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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors -of Kyowa Pharmaceut'xcal'lndnstry Co., Ltd.w

. . ~ . .
- We have audited the accompanying nonconsolidated balance sheet of Kyowa Pharmaceutical -

Industry Co., Ltd. (the "Company") as of March 31, 2017, and the related nonconsolidated.
statements of income, changes in equity, and cash flows for the year then ended, and a summary of
significant accountlng policies and other explanatory information, all expressed in Japanese yen.

Management s ResponSIblllty for the Nonconsohdated F1nanc1a1 Statements

Management is responsxble for the preparatlon and fa1r presenta'non of thése nonconsolidated
financial statements in accordance with accounting principles generally accepted in Japan, and for
such internal control as management determines is necessary to enable the preparation of
nonconsolidated financial statements that are free from material misstatement, whether due'to

fraud or error
Auditor's Responsibility

Our responsibility is to express an opinion on these nonconsolidated fifiancial statements based on
our audit. We conducted our audit in accordance with auditirig standards generally accepted in

- Japan. Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the nonconsolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the nonconsolidated financial statements. . The procedures selected depend on the
auditor's judgment, including the assessment of the risks of material misstaternent of the -
nonconsolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the Company's preparation and fair
presentation of the nonconsolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on.the
effectiveness of the Company's internal control. Ar audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by

“management, as well as evaluatmg the overall presentation of the nonconsolidated financial

statements ) S ) ]

We believe that the audit evidence we have obtamed is sufficient and approprlate to provide & bas
for our audit opmlon

Opinion

In our -opinion, the nonconsohdated financial statements referred to above present fairly, in all
material respects, the financial position of Kyowa Pharmaceutical Industry Co., Ltd. as of March 31,
2017, and theresults of its operations and its cash flows for the year then _ended in accordance with

accounting principles generally accepted in Japan. .

Eznphasis of Matter

As discussed in Note 3 to the nonconsolidated financial statements, the Company changed its

.'depreciation method for property, plant and equipment (excluding leased assets) from the

declining-balance method to the straight-line method, except for buildings (excluding structures
attached to the buildings) acquired on or after April 1, 1998, to which the straight-line method has
already been applied. Our conclusion is not qualified in respect of this matter.

Member of
Deloitte Touche Tohmatsu Limited




Supplementary Information

Our audit was conducted for the purpose of for.mmg an opinion on the basic financial statements -
taken as a whole. The supplementatry information shown in 'Supplementary Information 1-3"is -
presented for the purpose of additional analysis and is not a required part of the basic financial
statements, This supplemeritary information is the responsibility of the Company's management.
Such information has been subjected to the auditing procedures applied in our audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects when considered in

relatlon to the basic financial statements taken as a whole.

Restrlctlon on Distribution and Use

This report is 1ntended solely for the 1nformat10n and use of the boards of directors and

"management of the Company and Lupin Limited, and is not intended to be, and should not be

d1str1buted to or used by anyone other than these specified parties.

D_J;zﬂt« fw‘%/ W—- Lee

‘April 28, 2017
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Kyowa Pharmaceutical Industry Co., Ltd.

Nonconsolidated Statenient ofInéomo;
Year Ended March 31,2017 -~ '

Thousands of Yen

2017 _ 2016
NET SALES (Note 11) - . ¥ 22677313 ¥ 19,352,816
COST OF SALES (Note 11) o _ T 13,847,371 11,719,505
Gross profit ] 8829942 . 7,633,311
- SELLING, GENERAL AND ADMINISTRATIVE EXPENSES L . :
. (Notes 11-and 12) : o _ . 6,698,858 5,038,382
Operating income ' _ 2,131,084 2,594,929 .
; OTHER INCOME (EXPENSES):
: Interest and dividend income (Note 11) 2,448 79
Interest expense - - (58,213) (30,910)
" Loss on disposal of property, plant and equipment . " (4,301) (20,465)
Foreign exchange gain - net 41 - 7,949
Management fee income (Note 11) - ) . 358,465 82,959
—~  Compensation income 160,000
Other - net (Note 11) (24,251) 37,614
Other income - net _ 434,189 77,226
INCOME BEFORE INCOME TAXES _ ‘ 2,565,273 2,672,155
INCOME TAXES (Note 10): ' o
Current - 667,740 615,215
‘Deferted o - . (273,455) (9,875) -
| Total income taxes - _ 394285 605,340
NET INCOME ) T ¥ 2170988 ¥ 2066815
_ Yen
. PER SHARE OF COMMON STOCK (Note 2): : :
Netincome C ¥11,076.47 ¥10,544.97

See notes to nonconsolidated financial statements.




Nonconsolidated Stateménit of Changes in Equity

Year Ended March 31, 263 .

Thousauds of¥en

T q
o . Onptstanding . Retained Eardlings
Common B

.- Stock Legal Reserve  *“Unappropriated Total Equity
BALANCE, APRIL 1, 2015 ¥ 101,000 ¥ 25,000 ¥ 11,682,523 ¥ 11,308,523
Net income 2,066,815 2,066,815
BALANCE, MARCH 31,2016 o i 196 . 101,000 . __25000- - .,..i...ﬂ.u,ﬂ_m_uuw _u.wwmhum
Net income - 2,170,988 2,170,588
“+ BALANCE, MARCH 31,2017 ) ©o196 ¥ 101,000 ¥ 25000 - ¥ 15920326 . ¥ 16,046,326

See notes to nonconsolidated financial statements.




Kyowall’.harmaceuﬁc,al Industry Co., Ltd.

Nonconsolidated Statement of Cash Flows
Year Ended March 31,2017

 OPERATING ACTIVITIES:
Income before inconie taxes
Adjustments for:
Income taxes paid
Depreciation and amortization
Changes in assets and liabilities:
Increase in trade accounts receivable, trade notes recelvablc and
electronically-recorded monetary claims
Increase in inventories
Increase in other recelvablcs, consumptlon tax recelvable prepald
expenses and other current assets
Increase in trade accounts payable, trade notes payable and
electronically-recorded monetary obligations
Increase (decrease) in accrued expenses
Other - net ‘
Total adjustments

Net cash (used in) provided by operating activities
INVESTING ACTIVITIES:
- Purchases of property, plant and equipment
Purchases of sofiware, sales rights and other assets
Decrease (increase) in short-term loan to subsidiary
Others -net  ~ '
“Net ca$h used in investing activities
. FINANC]NG ACTIVITIES:
Increase in short-term bark loans - net
Proceed from long-term bank loans
Repayments of long-term debt
Net cash provided by financing activities
'NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

See notes to nonconsolidated financial statements.

_.lThou'sands of Yen

(38,682)

2017 201
¥ 2565273 ¥ 2,672,155
(515,309) (891,650) -
1,528,794 1,254,560
(2,312,895) (499,602)
(3,172,003) (1,498,121)
(1,969,203)
1,172,751 462,522
266,328 (24,076)
226,675 (41,338)
(4.774,862) (1,276,387)
(2,209,589) 1,395,768
(6,972,383) (2,768,272)
(15,622,165) (78,117)
300,000 (300,000
(122.161) (20,289)
(22,416,709) (3,166,678)
17,900,000 2,700,000
7,500,000 _
(875,788) (1,143,438)
24524212 1,556,562
(102,086) (214,348)
340,516 554,864
¥ 238430 ¥ 340516




Kyowa Pharmaceuti'cal .'In'du.str-y.'.Co L'td,".

Notes to Nonconsohdated Flnanclal Statements
Year Ended March 31, 2017 :

Tt e T AR I L 2T A

1.

BASIS OF PRESENTING NONCONSOLIDATED FINANCIAL STATEMENT S

The accompanymg noncorisolidated. ﬁnancral statements have been prepared from the accounts mamtamed by
~ Kyowa Pharmaceutical Industry Co., Ltd: (the "Company") in accordarice with accounting principles generally
" accepted in Japan, which are dlfferent in cerfain respects as to applrcatron and disclosure requrremcnts from
Intcmatlonal Fmancral chortmg Standards :

In preparing these nonconsolidated ﬁnancral statements, certam reclassrﬁcatxons and rearrangements have
been made to the Company's nonconsolidated financial statéments issued domcstlcally in ordcr to present them
in a form that is mofe familiar to readcrs outside J. apan S :

SUMMARY OF ACCOUNT]N G POLICIES

a  Revenue Recognition - Regarding goods sold to wholesalers, the significarit risks and rewards of
ownership of the goods are retained by the manufacturer until wholesalers sell them to their customers.
Therefore, the sales of goods to certain wholesalers are recognized only after shipments from the

* wholesalers are confirmed. Other sales are recognized upon shipment of goods to customers.

b.  Nornconsolidation - The nonconsolidated financial staterhents do not include the.accounts of a subsidiary. -
Investment in the subsidiary is stated at cost.

¢ Cash and Cash Equivalents - Cash equivalents are short-term investments that are readily convertible
into cash and that are exposed to insignificant risk of changes in value. Cash equivalents include time
deposits, which mature or becomc due within three months of the ‘date of acquisition.

4 Allowance - for Doubtful Receivables - The allowance for doubtful receivables is stated in amounts

considered to be appropriate based on the Company's past credit loss experience and an evaluatiori of
potential losses in the receivables outstanding. -

e. Inventories - Inventories are stated at the lower of cost, determined by the moving weighted-average
method, or market.

f Property, Plant and Equipment - Property,’ pla.nt, and cqurpment are stated at cost. Dcprecratron is

computed by the straight-line method (sec Note 3). The range of useful lives is from 7 to 38 years for
buildings and structures, from 5 to 8 years for machinery and'equipment, and from 4 to 15 years for .
furniture and ﬁxturcs Leased assets are depreciated by the strarght-lme method over the respectrve lease

periods.

g Long-Lived Assets - The Company reviews its long-lived assets for impairment whenever events or -
changes in circumstances indicate the carrying amount of an asset or asset group may not be recoverable.
An impairment loss would be recognized if the carrying amount of an asset or asset group exceeds the
sum-of the undiscounted future cash flows expected to result from the continued use and eventual
drsposrtron of the asset or asset group. The impairment loss would be measured: as the amount by which
the carrying amount of the ‘asset exceeds its recoverable amount, which is the higher of the discounted
cash flows from the continued use and cventua.l drsposrtron of the asset or the net selling price at

disposition.

- k. " Investment in Subsidiary - Investment in the subsidiary is stated at cost.
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Retirement and Pensmn Pl(ms The Company has an unfunded retxrement beneﬁt plan covering’
substantially all of its employees who.méét elrglbrlrty requrrements 'unider the retirement allowaricé plar,
Under the plan, employees are entitled to benefits based on level of salary, length of serv1ce a.nd certam
other factors at the tlme of retirement-of termlnatron : :

The Company accounts for the Ilabrlrty for retlrement beneﬁts based on pro_;ected benefit oblrgatlons at”
the balance sheet date. . :

\

Prior service cost and actuarial loss are récofznized at the time of occurrence.

In May 2012, the Accounting Standards Board of Japan (ASBJ) issued ASBT Statement No. 26,
-"Accounting Standard for Retirement Benefits," and ASBJ Guidance No. 25, "Gurdance on Accounting
Standard for Retirement Bénefits," whichi replaced the accounting standard for retirement benefits that
"had been issued by the Business. Accountlng Council in 1998 with an effective date of April 1, 2000, and
the other related practical guidance, and were followed by pamal amendments from timé to tlme through

2009,

The revised accounting standard and guiidance made certain amendments relating to the method of
attributing expected benefit to periods, the discount rate, and expected future salary increases.

This accounting standard and guidance a:'e-et’fectlve for the beginning of annual periods beginning on or
after April 1, 2014. No retrospectlve application of this accountmg standard to nonconsolldated financial

statements in prior perlods is required.

Retirement allowances for directors are recorded to state the liability at the amount that would be requrred
if all directors retired at the balance sheet date. :

Research and Development Casts ~ Research and development costs are charged to income as incurred.

Leases - In March 2007, the' ASBJ issued ASBJ Statement No. 13, "Accounting Standard for Lease
Transactions," which revised the previous accounting standard for lease transactions issued in June 1993.
The revised accounting standard for lease transactions is effective for fiscal years beginning on or after -
April 1, 2008, with early adoption permitted for fiscal years beginning on or after April 1, 2007.

Under the previous accounting standard, finance leases that were deemed to transfer ownership of the
leased property to the lessee were to be capitalized. However, other finance leases were permitted to be
accounted for as operating lease transactions if certain "as if capitalized" information was disclosed in the
notes to the lessee's financial statements. The revised accounting standard requires that all finance lease
transactions should be capitalized to recognize lease assets and lease obligations in the balance sheet. In
addition, the revised accounting standard permits leases which existed at the transition date and which do
not transfer ownership of the leased property to the lessee to be accounted for as operating lease

fransactions.

The Company applied the revised accounting standard effective April 1, 2008, In addition, the Company
accounted for leases which existed at the transition date and which do not transfer ownership of the leased

property to the Iessee as operating lease tranisactions.

All other 'leases are accounted for. as operating leases.

Bonuses to Dtrectarr Bonuses to directors are accrued at the year-end to Wthh such bonuses are

attributable.
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Asset Retirement Obligation ~In"March 2008, the ASBJ issued the accounting sténdar'd for asset .
retirement obligations, ASBJ Statement No. 18, ."Accounting Standard for Asset Retirement Obligations,"
and ASBI Guidance No. 21, "Guidan¢g on Accounting Standard for Asset Retirement. Obhgatlons .

" Under this accounting standard and guidance, an asset retlrement obligation is deﬂned a$ a legal

obligation imposed either by law or contract that results from the acquisition, construction, development
and the normal operation of a tangible fixed asset and is associated with the retirement of such tangible

-~ fixed asset. The asset retirement obligation is recognized as the sum of the discounted cash flows

required for the future asset retirement and is recorded in the period in’which the obligation is incurred if
areasonable estimate can be made.- If a reasonable estimate of the asset retiremient obligation cdnnot be
made in the period the asset retiremerit obligation is incurred, the liability should be recognized when a.
reasonable estimate of the asset retlrement obligation can be made. Upon initial recogmtlon of a liability
for an asset retiremeént obligation, an asset retirement cost is capitalized by i mcrea.smg the carrying amount
of the related fixed asset by the amount of the liability. The asset fetiremerit cost is subsequently

. allocated to expense through depretiation dver the remaining useful life of the asset. Over time, the L

liability is accreted to its present value each period. Any subsequent revisions to the timing or the amount
of the original estimate of undiscounted cash flows are reflected as an adjustment to the carrying amount
of the llabxmy and the capitalized amount of the related asset retirement cost.

Income Taxes - ’I’hc provision for income taxes is computed based on the pretax income included in the
statement of income. The asset and liakility approach is used to recognize deferred tax assets and
liabilities for the expected future tax consequences of temporary differences between the carrying
amounts and the tax bases of assets and liabilities. Deferred taxes are measured by applying current -

enacted tax laws to the tcmporary differences.

On March 31, 2016, amendments to the Japanese tax regulations were enacted into law. As a result of
these amendments, the statutory income tax rate was reduced from approximately 33.0% t0 30.8%
effective from the year beginning April 1, 2016, and to 30.5% effective from the year beginning April I,
2018. The effect of these changes on the Company s nonconsohdated financial statements as of and for

the year ended March 31, 2017 is immaterial.

On December 28, 2015, the ASBY issued ASBJ Guidance No. 26, "Guidance on Recoverability of
Deferred Tax Asseéts," which included certain revisions of the previous accounting and auditing guidance
issued by the Japanese Institute of Cestified Public Accountants. While the new guidance continues fo
follow the basic framework of the previous guidance, it provides new guidance for the application of
judgment in assessing the recoverability of deferred tax assets. . .

The prevxous guidance provxded a basic framework that mcluded certain specxﬂc restrictions on
recognizing " deferred tax assets depending on the company s classification in respect of its proﬁtablhty,

taxable profit, tcmporary differences, etc.

" The new guidance does not change such basic framework but, in limited cases, allows companies to

recognize deferred tax assets even for a deductible temporary difference for which it was specifically
prohibited to recognize a deferred tax asset under the previous guidance, if the company can justify, with
reasonable grounds, that it is probable that the deductlble temporary dxfference will be utilized against

_ future taxable profit in some future period.

The new guidance is effective for the beginning of annual periods beginning on or after April 1, 2016.
Earlier application is permitted for annual periods ending on or after March 31, 2016. The new guidance

‘shall not be applied retrospectively and any adjustments from the application of the new guidance at the )

beginning of the reporting period shall be reflected within retained earnings or accumulated other
comprehensive income at the beginning of the reporting period.
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- Prior to April 1, 2016, electronically-recorded monetary claims and electronically-recorded obligations were

_dlselosed separately in the current assets and current llablllthS sections on the nonconsolidated balance sheet

!
The change had no effec_f on the nonconsO'lidated ﬂnénciel_ sfatements of the Company.

o. Foreign-Currency Transactions - All short-term and long-term 'niOnetar'y receivables and payables »
denominated inforeign currencies are translated into Japanese yen at the exchange rates at the balance
sheet dte. The foreign exchange gains and losses from translatjori are recognized in the nonconsotidated
statement of income to the extent that they are not hedged by forward exchange coritracts.

p.  Derivative Financial Instruments The Company enters into interest rate swap agreemients asa means of
managing its interest rate exposures on certain assets and liabilities.

It is the Company's policy to use derivatives only for the purpase of reducing market risks associatéd with
_ assets and liabilities. The Company does not hold or 1ssue derivatives for tradmg or speculative purposes. ’

" Because the countetpames to those derivatives are limited to major mtematlonal financial institutions, the
-Company does not anticipate any losses ansmg from credit risk.

g Per-Share Informatwrx - Net income per share is computed by dividing net income attributable to
common shareholders by the weighted-average number of common shares outstanding for the period.

r.  Segment Information - Considering the similarity of product types, product characteristics, production
methods, and markets, all of the Cempany's business and operations belong to the "Pharmaceutical
Segment," as the Company only manufactures and sells pharmaceutical products, and therefore, the
Company does not disclose "Segment Information.” .

ACCOUNTING CHANGE -
Change in Accounting Policy that Is Difficult to Disfinguislz from Change in Accounting Estimate

Effective Aptil 1, 2016, the Company changed its depreciation method for property, plant end equipment
(excluding leased assets) from the declining-balance method to the straight-line method, except for buildings
(excluding structures attached to the buildings) acquired on or after Aprﬂ 1, 1998, to which the straight-line

method has already been apphed

This change is the result of a review of the actual usage pattern of the majority of the Company's pfoperty,
plant and equipment and better matches the expenses with the reflected revenue that is generated.

The change of the depreciation method decreased depreciation expense by ¥382,482 thousand and increased
operating income and income before income taxes by ¥315,771 thousand for the period ended March 31, 2017.

PRESENTATION CHANGE

Change in Presentation of EIeclromcally-Recorded Monetary Claims and Electronically-Recorded
Obligations
included in trade notes recejvable and trade notes payable, respectively, on the nonconsolidated balance sheet.

For the fiscal yearended March 31, 2017, the amount of electronically-recorded u'ansactions increased as the
Company has been promoting electronic settlement to improve operational efficiency. Such amounts are

as of March 31, 2017.

-10 -
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5. INVENTORIES -

- Inventories as of March 31, 2017 and 2016, consisted of the folloWihg:

Merchandise

Finished products

Work in process

Raw materials and supplies

Total

6. - SHORT-TERM BANK LOANS AND LONG-TERM DEBT

Short-term bank loans as of March 31, 2017 and 2016 consisted of the following:

. Loan from a bank with interest rate 0.38%:
Unsecured

Overdraft with interest rates ranging 0.28% and 0.38% at March

_ 31,2017 and 2016, respectively

Short-term barik loans '

- Thousands of Yen

2017 201
¥ 1,666,396 = ¥ 149,644
5,023,546 3,542,426
1,496,021 1,401,140
1,769,842 - 1,690,592

¥ 9,955,805

Y 6,783,802

Thousands df Yen

2017

¥ 15,400,000

10,200,000

2016

¥ 7,700,000

¥ 25,600,000

. ¥ 7,700,000

Long-term debt as of March 31, 2017 and 2016, consisted of the following:

Loans from banks and other financial institutions, due serially to
2023 with interest rates ranging from 0.24% to 0.75%:

Collateralized
Unsecured
Total
Less current portion

Long-term debt, less current portion

Thousands of Yen

2017

¥ 30,500
7,500,000

2016

¥ 167,100
739;188

7,530,500
© " (30,500)

906,288
(875,788)

¥ 7,500,000

¥ 30,500

Annual maturities of long-term debt as of March 31, 2017, \}ver'e-as follows:

Year Ending March 31:

2018
2019
. 2020
N2021 .
2022 T
2023 and thereafter

Total

-11=

. Thousands
of Yen

¥

30,500
1,500,000
1,500,000
1,500,000
1,500,000 -

" 1,500,000

¥

7,530,500




The carrying amounts of asséts pledged as collateral for the’ above oollaterallzed long—term debt as of March
31, 2017, were as follows: - . . .

» '_'.T‘hol'xséhds
~: of Yer_l

B ¥ 1,341,976

Land' ' S
Buildings - net of accumulateddeprecxatxon S ‘_-.._'2,4357553.

- Total ¥ '3.827,534

A short:term bank loan of ¥15,400,000 thousand and Long-term debt of ¥7, 500 000 thousand are gua.ranteed _
by Lupin Lumted .

RETIREMENT AND PENSION PLANS

Reconciliations of beginning and énding balances of the projected benefit obligations are as follows:" .

Thousands of Yen -
2017 . 2016
Pfojected benefit obligations at beginning of year . ¥ 333,975 - ¥ 28 l,159.
Service cost 45,125 37,305
Interest cost ] 1,336 1,968
Actuarial loss _ (8,315) 20,230
Beneﬁts paid . (4,192) : (6,687)
Pro)ected benefit obllgatlons at end of year . - ¥ 367,929 . ¥ 333,975

The components of net period_ic benefit costs as of March 31,2017 and 2016, were as follows:

Thousands of Yen
2017 2016
Service cost : . ¥ 45,125 ¥ 37,305
Interest cost - - ‘ 1,336 1,968
Recogmzed actuarial loss ’ ~ (8,315) . 20,230
¥ 38,146 ¥ 59,503 -

- Net periodic benefit costs

Assumptions used for the years extded March 31, 2017 and 2016, were as follows:

2017 . 2016
1% 04%

stoount rate

The liability for retirement benefits at March 31, 2017 and 2016, for directors was ¥64, 457 thousand and
¥46,841 thousand, respectively. The retirement benefits for dlrectors were paid following the approval of the

shareholder.
COMMITEMENTS AND CONTINGENT LIABILITIES
. Commitmerts for capital expenditures outstanding at March 31, 2017 totaled ¥2,021,779 thousand.

-




The Company has entercd into in-ficense agreement of a product w1th Astellas’ Pharma Inc. in February 2017 o ]
Under this agreement, the maximum payment to be made is 1,000, 000 thousand which does not include sales ..~

target milestone because amount may vary consrderably

At March 31, 2017 the Company has the followmg contmgent hablhtles

‘ Thousands
.of Yen' -

' Guarantees for bank loan of subsidiary ¥900,000
EQUITY ' ’
Japanese companies are subject to the Compames Act of Japari (the "Compames Act") The SIgnrﬁcant

provisions of the Compames Act that affect financial and accountmg matters are summarized below:

' (a) Dividends

Under the Companies Act, companies can pay dividends at any time during the fiscal year in'addition to .

the year-end dividend upon resolution at the shareholders’ meeting. Additionally, for companies that
meet certain criteria including (1) having a Board of Directors, (2) having independent auditors, (3)

having an Audit & Supervisory Board, and (4) the term of service of the directors being prescribed as one

_ year rather than the nommal two-year term by its articles of incorporation, the Board of Directors may
declare dividends {(except for dividends-in-kind) at any time during the fiscal year if the company has
prescribed so in its articles of incorporation. However, the Company cannot do so because it does not
meet all of the above criteria.

Semiannual interim dividends mzry also be paid once a year upon-resolution by the Board of Directors if

the articles of incorporation of the company so stipulate. The Comipanies Act provides certain limitations
on the amounts available for dividends or the purchasé of treasury stock. The limitation is defined as the
amount available for distribution to the shareholders, but the amount of net assets after dividends must be

maintained at no Iess than ¥3,000 thousand.
(t) Increases/decreases and transfer of common stock, reserve, and surplus
The Companies Act requirés that an amount equal to 10% of dividerids must be appropriated as a legal

reserve (a component of retained earnings) or as additional paid-in capital (a component of capital
surplus) depending on the equity account charged tupon the payment of such dividends until the total of

aggregate amount of legal reserve and additional paid-in capital equals 25% of the common stock. Under

the Companies Act, the total amount of additional paid-in capital and legal reserve may be reversed
without limitation. The Companies Act also provides that coinmon stock, legal reserve, additional paid-

"in capital, other capital surplus and retained earnings can be transferred among the accounts within equity

under certain conditions upon resolution of the shareholders.
() Tréasury stock and treasury stock acquisition rights

The Companies Act also provides for companies to purchase treasury stock and dispose of such treasury

stock by resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the

amount available for distribution to the shareholders, which is determined by a specific formula. Under
the Companies Act, stock acquisition rights are presented as a separate component of equity.

The Corhpanies Act also provides that companies can purchase both treasury stock acquisition rights and
" treasury stock. Such treasury stock acquisition rights are presented as a separate component of equity or

deducted dxrectly from stock acquisition rights.

13-
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10.

INCOME TAXES

The Company is sub)ect to Japanese nanona) and local mcome taxes whrch in the a gregate resulted ina
normal effective statutory tax rate of approx1mately 30.8% and 33 0% for the years ended March 31 2017 and

2016, respectively.-

The tax effects of significant temporary differences which resulted in deferred tax assets as of March 31 2017

and 2016,-are as follows:

Deferred tax assets:
Current:
Receivables
Inventories ]
-Accrued expenses
Others
Total
Noncurrent:
Liability for retirement benefits
Others
Total

Deferred tax assets

Reconciliation between the normal effective statutory tax rates and the actual effective tax rates reflected in the,
_accompanying nonconsolidated statements of income for the years ended March 31, 2017 and 2016, was as

follows:

Normal effective statutory tax rate

Expenses not deductible for income tax pu.rposes
Tax deduction for research and development costs

Tax deduction for salary expense

Tax deduction for property, plant and.equip'ment

Effect of tax rate reduction
Other - net

‘Actual effective tax rate

-14-

Thousands of Yen

2017 2016

¥ 283031 ¥ 84,950
103760 - 118135 .
251,032 207,443
38,229 24,960
676,052 435.488
112,547 102,166
38,624 16,114
151,171 118,280

¥ 827,223 ¥ 553,768

2017
30.8%
2.0
(8.8)
(3.3).
(5.3)
0.0

(0.0) -
15.4%

2016
33.0%
0.4
(7.0)
(2.5)
(1.3)
15

(1.4)
227%
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13.

14,

. L1qu1d1ty risk of operatronal liabilities/bank loans is managed by preparmg monthly cash forecasts. .

" FINANCIAL INSTRUMENTS

LEASES
The Company leases certain’ machmery, computer equlpment offic ice Space and other assets.

Total lease expenses, mcludmg lease payments under finance leases for the years ended March 31,20 17 and
2016, were ¥295,911 thousand and ¥250,042 thousand, respectively. . : :

Policies on Financial Instriments

As a general rule, the Company inveésts in low-risk assets, such as short-term deposits, and funding is sourced -
through bank foans. Derivatives are used only to avord the risk of interest rate fluctuation arid not-to pursue a
return on investment.

Risks of _F inancial Instruments and Risk Management

Trade notes and accounts receivable, electronically-recorded monetary ¢laims and other receivables which are.
part of operational assets are exposed to credit risk of customers. The risk is managed through manitoring of
due dates/outstanding receivable balances and regular tracking of credit status by customer, following the
Company's standard credit management procedures.

- Notes and accounts payable (trade, construction and other) and electronically-recorded obligations, which are -

part of opcrational liabilities are mostly due within one year.
N

Short-term bank loans are mainly borrowed for operational activities, and lorig-term debt is primarily due
within five years, and used mainly for investment in fixed assets and the acquisition of KYOWA CritiCare
Co., Ltd.

* Loans with variable rates are exposed to the risk of interest rate fluctuation, but interest swap derivative
instruments are applied to such loans as a means of hedging interest rate fluctuation risk.

Hedgmg is consrdered effective because of high correlation and eﬂ"ectlveness between. the hedging instruments
and the hedged items.

The denvatrves are sourced only from hrghly rated financial institutions in order to reduce credlt l'lSk

<16 -
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Fair Value of Financial Instruments

Cash and cash equivalents '

Trade notes receivable :
Electronically-recorded monetary clalms '
- Trade accounts receivable

Other receivables (deducting correspondmg-

allowarice for doubtful receivable)
Short-term bank loans
Trade notes payable
Electronically-recorded obligations
Trade accounts payable
Notes and accounts payable - construction
-Other payables
Long-term debt (including current portion)

Cash and cash equivalents '

Trade notes receivable :
Electronically-recorded monetary claims
Trade accounts receivable

. Other receivables

Short-term loan to subsidiary

Short-term bank loans

Trade notes payable 7 .
Electronically-recorded obligations

Trade accounts payable )
Notes and accounts payable - construction
Other payables

Long-term debt (mcludmg current pomon)

The estimated fair values of ﬁnanc1al mstruments as of March 31,2017 and 2016 are summanzed as follows

1‘housands of Yen -

¥

. - 2017
Carrying: . o
Amount Fair Value - ‘Difference
¥ 238430 ¥ 238,430
1,567,885 1,567,885
©..839,949 839,949
6,939,978 6,939,978
360,478 " 360,478
25,600,000 25,600,000
260,753 - 260,753
2,421,286 2,421,286
2,394,764 2,394,764
1,027,641 1,027,641
540,035 540,035 -
7,530,500 7,530,613 ¥113
Thousands of Yen
2016
Carrying
Amount - Fair Value Difference
340,516 ¥ 340,516
1,897,492 1,897,492
469,450 469,450
4,667,975 - 4,667,975
173,967 173,967
300,000 300,000
7,700,000 7,700,000
191,882 191,882
2,509,021 2,509,021
1,203,149 1,203,149
777,801 777,801
422,557 422,557
906,288 906,534 - ¥246

Method of Evaluatmg the Fa1r Value of Financial Instruments

Cash and cash equivalents, trade notes and accounts recelvable electromcally—recorded monetary claisss
recewables and short-term loan to subsidiary: .

 otfier

The carrying amounts approximate fair value because of the short maturities of these instruments.

Notes and accounts payable (trade,' construction and other) and electronically-recorded oBligations:

The carrying amounts approximate fair value because-of the short maturities of these instruments.

-17--




Short-term bank loans and long-term deb:

The fair value of short term bank loans' and 10ng-term debt is based on the present value of future cash

" flows associated with each mstrument drscounted usmg the current borrowmg rate for similar instruments
of comparable maturity. -

Financial instruments whose fair value cannot be reliably déterrhined were as follows:

Thousands of Yen .

2017 2016
Investment in subsldrary stated at canymg amount - . ¥5,021,096 ° ¥5,02i,096
L Lease deposits ~ - _ _ 261255 - 124,237
P Customer deposrts ' Lo o : - 549,640 - 542,849
Maturities of Long-Term Debt .
P ' Refer to Note 6, "SHORT-TERM BANK LOANS AND LONG-TERM DEBT.”
A

.18 -
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2. COST OF SALES -

The statement of cost of sales for the year ended March 31, 2017, was as follows:

Materials consumed
Labor costs:

_Salaries and wages. .
Contribution to provident and other funds
Staff welfare expenses .

Manufacturing ovethead:

Processing charges
"Stores and spares consumed’
Repairs and maintenance:

Buildings

Plant and machinery

Others :
Rent

Rates and taxes”

Insurance
Power and fuel
Contract labor charges
Loss on abandonment of inventories
Freight and forwarding
Lease rent and hire charges
Postage and telephone expenses
Travelling and conveyance.

Legal and professional charges .
Clinical and analytical charges
Depreciation B
Other expenses

' Total production expenses
Deduct - net change in work in progress
Total manufacturing cost
Merchandise and finisled goods purchased
Loss on inventory valuation ’
" Other S
Deduct - net change in stock

Total cost of sales for the .year

220 -

C Thous'ands of

" Yen
¥ 5573443

1,562,049
257,592
5072

3,614,350
180,926

184,229 °
107,268
36,768
43,964
51,849
10,059
239,094
170,753 °
46,366 -
28,424
16,626
4,666
40,747
553
16,264
827,485
__ 187,563
13,206,110
(94,881)
13,111,229
3,100,164
295,384
338,466

(2,997,872)
¥ 13,847,371




3.

Salaries and wages

SELLING GENERAL AND ADMINISTRATIVE EXPENSES

Contribution to provident'and other funds

Staff welfare expenses
Stores and spares consumed
‘Repairs and maintenance:
. Buildings
~ Others
. Rent
Rates and taxes
Insurance
Power and fuel
Contract.labor charges
_ Selling and promotion éxpenses
Commission, brokerage and discount
Freight and forwarding
bad debt expense
Lease rent and hire charges
Postage and telephone expenses
Travelling and conveyance
Legal and professnonal charges
—~Donation
Developments expenses
Depreciation
Other expenses

Total selling, general and administrative expenses for the year

& %k & Kk %k

220-.

The statement of selling; general and admxmstratlve expenses for the year ended March 31, 2017, was- as
follows . . .

’I‘housands‘

- of Yen

¥ 2,007,195
277,436

‘14,342 ¢

4,429

" 46,854
91,037
83,384
96,549

1,441
4,691
191,360
. 324,273
3,973
364,331
25,145
157,150
75,322
351,656
200,408
4,130
1,354,175
608,462

411,115

¥ 6,6982858




