (e

Car Carrier Business Group
Manager, RORO Marketing Team

| 4
g Bl

Heiner Thomsen (centen

"K" Line (Deutschland)
GmbH (Hamburg, Germany)
Director

Clemens Heide righ

"K" Line (Deutschland)

GmbH (Hamburg, Germany)
Manager, Business Development
Strategy

26

Progress and Strategies in Three Growth-Driving Businesses

» Car Carrier Business

Against a backdrop of robust market conditions,

“K" LINE is achieving growth by tapping into

transportation needs for oversized cargo, such as

railway cars and wind power generation equipment.

Driving Growth in Niche High-Margin Businesses

High & Heavy (H&H) cargo is a collective
term for oversized and overweighted
cargo that cannot be loaded into normal
containers. This includes construction
and agricultural machinery, large buses
and trucks, railway cars, plant equip-
ment, power transformation equipment,
conveyor belts, wire cables, large steel
products, and blades for wind power
generation turbines and so on. Because
the types of cargo are diverse, accurate
market data does not exist. However, it
is estimated that approximately 20% of
the cargo loaded onto car carriers falls
under the H&H cargo category. H&H
transportation volume has been steadily
increasing over the past few years.
Daimon Ogura of the RORO
Marketing Team says, “Only about 700

vessels worldwide are engaged in the
Deep-Sea RORO ocean transportation
of H&H cargo. Considering that there
are more than 60,000 commercial ves-
sels in the world, it can be said that this
is a niche segment. In this context, "K”
LINE has built a solid market position
with a leading share in Atlantic trade,
and it also has a certain presence on
Asia-Pacific Ocean routes. In addition
to robust market conditions, H&H
cargo, which requires advanced trans-
portation know-how, has high margins
on a per-cargo basis. The H&H cargo
business has achieved profit targets in
the medium-term management plan
ahead of schedule. Furthermore, we
aim for a 5-10% increase in profits by
fiscal 2026."

Barriers to Entry Formed by Specialized Hard and Soft Resources

Although market conditions are robust,
there are barriers to entry for new com-
panies. This is because special resources

are needed in terms of both hard and
soft aspects of the business when han-
dling H&H cargo, especially what is

known as Break Bulk cargo, which does
not move on its own. Specifically, the
strength of the deck and ramp, and the
structure / configuration with fewer
pillars inside the hold, are essential.
Additionally, specialized loading and
unloading equipment, Roll-Trailer, are
required. During the loading operation,
various factors outside the scope of
desktop calculations must also be con-
sidered. These factors include the
shape, packing, and weight of the
cargo, which is different each time, as
well as the port environment, the sea-
worthiness of the vessel, and the han-
dling skills of on-site personnel. The

expertise and know-how of maritime
technical personnel, backed by experi-
ence, are key. Furthermore, a global
network of partners is indispensable to
providing comprehensive services
worldwide.

The “K" LINE Group has been a pio-
neer in focusing on H&H since the 2000s
and has accumulated the various insights
necessary for safely transporting H&H
cargo. This includes advancing the design
of new vessels compatible with H&H
cargo, investing in loading and unloading
equipment, and building an organization.
Our strength lies in formulating meticu-
lous transport plans, proposing them to

Arrival of Opportunities for Developing New Customers

Demand is likely to expand for H&H
cargo transportation in fields that con-
tribute to a carbon-free society. This is
evident in the growing demand for
transportation related to wind power as
renewable energy rapidly proliferates,
as well as the increase in railway infra-
structure updates and new projects as
railways are reevaluated as a green
means of transportation, particularly in

Europe. For K" LINE, this means main-
taining and strengthening the H&H
customer base that it has built in the
construction, agriculture, and mining
sectors, while increasing opportunities
to approach a more diverse set of
customers.

"Particularly in the area of railway
transportation, since receiving our first
order to ship rolling stock manufactured

Strengthening the Earning Base through Incremental Efforts

To seize these opportunities, we are
planning further investments in the
development of larger vessel designs
capable of carrying heavier and larger
H&H cargo, as well as high-specification
large vessels and specialized loading
equipment with enhanced safety and
load-bearing capabilities. However, such
hardware investments are only one of our
measures to expand revenue.

“Improvements made through the
sum of incremental efforts, such as
thorough facility management, improv-
ing the accuracy of vessel operations,
developing professional / specialized
personnel, and careful negotiation of
transportation contracts with customers,
are also indispensable for strengthening
our earning base,” says Ogura. “There
have been cases where responsiveness
to small transport needs has led to
business transactions with new

customers. Meeting a wide range of
needs through flexible, regular shipping
services expands business opportuni-
ties,” Heide also points out. “A majority
of the consignees of H&H cargo place
great importance on receiving their
cargo safely by a set deadline. Timely
and safe vessel operation and naviga-
tion are vital in avoiding project delays

and losses in customer operations. We
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our customers, and executing them—
these capabilities are highly evaluated by
our customers,” says Heiner Thomsen of
our German subsidiary, which is the hub
for handling H&H cargo in the Atlantic
region. His colleague Clemens Heide also
points out the importance of being able
to reliably provide services. “In 2021 and
2022, when maritime freight rates rose to
historic levels, some competitors priori-
tized other types of cargo over H&H
cargo for short-term profits. “K” LINE
continued to satisfy the transportation
needs of its existing customers equally,
and that has led to the trust we cherish
from our customers today.”

by a Japanese company to the United
Kingdom in the 2010s, we have been
focusing on developing new business
opportunities while honing our exper-
tise. These efforts are beginning to bear
fruit, and we are currently participating
in several railway transport projects,”
says Thomsen in anticipation of future
growth.

are aware of the role we play in sup-
porting global projects with significant
social impact, and we aim to gain the
trust of our customers by committing to
safe, high-quality navigation and cargo
transport, which will lead to stable earn-
ings over the medium to long term.”
(Ogura)
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Progress and Strategies in Three Growth-Driving Businesses

» LNG Carrier Business

We contribute to stability in revenue by focusing on

acquiring long-term contracts based on our track record

of safety in LNG transportation over 40 years.

Pursuing Steady Growth through a Focus on Long-Term Contracts

As the use of LNG expands for realizing
carbon neutrality, global demand for
LNG is forecasted to increase from
approximately 400 million tons in 2022,
to around 750 million tons by 2040. In
recent years, orders for new vessels
have been brisk in anticipation of this
growth in demand, and, as of 2023,
outstanding orders seem to be at just
over 300 vessels. On the other hand, of
the approximately 650 LNG carriers in
operation worldwide, about 300 are
older vessels with issues in fuel effi-
ciency and transport capacity, and

will probably be gradually retired.
Considering the replacement demand
associated with these retirements, the
supply-demand balance for vessel
tonnage looks likely to remain tight for
the foreseeable future.

“Our LNG carrier business has
helped to stabilize revenues for the
entire "K” LINE Group by consistently
recording operating profits for the past
10 years, thanks to sales activities

focused on long-term contracts, amid
fluctuating market conditions,” says
Takuji Murayama of the LNG Group.
“Under the medium-term management
plan announced in 2022, there has
been no change in our business policy
of targeting long-term demand, even
as the market as a whole is expanding.
Since the dawn of LNG carrier transpor-
tation 40 years ago, we have been
supporting the energy supply chain and
serving as part of the social infrastruc-
ture through safe and reliable transpor-
tation. With customers who have
signed long-term contracts of 15 or 20
years, these relationships extend over
20 years when including the construc-
tion period for new vessels based on
the contracts. We recognize that meet-
ing the needs of existing customers has
been the foundation of our trust and
reputation. We believe that maintaining
safety and high quality in the future will
translate into steady growth for the

“K" LINE Group.”

Focusing on Training Personnel to Support Safety in Navigation

In line with our basic policy of fleet
development to match long-term con-
tract acquisitions, “K” LINE has planned
and carried out investments of approxi-
mately ¥160 billion in the LNG carrier
business during the medium-term man-
agement plan. Including chartered
vessels, the number of our operating
vessels is set to expand, from 43 at the
end of fiscal 2022, to 67 by fiscal 2026,
and to more than 75 by fiscal 2030. To
address the issue of increasing the
number of maritime technical personnel
and onshore personnel in tandem with
the expansion of the fleet, we are
advancing human resource develop-
ment at the “K" LINE Maritime
Academy, our maritime technical train-
ing facilities located in the Philippines,
India, and other countries. Additionally,

since May 2022, we have been working
on securing and training maritime tech-
nical personnel in Singapore with an
eye on new fuel adoption.

“Our track record of safety in naviga-
tion spanning over 40 years is our best
selling point, and we have received high
praise from customers in the energy
transportation sector, where safety is
the highest priority,” says Murayama.
"Securing and training personnel in
navigation safety is highly significant in
terms of value creation for “K” LINE.”
LNG carriers, which transport natural
gas liquefied to the ultra-low tempera-
ture of -162°C, are required to have a
higher level of safety and vessel man-
agement capabilities than other type of
vessels. Customers require documenta-
tion on what could be described as a

Customer-Oriented Sales Approach to Our Clients

For customers in emerging countries
that are eyeing full-scale LNG imports
in the future, "K” LINE is committed to
steady relationship-building through
study sessions, information exchange
via organizational sales, as well as pro-
viding technical and regulatory advice
related to LNG maritime transport.
Going back to 2013, K" LINE signed
contracts for two vessels for INPEX in
the Icthys LNG project, in Western
Australia. "K” LINE had been selected
by INPEX as the partner for its vessel
study since around 2006 and conducted
numerous study sessions. Although
these study sessions were entirely sepa-
rate from the vessel procurement bids,
we were ultimately able to secure a
contract on our own. “K” LINE has also
entered into long-term fixed-period
charter contracts for three medium-
sized vessels to be completed between
2022 and 2023 with Malaysia’s state-
owned company, the PETRONAS
Group. There was a period when
PETRONAS had chartered one of our
available vessels for two years, and our
responsiveness to its needs during that
period led to this major contract.

“Our customers in the Asian region,
including the PETRONAS Group, often
prefer a close relationship where they
can easily reach out to us or consult
with us on minor matters,” says
Murayama. “With the establishment of
K LINE MARINE & ENERGY PTE. LTD.
(KME) in Singapore in June 2023, we
have integrated vessel management
and sales functions to strengthen the
organizational sales system. This has
enabled us to offer customized propos-
als tailored to individual needs of cus-
tomers and prompt support to
customers in neighboring countries.”

In August and November 2022, we
concluded a long-term fixed-period
charter contract for 12 LNG carriers with
Qatar’s state-owned energy company,
QatarEnergy LNG. This was the out-
come of a relationship built on trust
through many years of safe navigation
since the dawn of LNG transportation.

In May 2023, “K” LINE won a long-
term contract from Diamond Gas
International (DGI), a 100% subsidiary of
Mitsubishi Corporation. This is another
example where appreciation of our
quality vessel management and safety
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“resume” proving that the crew mem-
bers aboard have sufficient experience.
Maintaining and strengthening a system
capable of meeting such stringent
requirements is essential for sustaining
our competitive advantages. Our basic
policy is to train the crew for the vessels
we operate, and we are able to main-
tain high-quality services thanks to the
many crew members on board who are
well-acquainted with our policies and
operations. Amid pressing needs to
secure a pool of maritime technical
personnel, we are laying the ground-
work in Singapore to ensure a sustain-
able system capable of safe and
high-quality transportation, focusing on
Japanese maritime technical personnel
while also securing outstanding foreign
maritime experts.”

navigation technology in past projects
has led to larger business transactions.
“There was also that time when a cus-
tomer in an emerging country sought
our advice on vessel operations when
constructing an LNG terminal. Handling
our customers’ needs with care and
satisfying these needs can serve as a
starting point for major new business in
the future. We believe that steadily
building a trustworthy relationship as a
partner and constantly sowing the
seeds for future growth leads to sustain-
able business growth,” adds Murayama.

LNG carrier LAGENDA SETIA
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/~ New Businesses That Leverage Our Strengths

> Liquefied CO: Transport Business

We aim to establish a position in the transportation of
liquefied COz, which contributes to a carbon-free

society, by leveraging our strengths in liquefied gas

General Manager, Carbon-Neutral

Promotion Group transportation.

New Markets Created by Demand for CO: Transport

A global consensus is emerging for the
phased reduction of GHG emissions,
including COg, to achieve carbon neu-
tral by 2050. In this context, various
initiatives are advancing, such as
spreading renewable energy and devel-
oping technologies for utilizing new
energy sources like hydrogen and
ammonia, while carbon dioxide capture
and storage (CCS) is also gaining atten-
tion lately.

CCS assumes that CO2 needs to be
transported from its source to storage
locations. Along with pipelines, mari-
time transport of liquefied COz is likely
to become a major means of transpor-
tation. According to the International
Energy Agency (IEA), the annual reduc-
tion of COz through CCS is estimated
to reach approximately 5.4 billion tons
per annum in 2050.

30

“Even if we assume that maritime
transport will handle only a certain
portion of this annual 5.4 billion tons of
COg, around 200 new liquefied CO2
carriers will be needed by the mid-
2030s to meet this demand,” says
Jun Sasaki from the Carbon-Neutral
Promotion Group. CCS is considered a
practical solution to support GHG emis-
sion reductions and realize a circular
economy. It is at the stage where an
entire value chain is being established
for separating and capturing COz, and
then transporting liquefied CO2 via
pipelines or vessels for underground
storage. "With an eye on establishing a
position in this emerging market, we
see an opportunity to offer new mari-
time services for the transport of lique-
fied CO: for our customers with whom
we have had the pleasure of doing
business so far, and we will proactively
work toward this goal,” adds Sasaki.

World-First CCS Project Taking on Norway

Our venture into new business domains
has materialized through our participa-
tion in a world-first project to establish a
full-fledged CCS value chain in Norway.
We have entered into a long-term con-
tract for two liquefied CO:z carriers that
will commence operations in 2024 with
Northern Lights*, which aims to build a
commercial CCS value chain based in
Norway. “While vessels currently exist
for transporting CO: for food and indus-
trial purposes, the two carriers being
newly built for this project will be the
world’s first vessels for commercial CCS
operations,” explains Sasaki.

"K” LINE has been involved in a
wide range of liquefied gas vessel con-
struction and operations, putting into
service LPG and LNG carriers in 1974
and 1983, respectively. In 2006, we were
involved in Norway's first Snohvit LNG

export project and have earned recog-
nition from the oil and gas majors, as
well as our customers in the electric
power and gas sectors. Furthermore,
since 2021, we have participated in R&D
and demonstration projects related to
CO:2 maritime transport by Japan's New
Energy and Industrial Technology
Development Organization (NEDO).
“K" LINE has also been engaged in the
development of liquefied CO: storage
and transportation technology under
low-temperature and low-pressure con-
ditions, which are key to the social
implementation of large-scale CO:
transportation. Along with external
partners, including our customers, we
are actively involved in various projects
aimed at constructing CCS value chains.
“We believe that our early involvement
in demonstration projects, as well as our

Building New Value Chains with Customers and Partners

“Viewing CCS as one of the solutions for
decarbonization, industries with needs
for liquefied CO:2 transportation range
widely, including electric power and gas,
steel, petrochemicals, papermaking, and
cement. Most of these industries are
already our customers in existing lines of
business, and there is potential for fur-
ther expansion in future busi-
ness dealings,” anticipates
Sasaki in regard to the growth
prospects of the business.
“"Opportunities have
increased considerably for
visiting customers both
domestically and overseas, in
collaboration with sales rep-
resentatives from other
departments, and sharing
ideas and proposals about
liguefied COz transport. Even
in new domains such as this,
we understand that there are
needs for stable logistics over
the long term,” adds Sasaki.

CO, capture Transport

The liquefied CO: carrier market
looks likely to gradually emerge in
Europe in the late 2020s, centered
primarily on relatively short-distance
transport, and then reach a certain
market scale in the Asia-Pacific region
by the 2030s. Leveraging our long-
standing expertise and track record in

proven track record of providing trans-
portation services to Northern Lights
sponsors Equinor, Shell, and Total, led
to our winning of this contract,” adds
Sasaki.

Ship management for the Northern
Lights project is being handled by “K”
Line LNG Shipping (UK) Limited, which
has experience managing LNG vessels
in mainly the Atlantic Ocean region.
This company is based in London,
which is geographically close to Norway
and not significantly affected by time
differences, offering advantages for ship
management. Plans are in place for
sharing and accumulating organiza-
tional know-how, including personnel
exchanges, among our three bases in
London, Tokyo, and Singapore, the ship
management hub for Asia.

the transportation of liquefied gases,
we aim for business growth as a key
player in value chains that contribute to
GHG emissions reduction, having been
chosen as partners right from the devel-
opmental stages of pioneering projects.

-~
|' MNORTHERN LIGHTS SCOPE
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Receiving terminal

Permanent storage

2800 m

Source: Northern Lights
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