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Historically High Rates
Plummet in Second Half

Fiscal 2008 was a historic year. In the first
half, we saw market rates steeple to all-
time highs. They subsequently came
crashing down in the second half as
market demand dried up in the wake of
the dramatic slowdown in the world econ-
omy precipitated by the Lehman shock.
You could say we had the best and worst
of it all in one year. Dry bulkers recorded
lower earnings as a whole in fiscal 2008
despite higher earnings from medium- and
long-term contracts. This was principally
due to a large drop in earnings from ves-

sels operating on spot contracts which are

exposed to market fluctuations.

]
The Capesize bulker
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As of March 31,2009, MOL operated
about 360 dry bulkers, which are broken
down according to size and purpose into
a number of sub-categories, including
Capesize bulkers (the largest size among
dry bulkers), Panamax bulkers, Handymax
bulkers, Small Handy-size bulkers, wood
chip carriers, heavy lifters, and short-
range bulkers.

In this section, we explain the dry bulk-
ers business by dividing operations into two
categories; iron ore and coking coal trans-
portation, which is mainly driven by Cape-
size bulkers, and other dry bulk transportation

conducted by smaller-size dry bulkers.

Iron Ore and Coking Coal
Transportation

Iron ore and coking coal transportation saw
an extremely strong first half stand in stark
contrast to the lows of the second. We
experienced record-high market rates and
then the drop. Things peaked in June and
July 2008, with a subsequent slowdown
related to lower Chinese steel production
during the Beijing Summer Olympic Games
and then there was the sudden drop in the
manufacturing industry as the financial
crisis surfaced. These effects reverberated
to the shipping industry. We reacted by
scrapping ships, and cancelling, at a cost,

contracts on three relatively expensive time

The wood chip carrier
Crystal Pioneer

charter vessels. We also proceeded to
return some ships without extending the
charter expiration period, as part of efforts
to downsize our fleet.

Overall, we had planned to have a 160-
strong fleet of coal and iron ore carriers by
the first half of March 2014, consisting of
130 Capesize and 30 Panamax bulkers. But
now, in light of market conditions, we have
lowered this target to 1560. Further, the fleet
size may decrease to 130 ships, if we decide
not to renew expiring time chartered vessels.
In any case, we placed orders for many of
the future fleet additions at a time when new
building prices were relatively cost effective,
affording us a high degree of competitive-
ness in our operations.

Regarding the so-called “2010 Prob-
lem,’ given shipbuilders’ less-than-anticipated
capacity and issues surrounding fundraising
that have led buyers to cancel shipbuilding
orders, the number of new bulkers in the
industry is likely to be less than half the ini-
tial forecasts. Similarly, new ships coming
into service in 2010 will be substantially

down from forecasts a year ago.
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In terms of our portfolio, at present
70% of our dry bulkers are operating on
medium- to long-term contracts, while the
remaining 30% are spot vessels. The per-
centage temporarily fell to as low as 15%
during fiscal 2008 because we were able
to sign contracts at higher rates, which

enabled us to accumulate stable profits.

Other Dry Bulk Transportation
The market was one of extremes in fiscal
2008, as it sank from historical highs in the
first half to historical lows in the second.
MOL delivered a solid performance overall
amid this market storm. We can't say that
we forecast those market changes, but we
increased the share of medium- and long-
term contracts in our portfolio up until the
summer of fiscal 2008, as we considered
it was about the right time to do so. In ret-
rospect, this action helped immensely to
minimize the damage of the market turmoil
to our operations. On top of that, we moved
quickly in fiscal 2008 ahead of other com-
panies to downsize our fleet and cancel
expensive time charter contracts before the
stipulated expiration dates. We have
already used the cold lay-up method or
scrapped 10 wood chip carriers and other
small vessels. We actually cancelled 9 time
charters before expiration. However, given
that there are a large number of old ships
active on the market, we are still well
placed because of the relatively young age
profile of our fleet; the old ships will gradu-
ally be retired, while our young fleet will
take their place.

In terms of our deployment of free ton-
nage, 50% is assigned to the Pacific and
50% to the Atlantic. We are benefiting from
high rates on the latter due to tight supplies
of ships stemming from the fact that large
quantities of grains have historically been
transported from North and South America
to Asia across the Pacific. We expect this
situation to continue for some time going

forward.

Resilient and Buoyant—
Prospects Going Forward

Iron Ore and Coking Coal
Transportation

Fiscal 2008 was significant for the comple-
tion of two additional very large iron ore
carriers (VLOCs), following the completion
of the Brasil Maru in fiscal 2007; two more
are scheduled for completion in fiscal
2009. As we have already entered into
long-term contracts with clients for all of
these ships, this will help bolster our stable
earnings going forward.

China will obviously remain an impor-
tant market in the future. Steel mills in
China are still operating at high levels and
small and medium-sized mills are continu-
ing to import iron ore. In fact, import vol-
umes of iron ore rose from 383 million tons
in 2007 to 444 million tons in 2008. Fore-
casts for 2009 call for a similar level as in
2008, so China should continue producing

at the same level as now.

One of MOL's greatest strengths is its
fleet and how we manage it by keeping the
right balance between long- and medium-
term contracts and spot contracts. Spot ves-
sels have an important role to play in helping
shipping companies bridge the gap between
the time when the need for a new ship
arises and the time when a ship can actu-
ally be built. While continuing to reduce
costs by retiring old ships and returning
high-cost time charter ships, we will lever-
age our fleet to capitalize on future business
opportunities and increase our earnings.

Given the prevailing conditions in the
shipping market, which have seen some
companies falter, customers are increasingly
choosing shipping companies with strong
credit ratings to mitigate risk. This is good
news for MOL with its longstanding cus-
tomer base and as both an owner and an
operator of ships, rather than an owner that

simply charters ships out.
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WORLD DRY BULKERS AGE PROFILE

(As of March 2009)
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The increasing number of overseas
customers is evidence of MOL's growing
presence and reputation. At present, we
transport 100 million tons of iron ore and
coking coal annually, 65 million tons of
which is brought to Japan. In fiscal 2009,
this ratio should be about 50-50.

Other Dry Bulk Transportation
China and India are still strong driving
forces for natural resources and raw mate-

rial demand regardless of the downturn in
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Age

No. of ships
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the U.S. and Europe. This is because newly
emerging economies continue to invest
heavily in infrastructure as part of their
nation-building process. They'll need these
resources to do that—and MOL to get them
there. One must not forget also that the
Obama Administration has bold public
works plans under its new stimulus pro-
gram to invest in new roads and bridges in
the U.S. This should create demand for
main cargoes like cement, steel products

and so forth, too.

Supporting Global Industry—
THE PORT OF NEWCASTLE

MOL also uses its versatile fleet of dry
bulkers to transport copper ore, nickel and
aluminum, all of which are used in electronic
products, houses and cars. These markets
have all been badly affected by the global
financial crisis. However, this is only cyclical
and demand for these products will surely
rebound, spurring more demand again for
the raw materials used in them. To ready
MOL for this recovery, we are casting our
net wider to glean the sort of information
we'll need to decide when these cyclical
markets have reached the expected turn-
ing point. Along with rising demand for
chrome and manganese, materials neces-
sary to make the special steel for building
national infrastructure, this expected
upswing could spell explosive demand for

shipping raw materials.

The Port of Newcastle in Australia is the world's largest coal loading port—some 92 million tons of

coal are exported from here annually. Coal is an important resource, supporting industry worldwide. In

addition to fuel for power generation, coal is used to make cokes for producing steel. MOL berths

approximately 260 dry bulkers every year at the Port of Newcastle. These vessels transport roughly

23 million tons of coal not only to Japan but also to other countries. Pictured is a ship loader which

places coal in the ship's hold.
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Fulfilling Our Role to Generate
Stable Profits

Prevailing economic conditions were diffi-
cult in fiscal 2008, but the fact that most

of our LNG fleet operates on long-term

contracts meant we were largely insulated
from the global downturn. Our sales and
earnings decreased slightly year on year,
because of foreign exchange rate move-
ments and more dry dockings than the pre-
vious year. In fiscal 2008, we played our
expected role of generating stable profits
in the MOL Group.

During fiscal 2008, we continued to
bolster our LNG carrier fleet. As of March
31,2009, our fleet consisted of 72 vessels,
compared with 60 a year earlier. Our plans
call for the completion of five more vessels
in fiscal 2009 and another in fiscal 2010.

Until recently, there had been concerns
about delays with new LNG projects, which

were triggered by various factors, including a

LNG DEMAND FORECAST

(million tons)

shortage of construction personnel, although
LNG sales contracts have been fixed—under
long-term contracts, once we have taken deliv-
ery of a vessel, revenues are guaranteed by
the charterer even if a project hasn't come
online as planned. Incidentally, we have seen
delayed projects come online one after
another this year.

Safe navigation continued to be a hall-
mark of our operations during the past
fiscal year. In addition to implementing the
MOL Safety Standard, two years ago we
adopted TMSA™ for LNG carriers that is
similar to that for oil tankers. Fleet manage-
ment has improved qualitatively as a result
of adhering to those standards, and we
have won high marks from various quarters
for this initiative.

* Tanker Management and Self Assessment. A best-practice

guide for tanker operators and owners issued by OCIMF (Qil
Companies International Marine Forum).

Resilient and Buoyant—
Prospects Going Forward

Our market is expected to gradually regain
its vitality in 2009 with a large number of

LNG projects coming on-stream in the Middle
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East, Indonesia, Russia and elsewhere. There
could very well be a shortage of LNG carriers
around 2015 as demand increases. The pro-
file of natural gas as a clean energy source
will continue to underpin demand growth
going forward, particularly in emerging mar-
kets like China, India and Thailand.

MOL has the largest LNG transport
business in the world, with a global market
share of around one-quarter. Our expansive
network, technological capabilities, active
investments in educating seafarers, and cus-
tomer relationship building give us a com-
petitive edge. Capitalizing fully on these
advantages as the industry forerunner, MOL
will hone its competitive edge in terms of
transportation cost and quality to remain the
leading force in the LNG shipping industry.

We're also targeting new growth oppor-
tunities. MOL is currently having two shuttle
& regasification vessels (SRVs) built. These
SRVs, which will come into service from
around November 2009, will deliver LNG to
a terminal located off-shore Boston, in the
U.S. state of Massachusetts. These vessels
don't require onshore regasification facilities
and are ideal for ports where receiving ter-
minals cannot be constructed. FPSO (Float-
ing Production, Storage and Offloading)
units are another recent industry develop-
ment for small-scale LNG projects to pro-
duce LNG on-board. We will strive to

contribute to such new developments, too.

Oman-—
A SEAFARING NATION

The country of Oman has rich supplies of oil and
natural gas. In 2003, MOL forged a business alli-
ance with-the government of this Middle Eastern
nation to support its efforts to create a shipping
industry. Oman subsequently established the state-
run Oman Shipping Company SAAO.C, to which
MOL is providing wide-ranging support, including
specialist advice. Ancient Oman was regarded as
one of the world's foremost seafaring nations, well
known for the legend of Sinbad the Sailor. Today,
modern Oman is working to reestablish its ship-
ping industry, backed by its abundant energy
resources and MOL's expertise.
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A Good Year Considering the
Circumstances
In fiscal 2008, the supply of crude oil tank-

ers remained tight, because more single-
hulled tankers were retired ahead of the
2010 deadline stipulated by international
agreements, a relatively small number of
new vessels entered service, and crude oil
transportation from OPEC nations was
robust. Overall, crude oil transportation rose

in volume terms and we recorded higher

The Aframax tanker
Atlantic Explorer
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sales and earnings. Product tankers per-
formed relatively well, supported by
increased refining in oil-producing countries
and demand for transportation of refined
products over long routes like the Far East
to South America. LPG tankers, after
recording historically high freight levels last
summer, saw demand plummet as Saudi
Arabia restricted exports. Chemical tankers,
despite the relatively stable market struc-
ture, finally saw freight rates decline due to
the rapid economic downturn in the second
half of fiscal 2008.

There was no change in our policy of
how to best distribute our fleet by contract
length in fiscal 2008. By and large, 70% of
our crude oil tankers operate on medium-
and long-term contracts. Several VLCCs
(Very Large Crude Oil Carriers) operate on
spot (short-term) contracts, and smaller-size
crude oil tankers operate mostly on spot
contracts. Product tankers and LPG tankers
principally operate on a spot basis. Chemi-
cal tankers operate mostly on one-year con-
tracts. This portfolio allocation served us
well, enabling us to maintain a good balance
between stable profits from medium- to
long-term contracts and market-sensitive
profits. This is why we were able to achieve
a solid performance in fiscal 2008 despite
the first decline in world oil consumption for
20 years.

Meantime, in December 2008, our fleet
of crude oil tankers became 100% double-
hulled, earning our operations further rec-

ognition from customers.

CONSOLIDATED REVENUES
BREAKDOWN
(Results in FY2008)
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Resilient and Buoyant—
Prospects Going Forward

Fiscal 2009 will surely present more chal-
lenges for the industry. But when the eco-
nomic tide turns, our core strengths and
evolving market dynamics should power our
growth. Based on this belief, we plan to con-
tinue expanding our entire tanker fleet to
accommodate growing demand for tankers.

LPG tankers, where we are one of the
major players, is one area with growth poten-
tial. We expect LPG seaborne trade to
increase as countries like Qatar raise pro-
duction—Qatar in fact is expected to surpass
Saudi Arabia in terms of annual production
volume in 2012—and for other reasons, such
as increased household use of this energy
in China, India and elsewhere. That's why in
January 2009 we formed a VLGC (“Very
Large Gas Carrier”) pool called LPG Global
Transport (LPG Global), along with Gulf LPG
Transport Company W.L.L. of Qatar (Gulf
LPG). LPG Global is currently operating
MOLs 5 VLGCs, out of a total of 9 MOL
LPG tankers, and Gulf LPG's 4 VLGCs. With
7 more new VLGCs poised to enter our fleet,
which will be operated by LPG Global, we
should have 16 LPG tankers at our disposal
in 2010.

Crude oil tankers held up comparatively
well in fiscal 2008 despite the decline in
worldwide oil consumption. Although 2009
is likely to see oil consumption continue to
decline, it will inevitably increase over the
long term because demand for consumer
goods and raw materials will grow as the
world population increases.

We will continue to operate and invest in
our fleet to meet current and upcoming
market demand, and to achieve maximum
cost effectiveness and earnings growth.
MOL is one of the industry’s top players in
terms of fleet size and we also have a low
average cost per ship due to astute orders
placed in 2002 and 2003. Moreover, we have
one of the best operating safety records in
the industry. We are ready to grow in tandem

with a recovery in market conditions.
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Plummeting Demand
Necessitates an Equally Rapid
Response

The volume of vehicles shipped worldwide
increased to about 14 million units in 2007.
Based on this increasing trend since the
beginning of this century, we were gearing
up to transport 3 million vehicles in fiscal
2008, assuming a market of 15 million
units. And until October 2008, we were on
target. Thereafter, year-on-year demand
plummeted by as much as 60% in January
2009. We have experienced downturns
before, but nothing like this.

As demand nosedived, we were forced
to rethink our plans and restructure our
fleet.

When the situation became clear in
October 2008, we acted immediately.
Thanks to quick decision-making facilitated
by our simple organizational structure, we
scrapped 15 ships and returned 4 others
in fiscal 2008. Thereafter, we initiated
phase-two of a downsizing plan, which will
see us scrap 6 vessels and cold lay-up 11
others in fiscal 2009. Fleet downsizing will
thus continue through March 2010 in line
with industry demand, resulting in around
80 vessels by March 2010; we had planned
to have 105 ships by that stage under MOL
ADVANCE. While we are downsizing our
fleet, we will be very careful not to go over-
board, because we must ensure that we are
ready for a recovery in demand and are able
to respond to one in a minimum amount of

time and cost effectively.

Volumes are gradually recovering, after
bottoming out around April 2009. Although
the market conditions are unprecedented,
we expect volumes to normalize once the
inevitable economic recovery comes. Cars
are away of life in North America and Europe,
so there is deep-rooted demand in those
regions. Australia, meanwhile, has so far
been relatively unscathed by the financial
crisis and underlying demand for vehicles
is high. This is likely to be one of the quick-
est markets to recover.

On top of downsizing, we took other
urgent actions to lower our costs during
fiscal 2008. We avoided night-loading
where possible, adopted slow steaming and
various other options for operating vessels
more efficiently, and selected the most

cost-effective routes to sail.

Resilient and Buoyant—
Prospects Going Forward

MOL has two key strengths that enable it
to play an active part in car transportation:
an extensive worldwide network and a large

fleet. Both are essential to meet the needs

WORLD CAR CARRIER TRADE

M Others
Export from Korea
M Export from Japan
(MOL internal calculation: excluding CKD)

of automakers who are developing globally,
with elaborate marketing plans to expand
their businesses. We plan to further raise
the percentage of our fleet that doesn't call
in at Japanese ports at all to capitalize on
expected demand growth worldwide. To
enhance customer satisfaction further, we
set up a company in India to transport vehi-
cles over land domestically in fiscal 2008.

Now, we are also transporting ultra-
large mining machinery, expanding our
market horizon. These gigantic machines
are dismantled and loaded onto car carri-
ers using Mafi low-bed trailers. This opens
up the possibility of capturing demand for
shipping more heavy machinery when natu-

ral resource development takes off again.
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A Year of Greater-Than-
Expected Change
In fiscal 2008, we fought hard to counter

the speed and power of the forces we
came up against, but despite our best
efforts, we posted an ordinary loss of ¥21
billion, our first loss since fiscal 2002, and
¥28 billion less than the ordinary income
we recorded in fiscal 2007.

Fiscal 2008 was characterized by
greater-than-expected change on many
fronts. In the first half, we had to contend
with skyrocketed fuel oil prices. We initially
assumed an average bunker oil cost of
$530/MT, but the price soared as high as
$750/MT at its peak in the second quarter.
We unfortunately incurred some hedging
losses during the year as we responded to
this run-up, which added to our costs. In the
second half, trade volume across the board
dropped far more than anyone could have
anticipated, with large falls of up to 50% to
60% in auto-related, housing-related, and
general consumer goods areas. The lower
overall trade volume came after worldwide
cargo volume had been increasing at an
annual rate of roughly 10% through fiscal
2007.
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China and India have attracted much attention for their fast-paced
growth. But the spotlight in Asia is also increasingly being focused on
Vietnam's potential. Pictured is Cai Mep Port, which is located 50 kilo-
meters to the southeast of Ho Chi Minh City. Construction is proceed-
ing at fever pitch on a new terminal at Cai Mep, which is poised to
experience growth as a marine transport hub for the Vietnamese
economy going forward due to its geographical advantage. MOL has
invested in the management company that will run the new terminal.
Furthermore, in June 2009, MOL began containership services out

of the existing terminal in Cai Mep.

A New Leading Player in Asia

To cope with fiscal 2008's unexpected
conditions, we slashed cargo carrying
capacity by more than 20% on east-west
(Asia-North America and Asia-Europe)
routes from October 2008, and by 20% on
north-south and intra-Asia routes toward
February 2009. We reduced the number of
weekly services on the Europe route from
four to three, and suspended service

between Asia and the Asia-Eastern

Mediterranean/Black Sea. These efforts
helped to substantially lower our costs. To
alleviate a surplus of vessels, we returned
about 20 chartered ships, laid up 2 vessels,
and idled a few more ships.

Actions to manage our fleet more effi-
ciently yielded significant cost savings, too.
These efforts centered on the Container-
ship Supervising Group, composed of dedi-

cated marine staff, in the Liner Division.

ASIA-NORTH AMERICA CONTAINER TRADE CARGO MOVEMENTS

M Outbound voyage
Inbound voyage
Source: Drewry

(million TEU)
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ASIA-EUROPE CONTAINER TRADE CARGO MOVEMENTS

M Outbound voyage
Inbound voyage
Source: Drewry
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The containership
MOL Partner
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This group continuously underpins the effi-
cient operation of vessels, keeping a close
eye on large TV monitors showing the loca-
tion and status of every containership MOL
operates around the globe.

In our terminal business, a drop in
volume handled in fiscal 2008 led to lower
earnings. However, unlike the marine
transport business, there are only minimal
concerns about over-supply, so we still
expect earnings to be comparatively stable
in the long run. January 2009 saw the
opening of a new MOL container terminal
in Jacksonville, Florida, and the following
month we decided to participate in a joint
terminal operation company in Vietnam's
Cai Mep region. A consortium which MOL
participates in has also been selected as
the operator of a new terminal in Rotterdam;
this terminal is scheduled to begin opera-
tions in 2013.

Resilient and Buoyant—
Prospects Going Forward

Trade volume is very likely to remain slug-
gish in fiscal 2009, however, a slow recov-
ery is eventually expected. Although it will
take some time for cargo volumes to
rebound on the North America and Europe
routes, we expect a quicker upturn on routes
to emerging markets. We are therefore
most upbeat about a recovery on south-
north and intra-Asia routes before any
others. In light of these modest prospects
for an uptick in trade volume, we will con-
tinue to streamline our fleet and organiza-

tion. Foreseeing a certain level of decline

MOL CONTAINERSHIPS’
CAPACITY BY TRADES
(Results in FY2008)
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The containership
MOL Creation

in cargo movement, we will continue to
adjust our fleet size to match cargo demand
in fiscal 2009. We plan to reduce about 20
containerships, through scrapping, laying
up, and redelivery in fiscal 2009. We are
also negotiating to delay the delivery of
new vessels scheduled for fiscal 2009,
given current conditions as well as the
remaining over-supply problem of new
ships joining the market in the next three
years. If there is an earlier-than-expected
recovery of volumes on certain routes, how-
ever, we'll deploy our fleet on the right
routes in a timely manner so that we don't
miss any opportunities. Quick and bold
decision-making is even more important in
times of crisis like now.

Our fleet mix has stood us in relatively
good stead. The bulk of our fleet comprises
relatively smaller, versatile vessels, which
gives us an advantage over companies with
gigantic 12,000+teu vessels, in terms of
providing varied services during this period
of lower volumes.

The containership sector will most likely
continue to experience tough conditions
for some time going forward. Some com-
panies may even find the going too tough
and fall by the wayside, which could change
the competitive landscape completely. Until
that new era is ushered in, we are deter-
mined to respond quickly to the changing
business environment with our streamlined
fleet and organization, so that we can ride
out this challenging period while improving

our bottom line as much as possible.
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More Competitive With
Customized, Detailed Services
In fiscal 2008, logistics operations suffered
alongside our containership operations fol-
lowing the so-called “Lehman shock” in
September 2008. Air freight, most notably
that originating from Japan, dropped
appreciably. Against this backdrop, logistics
operations recorded ordinary income of
¥0.8 billion, compared with ¥2.2 billion in
fiscal 2007.

A bright spot was our ocean consolida-
tion business (OCB), or MOL Consolidation
Service (MCS), which held up relatively well
in the context of the global turmoil in fiscal
2008. MCS has been growing at a rate of
about 20,000 TEU a year as we have been
successful at retaining existing customers
and winning new accounts. In the latter half
of 2008, we were selected as a logistics
partner by Burlington Coat Factory and W.S.
Badcock Corporation in September and
December 2008, respectively. In fiscal
2008, MCS cargo volume rose to 80,000
TEU, and we have set our sights on increas-
ing it to 100,000 TEU.

One part of the story is STARLINK, our
transfer inventory management system
that provides customers with real-time
cargo information at the SKU (stock keep-
ing unit) level over the whole logistics pro-
cess, from product order to shipping. This
system can also be linked with customers’
warehouse management systems, and it

enables customers to view cargo informa-

tion via the Internet.

Staff work at MOL Logistics (Netherlands) B.V.

We have been focusing on the MCS
business because it also has great benefits
in terms of forecasting container cargo
movements and it is able to choose, within
limits stipulated by the customer, the ocean
transport company it works with, which
enables the efficient use of MOL ships.

Another focus is on our largest logistics
arm, the group of companies belonging to
MOL Logistics. This group has a well-
established global air-forwarding network
that complements the supply chain of cus-
tomers. Amid a sharp drop in air freight in
fiscal 2008, the group is beefing up its
NVOC (non-vessel operating carrier) capa-
bilities and expanding its contract logistics
business, in order to cater to wider cus-

tomer needs.

Resilient and Buoyant—
Prospects Going Forward

Our strategy for the logistics business has
focused on determining customer needs
and providing the optimal solutions for
each customer, minimizing the assets we
own. Our strategy does not tie us to facili-
ties we have established, making our solu-
tions proposals more creative, and thus we
have been able to maximize customer sat-
isfaction. We intend to strengthen our sales
force, now that more businesses are look-
ing to reduce costs amid the sluggish
economy. This spells a chance for winning
new customers.

In June 2009, we reorganized the
Logistics Business Division. The majority of
the logistics businesses, mainly forwarding
and overseas businesses, have been inte-
grated into the Liner Division, while the
remainder, mainly Japanese domestic busi-
nesses, are now part of the Group Business
Division. The Logistics Business Division
was established in June 2003 to reinforce
the logistics business in the MOL Group as
a whole. However, we decided that we
should focus on capturing logistics syner-
gies with containership transportation busi-
ness rather that try to expand our logistics
business under a separate organizational
entity as before. This move should bolster

the MOL Group going forward.
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A Tumultuous Business
Environment

In the first half of fiscal 2008, our earnings
were negatively impacted by a run-up in
the bunker price. Then came the Lehman
Brothers shock. The subsequent economic
downturn depressed transportation
demand. In particular, we witnessed a pre-
cipitous fall in auto parts transportation
from September last year. Sales fell
sharply on routes bound for Kyushu in
southern Japan, where many car plants
are based. Transportation volumes of
housing-related materials also fell. As a
result, our earnings decreased despite a
comparatively good performance on the
Eastern Japan route. Regarding fuel costs,
we were able to recoup some of the cost
increase through the bunker surcharge.
Due to the time lag before the surcharge
takes effect, however, we were unable to

defray the entire cost increase.

Evolving Ferry Services

g A A

=

Cost-cutting was an ongoing theme
during the past year. One action was to
reduce the number of boats on our Inland
Sea route from 7 to 6. In addition, the adop-
tion of a single screw hullform in two of our
new ships, Sunflower Gold and Sunflower
Pearl, helped improve fuel efficiency by
15%.

A highlight of fiscal 2008 was the run-
away success of Pacific Story, a tour pack-
age designed in collaboration with bus
companies. This proved to us that if we are
creative, if the tour is attractive in its own
right and if we market it properly, people will
come. We are also refurbishing ships, cre-
ating private rooms, upgrading food ser-
vices, and enabling passengers to stay with
their pets. These and other actions in fiscal
2008 limited the decline in passenger num-
bers on the Eastern Japan route to around
2% year on year, a relatively good perfor-
mance considering the prevailing severe
economic environment.

MOL Naikou, Ltd. saw cargo volume
drop as steel companies cut production;
this subsidiary transports mainly steel prod-
ucts within Japanese coastal waters.
Shanghai Super Express, which connects
Hakata with Shanghai, also experienced a
downturn in cargo after the Beijing Summer

Olympic Games.

The MOL Group's ferry services network extends from Hokkaido in the north of Japan to Kagoshima

in the south. Our ferries offer various classes of accommodation, from suites to individual cabins.

Onboard amenities also include restaurants, spas, retail shops and children’s playrooms. For its two

latest vessels, MOL employed a cruise ship designer to create hotel-like comfort and spaces. This is

all part of MOL's efforts to reach a new customer base by providing a comfortable and relaxing travel

experience, rather than just a means of getting from A to B. Passengers can enjoy reasonably priced

meals in this open-plan restaurant aboard the Sunflower Furano.

Resilient and Buoyant—
Prospects Going Forward

The Japanese government's “modal shift”
policy, which favors environmentally friendly
modes of transport, has the potential to
drive demand for ferry cargo space as has
already been shown over the past few
years. On the other hand, the recent reduc-
tion in expressway tolls in Japan, as part of
the government's economic stimulus pack-
age, may have a negative effect on ferry
services. The ferry industry will therefore
work with the government to ensure marine
traffic continues to play an important role
in the country’s modal shift. In terms of our
operations, there are still big gains to be
derived from route restructuring and ratio-
nalization in the ferry cargo business. The
tender offer we conducted in fiscal 2008
for all the shares of Kansai Kisen Kaisha
will also strengthen our operations. This
company will be integrated with our wholly
owned subsidiary The Diamond Ferry Co,,
Ltd, giving impetus to the restructuring and

streamlining of our business.

The ferry
Sunflower Furano
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Real Estate Still an Asset

Real estate operations, which are con-
ducted by Daibiru Corporation, generated
more than 70% of all ordinary income
derived from associated businesses in
fiscal 2008, an even larger share than in
fiscal 2007. The real estate market in Japan
saw vacancy levels rise and rents fall in
major cities, but Daibiru maintained an
almost full occupancy rate and rent levels
thanks to the prime central city locations of
its properties. Real estate management
operations delivered impressive results as
the benefits of the integration of the real
estate businesses of Daibiru and Mitsui
0.S.K. Kosan Co., Ltd. began to show
through in fiscal 2008.

For cruise ship operations, fiscal 2008
was highlighted by one of our Hokkaido
cruises being selected as Cruise of the
Year by Japan Oceangoing Passenger Ship
Association. This cruise—an industry first
because it involved passengers flying to
Hokkaido at the beginning of their voyage—
was noteworthy for another reason—70%
of the passengers were first-timers. In the
cruise industry, the repeat rate tends to be
high, so this achievement bodes well for

our cruise business.
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A key theme at MOL is to make a direct contribution to protecting our

environment, such as by reducing CO» emissions. In this drive, we are

conducting research into vessel fuel efficiency. One product of this

ongoing research is a propeller boss cap fin system (PBCF) like that

shown here. By means of fins attached to the rear end of the propel-

ler shaft, this system alleviates energy loss in the vortex generated

behind a ship's propeller, improving fuel efficiency by 5%. More than

1,600 vessels worldwide have been fitted with this system so far.

Cleaner Marine Transport

Tugboat operations encountered tough
conditions in Japan because fewer bulk
carriers and containerships entered port.
Overseas, we are looking to gain a foothold
in other Asian ports besides Hong Kong
and China.

PBCF (propeller boss cap fin system),
which helps improve fuel efficiency, saw
increased sales when fuel prices soared in
early fiscal 2008. Mitsui O.SK. Techno-Trade,
Ltd. is now looking for the next growth
driver after PBCF in the field of energy-

conserving products.

Resilient and Buoyant—
Prospects Going Forward
Daibiru opened two new buildings in
Osaka in 2009—the Nakanoshima Daibiru
Building and the Tosabori Daibiru Building.
These new additions will further enhance
Daibiru’s property portfolio. Real estate
operations provide a steady earnings stream,
unaffected by bunker price and forex fluc-
tuations, thus acting as a stabilizer for
MOL as a whole. The cruise ship business,
for its part, will receive a boost when the
newly renovated Nippon Maru sets sail in
spring 2010. The business should also ben-
efit from Japan’s aging society because
seniors make up the majority of cruise ship

passengers.

Nakanoshima Daibiru






