Financial

Section

Six-Year Summary of Selected Financial Data

Shionogi & Co., Ltd. and Consolidated Subsidiaries
Years ended March 31

2009 2008 2007 2006 2005 2004 2009
Thousands of
Millions of yen U.S. dollars
For the year ended March 31:
Net SAlES ..o ¥227,512  ¥214,268 ¥ 199,759  ¥196,389  ¥199,365 ¥200,485 $2,316,115
Cost of saleS......cocvveiiiiiiiii 70,929 68,594 67,542 68,708 74,069 79,856 722,071
Selling, general and administrative
EXPENSES ...ttt 124,568 105,275 103,354 98,455 96,567 100,337 1,268,126
Operating iNCOMe ........ccoveeivcriieee. 32,015 40,399 28,863 29,226 28,729 20,292 325,918
Income before income taxes and
minority interests.........ccoocvviiiicnn. 30,786 39,963 31,723 38,798 31,655 5,178 313,407
Net iNCOME ..o 15,661 25,064 18,595 22,735 18,942 2,204 159,432
Research and development expenses.... 52,822 40,290 37,456 32,257 29,409 29,808 537,738
Capital investments..........cccccceevveenen. 10,875 11,661 11,411 5,386 5,424 4,404 109,946
As of March 31:
Property, plant and equipment, net ...... ¥ 71,812 ¥ 70,378 ¥ 67,815 ¥ 64,251 ¥ 68,191 ¥ 71,993 $§ 731,060
Total @SSetS...c.voiiiiiiiiiec e 501,853 413,704 429,569 427,683 396,999 376,161 5,108,959
Total long-term liabilities....................... 114,955 29,024 36,282 38,371 27,783 49,005 1,170,264
Total Net @sSets......cccvvivieiiiiieiiiai 310,094 342,236 345,752 337,434 300,065 292,387 3,156,816
Working capital.........c.cccoooiiiiiiii 125,920 152,520 161,355 156,449 152,914 179,382 1,281,889
Number of shares of common
stock issued (in thousands) ................. 351,136 351,136 351,136 351,136 351,136 351,136
Yen U.S. dollars
Per share amounts:
Net iNCOME .....ovvviiiie e ¥ 46.75 ¥ 7421 ¥ 5461 ¥ 6655 ¥ 5464 ¥ 606 $ 0.48
Net asSets......ovvveviiiiieiiiceeee 924.43 1,020.31 1,014.73 989.76 879.79 844.53 9.41
Cash dividends applicable to the year ... 28.00 22.00 16.00 16.00 12.00 8.50 0.29
Financial indicators:
Interest coverage ratio (times)............... 37.3 306.3 225.6 72.1 68.5 32.4
Net worth ratio (%) .......cccccceeviieene. 61.7 82.7 80.4 78.8 75.5 77.7

* U.S. dollar figures have been calculated, for convenience only, at the rate of ¥98.23 = US$1.00, the approximate rate of exchange on March 31, 2009.

* From the fiscal year ended March 31, 2007, the Company has adopted a new accounting standard for the presentation of net assets in the balance sheet, which reclassifies former shareholders
equity, valuation and translation adjustments, and minority interests as total net assets. Figures for fiscal years through the year ended March 31, 2006 have been calculated in conformity with the
new standard.
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Management’s Discussion and Analysis

Overview of Results

During fiscal 2008, the fiscal year ended March 31, 2009, the
Japanese pharmaceutical industry’s operating environment contin-
ued to be harsh due to such factors as stepped-up government ini-
tiatives aimed at restraining the rise in medical spending—including
moves to promote the greater use of generics and the diagnosis
procedure combination (DPC) reimbursement system—and the
April 2008 revision of National Health Insurance (NHI) drug reim-
bursement prices, which amounted to an average 5.2% price
reduction for the industry as a whole.

Amid this operating environment, the Shionogi Group proactive-
ly took R&D, manufacturing, and marketing initiatives designed to
realize the goals of the Group’s second medium-term management
plan. This plan covers the period from April 2005 to March 2010,
which is strategically positioned as the initial stage of the Group’s
drive to promote a long-term surge in business operations cen-
tered on core prescription drug business. As it moved ahead with
measures to create R&D systems that generate a continual stream
of in-house drug candidates and developing them globally, Shionogi
also steadily endeavored to advance products now under develop-
ment to the next development stage. In manufacturing, Shionogi
worked to establish quality assurance and production systems that
can support global business expansion while also moving to fur-
ther reduce the cost of sales by reevaluating procurement methods
and augmenting productivity. In domestic marketing, Shionogi
concentrated resources on products with a high level of growth
potential, centered on the hyperlipidemia treatment Crestor®.
Shionogi also moved forward with the strengthening of systematic
marketing activities aimed at producing regarding strategically
emphasized products that help lay a solid foundation for future
sustained growth.

In addition, with the goals of establishing marketing systems in the
United States, increasing the value of the in-house products it is devel-
oping, and increasing the momentum behind its long-term corporate
development, Shionogi converted U.S. pharmaceutical company Sciele

Pharma, Inc., into a consolidated subsidiary in October 2008.

Net Sales

Net sales increased to ¥227,512 million, up 6.2% from the fiscal
2007 level. Factors supporting the increase included growth in
sales of such mainstay prescription drugs as Crestor® and cancer

pain drugs as well as contributions from such new drugs as

Irbetan®, a hypertension treatment, and Differin® Gel, a topical
treatment for acne vulgaris. On the other hand, sales of the anti-
cancer agent Imunace® were reduced by the launch of competing
products, and the impact of the NHI drug reimbursement price
adjustment shrank the Japanese drug market and depressed net
sales of antibiotics and other products, leading to an overall
decline in net sales of prescription drugs. However, royalty income
from industrial property rights increased greatly, reflecting the
expanded overseas sales of Crestor® by AstraZeneca and the inclu-

sion of Sciele Pharma in the scope of consolidation.

Net Sales

(Billions of yen)
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Gross Profit

The cost of sales rose ¥2,335 million from fiscal 2007, to ¥70,929
million, but the cost of sales ratio decreased to 31.2% of net sales,
from 32.0% owing to the rise in royalty income and the consolida-
tion of Sciele Pharma. As a result, gross profit increased 7.5%, to

¥156,583 million.

Operating Expenses and Operating Income
Selling, general and administrative (SG&A) expenses increased
18.3% compared with fiscal 2007, to ¥124,568 million, and the
SG&A expenses to net sales ratio rose to 54.7%, from 49.1%. The
primary factor causing the increase was the disposition of business
combination accounting expenses associated with Sciele Pharma,
which caused large increases in R&D expenses and SG&A expenses.
As a result, operating income fell 20.8%, to ¥32,015 million.
Operating Income
(Bllhogvg of yen)
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Other Income (Expenses)

Net other expenses totaled ¥1,229 million, compared with net
other expenses of ¥436 million in fiscal 2007. Net interest and divi-
dend income decreased to ¥1,634 million, from ¥2,309 million for
the previous fiscal year, and the gain on exchange of investments
in securities fell to zero, although the loss on disposal of invento-

ries fell.

Income before Income Taxes and Minority Interests
and Net Income
Income before income taxes and minority interests decreased
23.0% from the fiscal 2007 level, to ¥30,786 million. Income
taxes, including the income tax adjustment figure, increased 1.4%,
to ¥15,087 million, and the effective tax rate increased to 49.0%,
from 37.2%, reflecting the exclusion of in-process R&D expenses
associated with the Sciele Pharma acquisition from the income tax
adjustment figure.

As a result, net income fell 37.5%, to ¥15,661 million, and the
net income ratio declined to 6.9%, from 11.7%. Net income per
share dropped to ¥46.75, from ¥74.21 in fiscal 2007.

Net Income and Net Income per Share

I Net Income (Left scale) I Net Income per Share (Right scale)

(Billions of yen) (Yen)
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Looking at the year-on-year change in consolidated performance
calculated on a basis that excludes the impact of business combi-
nation accounting and the performance of Sciele Pharma and
therefore corresponds to the Shionogi Group's situation before the
acquisition of Sciele Pharma, net sales and operating income
would have increased 1.9% and 2.0%, respectively, while net

income would have declined 0.1%.

The impact of business combination accounting associated with
the acquisition of Sciele Pharma was as follows.

(Millions of yen)

Type of Impact Value Relevant Accounting Item
Amortization of

intangible assets

(marketing rights) ¥ 873 Selling expenses
In-process R&D expenses 9,669 R&D expenses
Amortization of goodwill 906 Selling expenses
Tax-effect accounting related

to intangible fixed assets (310) Income tax adjustment

Research and Development Expenses

In Japan, Shionogi launched three new drugs during fiscal 2008,
including Irbetan® in July 2008; Differin® in October 2008; and the
idiopathic pulmonary fibrosis treatment Pirespa® in December
2008. One application is pending in Japan, and application for
duloxetine hydrochloride for the indication of depression was sub-
mitted in January 2008. Including overseas projects, Shionogi is
currently in the process of developing such drugs as those for
treating obesity, influenza, HIV, and atopic dermatitis.

Regarding R&D facilities, Shionogi cooperated with Hokkaido
University to establish the Shionogi Innovation Center for Drug
Discovery, which is expected to help identify additional drug dis-
covery seeds of new drugs and strengthen the Shionogi Group's
technological base for discovering globally competitive drug candi-
dates.

As a result of these activities, overall Group R&D expenses were
¥52,822 million, and represented 23.2% of net sales. In-process
R&D expenses due to business combination accounting associated
with the acquisition of Sciele Pharma amounting to ¥9,669 million

were included within consolidated R&D expenses for fiscal 2008.

R&D Expenses

(Billions of yen)
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Cash Flows

Although income before income taxes and minority interests
decreased compared with the previous fiscal year, because of a rise
in such non-fund transaction expenses as depreciation and amorti-
zation and in-process R&D expenses associated with the acquisi-
tion of Sciele Pharma, net cash provided by operating activities
increased ¥13,501 million, to ¥29,120 million.

Net cash used in investing activities totaled ¥149,056 million,
mainly due to expenditure for the acquisition of Sciele Pharma and
other capital investments.

Net cash provided by financing activities totaled ¥105,294 mil-
lion due to borrowings arranged to finance the acquisition of Sciele
Pharma.

As a result, cash and cash equivalents at the end of the year

decreased ¥16,073 million from a year earlier, to ¥51,536 million.

Capital Investments

Capital investments by the Shionogi Group during fiscal 2008
totaled ¥10,875 million. The Group proactively made investments
centered on the construction of a new solid dosage forms formula-
tion and packaging facility at the Settsu Plant and other projects to

upgrade and expand manufacturing and research facilities.

Assets, Liabilities, and Net Assets

As of March 31, 2009, total assets were ¥501,853 million, an
increase of ¥88,149 million from a year earlier. This was owing to a
¥7,760 million increase in current assets, to ¥202,724 million; a
¥1,434 million rise in property, plant and equipment, to ¥71,812
million; and a ¥78,955 million surge in investments and other
assets, to ¥227,317 million.

The rise in current assets reflected a ¥7,437 million rise in notes
and accounts receivable, which was offset by a ¥16,073 million
drop in cash and cash equivalents. The growth in investments and
other assets reflected the recording of ¥71,625 million in goodwill
and an increase of ¥41,048 million in marketing rights, although
these items were partially offset by a ¥40,401 million fall in invest-
ments in securities.

Total liabilities increased ¥120,291 million from a year earlier, to
¥191,759 million. Current liabilities were up ¥34,360 million, to
¥76,804 million, while long-term liabilities grew ¥85,931 million, to
¥114,955 million. Principal factors behind the rise in total liabilities

included growth of ¥10,000 million in short-term borrowings,

¥14,000 million in the current portion of long-term borrowings, and
¥91,000 million in new long-term borrowings together with a
¥4,562 million decrease in deferred income taxes.

Total net assets decreased ¥32,142 million from a year earlier, to
¥310,094 million. While shareholders’ equity increased ¥6,578 mil-
lion, the net unrealized holding gain on securities was down
¥13,860 million, and translation adjustments were down ¥25,011
million.

The October 2008 acquisition of Sciele Pharma added that com-
pany’s trade receivables and inventories to Shionogi’s consolidated
figures, and the acquisition also added the value of Sciele Pharma’s
marketing rights at the time of the acquisition as well as goodwill
to consolidated total assets. In addition, to procure funds for the
acquisition, borrowings were increased and liquidity on hand was
drawn on, causing a decrease in marketable securities and invest-
ment securities. In addition, the impact of currency exchange rate
fluctuations between the time of the acquisition and the end of
fiscal 2008 caused a drop in translation adjustments.

Other significant factors having an effect besides the acquisition
included the impact of slack stock market conditions, which led to
decreases in investments in securities, deferred income taxes, and
the net unrealized holding gain on securities. On the other hand, the
launch of new products was accompanied by a rise in inventories.

As a result, the net worth ratio, defined as the ratio of total net

assets to total assets, was 61.7%, compared to 82.7% a year earlier.

Total Assets

(Billions of yen)
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Dividends

Shionogi aims to steadily increase dividends in line with perfor-
mance while proactively investing in its businesses to increase cor-
porate value from a medium- to long-term perspective. Regarding
the appropriation of internal reserves, the Company emphasizes
providing funding for future business development, including
investment in R&D to develop new drugs. Shionogi’s target for the

consolidated dividend payout ratio for fiscal 2009 is 35%.
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Shionogi’s Articles of Incorporation stipulate the distribution of
retained earnings twice each year as interim and year-end divi-
dends when possible. The General Meeting of Shareholders held
after the close of each fiscal year determines the year-end divi-
dend, and the Board of Directors determines the interim dividend.
As net income for fiscal 2008 was distorted by the impact of
expenses associated with the acquisition of Sciele Pharma, the
year-end dividend for fiscal 2008 was set at ¥14.00 per share
based on consideration of the underlying level of profitability in fis-
cal 2008 as well as the prospective profitability levels in fiscal 2009
and subsequently. The total of the interim dividend and the year-
end dividend was ¥28.00 per share. Consequently, the consolidat-

ed dividend payout ratio for fiscal 2008 was 59.9%.

Business and Other Risks
The main types of risk that might have a significant impact on the
Shionogi Group’s management performance and financial condi-
tion are listed below.

Forward-looking statements in the text reflect the Group's judg-
ment as of March 31, 2009.
@ Systemic and Regulatory Risk
In the Japanese pharmaceutical industry, revisions to the National
Health Insurance (NHI) system are being considered, including revi-
sions to the NHI drug price system. These trends could affect the
results of the Shionogi Group. In addition, an increase in the strict-
ness of Japanese or overseas regulations concerning such items as
the development and manufacture of pharmaceuticals could pre-
sent the Group with additional expenses or make it difficult for its
products to comply with regulations, and there is a possibility that
this might have an impact on the Group’s performance.
@ Risk of Adverse Drug Reactions
Pharmaceuticals entail the risk of unanticipated adverse drug reac-
tions that could involve termination of sales, product recalls, and
other outcomes that could affect the results of the Shionogi
Group.
® Pharmaceutical R&D Risk
Pharmaceutical R&D requires substantial commitment of resources
and time. In addition, new drugs are subject to numerous uncer-

tainties prior to the start of actual sales.

@ Intellectual Property Risk

The Shionogi Group uses patents as intellectual property to protect
the pharmaceuticals it discovers and generate income from them.
However, the various types of intellectual property may be unable
to provide adequate protection, or may infringe on the intellectual
property of third parties.

(® Risk of Dependence on Certain Products

The Shionogi Group obtains approximately 35% of its product
sales and industrial property rights royalty income from two of its
products, Crestor® and Flomox® (as of fiscal 2008). If the incidence
of an unexpected factor were to cause a drop in or the discontinu-
ation of the sales of one of these products, there is a possibility
that this might have an impact on the Group’s performance.

® Intensification of Global Competition

Global competition involving non-Japanese companies in the pre-
scription drug industry’s R&D and sales operations is becoming
increasingly intense.

@ Risk of Alliances with Other Companies

The Shionogi Group engages in diverse forms of alliances with
other companies with respect to joint research, joint development,
joint marketing, and other activities, including cooperation in such
forms as cooperative research projects, cooperative development
projects, the in-licensing and out-licensing of technologies, and
cooperative marketing projects. If some situation were to change
or eliminate these cooperative relationships, it might have an
impact on the Group's performance.

Plant Closure and Shutdown Risk

The sudden occurrence of natural disasters or other unforeseen
incidents could dictate the closure or shutdown of plants, which
could affect the results of the Shionogi Group.

(® Capital Market and Foreign Exchange Risk

Fluctuations in stock and foreign exchange markets that exceed
the projected range could affect the results and financial position
of the Shionogi Group.

Other Risks

In addition to the above-listed risks, the Shionogi Group's business
activities involve the risk of lawsuits, risks related to regulatory and
economic factors, and diverse other risks. The above list of risks
does not include all the types of risks the Shionogi Group is

exposed to.



Consolidated Balance Sheets

Shionogi & Co., Ltd. and Consolidated Subsidiaries
March 31, 2009 and 2008

Thousands of U.S.

Millions of yen dollars (Note 3)
2009 2008 2009
Assets
Current assets:
Cash and cash equivalents (NOTE ) .......ooiiiiiiiiiiiiiie e ¥ 51,536 ¥ 67,609 $ 524,646
Short-term investments (NOTE 5).......vueii i 7,267 6,540 73,979
Notes and accounts receivable:
AFFIIATES L. 4,333 4,160 44,111
TTAAE e 74,208 66,945 755,452
Allowance for doubtful aCCOUNTS ........oviii i (12) (13) (122)
78,529 71,092 799,441
INVENTONES (NOTE B) ... 43,028 34,081 438,033
Deferred income taxes (NOTE T2) ..o 5,189 4,450 52,825
Other CUIMENT @SSETS ... 17,175 11,192 174,845
Total CUMTENT @SSETS ..o 202,724 194,964 2,063,769
Property, plant and equipment:
AN e 14,809 14,812 150,759
BUIlAINGS @Nd STIUCTUIES ... 100,296 98,346 1,021,032
Machinery and @QUIPMENT........iiiiiiie it 87,771 84,691 893,525
FUrniture and fiXTUIES ... ..o e 32,933 32,037 335,264
CONSTIUCLION 1N PIrOGIESS ... 8,408 5,022 85,595
Accumulated depreCiation .. ........ioieiiii e (172,405) (164,530) (1,755,115)
Property, plant and equipment, NEt.........oooiiiiiiiiie e 71,812 70,378 731,060
Investments and other assets:
Investments in SeCUrties (NOTE 5).......uueeii et 62,153 102,554 632,729
Investments in affiliates ... 4,661 2,899 47,450
Prepaid pension CoStS (NOTE T4)......oouiiiiiieee e 25,972 23,339 264,400
GOOAWIIL ... 71,625 — 729,156
Marketing FIGNTS. ..o 42,153 1,105 429,126
LONG-termM Prepaid EXPENSES. .......i ittt 12,736 13,188 129,655
Deferred income taxes (NOTE T2) ... 97 18 987
OtNEI @SSES ... 7,920 5,259 80,627
Total investments and Other assets ..........oooiiiiieei e 227,317 148,362 2,314,130
TOTAl @SSETS ... ¥501,853 ¥413,704 $5,108,959

See accompanying notes to consolidated financial statements.
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Millions of yen

Thousands of U.S.
dollars (Note 3)

2009 2008 2009
Liabilities and net assets
Current liabilities:
Notes and accounts payable:
ATFATES .. ¥ 1,728 ¥ 1,986 $ 17,591
TTAAE .o 13,716 9,315 139,631
Construction 2,961 3,092 30,143
Short-term bank loans (Note 7) 10,000 — 101,802
Current portion of long-term debt (NOte 7) .....oooiiiiiiiiii 14,000 — 142,523
Allowance for employees’ DONUSES.............ocuioiiiieiieeee e 5,325 6,715 54,210
ACCIUET BXPENSES. ...ttt 10,956 6,196 111,534
Accrued income taxes (Note 12) 7,929 7,416 80,719
Other current liabilities (Notes 8 and 9) 10,189 7,724 103,726
Total current Iabilities ... 76,804 42,444 781,879
Long-term liabilities:
LoNg-term debt (NOTE 7). ...ooiiiiiiie e 91,000 — 926,397
Accrued retirement benefits for employees (Note 14) ......ccooovviiiiiiiiiiii 7,793 7,949 79,334
Accrued retirement benefits for directors and corporate auditors.............cccccceeeene.. 156 169 1,588
Deferred income taxes (NOTE 12) .....uvi i 13,999 18,561 142,513
Long-term accounts payable—other (NOte 8) ..........occooiiiiiiiiiii 891 1,321 9,071
Other long-term liabilities ............cciiiiiiii e 1,116 1,024 11,361
Total long-term labilities .........c..ooiiiiiii e 114,955 29,024 1,170,264
Contingent liabilities (Note 10)
Net assets:
Shareholders’ equity (Note 11):
Common stock:
Authorized: 1,000,000,000 shares
Issued: 351,136,165 shares in 2009 and 2008 ............cc.cooeveieveeeiieeeieeeeee 21,280 21,280 216,634
Capital surplus 20,227 20,227 205,915
RETAINEA AININGS ..o 304,762 297,812 3,102,535
Less treasury StOCK, @t COST.....ovuiiiiiiiiii it (19,653) (19,281) (200,071)
Total shareholders’ EQUITY .........oviiiieii e 326,616 320,038 3,325,013
Valuation and translation adjustments:
Net unrealized holding gain ON SECUTIES .........oovviiiiiiiiie e 8,208 22,068 83,559
Translation adjUSTMENTS .....oouiiiii i (25,189) (178) (256,429)
Total valuation and translation adjustments ..........cccooiiiiiiiiii (16,981) 21,890 (172,870)
MINOTILY INTEIESTS ... 459 308 4,673
TOTAl NET ASSETS ..o 310,094 342,236 3,156,816
Total liabilities and Net assets...........coooiiiiiiie e ¥501,853 ¥413,704 $5,108,959




Consolidated Statements of Income

Shionogi & Co., Ltd. and Consolidated Subsidiaries
Years ended March 31, 2009 and 2008

Thousands of U.S.

Millions of yen dollars (Note 3)
2009 2008 2009
Net SAlES (NOTE 22) ..o ¥227,512 ¥214,268 $2,316,115
COSE OF SAIES ... 70,929 68,594 722,071
GIOSS PIOTIT .ot 156,583 145,674 1,594,044
Selling, general and administrative expenses (Note 15)..........cccoooiiiiiiiiiiiiiine. 124,568 105,275 1,268,126
Operating iNCoOME (NOTE 22) ..o 32,015 40,399 325,918
Other income (expenses):
Interest and dividend INCOME.........umiii e 2,336 2,393 23,781
INTEIEST EXPENSE ... (702) (84) (7,146)
Loss on disposal of property, plant and equipment ..............cccoooveviiiieiiiee (427) (880) (4,347)
Loss on revaluation of iINVENTOMIES..........cooi e (89) (1,666) (906)
Gain on sales of iNvestmMents iIN SECUNLIES .......c.oiviiiiiiiiii e 213 276 2,168
Gain on exchange of investment SECUTTIES ...........ccoooviiiiiiics e — 1,044 —
Loss on sales of investments iN SECUMTIES .........ooveiieiie e (25) — (255)
Loss on sales of investments in an affiliate ... — (25) —
Loss on valuation of iNVestMeNnt SECUTTLIES. ..........vviee oo — (415) —
Special contract expenses (NOTE T6).......cc.coiuiiiiiiieiiiie oo (700) — (7,126)
Special retir@MENt EXPENSES........covee e (363) — (3,695)
Casualty 10555 (NOTE T7)....iiiiiiiiiiie et (254) — (2,586)
OO, NET e (1,218) (1,079) (12,399)
(1,229) (436) (12,511)
Income before income taxes and mMinority INtErests .............c.ooceeiioiiiiiiiie 30,786 39,963 313,407
Income taxes (Note 12):
[ a0 ) U URUPRRN 14,718 11,766 149,832
DOTRITEA. ..o 369 3,107 3,756
15,087 14,873 153,588
Income before MiNOrity INTEreStS ... ....ooiiiiiiii i 15,699 25,090 159,819
MINOFILY INTEIESTS ....oiiii e 38 26 387
Net income (NOTE 20) .. .o ¥ 15,661 ¥ 25,064 $ 159,432

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Changes in Net Assets

Shionogi & Co., Ltd. and Consolidated Subsidiaries
Years ended March 31, 2009 and 2008

Millions of yen
Net Total
Treasury Total unrealized valuation and
Common Capital Retained stock, shareholders’  holding gain  Translation translation Minority Total net
stock surplus earnings at cost equity on securities  adjustments  adjustments interests assets

Balance at March 31,2007....  ¥21,280  ¥20,227 ¥278,871 ¥ (9,088) ¥311,290  ¥34,263 ¥  (84) ¥34,179 ¥283 ¥345,752

Net inCome ......cvovvvicicnnes — — 25,064 — 25,064 — — — — 25,064

Dividends .....cccvverivnieiienns — — (6,123) — (6,123) — — — — (6,123)

Purchases of treasury stock... — — — (10,193) (10,193) — — — — (10,193)

Other changes ..........c.c.c..... — — — — — (12,195) (94) (12,289) 25 (12,264)
Balance at March 31, 2008..... 21,280 20,227 297,812 (19,281) 320,038 22,068 (178) 21,890 308 342,236

Net inCome .....coovvveverirennen. — — 15,661 — 15,661 — — — — 15,661

Dividends .......cccecvvevevenne. — — (8,711) — (8,711) — — — — (8,711)

Purchases of treasury stock... — — — (372) (372) — — — — (372)

Other changes ..........cc.c..... — — — — — (13,860) (25,011) (38,871) 151 (38,720)
Balance at March 31,2009... ¥21,280 ¥20,227 ¥304,762 ¥(19,653) ¥326,616 ¥ 8,208 ¥(25,189) ¥(16,981) ¥459 ¥310,094

Thousands of dollars (Note 3)
Net Total
Treasury Total unrealized valuation and
Common Capital Retained stock, shareholders”  holding gain  Translation translation Minority Total net
stock surplus earnings at cost equity on securities  adjustments  adjustments interests assets

Balance at March 31,2008 .... $216,634 $205,915 $3,031,782 $(196,284) $3,258,047 $224,656 $ (1,812) $ 222,844 $3,136 $3,484,027

Net inCome .......coovcurrieine. — — 159,432 — 159,432 — — — — 159,432

Dividends ......cooveerieriiinnanns — — (88,679) — (88,679) — — — — (88,679)

Purchases of treasury stock... — — — (3,787) (3,787) — — — — (3,787)

Other changes .......c...cceue.e. — — — — — (141,097) (254,617) (395,714) 1,537 (394,177)

Balance at March 31,2009... $216,634 $205,915

$3,102,535 $(200,071) $3,325,013 $ 83,559 $(256,429) $(172,870)

$4,673 $3,156,816

See accompanying notes to consolidated financial statements.



Consolidated Statements of Cash Flows

Shionogi & Co., Ltd. and Consolidated Subsidiaries
Years ended March 31, 2009 and 2008

Thousands of U.S.

Millions of yen dollars (Note 3)
2009 2008 2009
Operating activities
Income before income taxes and minority INTErests ............occoevveviiiiiiieieicecece ¥ 30,786 ¥39,963 $ 313,407
Adjustments for:
Depreciation and @amortization ...........cocoviiiiiiiiiiii e 13,468 10,666 137,107
Amortization of OOAWIll.............cooiiiiiii e 907 — 9,234
Write-off of purchased in-process research and development costs 9,669 — 98,432
Gain on sales of investments iN SECUMTIES .........c..ooviiiiiiiiiieec e (188) (276) (1,914)
Reversal of retirement benefits, net of payments ..............cccoooiiiiiiii (2,802) (3,591) (28,525)
Interest and diVIdENd INCOME........iiiiiiiii i (2,336) (2,393) (23,781)
INTEIEST EXPEINSE ..o 702 84 7,147
OB e 938 1,233 9,549
Changes in operating assets and liabilities:
Notes and accounts receivable (2,419) (76) (24,626)
INVENTOTIES ...t (7,361) (1,712) (74,936)
OthEr CUMENT @SSETS. ...ttt (2,756) (8,368) (28,057)
Notes and accounts Payable .......ccc.ioiiiiiiiii e 1,393 (861) 14,181
ACCIUET EXPENSES ...ttt ettt ettt ettt (3,823) 556 (38,919)
Other current Iabilities. .........ooiviiiiii e 3,867 (10,567) 39,367
SUBTOTAL ..o 40,045 24,658 407,666
Interest and dividends reCRIVEA. ...........oooii i 2,386 2,598 24,290
INEEIEST PAIT. .. .o (780) (51) (7,941)
INCOME TAXES PAI ... (12,531) (11,586) (127,568)
Net cash provided by operating activities.... 29,120 15,619 296,447
Investing activities
Increase in short-term INVESTMENTS ... o (4,233) (4,835) (43,093)
Proceeds from sales of short-term investments............coooviiiii e 8,094 18,554 82,398
INcrease in INVeStMENTS IN SECUMTIES ....oooii i (5,583) (7,209) (56,836)
Purchases of property, plant and equUIPMENT............cooiiiiiiiiiieee e (11,200) (11,661) (114,018)
Proceeds from sales of investments in SECUTItIeS ...........oooiiiii e 18,345 1,071 186,756
Increase in investment in an affiliate... ... (1,921) (634) (19,556)
Proceeds from sale of investment in an affiliate.............cccccooeiioiiii — 443 —
Acquisition of investment in subsidiaries resulting in change in scope
of consolidation (NOLE 1) ..o (146,767) — (1,494,116)
(@1 o= TP URRURRTPR (5,791) (1,065) (58,953)
Net cash used in iNVeStiNg aCtiVItieS...........oooiiiiii i (149,056) (5,336) (1,517,418)
Financing activities
Increase in short-term bank [0aNns, NeT... ... 10,000 — 101,802
Proceeds from 1ong-term debt............oooiiiiiiii e 105,000 — 1,068,920
Purchases of treasury STOCK .........ooiviiiiiic e (372) (10,205) (3,787)
Repayment of installment accounts payable............ccooooiiiiiiiiiccee (746) (802) (7,594)
Cash dividends PaIT .......cc.oiiiiii e (8,702) (6,114) (88,588)
Issuance of shares of common stock to minority shareholders
of consolidated SUDSIIANES...........cccooiiiiicec e 116 — 1,181
(@1 o= USRS PSR PRSP (2) (3) (21)
Net cash provided by (used in) financing activities ............ccccoiiiiiiiiii i 105,294 (17,124) 1,071,913
Effect of exchange rate changes on cash and cash equivalents ............................ (1,431) (96) (14,568)
Net decrease in cash and cash equivalents....................ccccooiiiii (16,073) (6,937) (163,626)
Cash and cash equivalents at beginning of year....................oc 67,609 74,546 688,272
Cash and cash equivalents at end of year ................ccoooiiiiiii ¥ 51,536 ¥67,609 $ 524,646

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Shionogi & Co., Ltd. and Consolidated Subsidiaries

1. Basis of Preparation

The accompanying consolidated financial statements of Shionogi &
Co., Ltd. (the “"Company”) and consolidated subsidiaries are pre-
pared on the basis of accounting principles generally accepted in
Japan, which are different in certain respects as to the application
and disclosure requirements of International Financial Reporting
Standards, and are compiled from the consolidated financial state-
ments prepared by the Company as required by the Financial
Instruments and Exchange Act of Japan.

In addition, the notes to the consolidated financial statements
include certain information which is not required under accounting
principles generally accepted in Japan but is presented herein as
additional information.

Certain reclassifications of previously reported amounts have
been made to conform the consolidated financial statements for
the year ended March 31, 2008 to the 2009 presentation. Such
reclassifications had no effect on consolidated net income or net
assets.

2. Summary of Significant Accounting Policies
(a) Principles of consolidation and accounting for invest-
ments in affiliates

The accompanying consolidated financial statements include the
accounts of the Company and all companies controlled directly or
indirectly by the Company. Companies over which the Company
exercises significant influence in terms of their operating and finan-
cial policies have been included in the consolidated financial state-
ments on an equity basis. The Company has applied the equity
method to its investment in two affiliates and one affiliate for the
years ended March 31, 2009 and 2008, respectively.

Investments in affiliates not accounted for by the equity method
are carried at cost.

All significant intercompany accounts and transactions have been
eliminated in consolidation.

Eight overseas consolidated subsidiaries close their accounts on
December 31 and two close their accounts on September 30. These
year-ends differ from that of the Company. The two companies
whose year-end date is September 30 prepare the financial state-
ments as of and for the year ended December 31 solely for consoli-
dation purposes. As a result, adjustments have been made for any
significant intercompany transactions which took place during the
period from January 1 to March 31.

(b) Foreign currency translation

All monetary assets and liabilities denominated in foreign currencies
are translated into yen at the rates of exchange in effect at the bal-
ance sheet date and the gain or loss on each translation is credited
or charged to income.

Revenue and expense items arising from transactions denominat-
ed in foreign currencies are generally translated into Japanese yen
at the rates of exchange in effect at the respective transaction
dates. Gain or loss on foreign exchange is credited or charged to
income in the period in which such gain or loss is recognized for
financial reporting purposes.

The financial statements of the overseas subsidiaries are translat-
ed into yen at the rates of exchange in effect at the balance sheet
date except that the components of net assets excluding minority
interests are translated at their historical exchange rates.
Adjustments resulting from translating the foreign currency finan-
cial statements are not included in the determination of net income
and are reported as “Translation adjustments” in net assets in the
consolidated balance sheets.

(c) Cash and cash equivalents

Cash and cash equivalents include cash on hand and in banks and
other highly liquid investments with maturities of three months or
less when purchased.

(d) Short-term investments and investments in securities
Securities are classified into three categories: trading securities,
held-to-maturity debt securities or other securities. Trading securi-
ties, consisting of debt and marketable equity securities, are stated
at fair value. Gain and loss, both realized and unrealized, are
charged to income. Held-to-maturity debt securities are stated at
amortized cost. Marketable securities classified as other securities
are carried at fair value with any changes in unrealized holding gain
or loss, net of the applicable income taxes, reported as a separate
component of net assets. Non-marketable securities classified as
other securities are carried at cost determined by the moving aver-
age method.

(e) Inventories
Inventories are principally stated at the lower of cost, determined
by the average method, or net selling value.

Change in accounting policy

Effective April 1, 2008, the Company and its domestic consolidated
subsidiaries adopted “Accounting Standard for Measurement of
Inventories” (Accounting Standards Board of Japan (“ASBJ")
Statement No. 9 issued on July 5, 2006). This standard requires that
inventories held for sale in the ordinary course of business be mea-
sured at the lower of cost or net selling value, which is defined as
the selling price less additional estimated manufacturing costs and
estimated direct selling expenses. The replacement cost may be
used in place of the net selling value, if appropriate.

As a result of this change, operating income decreased by ¥316
million ($3,217 thousand) and income before income taxes
decreased by ¥135 million ($1,374 thousand) for the year ended
March 31, 2009 from the corresponding amounts which would
have been recorded under the previous method.

(f) Property, plant and equipment (other than leased assets)
Property, plant and equipment are stated at cost.

Depreciation of buildings (except for structures attached to the
buildings) acquired on or subsequent to April 1, 1998 is calculated
principally by the straight-line method over the estimated useful
lives of the respective assets. Depreciation of other property, plant
and equipment is computed by the declining-balance method over
the estimated useful lives of the respective assets.



The useful lives of property, plant and equipment are summa-
rized as follows:

Buildings and structures 2 to 60 years

Machinery, equipment and vehicles 2 to 17 years

Significant renewals and additions are capitalized at cost.
Maintenance and repairs are charged to income as incurred.

Supplemental information

Effective the year ended March 31, 2009, the Company and its
domestic consolidated subsidiaries have changed the useful lives of
machinery and equipment as allowed under the revisions of the
Corporation Tax Law. The effect of this change was to decrease
depreciation expense by ¥423 million ($4,306 thousand) and
increase operating income and income before income taxes by the
same amount for the year ended March 31, 2009 from the corre-
sponding amounts which would have been recorded under the
previous method.

Effective the year ended March 31, 2008, the salvage value of
property, plant and equipment acquired before April 1, 2007 which
have been fully depreciated to their respective depreciable limits
under the Corporation Tax Law is to be depreciated by the straight-
line method to nil over a period of five years. The effect of this
change was to decrease operating income and income before
income taxes and minority interests by ¥850 million for the year
ended March 31, 2008 from the corresponding amounts which
would have been recorded under the previous method.

Change in accounting policy

Effective the year ended March 31, 2008, the Company and its
domestic consolidated subsidiaries have changed their method of
accounting for depreciation of property, plant and equipment
acquired on or after April 1, 2007 based on an amendment to the
Corporation Tax Law of Japan. The effect of this change was to
decrease operating income and income before income taxes and
minority interests by ¥498 million for the year ended March 31,
2008 from the corresponding amounts which would have been
recorded under the previous method.

(9) Intangible assets (other than leased assets)
Intangible assets are amortized by the straight-line method.

(h) Leases

Finance lease transactions that do not transfer ownership are
depreciated to a nil residual value over the period of the lease con-
tract using the straight-line method.

Change in accounting policy

Effective the year ended March 31, 2009, the Company and its
domestic consolidated subsidiaries applied “Accounting Standard
for Lease Transactions” (ASBJ Statement No. 13 issued on March
30, 2007) and “Guidance on Accounting Standard for Lease
Transactions” (ASBJ Guidance No. 16 issued on March 30, 2007).
Under this accounting standard, finance lease transactions that do
not transfer ownership, which had previously been accounted for
as operating leases, are capitalized and recognized as fixed assets.

As a result, leased assets of ¥3 million ($3,054 thousand), which
are included in property, plant and equipment, were recognized.
There was no impact on operating income and income before
income taxes and minority interests.

In addition, the finance lease transactions entered into on or
before March 31, 2008 that do not transfer ownership continue to
be accounted for as operating leases.

(i) Goodwill
Goodwill is amortized over 20 years by the straight-line method.

(j) Research and development expenses and computer soft-
ware

Research and development expenses are charged to income when
incurred. Expenditures relating to computer software developed for
internal use are charged to income as incurred unless these are
deemed to contribute to the generation of future income or cost
savings. Such expenditures are capitalized as assets and amortized
by the straight-line method over their respective estimated useful
lives, generally a period of 5 years.

(k) Income taxes

Income taxes are calculated based on taxable income and charged
to income on an accrual basis. Certain temporary differences exist
between taxable income and income reported for financial state-
ment purposes which enter into the determination of taxable
income in a different period. The Company has recognized the tax
effect of such temporary differences in the accompanying consoli-
dated financial statements.

(I) Allowance for doubtful accounts

The Company and its consolidated subsidiaries provide an allow-
ance for doubtful accounts at an amount calculated based on their
historical experience of bad debts on ordinary receivables plus an
additional estimate of probable specific bad debts from customers
experiencing financial difficulties.

(m) Allowance for employees’ bonuses

Allowance for employees’ bonuses is provided at the estimated
amount of bonuses to be paid to the employees in the following
year.

(n) Retirement benefits
The Company has a defined benefit pension plan known as a “cash
balance plan,” which allows pension benefits to fluctuate in accor-
dance with market interest rates, and also has a lump-sum pay-
ment plan and a defined contribution pension plan. Certain
domestic consolidated subsidiaries have lump-sum payment plans
and defined contribution pension plans. In addition, certain consoli-
dated subsidiaries have defined contribution pension plans.

Accrued retirement benefits are provided based on the amount
of the projected benefit obligation reduced by the pension plan
assets at fair value at the year-end.

Prior service cost is amortized by the straight-line method over a
period of 10 years, which is within the estimated average remain-
ing years of service of the eligible employees.
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Actuarial gain or loss is amortized each year following the year in
which the gain or loss is recognized, principally by the straight-line
method over a period of 10 years, which falls within the estimated
average remaining years of service of the eligible employees.

In addition, directors and corporate auditors of the Company
who held their positions as of June 29, 2004 are customarily enti-
tled to lump-sum payments under an unfunded retirement benefit
plan, because the retirement benefits system for directors and cor-
porate auditors was abolished in June 2004. The provision for
retirement allowances for these officers has been made at estimat-
ed amounts based on the Company’s internal rules and no addi-
tional provision has been made for the year ended March 31,
2009.

(o) Hedge accounting

Gain or loss on derivatives positions designated as hedges is
deferred until the loss or gain on the respective underlying hedged
items is recognized. Interest-rate swaps which meet certain condi-
tions are accounted for as if the interest rates applied to the swaps
had originally applied to the underlying debt.

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

(p) Distribution of retained earnings

Under the Corporation Law of Japan, the distribution of retained
earnings with respect to a given financial period is made by resolu-
tion of the shareholders at a general meeting held subsequent to
the close of the financial period. The accounts for that period do
not, therefore, reflect such distributions (see Note 25 (1)).

3. U.S. Dollar Amounts

The translation of yen amounts into U.S. dollar amounts is included
solely for convenience, as a matter of arithmetic computation only,
at ¥98.23 = U.S.$1.00, the approximate rate of exchange in effect
on March 31, 2009. This translation should not be construed as a
representation that yen have been, could have been, or could in
the future be, converted into U.S. dollars at the above or any other
rate.

4. Change in Accounting Policy

Effective the year ended March 31, 2009, the Company and its
consolidated subsidiaries applied “Practical Solution on Unification
of Accounting Policies Applied to Foreign Subsidiaries for the
Consolidated Financial Statements” (ASBJ Practical Issues Task Force
(PITF) No. 18, May 17, 2006) and made necessary adjustments in
the consolidation process. The effect of this change was to decrease
operating income and income before income taxes by ¥906 million
(39,223 thousand) for the year ended March 31, 2009 from the
corresponding amounts which would have been recorded under
the previous method.

5. Short-Term Investments and Investments in Securities
(1) Marketable securities classified as held-to-maturity debt securi-
ties at March 31, 2009 and 2008 were as follows:

Millions of yen

2009
Gross Gross
unrealized unrealized Estimated
Book value gain loss fair value
Government bonds,
municipal bonds, etc. ...... ¥20 ¥— ¥0 ¥20
Millions of yen
2008
Gross Gross
unrealized unrealized Estimated
Book value gain loss fair value
Government bonds,
municipal bonds, etc. ...... ¥40,093 ¥1,174 ¥0 ¥41,267
Thousands of U.S. dollars
2009
Gross Gross
unrealized unrealized Estimated
Book value gain loss fair value
Government bonds,
municipal bonds, etc. ...... $204 $— $0 $204

(2) Marketable securities classified as other securities at March 31,
2009 and 2008 were as follows:

Millions of yen

2009
Gross Gross Book value
unrealized unrealized (estimated
Cost gain loss fair value)
Equity securities ................ ¥21,003 ¥13,870 ¥(761) ¥34,112
Government bonds,
municipal bonds, etc. ...... 19,856 784 (8) 20,632
Other securities................. 10,022 — (74) 9,948
¥50,881 ¥14,654 ¥(843) ¥64,692
Millions of yen
2008
Gross Gross Book value
unrealized unrealized (estimated
Cost gain loss fair value)
Equity securities ............... ¥20,928 ¥36,819 ¥(118) ¥57,629
Government bonds,
municipal bonds, etc. ...... 1,291 540 — 1,831
Other securities............... 5,000 — (89) 4,911
¥27,219 ¥37,359 ¥(207) ¥64,371
Thousands of U.S. dollars
2009
Gross Gross Book value
unrealized unrealized (estimated
Cost gain loss fair value)
Equity securities ............... $213,815 $141,199 $(7,747) $347,267
Government bonds,
municipal bonds, etc. ..... 202,138 7,981 81) 210,038
Other securities................. 102,025 — (753) 101,272
$517,978 $149,180 $(8,581) $658,577




(3) Proceeds from sales of, and gross realized gain and loss on,
held-to-maturity debt securities for the years ended March 31,
2009 and 2008 are summarized as follows:

(7) The redemption schedule of debt securities classified as other
securities with maturities at March 31, 2009 is summarized as
follows:

Thousands of

Millions of yen U.S. dollars

2009 2008 2009
Proceeds from sales..........ccccceeveviennn. ¥18,197 ¥— $185,249
Gross realized gain ........c.cccoevveeiiiiien 213 — 2,168
Gross realized 10SS .......c..coovveveiiiciiie (25) — (255)

(4) Proceeds from sales of, and gross realized gain and loss on,
other securities for the years ended March 31, 2009 and 2008
are summarized as follows:

Thousands of

Millions of yen U.S. dollars

2009 2008 2009
Proceeds from sales...........ccoeevvciiiiniin ¥ 2 ¥288 $20
Gross realized gain ........coooveviviiiiie 1 276 10

Gross realized 0SS .........cccooveiieiieiiiiie — 0 —

(5) The carrying value of investments in non-marketable securities
at March 31, 2009 and 2008 is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009
Other securities:
Unlisted equity securities ..............cc........ ¥2,592  ¥2,118 $26,387

(6) Change in holding purpose of securities

During the year ended March 31, 2009, the Company sold a cer-
tain portion of its held-to-maturity debt securities prior to maturity.
Under “Practical Guideline of Accounting Standards for Financial
Instruments,” the Company was required to transfer the remaining
held-to-maturity debt securities to other securities. As a result, all
remaining held-to-maturity debt securities totaling ¥20,144 million
($205,070 thousand) were transferred to other securities due to a
change in the holding purpose of securities. The effect of this trans-
fer is to increase short-term investments by ¥19 million ($193 thou-
sand), investments in securities by ¥219 million ($2,229 thousand)
and net unrealized holding gain on securities by ¥141 million
($1,435 thousand) as of March 31, 2009 as compared to the corre-
sponding amounts which would have been recorded under the
previous categorization.

Thousands of

Millions of yen U.S. dollars
2009 2009
Government Government
bonds, bonds,
municipal municipal
bonds, etc. Other bonds, etc. Other
Due within one year......... ¥ 5,132 ¥30,300 $ 52,245 $308,460
Due after one year
through five years .......... 12,180 — 123,995 —
Due after five years
through ten years........... 2,058 — 20,951 —
Due after ten years........... 1,282 — 13,051 —

6. Inventories
Inventories at March 31, 2009 and 2008 were as follows:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009

Merchandise .......ccoooveeieeeeeeeeeeeeee ¥ 3,239 ¥ 3,467 $ 32,973

Finished goods ..o, 12,770 9,374 130,001
Semi-finished goods

and work in process ..........c..ccocceeeene.n. 17,180 15,344 174,896

Raw materials
and SUPPHES ..o 9,839 5,896 100,163
¥43,028 ¥34,081 $438,033

7. Short-Term Bank Loans and Long-Term Debt
The annual average interest rate applicable to short-term bank
loans at March 31, 2009 was 1.1%.

Long-term debt at March 31, 2009 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2009 2009
Loans from banks and financial
institutions with an average interest
rate of 1.3%:
UNSECUIed ... ¥105,000 $1,068,920
105,000 1,068,920
Less current POrtion..........ccoeceeeiiiiiicieee (14,000) (142,523)
¥ 91,000 $ 926,397

The aggregate annual maturities of long-term debt subsequent
to March 31, 2009 are summarized as follows:

Thousands of
U.S. dollars

Year ending March 31,

Millions of yen

2070 e ¥ 14,000 $ 142,523
14,000 142,523

14,000 142,523

14,000 142,523

2014 o 39,000 397,027
2015 and thereafter..........cc.coooveiiieiiei 10,000 101,801
¥105,000 $1,068,920
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8. Installment Accounts Payable

The current portion of installment accounts payable was included
in “Other current liabilities” at March 31, 2009 and 2008. The cur-
rent and long-term portions of installment accounts payable at
March 31, 2009 and 2008 were as follows:

Thousands of

Millions of yen U.S. dollars

2009 2008 2009
Current POrtion ........c.occveveeeeeeeeenn ¥ 748 ¥ 745 $ 7,615
Long-term portion..........cccccvevviviiiiiinens 573 1,321 5,833
¥1,321  ¥2,066 $13,448

The annual maturities of installment accounts payable subse-
quent to March 31, 2009 are summarized as follows:

Thousands of

Year ending March 31, Millions of yen U.S. dollars
2070 it ¥ 748 $ 7,615
573 5,833

¥1,321 $13,448

9. Pledged Assets
Assets pledged as collateral at March 31, 2009 were as follows:

Thousands of

Millions of yen U.S. dollars

Cash and cash equivalents...............cocooeiee ¥7 $71

The corresponding liabilities secured by such collateral at March 31,
2009 were as follows:

Thousands of

Millions of yen U.S. dollars

Deposits received from employees
(included in “other current liabilities”) ........... ¥7 $71

10. Contingent Liabilities

The Company was contingently liable for the guarantee of employ-
ees’ housing loans of ¥35 million ($356 thousand) at March 31,
2009.

11. Shareholders’ Equity

The Corporation Law of Japan (the “Law"”) provides that an
amount equal to 10% of the amount to be disbursed as distribu-
tions of capital surplus (other than the capital reserve) and retained
earnings (other than the legal reserve) be transferred to the capital
reserve and the legal reserve, respectively, until the sum of the capi-
tal reserve and the legal reserve equals 25% of the capital stock
account. Such distributions can be made at any time by resolution
of the shareholders, or by the Board of Directors if certain condi-
tions are met.

The Company’s legal reserve included in retained earnings at
March 31, 2009 and 2008 amounted to ¥5,388 million ($54,851
thousand).

Under the Law, upon the issuance and sale of new shares of
common stock, the entire amount of the proceeds is required to be
accounted for as common stock, although a company may, by reso-
lution of the Board of Directors, account for an amount not
exceeding one-half of the proceeds of the sale of new shares as
additional paid-in capital included in capital surplus.

The Board of Directors of the Company at a meeting held on
September 18, 2007 approved a resolution to acquire up to a maxi-
mum of 5,500,000 of its own shares of common stock. Under this
acquisition plan, the Company has acquired 5,232,000 of its own
shares of common stock for a total amount of ¥9,998 million
($101,782 thousand) as of March 31, 2009. The Company has also
purchased 176,697 shares and 97,369 shares of common stock
from shareholders who had fractional shares of less than one unit
for the years ended March 31, 2009 and 2008, respectively.

Movements in issued shares of common stock and treasury stock
during the years ended March 31, 2009 and 2008 are summarized
as follows:

Number of shares

2009
March 31, 2008 Increase Decrease March 31, 2009
Issued shares of
common stock.... 351,136,165 — — 351,136,165
Treasury stock ....... 16,013,128 176,697 — 16,189,825

Number of shares

2008
March 31, 2007 Increase Decrease March 31, 2008
Issued shares of
common stock .... 351,136,165 — — 351,136,165
Treasury stock ....... 10,683,759 5,329,369 — 16,013,128




12. Income Taxes
Income taxes applicable to the Company and its domestic consoli-
dated subsidiaries comprise corporation tax, inhabitants’ taxes and
enterprise taxes which, in the aggregate, resulted in a statutory tax
rate of approximately 40.6% for the years ended March 31, 2009
and 2008.

The overseas subsidiaries are subject to the income taxes of the
respective countries in which they operate.

The effective tax rates for the years ended March 31, 2009 and
2008 differ from the above statutory tax rate for the following rea-
sons:

2009 2008

Statutory tax rate ... 40.6% 40.6%
Expenses not deductible for income tax purposes ........... 4.0 3.1
Dividends not taxable for income tax purposes............... (0.8) (0.6)
Amortization of goodwill...........ccooiiiiii 1.0 —
Inhabitants’ per capita taXes .........cccoevvveiiviiiieiieee 04 0.3
TaX CreditS ..ooeiieiee e (8.6) (4.4)
Difference in statutory tax rates of

0Verseas SUDSIAIAMES. ......ccoouie et 1.1 (0.2)
IN-process R&D COSTS ......oiviiuiiiiiiiiiieciccc e 11.1 —
Revaluation of investment in an affiliate . — 1.1)
OtNer e 0.2 (0.5)
Effective taX rates........ccoovviiiiiii 49.0% 37.2%

The tax effects of temporary differences at March 31, 2009 and
2008 which gave rise to significant deferred tax assets and liabilities
are presented below:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009
Deferred tax assets:
Allowance for employees’ bonuses ... ¥ 2,107 ¥ 2,726 $ 21,450
Retirement benefits .......................... 63 68 641
Accrued enterprise taxes................... 796 688 8,103
Research and development costs....... 2,541 1,964 25,868
Reserve for sales rebates................. 347 342 3,533
Loss on revaluation of investments
IN SECUNtIeS....cvvieeiiieeiieeiieee 440 437 4,479
Tax loss carryforwards of
a consolidated subsidiary ................ 362 353 3,685
Other ..o 5,749 2,110 58,526
Valuation allowance........................ (754) (742) (7,676)
Total deferred tax assets....................... 11,651 7,946 118,609
Deferred tax liabilities:
Unrealized gain on other securities.... (5,610) (15,083) (57,111)
Sales rights (4,628) — (47,114)
Specially recognized depreciation
reserve fund ... (189) (315) (1,924)
Prepaid pension costs ............c.ccc.... (7,087) (5,956) (72,147)
Other ....ooooviiiiiieeece (2,850) (685) (29,013)
) (207,309)
) $ (88,700)

13. Leases
The Company and its consolidated subsidiaries lease certain machin-
ery, equipment and vehicles and have entered into a number of
finance lease contracts that do not transfer the ownership of the
leased property to the Company and its consolidated subsidiaries.
The following pro forma amounts represent the acquisition costs,
accumulated depreciation and net book value of the property
leased to the Company and its consolidated subsidiaries at March
31, 2009 and 2008, for lease contracts entered into before March
31, 2008, that would have been reflected in the accompanying
consolidated balance sheets if the finance leases that do not trans-
fer the ownership of the leased property to the Company and its
consolidated subsidiaries (which were accounted for as operating
leases) had been capitalized:

Millions of yen
2009

Accumulated
depreciation

Acquisition costs Net book value

Machinery, equipment

and vehicles ..................... ¥ 800 ¥ 674 ¥126
1,397 1,004 393
¥2,197 ¥1,678 ¥519

Millions of yen
2008

Accumulated
depreciation

Acquisition costs Net book value

Machinery, equipment

and vehicles ..................... ¥ 741 ¥ 554 ¥187
1,325 659 666
¥2,066 ¥1,213 ¥853

Thousands of U.S. dollars

2009
Accumulated
Acquisition costs depreciation Net book value
Machinery, equipment
and vehicles .................... $ 8,144 $ 6,861 $1,283
Other....ccccooiiiiiiiiiie 14,222 10,221 4,001
$22,366 $17,082 $5,284

Depreciation of the leased assets, which is computed by the
straight-line method over the respective lease terms assuming a nil
residual value, amounted to ¥501 million ($5,100 thousand) and
¥479 million for the years ended March 31, 2009 and 2008,
respectively.

Finance lease payments of the Company and its consolidated
subsidiaries for the years ended March 31, 2009 and 2008 were as
follows:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009
Lease Payments........cocveviriiiiiiiiiieeeee ¥501  ¥479 $5,100
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Future minimum lease payments (including the interest portion
thereon) subsequent to March 31, 2009 under finance lease trans-
actions that do not transfer the ownership of the leased property
to the Company and its consolidated subsidiaries are summarized
as follows:

Thousands of

Millions of yen U.S. dollars
Due Within One year............ccccveveeeeeeeeeeenn. ¥472 $4,805
Due after one year ........ccoceoviiiiiiiiiice 47 479
TOtAl e ¥519 $5,284

The acquisition costs and future minimum lease payments under
finance leases presented in the above tables include the imputed
interest expense.

There are no loss on impairment of leased assets for the years
ended March 31, 2009 and 2008.

14. Retirement Benefits

The following table sets forth the retirement benefit obligation,
plan assets and the funded status of the Company’s and its consoli-
dated subsidiaries’ defined benefit pension plans at March 31,
2009 and 2008:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009

Retirement benefit obligation

atend of year........ccococooiii ¥(88,167) ¥(89,438) $(897,556)
Fair value of plan assets

atend of year.........ccocoviiiiiiii 80,639 108,811 820,920
Unfunded status .........cc.oooveeevieeii, (7,528) — (76,636)
Plan assets in excess of retirement

benefit obligation ... — 19,373 —
Unrecognized prior service cost ........... (10,956) (13,630) (111,534)
Unrecognized actuarial gain ................ 36,663 9,646 373,236
Net retirement benefit obligation......... 18,179 15,389 185,066
Prepaid pension costs..........ccccceeeneae. 25,972 23,338 264,400
Accrued retirement benefits

for employees .........ccoceoveiiiiiiiiii. ¥ (7,793) ¥ (7,949) $ (79,334)

The components of retirement benefit expenses for the years
ended March 31, 2009 and 2008 are outlined as follows:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009

Service cost... ... ¥1,828 ¥1,851 $18,609

Interest oSt .....oooiviiiiiiee e 1,788 1,836 18,202

Expected return on plan assets ................. (3,891) (2,786) (39,611)

Amortization of actuarial loss ................... 2,869 1,135 29,207

Amortization of prior service cost ............. (2,674) (2,674) (27,222)
Contributions to the defined

contribution pension plan....................... 825 813 8,399

Retirement benefit expenses..................... ¥ 745 ¥ 175 $ 7,584

The assumptions used in accounting for the defined benefit pen-
sion plans for the years ended March 31, 2009 and 2008 were as
follows:

2009 2008
DISCOUNT 1AL .. 2.0% 2.0%
Expected rates of return on plan assets..............c.ccccccoveve. 3.6% 2.2%

15. Research and Development Expenses

Research and development expenses included in selling, general
and administrative expenses for the years ended March 31, 2009
and 2008 amounted to ¥52,822 million ($537,738 thousand) and
¥40,290 million, respectively.

16. Special Contract Expenses

Special contract expenses represent payment for the extension of a
sales license contract that stipulates the release of the obligation to
dispose the licensed products.

17. Casualty Losses
Casualty losses included construction costs for recovery and loss on
disposal of inventories and fixed assets damaged by earthquakes.

18. Related Party Transactions

Principal transactions between a consolidated subsidiary and relat-
ed parties for the year ended March 31, 2009 are summarized as
follows:

Thousands of

Millions of yen U.S. dollars
2009 2009
Shunjusha Co., Ltd.:
Rent received—Iand and office building ... ¥ 45 $ 458
Rent expense—building ..........cccccooiiiiiiiins 143 1,456
Management fee for leased property ............. 4 a1

Shunjusha Co., Ltd. is 99.9% directly owned by a relative of a
director of the Company and has been engaged in the real estate
leasing business. Shunjusha Co., Ltd. is located in Chuo-ku, Osaka
with a capital amount of ¥701 million ($7,136 thousand) as of
March 31, 20009.

The prices for the above related party transactions were deter-
mined with reference to market value, transactions made in the
same area and so on.

There were no outstanding balances in connection with related
party transactions above as of March 31, 2009.

Effective the year ended March 31, 2009, the Company has
adopted “Accounting Standard for Related Party Disclosures” (ASBJ
Statement No. 11 issued on October 17, 2006) and “Guidance on
Accounting Standard for Related Party Disclosures” (ASBJ Guidance
No. 13 issued on October 17, 2006). As a result of the adoption of
this accounting standard, transactions involving the Company, its
subsidiaries or affiliates and any related parties were newly dis-
closed for the year ended March 31, 2009.



19. Supplementary Cash Flow Information

On October 9, 2008, the Company purchased shares of Sciele
Pharma, Inc. (“Sciele”) and initially consolidated the accounts of
Sciele as of and for the year ended March 31, 2009. The assets and
liabilities included in consolidation are summarized as follows:

Thousands of

Millions of yen U.S. dollars
2009 2009
CUIMeNT @SSETS ... ¥ 27,051 $ 275,384
Intangible assets . 44,525 453,273
In-process research and development costs..... 9,669 98,432
GOOAWIll .. 79,664 810,995
Other non-current assets............ccccoceeveenene. 2,228 22,681
Current liabilities .............cccccooviiiiiiiii (13,446) (136,883)
Non-current liabilities ..................ccooeeei (5,076) (51,674)
Foreign currency translation adjustment.......... 11,998 122,142
ACQUISITION COSt....viiiiiiiii i ¥156,613 $1,594,350
Cash and cash equivalents of Sciele.................. (9,846) (100,234)
Cash disbursement .........c.cccoooiiiiiis ¥146,767 $1,494,116

20. Amounts per Share
Amounts per share as of and for the years ended March 31, 2009
and 2008 were as follows:

Yen U.S. dollars
2009 2008 2009
Net income ..o ¥ 46.75 ¥ 7421 $0.48
Net assets .......ooooveiiiiiiiiiiiieeel 924.43 1,020.31 9.41
Cash dividends applicable
totheyear ..., 28.00 22.00 0.29

Diluted net income per share has not been presented since no
potentially dilutive securities have been issued.

Net income per share has been computed based on the net
income available for distribution to shareholders of common stock
and the weighted-average number of shares of common stock out-
standing during the year. The amounts per share of net assets have
been computed based on the number of shares of common stock
outstanding at the year-end.

Cash dividends per share represent the cash dividends proposed
by the Board of Directors as applicable to the respective years
together with the interim cash dividends paid.

The financial data used in the computation of basic net income
per share for the years ended March 31, 2009 and 2008 in the
table above is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009
Information used in computation of
basic net income per share:
Net income ..o ¥15,661 ¥25,064 $159,432

Thousands of shares
2009 2008
Weighted-average number of shares

of common stock outstanding ...........ccccccoeeieiiienn. 335,022 337,744

The financial data used in the computation of net assets per

share at March 31, 2009 and 2008 in the above table is summa-
rized as follows:

Thousands of

Millions of yen U.S. dollars
2009 2008 2009
Total net assets........ccovevvveveeeeeenn. ¥310,094 ¥342,236 $3,156,816
Amounts deducted from
total net assets: ..........c..ccoeerennn. 459 308 4,673
(Amounts attributed to minority
interests in total net assets)......... (459) (308) (4,673)
Net assets used in the calculation
of net assets pershare................ ¥309,635 ¥341,928 $3,152,143

Thousands of shares
2009 2008

Number of shares used in the calculation
of net assets pershare..........c.ccocoeveiiiiciceceeen 334,946

335,123

21. Derivatives

Derivative financial instruments are utilized by the Company princi-
pally to reduce the risk arising from fluctuation in foreign exchange
rates in relation to assets and liabilities denominated in foreign cur-
rency and in interest rates of bank loans.

The Company has established a control environment which

includes policies and procedures for risk assessment and for the
approval, reporting and monitoring of derivatives transactions. The
Company does not hold or issue derivative financial instruments for
speculative trading purposes.

The Company is exposed to certain market risk arising from its

forward foreign exchange contracts and interest-rate swaps. The
Company is also exposed to the risk of credit loss in the event of
nonperformance by the counterparties to the currency contracts
and interest-rate swaps; however, the Company does not anticipate
nonperformance by any of these counterparties, all of whom are
financial institutions with high credit ratings.

Disclosure of fair value information on derivatives has been omit-

ted because all open derivatives positions qualified for hedge
accounting.

22. Segment Information

The Company and its consolidated subsidiaries are engaged primar-
ily in the manufacture and sale of pharmaceutical products and in
related marketing activities in Japan and overseas, principally in
North America and Europe, in two major segments.

The segment pharmaceuticals and related businesses includes

more than 90% of the total sales, operating income and total
assets of all business segments. Therefore, the disclosure of busi-
ness segment information has been omitted for the year ended
March 31, 2009.
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The business segment information of the Company and its consolidated subsidiaries for the year ended March 31, 2008 is outlined as fol-

lows:

Millions of yen

Year ended March 31, 2008

Pharma- Eliminations and
ceuticals Other Total general corporate assets Consolidated
I. Sales and operating income
Sales 10 third PATIES ......o.viiiiii e ¥208,431 ¥ 5,837 ¥214,268 ¥ — ¥214,268
Intragroup sales and transfers ...........ccoocooiiiiiiie e — 3,730 3,730 (3,730) —
NET SAIBS ... 208,431 9,567 217,998 (3,730) 214,268
OPErating EXPENSES ......cveiiiieiee ittt 169,612 7,987 177,599 (3,730) 173,869
OPErating INCOME ...ttt ¥ 38,819 ¥ 1,580 ¥ 40,399 ¥ 0 ¥ 40,399
II. Total assets, depreciation and capital expenditures
TOLAI @SSELS ..t ¥270,751 ¥11,092 ¥281,843 ¥131,861 ¥413,704
DEPIECIATION .. 11,844 9 11,853 — 11,853
Capital @XPENAITUIES ... iiii i 25,586 9 25,595 — 25,595

As described in Note 2 (f), effective the year ended March 31,
2008, the Company and its domestic consolidated subsidiaries have
changed their method of accounting for depreciation of property,
plant and equipment acquired on or after April 1, 2007 based on
an amendment to the Corporation Tax Law. The effect of this
change was to increase operating expenses by ¥498 million in the
“Pharmaceuticals” segment and by ¥0 million in the “Other” seg-
ment, and to decrease operating income in both segments by the
same amounts for the year ended March 31, 2008 as compared to
the corresponding amounts which would have been recorded
under the previous method.

As described in Note 2 (f), effective the year ended March 31,
2008, the salvage value of property, plant and equipment acquired
before April 1, 2007 which have been fully depreciated to their
respective depreciable limits under the Corporation Tax Law is to be
depreciated to nil over a period of five years. The effect of this
change was to increase operating expenses by ¥850 million in the
“Pharmaceuticals” segment and by ¥0 million in the “Other” seg-
ment, and to decrease operating income in both segments by the
same amounts for the year ended March 31, 2008 as compared to
the corresponding amounts which would have been recorded
under the previous method.

The geographical segment information of the Company and its consolidated subsidiaries for the years ended March 31, 2009 is outlined

as follows:

Millions of yen

Year ended March 31, 2009

Eliminations and

Japan North America Other Total general corporate assets Consolidated

I. Sales and operating income
Sales to third Parties..........ccoevveeiiiiieoieieeeeeeeeeeee ¥215,875 ¥ 9,885 ¥1,752 ¥227,512 ¥ — ¥227,512
Intragroup sales and transfers ............cccoccoocveiiiiiiiennn 436 3,253 56 3,745 (3,745) —
NEt SAIES ..o 216,311 13,138 1,808 231,257 (3,745) 227,512
Operating eXPeNSES ........c.ocuiiiiiiiiiieieeeee e 175,916 21,072 1,348 198,336 (2,839) 195,497
Operating income (I0SS) ........covovviiiiiiiiiiieecc ¥ 40,395 ¥(7,934) ¥ 460 ¥ 32,921 ¥  (906) ¥ 32,015
11, TOtal @SSETS ... ¥276,221 ¥67,846 ¥3,741 ¥347,808 ¥154,045 ¥501,853

Thousands of U.S. dollars
Year ended March 31, 2009
Eliminations and

Japan North America Other Total general corporate assets Consolidated

I. Sales and operating income
Sales to third parties ..............cccocoeveveeeieeeeen, $2,197,648 $100,631 $17,836 $2,316,115 $ — $2,316,115
Intragroup sales and transfers ................c.cccooo.. 4,439 33,116 570 38,125 (38,125) —
NEt SAIES ..o 2,202,087 133,747 18,406 2,354,240 (38,125) 2,316,115
Operating eXPENSES .......cuveiieiiiiiiieie e 1,790,858 214,517 13,723 2,019,098 (28,901) 1,990,197
Operating income (I0SS) .........cooooiiiiiiiic $ 411,229 $ (80,770) $ 4,683 $ 335,142 $  (9,2249) $ 325,918
II. Total @SSetS......ocvvviiciiieeeee e $2,811,982 $690,685 $38,084 $3,540,751 $1,568,208 $5,108,959

The above categories are based on geographic proximity. “North America” mainly represents the United States of America, and “Other”

mainly represents Asian countries.



As described in Note 2 (e), effective the year ended March 31,
2009, the Company has applied “Accounting Standard for
Measurement of Inventories” (Accounting Standards Board of
Japan Statement No. 9 issued on July 5, 2006). The effect of this
change was to increase operating expenses in the “Japan” seg-
ment by ¥316 million ($3,217 thousand) and decrease operating
income by the same amount for the year ended March 31, 2009
from the corresponding amounts which would have been recorded
under the previous method.

As described in Note 2 (h), effective the year ended March 31,
2009, the Company has applied “Accounting Standard for Lease
Transactions” (ASBJ Statement No. 13; Business Accounting Council
Committee No. 1 issued on June 17, 1993 revised on March 30,
2007) and “Guidance on Accounting Standard for Lease
Transactions” (ASBJ Guidance No. 16; the Japanese Institute of
Certified Public Accountants, Accounting Committee issued on
January 18, 1994 revised on March 30, 2007). The effect of this
change is to increase assets in the “Japan” segment by ¥3 million
($31 thousand) as at March 31, 2009 from the corresponding
amount which would have been recorded under the previous
method. There was no effect on operating expenses and income.

As described in Note 4, effective the year ended March 31, 2009,
the Company has applied “Practical Solution on Unification of
Accounting Policies Applied to Foreign Subsidiaries for the
Consolidated Financial Statements” (ASBJ Practical Issues Task Force
No. 18 issued on May 17, 2006). The effect of this change was to
increase operating expenses included in the “Eliminations and gen-
eral corporate assets” segment by ¥906 million ($9,223 thousand)
and decrease operating income by the same amount for the year
ended March 31, 2009 from the corresponding amounts which
would have been recorded under the previous method.

As described in Note 2 (f), effective the year ended March 31,
2009, the Company and its consolidated subsidiaries have changed
the useful lives of machinery and equipment. The effect of this
change was to decrease operating expenses in the “Japan” seg-
ment by ¥423 million ($4,306 thousand) and increase operating
income by the same amount for the year ended March 31, 2009
from the corresponding amounts which would have been recorded
under the previous method.

As more than 90% of consolidated net sales for the year ended
March 31, 2008 were made in Japan, the disclosure of geographi-
cal segment information has been omitted.

Overseas sales for the years ended March 31, 2009 and 2008 are
outlined as follows:

Millions of yen
Year ended March 31, 2009

Europe Other Total
|. Overseas sales ..............cccoon.. ¥36,180 ¥18,306 ¥ 54,486
|. Consolidated net sales.............. — — 227,512
Ill. Overseas sales as a percentage
of consolidated net sales ............ 15.9% 8.0% 23.9%

Millions of yen
Year ended March 31, 2008

Europe Other Total
|. Overseas sales ........ccc..ccceeeni.. ¥32,336 ¥5,322 ¥ 37,658
IIl. Consolidated net sales............... — — 214,268
lll. Overseas sales as a percentage
of consolidated net sales ............ 15.1% 2.5% 17.6%

Thousands of U.S. dollars
Year ended March 31, 2009

Europe Other Total
|. Overseas sales ............c...c....... $368,319  $186,359 $ 554,678
II. Consolidated net sales............. — — 2,316,115

Overseas sales represent those of the Company and consolidated
subsidiaries outside Japan and include royalty revenue. The above
categories are based on geographic proximity. The main countries
and regions included in each category were as follows:

(1) Europe: United Kingdom, Switzerland, Germany and other
(2) Other: North America, Asia and other

23. Business Combinations

On October 9, 2008, the Company acquired all the outstanding
shares of Sciele for $1,446 million in cash. Sciele is engaged in
research, development and sales of pharmaceuticals. The Company
determined that the acquisition would enable it to enhance the
market presence as well as sales structure in the United States of
America, which will contribute to realizing the value of the
Company’s original products and ensure long-term growth in the
future.

The acquisition was accounted for using the purchase method of
accounting. Goodwill of $718 million was recognized and to be
amortized during the period of 20 years.

The assets acquired and liabilities assumed are as follows:

Thousands of

Millions of yen U.S. dollars
CUIMENT @SSETS ....vviiiieeiiieeeeee e ¥ 27,051 $ 270,553
Non-current assets .......cccoeevviieiiiiiieeeen 126,418 1,264,309
Total @sSets........oooioviiiiiee e ¥153,469 $1,534,842
Current liabilities ...........ccooveveiiiiiiieee 13,446 134,478
Non-current liabilities ...............cccoooviiiii 5,076 50,765
Total liabilities ...........ccoovveieieiieiee ¥ 18,522 $ 185,243

The transaction was made in U.S. dollars and the amounts in yen
in the above table represent amounts booked in the consolidated
financial statements.

In connection with this acquisition, the Company allocated $96
million and $445 million from acquisition cost (see Note 19) to
research and development cost and marketing rights, respectively.
Marketing rights are amortized over a period of 3 to 12 years.
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The effect on the consolidated statement of income for the year
ended March 31, 2009, assuming that this acquisition had been
completed at April 1, 2008, is as follows:

Thousands of

Millions of yen  U.S. dollars
(Unaudited)
NET SAIES ..o ¥36,780 $404
Operating iNCOME .........cocoiiiiiiiiii e 7,283 80
Income before income taxes and minority interests... 3,915 73

These amounts represent the consolidated statement of income
for the year ended December 31, 2008 of Sciele and its consolidat-
ed subsidiaries. The exchange rate to Japanese yen amounts was
¥91.04 = U.S.$1.00, the approximate rate of exchange in effect on
December 31, 2008.

24, Litigation

In March 2007, a suit was brought against the Company in Osaka
District Court by a former employee who is one of the inventors of
the basic patent for Crestor®, claiming that the Company should
pay the amount of about ¥870 million ($8,857 thousand) as rea-
sonable compensation under Article 35 of the Patent Act with
respect to the amount of about ¥20,300 million ($206,658 thou-
sand) which the Company received from AstraZeneca during the
period ended on September 30, 2006. The suit ended in November
2008 with a mutually agreed settlement through sufficient claims
and demonstrations by both parties.

In December 2007, the Company brought a patent infringement
action jointly with AstraZeneca against seven (7) generic drug com-
panies (another company was added later), which filed New Drug
Applications for generic drugs of Crestor®, such as Cobalt
Pharmaceuticals, Inc., Apotex, Inc. and others to prevent such
generic drug companies from selling any generic drugs under the
patent owned by the Company in the U.S.A. In this action, the
procedure of discovery was initiated, and the Company expects
that it will take considerable time before the procedure of trials is
initiated and the judgment for such action is obtained.

In May 2008, a suit was brought against the Company in Osaka
District Court by Cellectis who is the exclusive licensee of a patent
owned by the Pasteur Institute claiming that our use of the tech-
nology relating to the genetically modified mice for research would
infringe on the patent and the Company should pay ¥970 million
(39,875 thousand). The suit is pending in court.

In February 2009, the Company brought a patent infringement
action against ITOCHU CHEMICAL FRONTIER Corporation, who is
the importer of bulk powder of Cefcapene Pivoxil Hydrochloride
Monohydrate, under the patent of the crystal for Cefcapene Pivoxil
Hydrochloride Monohydrate owned by the Company and simulta-
neously initiated the procedures to petition for a provisional deposi-
tion order thereunder. Both procedures are in initial stages of
deliberation.

25. Subsequent Events

(1) Dividend

The following distribution of retained earnings of the Company,
which has not been reflected in the accompanying consolidated
financial statements for the year ended March 31, 2009, was
approved at a shareholders’ meeting held on June 25, 2009:

Thousands of

Millions of yen U.S. dollars

Cash dividends

(¥14.00 = U.S.$0.14 pershare) ..........ccccoeve.. ¥4,689 $47,735

(2) Acquisition of Victory Pharma, Inc.

In May 2009, Sciele agreed to acquire all of the shares of Victory
Pharma, Inc., a privately held U.S. pharmaceutical company located
in San Diego, California, focused on the acquisition, development,
and marketing of products to treat pain and related conditions for
$150 million; however, in July 2009, they mutually agreed to termi-
nate their merger agreement due to the occurrence of an unfore-
seen development.

(3) Bond issuances

On June 11, 2009, the Company issued unsecured 0.769%
Japanese yen bonds of ¥10,000 million ($101,802 thousand). The
bonds are due June 11, 2012. The issue price of the bonds was
100% of the face value of the bonds.

On the same day, the Company also issued unsecured 1.123%
Japanese yen bonds of ¥20,000 million ($203,604 thousand). The
bonds are due June 11, 2014. The issue price of the bonds was
100% of the face value of the bonds.

Proceeds from the issuance of these bonds will be utilized for
repayment of loans and others.
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Report of Independent Auditors

The Board of Directors
Shionogi & Co., Ltd.

We have audited the accompanying consolidated balance sheets of Shionogi & Co., Ltd.
and consolidated subsidiaries as of March 31, 2009 and 2008, and the related consolidated
statements of income, changes in net assets, and cash flows for the years then ended, all
expressed in yen. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements
based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Shionogi & Co., Ltd. and consolidated
subsidiaries at March 31, 2009 and 2008, and the consolidated results of their operations
and their cash flows for the years then ended in conformity with accounting principles
generally accepted in Japan.

The U.S. dollar amounts in the accompanying consolidated financial statements with
respect to the year ended March 31, 2009 are presented solely for convenience. Our audit
also included the translation of yen amounts into U.S. dollar amounts and, in our opinion,
such translation has been made on the basis described in Note 3.

ErnsT % %wn? JhindNepm, LLC-

Osaka, Japan
June 25, 2009
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