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Business Report

Company’s Stock Acquisition Rights, etc.

(1) Stock Acquisition Rights Held by Corporate Officers (as of December 31, 2019)

a) Common Stock Option

In order to increase the Group’s corporate value by enhancing the Directors’ motivation and
morale leading to the growth of the business results of the Company, and by securing
superior human resources, the Company issues stock acquisition rights as common stock

options.
Stock acquisition rights held by
Type and Amount paygble . Corporate Officers
Name Number of upon exercise Period for -
. : number of . Audit &
(Issuance date) | rights issued h . d per stock exercise . :
shares Issue acquisition right Directors 5 Suge'\;lvmot:y
oard Members
fg \éin;tl(;i?:iﬁoonf 7,600 shares of From May 11, 63 units
rights 76 units the Company’s | JPY188,100 |2010 to April 23, (one person) —
(May 11, 2010) common stock 2020
Eighth issue of h f F 14
stock acquisition . 3,000 shares o rom June 14,
rights 30 units the Company’s| JPY139,700 |2011 to May 27, — —
(June 14, 2011) common stock 2021
Ninth issue of stock 77,8g?tﬁlgares From May 10, 403 units
acquisition rights 778 units Company's JPY152,800 |[2012 to April 24, t —
(May 10, 2012) pany 2022 (two persons)
common stock
Tenth issue of 76,400 shares From May 13
stock gch|SIt|on 764 units of the , JPY250,000 | 2013 to April 25, 201 units 1 unit
rights Company’s 2023 (two persons) | (one person)
(May 13, 2013) common stock
Eleventh issue of 106,500 shares From May 12
stock gcqwsmon 1,065 units of the , JPY267,400 | 2014 to April 24, 324 units 40 units
rights Company’s 2024 (two persons) | (one person)
(May 12, 2014) common stock
Twelfth issue of 132,400 shares Erom Mav 11
stock acquisition 1324 units of the JPY400.700 |20151t0 A yril 2‘2 330 units 50 units
rights ’ Company’s ’ 2025p ’| (three persons) | (two persons)
(May 11, 2015) common stock
Thirteenth issue of 134,900 shares From May 10
stock acquisition |4 34 5its of the JPY374,600 |2016 to April 22,| | 278 units 60 units
rights Company’s 2026 (two persons) | (two persons)

(May 10, 2016)

common stock

(Notes) 1. The number of shares per stock acquisition right shall be 100 shares.

2. Notwithstanding the aforementioned exercise periods, the Stock Acquisition Right Granting
Agreement concluded with each holder of stock acquisition rights offered as a common stock
option stipulates that the stock acquisition rights are not exercisable for approximately two
years from their respective issuance resolution dates.

3. These stock acquisition rights are not allotted to Non-Executive Directors and Audit &
Supervisory Board Members. “Stock acquisition rights held by Corporate Officers” indicated
above include stock acquisition rights allotted prior to their appointment as Director or Audit &
Supervisory Board Member.




b) Stock Option as Stock-Based Compensation
Stock acquisition rights are issued in the form of stock options as stock-based compensation
to the Company’s Directors for the purpose of further clarifying the link between the
compensation to the Company’s Directors and the Company’s business performance/value
of its shares, and making the Company’s Directors share not only the benefits of higher share
prices but also the risks of lower share prices with shareholders.

Amount Stock
Name Number of r;rlilr%?):rngf p:)(f,-z!zeupgrn Period for acquisition
(Issuance date) | rights issued ) P exercise rights held by
shares issued stock Directors
acquisition right
2009 issue of 51,900 shares From May 11
stock gcqmsnhon 519 units of the : JPY100 2009 to April 519 units
rights Company’s 24 2039 (two persons)
(May 11, 2009) common stock ’
2010 issue of 57,900 shares From May 11
stock gcqmsnhon 579 units of the ’ JPY100 2010 to April 579 units
rights Company’s 23 2040 (three persons)
(May 11, 2010) common stock ’
2011 issue of 67,200 shares From June 14
stock gcqmsmon 672 units of the ’ JPY100 2011 to May 672 units
rights Company’s 27 2041 (three persons)
(June 14, 2011) common stock ’
2012 issue of 65,900 shares From May 10
stock gcqmsnhon 659 units of the ’ JPY100 2012 to April 659 units
rights Company’s 24 2042 (three persons)
(May 10, 2012) common stock ’
2013 issue of 41,400 shares From May 13
stock gch|SIt|on 414 units of the , JPY100 2013 to April 414 units
rights Company’s 25 2043 (three persons)
(May 13, 2013) common stock ’
2014 issue of 38,300 shares From May 12
stock gch|SIt|on 383 units of the , JPY100 2014 to April 383 units
rights Company’s 24 2044 (three persons)
(May 12, 2014) common stock ’
2015 issue of 26,100 shares From May 11
stock gcqwsmon 261 units of the ’ JPY100 2015 to 261 units
rights Company’s April 22, 2045 (three persons)
(May 11, 2015) common stock ’
2016 issue of 29,600 shares From May 10
stock acquisition . of the y s 296 units
rights 296 units Company’s JPY100 2016 to (three persons)
9 pany April 22, 2046 P

(May 10, 2016)

common stock

(Notes) 1. The number of shares per stock acquisition right shall be 100 shares.
2. The Stock Acquisition Right Granting Agreement concluded with each holder of stock
acquisition rights offered as a stock option as stock-based compensation stipulates that the

stock acquisition rights are exercisable only within ten days counting from the day immediately

following the day he/she loses the position of Director in the Company.

3. These stock acquisition rights are not allotted to Non-Executive Directors and Audit &
Supervisory Board Members.

(2) Overview of Stock Acquisition Rights Issued to Company’s Employees and Others
during the Fiscal Year under Review, etc.

There is no applicable information.

(3) Other Important Matters on Stock Acquisition Rights, etc.

There is no applicable information.




Accounting Auditor

(1) Name of Accounting Auditor

KPMG AZSA LLC
(2) Amount of Fees, etc. Paid to Accounting Auditor
Previous fiscal year Fiscal year under review
Cat Amount of fees paid | Amount of fees paid | Amount of fees paid | Amount of fees paid
ategory for audit and for non-audit for audit and for non-audit
attestation services services attestation services services
(JPY millions) (JPY millions) (JPY millions) (JPY millions)
The Company 122 — 123 —
Consolidated
Subsidiaries 15 B 15 B
Total 137 — 138 —

(Notes) 1. Based on the “Operational Guideline for Company Auditors Concerning the Assessment

and Election Standard Formulation of Accounting Auditors” released by the Japan Audit
& Supervisory Board Members Association, the Audit & Supervisory Board has verified
and examined the contents of audit plans created by the Accounting Auditor, execution
of duties of accounting audit, and calculation basis for fee estimates. As a result, the Audit
& Supervisory Board agreed to the fees, etc. paid to the Accounting Auditor based on
Article 399, Paragraph 1 of the Companies Act.

. The amount of auditing fees is neither distinguished nor effectively distinguishable under

the auditing agreement concluded between the Company and the Accounting Auditor
with respect to audits under the Companies Act, audits under the Financial Instruments
and Exchange Act and audits of financial statements reported by the Company as a
consolidated subsidiary to the parent company. Therefore, the amount in “Amount of fees
paid for audit and attestation services” above represents the sum of the fees for such
audits.

. Among the Company’s principal subsidiaries, Chugai Pharma Europe Ltd. is subject to

audits by an accounting corporation of the KPMG network, to which the Company’s
Accounting Auditor also belongs.

(3) Policy for Determining Dismissal or Non-reappointment of Accounting Auditor
The Audit & Supervisory Board shall propose to the general meeting of shareholders, as the
objective of such meeting, dismissing or not reappointing the Accounting Auditor, in cases
where it is deemed difficult to have audits conducted properly if circumstances that
undermine the Accounting Auditor’s aptitude and independence have arisen.

Also, if any of the provisions of the subparagraphs of Article 340, Paragraph 1 of the
Companies Act are deemed to apply to the Accounting Auditor, the Audit & Supervisory
Board shall dismiss the Accounting Auditor with the unanimous consent of all the Audit &
Supervisory Board Members.




Framework to Ensure Operational Adequacy

(1) Overview of Contents of Resolutions on Framework to Ensure Operational
Adequacy

The Group is pursuing transparent, fair and highly ethical corporate activities aimed at
realizing the mission “to dedicate itself to adding exceptional value through the creation of
innovative medical products and services for the benefit of the medical community and
human health around the world.” Moreover, in accordance with the provisions of the
Companies Act, the Board of Directors has passed resolutions on basic policies concerning
internal controls as follows, and we have built a robust framework to ensure the operational
adequacy of the Group.

a) System for ensuring compliance of business operations executed by directors and
employees with laws and articles of incorporation
- Directors and employees comply with “Chugai Group Code of Conduct (CCC).”
The Company sets Sustainability Department, which is in charge of the Company’s
compliance with laws and other relevant rules.
Audit Department performs internal audits in accordance with “Internal Audit Charter”
and reports the results to the Executive Committee and to the Audit & Supervisory Board.
The Company shall establish and implement the internal control system for ensuring the
reliability of financial reporting, and also conduct its assessment appropriately.
b) System for preserving and managing information relating to business operations
performed by directors
Documents and other information that relate to directors’ performance of its duties shall
be properly preserved in accordance with “Document Management Rules” and other
internal rules.
The Audit & Supervisory Board and each individual Audit & Supervisory Board Member
at its request shall be given a timely access to the documents in the above.
c) Regulations and systems regarding management of risks that may cause losses
The Company makes efforts to reduce risks that may affect business of the Company.
Also, the Company resolves troubles promptly and properly, when troubles come out.
In doing these, directors and employees of the Company comply with “Risk
Management Regulations” and other internal rules.
d) System for ensuring efficient functioning of directors
- The Board of Directors supervises operation of each individual director in order for its
effective operation.
The Company keeps the number of directors within proper range, and retains outside
directors, so that the Board of Directors can perform more effectively its function,
including supervision of each individual director, and can make decisions more promptly.
Also, the Company adopts the executive officer system where each officer has specific
roles and responsibilities for the Company’s operation, in order for its effective operation.
The Company shall regularly examine if the Board of Directors is effectively and efficiently
performing its function, and based on the results, take appropriate measures.
Directors and employees of the Company comply with “Regulations for Decision-Making”
so that the Company can operate its business more promptly and effectively.
e) System for ensuring appropriate business operations of the corporate group comprised of
the Company, its parent company and subsidiaries
Each affiliated company sets each administration section in accordance with “Chugai
Group Operation Policy” and “Chugai Group Administration Guidelines (Global)” in order
to properly operate the Chugai Group, such as establishing the system to report matters
on each affiliated company’s business operations, regulations and systems regarding
the management of risks that may cause losses, a system for ensuring efficient business
operations and ensuring compliance with laws and the articles of incorporation.
Audit Department examines the affiliated companies in accordance with “Internal Audit
Charter” and finds out whether the affiliated companies operate their business properly
and effectively complying with laws, their articles and other relevant rules.



f) System for elimination of antisocial forces
The Company shall establish and maintain the corporate system that eliminates any
connection with antisocial forces and groups in accordance with “Chugai Group Code
of Conduct (CCC).”

g) System concerning employees who are requested by Audit & Supervisory Board

Members to provide support
The Company sets Office of Audit & Supervisory Board Members, which supports the
Audit & Supervisory Board and each individual Audit & Supervisory Board Member.

h) Assurance of the Independence of Employees in the Previous Section from Directors and
Effectiveness of the Instructions of Audit & Supervisory Board Members
- Office of Audit & Supervisory Board Members reports directly to the Audit & Supervisory

Board and has full-time employees to ensure independence from directors and the
effectiveness of instructions of Audit & Supervisory Board Members.

The Company shall have a prior approval from the Audit & Supervisory Board, when the
Company does something that may cause a material effect to an employee of Office of
Audit & Supervisory Board Members, such as new designation, transfer, evaluation and
disciplinary action.

i) System available to the Company’s directors, employees, and each subsidiary’s directors,
Audit & Supervisory Board Members and employees for reporting to Audit & Supervisory
Board Members; and other systems for reporting to Audit & Supervisory Board Members

Each director of the Company, and each director and Audit & Supervisory Board
Member of each subsidiary makes a report regularly to the Audit & Supervisory Board
in accordance with “Regulations of Audit & Supervisory Board” and “Audit & Supervisory
Board Members’ Auditing Standards” set by the Audit & Supervisory Board.

Required measures shall be taken in order for the person who has made the report
under this section not to be treated unfavorably due to this report.

j) System for ensuring effective auditing by Audit & Supervisory Board Members
Representative Directors have meetings regularly with the Audit & Supervisory Board to
exchange opinions and deepen mutual understandings with regard to issues relating to
audit which need to be improved by the Company, circumstances under which Audit &
Supervisory Board Members perform audits, and other important issues relating to
audits.

Directors and employees of the Company and its affiliated companies cooperate with
Audit & Supervisory Board Members, when Audit & Supervisory Board Members
perform audits of the companies in accordance with “Audit & Supervisory Board
Members’ Auditing Standards” set by Audit & Supervisory Board Members.

Costs or indemnification arising from business operations performed by the Audit &
Supervisory Board Members are promptly processed upon the request of the Audit &
Supervisory Board Members.

(2) Overview of Status of Operation of the Framework to Ensure Operational Adequacy
Status of major operations for the fiscal year under review is as follows.
[Corporate Governance]

«  The Company has established the “Chugai Pharmaceutical Co., Ltd. Basic Corporate

Governance Policy” and has ensured the appropriateness of its corporate governance
in order to carry out its social responsibility to patients, consumers, and all other
stakeholders, such as medical practitioners, business partners, the public, employees,
and shareholders, and achieve sustainable growth and increased corporate value.
Upon the establishment of the “Chugai Group Operation Policy” and the “Chugai Group
Administration Guidelines (Global),” the Company confirms related rules of each
affiliated company and continues to revise them as necessary.
As for the affiliated companies in and outside of Japan, in accordance with the “Chugai
Group Operation Policy” and the “Chugai Group Administration Guidelines (Global),”
quarterly reporting meetings were held to regularly monitor business operations and
appropriately manage the affiliated companies. We also periodically ascertain the state
of risk management and compliance efforts of these affiliated companies.



With a view to strengthening compliance and internal control at overseas subsidiaries,
we are continuously engaged in strengthening the governance structure at each
subsidiaries, while enhancing collaboration with the related departments at Chugai.
The Company and Mitsubishi Logistics Corporation entered into a service agreement to
outsource logistics operations for pharmaceutical products, which is currently
outsourced to Chugai Distribution Co., Ltd., to Mitsubishi Logistics Corporation (in June).
The operation of the distribution function by Mitsubishi Logistics Corporation shall
commence in January 2021. Accordingly, Chugai Logistics Co., Ltd. will close down its
business.

Chugai sanofi-aventis S.N.C, which is a joint venture with Sanofi S.A., was made a
wholly-owned subsidiary, and changed its name to Chugai Pharma Europe Logistics
S.A.S. (in January)

Chugai Pharma Europe Ltd. German branch was closed down, whose functions were
transferred to a newly established company Chugai Pharma Germany GmbH (which
commenced operation in April).

With respect to C&C Research Laboratories (C&C), the Company and its joint venture
JW Pharmaceutical Corporation (JWP) agreed that JWP acquires all of Chugai’s stock
at the end of December, in view of the achievement of its founding objective of
establishing a new drug discovery base with high technological capabilities in Korea. As
a result of this agreement, C&C shall, as a wholly-owned subsidiary of JWP, continue
its activities to develop drugs, while maintaining its management independence. On the
other hand, Chugai shall reserves preferential rights to future projects discovered by
C&C.

The internal audit was conducted according to an annual audit plan approved by the
Executive Committee and we have provided a relevant report to it and the Audit &
Supervisory Board. This audit did not point out any material inadequacy on the part of
the Company.

[Executlon of business operations by directors]
Documents pertaining to business operations performed by directors were appropriately
managed in accordance with the “Document Management Rules” and related rules and
guidelines.
For the purpose of strengthening the function of the Board of Directors and expediting
the decision-making process, the number of directors was adjusted to an appropriate
number and outside directors were added. In addition, an executive officer system was
adopted.
To supervise the effective operations of directors, conditions of business operations
were quarterly reported by representative directors and other directors to the Board of
Directors, in accordance with Article 363 of the Company Law.
The evaluation of the effectiveness of the Board of Directors is implemented with the
purpose of regularly examining whether the Board is performing its function properly for
the improvement of the function. A self-evaluation questionnaire survey for fiscal year
2018 was implemented with all Directors and Audit & Supervisory Board Members as
the subjects (from January to February). The results were reported to the Board of
Directors for further discussion (in April). For your information, the results of the
questionnaire have confirmed that the effectiveness of the Board of Directors is secured.
In the meeting of the Board of Directors, the CEO provides information on the
environment and trends of the industry and the current status of Chugai and others in
order to provide support to the efficient business operations by outside directors and
outside Audit & Supervisory Board Members.
Based on the “Chugai Pharmaceutical Co., Ltd. Basic Corporate Governance Policy,”
the Information-sharing Meeting among Chugai Outside Board Members was held for
the provision of the information necessary for a more active discussion at the meeting
of the Board of Directors and for a better mutual cooperation between outside officers.
The Board of Directors held 9 meetings and the Executive Committee held 32 meetings.



[C
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Six persons from among outside directors and outside Audit & Supervisory Board
Members who have satisfied the requirements for independent officers stipulated by the
Tokyo Stock Exchange, Inc. and the Independence Standards established by the
Company have been registered at the said Exchange as “independent officers.”

ompliance]

With the revision of the core values and the envisioned future in our mission statement,
we revised the “Chugai Business Conduct Guidelines,” a code of behavior of the Chugai
Group, and formulated the “Chugai Group Code of Conduct (CCC).” We are also
promoting internal dissemination through the CCC and human-rights training
implemented bi-annually for all employees.

The Compliance Committee, a subsidiary organization of the Executive Committee, was
held four times during the fiscal year under review (March, June, September and
December) to discuss and report activities relating to global compliance including those
of the subsidiaries both in and outside of Japan, and the results of compliance-related
activities and action plans were discussed and reported.

The CCG and human-rights training was held twice during the fiscal year under review
for all the Group employees. The training in the first half of the year confirmed the newly
introduced contents of and the changes in the CCC, while also teaching the concept of
sustainability and the necessity for the promotion thereof as part of the “Creation of
Shared Value” pursued under the new management policy, as well as the importance
of efforts for SDGs (Sustainable Development Goals), which is the current global trend.
In addition, our employees learned about the importance of creating a better working
environment where power harassment is prevented and all employees develop mutual
respect in the workplace. The training in the second half of the year taught what was
meant by “Unconscious Bias,” which is generally described as a factor of blocking the
promotion of Diversity & Inclusion (D&l) in corporations and other organizations, as well
as countermeasures against such bias, with a view to pursuing further promotion of D&l.
Employees also understand one of the priority items of the health and productivity
management, namely preventative measures against lifestyle diseases, the concept of
the Chugai Group Non-Smoking Declaration, and the smoking-restricted policies, while
also learning about the importance for each employee to strive to maintain and increase
his or her health.

Efforts were made to promote penetration of corporate ethics and compliance with the
managers who are responsible for compliance and members of those organizations,
through the compliance officers assigned to each Department and subsidiary.
Progress of the compliance action plans at each organization in and outside of Japan
was checked and reported to the Compliance Committee in September.

In order to understand the compliance conditions of each Group company, including the
affiliated companies in and outside of Japan, a fact-finding survey of compliance was
conducted in July and reported to the Compliance Committee in September.

Our consultation and contact point has been renamed from “BCG Hotline” to “CCC
Hotline.” Its operating conditions have been regularly reported to the Compliance
Committee and Audit & Supervisory Board Members (Full-time) and the Audit &
Supervisory Board Members of the subsidiaries.

For internal control assessment pertaining to financial reports, the target assessment
range was selected and the assessment preparation conditions were evaluated in the
period from January to July and the implementation status was assessed during the
August to December period, based respectively on the annual plan approved by the
chief financial officer. The assessment results were reported to the chief financial officer
(in December). This assessment did not cite any material inadequacy required to be
disclosed.

isk management]
Based on the “Regulations for Risk Management,” the Risk Management Committee
has been set as a subsidiary organization of the Executive Committee.



The Risk Management Committee checks and confirms the progress of major risk
issues across the Company on a quarterly basis. When an individual issue arises, the
Extraordinary Risk Management Committee meeting is held in which the risk
countermeasures shall be discussed in an urgent manner.

The state of the approaches to the “risk issues of the Chugai Group” in 2018, and the
main issues of 2019 were reported to the Board of Directors (in February). The report
was made at the Board of Directors “regarding the risk issues at overseas subsidiaries”
(in July).

A risk management system for overseas subsidiaries based on the “Risk Management
Policy” has been established and is operating at a level equal to that of the domestic
departments.

“Business Impact Evaluation and Consideration of BCP at the Time of Internet
Shutdown” has been set as the risk issues of the Chugai Group in 2019. The Company
formulates the company-wide countermeasure plans against a cyber attack, develops
alternative measures and implements training in the relevant departments.

“The Chugai Group Code of Conduct (CCC)” explicitly specifies the commitment to
eliminating connection with any antisocial forces or groups. Accordingly, the Company
addressed the elimination of connection with antisocial forces and groups.

[Audlt & Supervisory Board Members]
The directors and the managers of main organizations, each director and Audit &
Supervisory Board Member of each subsidiary reported business execution conditions
to the Audit & Supervisory Board Members (Full-time) as deemed necessary.
Audit & Supervisory Board Members (Full-time) attended the Executive Committee and
closely supervised their operations.
Audit & Supervisory Board Members (Full-time) attended the EHS Committee, the
Compliance Committee, the Risk Management Committee and the Corporate
Communications Committee to grasp related information.
Office of Audit & Supervisory Board Members, which was established as a
supplementary organization to provide support to the Audit & Supervisory Board and
Audit & Supervisory Board Members’ function, has been providing support to ensure
smooth operation of auditing activities. The independence of the employees working in
the Office of Audit & Supervisory Board Members is guaranteed by the “Audit &
Supervisory Board Members’ Auditing Standards” and “Regulations for Decision-
Making.”
The representative directors had meetings with the Audit & Supervisory Board regularly
to exchange opinions about issues relating to audits that needed to be addressed by
the Company, circumstances under which Audit & Supervisory Board Members
performed audits and other important issues relating to audits, in an effort to deepen the
mutual understanding (Three times each with the Chairman, Deputy Chairman and
President [February to March, May and October]).



Consolidated Financial Statements

Consolidated statement of changes in equity (IFRS)
(January 1, 2019 to December 31, 2019)

(Millions of yen)

Attributable to Chugai Shareholders
. . Non-
Share Capital Retained Other . Total
ltem capital surplus earnings reserves Subtotal controling equit
P P 9 interests Quity
At January 1, 2019 73,000 66,043 618,091 (1,270) 755,864 664 756,529
Net income
recognized in income - - 157,560 - 157,560 - 157,560
statement
Financial assets measured at
fair value through OCI - - - (272) (272) - (272)
Cash flow hedges — - - (1,317) (1,317) — (1,317)
Curr?ency tran§lat|on of _ _ _ (1.172) (1.172) _ (1.172)
foreign operations
Reme?surements of defined . _ 329 _ 329 . 329
benefit plans
Total comprehensive - - 157,889 (2,761) 155,127 - 155,127
income
Dividends — - (56,373) — (56,373) — (56,373)
Equity compensation plans 16 52 - - 68 = 68
Own equity instruments - 941 - - 941 - 941
Changes in non-controlling _ _ (1,662) 19 (1,643) (664) 2,307)
interests ’ ’ ’
Transffar from ot.her reserves _ _ 4131 (4,131) _ _ _
to retained earnings
At December 31, 2019 73,016 67,037 722,076 (8,143) 853,985 - 853,985




Notes to the consolidated financial statements

General accounting principles and significant accounting policies

1. Preparation of the consolidated financial statements

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”) pursuant to Article 120, Paragraph 1 of Ordinance of Companies’ Accounting
(the “Ordinance”). Certain parts of the required disclosure under IFRS are omitted based on the provision
of the latter part of the said paragraph of the Ordinance.

2. Scope of consolidation
Number of consolidated subsidiaries: 18 companies.
Names of major subsidiaries: Chugai Pharma Europe Ltd., and Chugai Pharma Manufacturing Co., Ltd.

3. Application of equity method
Number of non-consolidated subsidiaries and affiliates accounted for by the equity method: None

4. Treatment for differences in fiscal period
The closing date of all subsidiaries is in agreement with the Chugai Group’s (the “Group’s”) closing date.

5. Significant accounting policies

(1) Basis and method for valuation of financial instruments

(a) The classification of financial instruments

The Group classifies its financial assets, with the exception of derivatives, in the following measurement
categories: amortised cost; fair value through OCI; fair value through profit or loss.

The classification depends on the Group’s business model for managing the financial assets and the
contractual terms of the cash flows. The Group reclassifies debt securities and financial assets measured
at amortised cost when and only when its business model for managing those assets changes.

At initial recognition, the Group measures a financial asset at its fair value excluding trade receivables at
transaction price if it does not contain a significant financing component. In the case of a financial asset not
at fair value through profit or loss, transaction costs that are directly attributable to the acquisition of the
financial asset are added to the fair value. Transaction costs of financial assets carried at fair value through
profit or loss are expensed in profit or loss.

Financial assets measured at amortised cost. Assets that are held for collection of contractual cash flows
where those cash flows represent solely payments of principal and interest are measured at amortised
cost. A gain or loss on a debt security that is subsequently measured at amortised cost and is not part of
a hedging relationship is recognised in profit or loss when the asset is derecognised or impaired. Interest
income from these financial assets is included in other financial income using the effective interest rate
method. Financial assets measured at amortised cost are mainly comprised of accounts receivable,
cash and cash equivalents and time accounts over three months.

Financial assets measured at fair value through other comprehensive income (fair value through OCI):
These are financial assets that are held for collection of contractual cash flows and for selling the
financial assets, where the assets’ cash flows represent solely payments of principal and interest. These
assets are initially recorded and subsequently carried at fair value. Changes in the fair value are
recorded in other comprehensive income, except for the recognition of impairment gains or losses,
interest revenue and foreign exchange gains and losses which are recognised in profit and loss. When
the financial asset is derecognised, the cumulative gain or loss previously recognised in OCI is
reclassified from equity to profit or loss. Interest income from these financial assets is included in other
financial income using the effective interest rate method. Financial assets measured at fair value through
other comprehensive income are mainly comprised of money market instruments.

Equity instruments measured at fair value through other comprehensive income (fair value through OCI):
These are equity instruments measured at fair value through OCI for which an irrevocable election at
initial recognition has been made, to present subsequent changes in fair value in other comprehensive
income. Dividends are recognised as other financial income in profit or loss. Other net gains and losses
are recognised in OCI and are never reclassified to profit or loss. When the instruments are
derecognized, the cumulative amount of other comprehensive income is transferred to retained
earnings.
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Financial assets measured at fair value through profit or loss: These are financial assets whose
performance is evaluated on a fair value basis. A gain or loss on a financial asset that is subsequently
measured at fair value through profit or loss and is not part of a hedging relationship is recognised in
profit or loss and presented within other financial income (expense) in the period in which it arises. Fair
value through profit or loss assets are mainly comprised of debt instruments.

The Group classifies its financial liabilities as measured at amortised cost, except for derivatives. Financial
liabilities are initially recorded at fair value, less transaction costs and subsequently carried at amortised
cost using the effective interest rate method. Financial liabilities are mainly comprised of trade payables.

Derivative financial instruments that are used to manage the exposures to foreign currency exchange rate
fluctuations are initially recorded and subsequently carried at fair value. Apart from those derivatives
designated as qualifying cash flow hedging instruments, all changes in fair value are recorded as other
financial income (expense).

(b) Derecognition of financial instruments

A financial asset is derecognized when the contractual rights to the cash flows from the asset expire or
when the Group transfers the rights to receive the contractual cash flows from the financial assets in a
transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. A financial liability is derecognized when the contractual obligations are discharged, cancelled
or expire.

(c) Impairment of financial assets
The Group recognises loss allowances for expected credit losses (‘ECL’) for financial assets measured at
amortised cost and debt securities measured at fair value through OCI.

The Group always measures loss allowance that result from transactions that are within the scope of IFRS
15 equal to the credit losses expected over the lifetime of the trade receivables.

The Group measures loss allowances at an amount equal to 12-month expected credit losses for its debt
securities carried at fair value through OCI and at amortised cost when the credit risk for these accounts
has not increased significantly since initial recognition at the reporting date. The Group considers debt
securities to have low credit risk when their credit risk rating is equivalent to the globally understood
definition of ‘investment grade’. The Group considers this to be at least Baa3 from Moody’s and BBB-from
S&P.

The Group measures the allowances for doubtful account at an amount equal to lifetime ECL for its debt
securities at fair value through OCI and at amortised cost on which credit risk has increased significantly
since their initial recognition. The Group assumes that the credit risk on a financial asset has increased
significantly if it is more than 30 days past due.

The Group considers a financial asset to be in default when the counterparty is unlikely to pay its
obligations to the Group in full. In assessing whether a counterparty is in default, the Group considers both
qualitative and quantitative indicators that are based on data developed internally and for certain financial
assets also obtained from external sources.

Financial assets are written off (either partially or in full) when there is no realistic prospect of recovery.
This is generally the case when the Group determines that the customer does not have assets or sources
of income that could generate sufficient cash flows to repay the amounts subject to the write-off. However,
financial assets that are written off are still subject to enforcement activities in order to comply with the
Group’s policy for recovery of amounts due.

(2) Basis and method for valuation of derivatives

Hedge accounting

The Group uses derivatives to manage its exposures to foreign currency risk. The instruments used may
include forwards contracts. The Group generally limits the use of hedge accounting to certain significant
transactions. To qualify for hedge accounting the hedging relationship must meet several strict conditions
on documentation, probability of occurrence, hedge effectiveness and reliability of measurement. While
many of these transactions can be considered as hedges in economic terms, if the required conditions are
not met, then the relationship does not qualify for hedge accounting. In this case the hedging instrument
and the hedged item are reported independently as if there were no hedging relationship, which means
that any derivatives are reported at fair value, with changes in fair value included in other financial income
(expense).
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Cash flow hedge. Is a hedge of the exposure to variability in cash flows that is attributable to a particular
risk associated with a recognized asset or liability or a highly probable forecast transaction and could
affect profit or loss. The hedging instrument is recorded at fair value. The effective portion of the hedge
is included in other comprehensive income and any ineffective portion is reported in other financial
income (expense). If the hedging relationship is the hedge of the foreign currency risk of a firm
commitment or highly probable transaction, when that transaction results in the recognition of a non-
financial item, the cumulative changes in the fair value of the hedging instrument that have been
recorded in other comprehensive income are included in the initial carrying value of the non-financial
item at the date of recognition, otherwise included in profit or loss when the hedged transaction affects
net income.

For other hedged forecasted cash flows, the cumulative changes in the fair value of the hedging
instrument that have been recorded in other comprehensive income, are included in other financial
income (expense) when the forecasted transaction affects net income.

(3) Basis and method for valuation of inventories

Inventories are stated at the lower of cost and net realizable value. The cost of finished goods, work in
process and intermediates includes raw materials, direct labor and other directly attributable costs and
overheads based upon the normal capacity of production facilities. Cost is determined using the weighted
average method. Net realizable value is the estimated selling price less cost to completion and selling
expenses.

(4) Basis and method for valuation of property, plant and equipment and intangible assets

(a) Property, plant and equipment

Property, plant and equipment are initially recorded at cost of purchase or construction, and include all
costs directly attributable to bringing the asset to the location and condition necessary for it to be capable
of operating in the manner intended by management. These include items such as costs of site
preparation, installation and assembly costs and professional fees. The net costs of testing whether the
asset is functioning properly, including validation costs, are also included in the initially recorded cost of
construction. Property, plant and equipment are depreciated on a straight-line basis, except for land, which
is not depreciated. The estimated useful lives of major classes of depreciable assets are as follows:

Land improvements 40 years
Buildings 10-50 years
Machinery and equipment 3-15 years

Where parts of an item of property, plant and equipment have different useful lives, they are accounted for
as separate components. The estimated useful lives of the assets are regularly reviewed, and, if
necessary, the future depreciation charges are accelerated. Repairs and maintenance costs are expensed
as incurred.

(b) Intangible assets

Purchased patents, licenses, trademarks and other intangible assets are initially recorded at cost. Assets
that have been acquired through a business combination are initially recorded at fair value. Once available
for use, intangible assets are amortized on a straight-line basis over their useful lives. The estimated useful
life is the lower of the legal duration and the economic useful life. The estimated useful lives of intangible
assets are regularly reviewed. Estimated useful lives of major classes of amortizable intangible assets are
as follows:

Product intangibles in use 1-17 years
Marketing intangibles in use 5 years
Technology intangibles in use 3-9 years

(c) Impairment of property, plant and equipment and intangible assets

An impairment assessment is carried out at each reporting date when there is evidence that an may be
impaired. In addition intangible assets that are not yet available for use are tested for impairment annually.
When the recoverable amount of an asset, being the higher of its fair value less costs to sell and its value
in use, is less than its carrying value, then the carrying value is reduced to its recoverable amount. This
reduction is reported in the income statement as an impairment loss. Value in use is calculated using
estimated cash flows. These are discounted using an appropriate long-term interest rate. When an
impairment loss arises, the useful life of the asset is reviewed and, if necessary, the future
depreciation/amortization charge is accelerated. If the amount of impairment loss subsequently decreases
and the decrease can be related objectively to an event occurring after the impairment was recognized,
then the previously recognized impairment loss is reversed through the income statement as an
impairment reversal.
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(5) Basis of recording significant provisions

Provisions are recognized where a legal or constructive obligation has been incurred which will probably
lead to an outflow of resources that can be reliably estimated. In particular, restructuring provisions are
recognized when the Group has a detailed formal plan that has either commenced implementation or has
been announced. Provisions are recorded for the estimated ultimate liability that is expected to arise and
are discounted when the time value of money is material.

(6) Accounting for post-employment benefits
For defined contribution plans, the Group contributions are recognized within the operating results when
the employee has rendered the associated service.

For defined benefit plans the liability or asset recognized in the balance sheet is net amount of the present
value of the defined benefit obligation and the fair value of the plan assets. All changes in the net defined
benefit liability (asset) are recognized as they occur as follows:

Recognized in the income statement:

»  Current service costs are charged to the appropriate income statement heading within the operating
results.

+ Past service costs, including curtailment gains or losses, are recognized immediately in general and
administration within the operating results.

+  Settlement gains or losses are recognized in general and administration within the operating results.

* Netinterest on the net defined benefit liability (asset) is recognized in financing costs.

Recognized in other comprehensive income:

* Actuarial gains and losses arising from experience adjustments (the difference between previous
assumptions and what has actually occurred) and changes in actuarial assumptions.

«  The return on plan assets, excluding amounts included in net interest on the net defined benefit liability
(asset).

Net interest on the net defined benefit liability (asset) comprises interest income on plan assets and
interest costs on the defined benefit obligation. The net interest is calculated using the same discount rate
that is used in calculating the defined benefit obligation, applied to the net defined benefit liability (asset) at
the start of the period, taking account of any changes from contribution or benefit payments.

Pension assets and liabilities in different defined benefit plans are not offset unless the Group has a legally
enforceable right to use the surplus in one plan to settle obligations in the other plan.

(7) Foreign currency translation

Most foreign subsidiaries of the Group use their local currency as their functional currency. Certain foreign
subsidiaries use other currencies (such as the euro) as their functional currency where this is the currency
of the primary economic environment in which the entity operates. Local transactions in other currencies
are initially reported using the exchange rate at the date of the transaction. Gains and losses from the
settlement of such transactions and gains and losses on translation of monetary assets and liabilities
denominated in other currencies are included in income, except when they are qualifying cash flow
hedges. In such cases the gains and losses are deferred into other comprehensive income.

Upon consolidation, assets and liabilities of foreign subsidiaries using functional currencies other than the
Japanese yen are translated into Japanese yen using year-end rates of exchange. The income statement
and statement of cash flows are translated at the average rates of exchange for the year. Translation
differences due to the changes in exchange rates between the beginning and the end of the year and the
difference between net income translated at the average and year-end exchange rates are taken directly to
other comprehensive income.

(8) Accounting for consumption taxes
Income and expenses for the Group are recorded net of consumption taxes.

(9) Stated amounts
In the accompanying consolidated financial statements, amounts are rounded to the nearest 1 million yen.
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Changes in accounting policies
In 2019 the Group has adopted IFRS 16 ‘Leases’, including any consequential amendments to other
standards, effective 1 January 2019. The nature and the effects of the changes from implementing IFRS
16 ‘Leases’ most relevant to the Group’s consolidated financial statements are given below.

IFRS16 ‘Leases’

Effective 1 January 2019 the Group has implemented IFRS 16 ‘Leases’. IFRS 16 replaces existing leases
guidance, including IAS 17 ‘Leases’, and sets out the principles for recognition and measurement of
leases. The new standard results in an increased volume of disclosure information in the financial
statements. The main effect on the Group is that IFRS 16 introduces a single, on-balance sheet lease
accounting model for lessees. It requires a lessee to recognise assets and liabilities for its leases unless
practical expedients are applied for the recognition exemption. As a result, leased assets, including right-
of-use asset, lease receivable and so on totalling ¥ 15,203 million and lease liabilities totalling ¥ 14,553
million have been recorded on the balance sheet, effective 1 January 2019.

The application of the new standard results in the interest element of what have previously been reported
as operating lease costs being recorded as interest expenses. Given the leases involved and the current
low interest rate environment, this effect is not material to the Group.

Transition approach.

The Group has applied the cumulative catch-up method for the transition. Therefore the cumulative effect
of adopting IFRS 16 has been recognised as an adjustment to leased assets, including right-of-use asset,
lease receivable and so on totalling ¥ 15,203 million and lease liabilities totalling ¥ 14,553 million at 1
January 2019, with no restatement of comparative information. There is no impact for the opening balance
of retained earnings at the date of initial application because the Group measures right-of-use asset which
is an amount equal to the lease liability. However we have adjusted the lease liability by the amount of any
prepaid or accrued lease payments relating to that lease recognised on the balance sheet immediately
before the date of initial application. Except for this adjustment, there is no material impact on the Group’s
performance or financial position from the application of this standard.

Some practical expedients permitted by the standard are used, notably to not reassess upon transition
whether an existing contract contains a lease, and the recognition exemptions for short-term leases and
leases of low-value assets.

Presentational changes.

As a result of implementing IFRS 16, the Group has made a number of presentational changes in 2019,
notably to present ‘Right-of-use assets’ as a separate line item in the balance sheet and to include lease
liabilities in other current liabilities and other non-current liabilities.
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Notes to the consolidated balance sheet

1. Accumulated depreciation and impairment of property, plant and equipment

2. Commitment line contract

¥ 194,235 million

Chugai maintained commitment line contracts with eight financial institutions in order to allow the
efficient procurement of working capital. However, the contracts were terminated upon expiry of the
contract terms as of March 29, 2019, in light of the status of its own funds.

Notes to the consolidated statement of changes in equity
1. Type and number of outstanding shares as of December 31, 2019

Common stock

559,685,889 shares

Type and number of treasury stock as of December 31, 2019

Common stock

12,162,354 shares

2. Dividends paid to shareholders during the current fiscal year

Type of Amount Per share .

Approval shares (Millions of yen) (yen) Date of record Effective date
March 28, 2019 Common
Annual General Meeting stock 30,097 55 December 31, 2018| March 29, 2019
of Shareholders
July 25, 2019
Meeting of the Board of C‘;fc‘)g‘kon 26,275 48 June 30,2019 | August 30, 2019
Directors

3. Dividends for which record date is within current fiscal year but which will be effective after current fiscal

year
Type of Amount Type of Per share Date of Effective
Expected approval shares (Millions of yen) distribution (yen) record date
March 30, 2020 .
’ . Common Retained December | March 31
Annual General Meeting 50,372 . 92 ’
of Shareholders stock earnings 31,2019 2020
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4. Number of shares to be issued or transferred upon the exercise of stock acquisition rights (stock
acquisition rights that are exercisable) at the end of the current fiscal year

Stock acquisition rights

16

2009 stock 2010 stock 2011 stock
acquisition acquisition . acquisition .
(Stock acquisition (Stock acquisition (Stock rights
options as rights options as rights options as (stock
stock- (sgtgock stock- (s?ock stock- options)
based . based . based
options) options)
compen- compen- compen-
sation) sation) sation)
. April 24, April 23, April 23, May 27, May 27, April 24,
Date of approval for issuance 2009 2010 2010 2011 2011 2012
Type of shares to be issued
. Common Common Common Common Common Common
upon.th_e exercise of the stock stock stock stock stock stock stock
acquisition rights
Number of shares to be issued
upon the exercise of the stock 51,900 7,600 57,900 3,000 67,200 77,800
acquisition rights (shares)
2012 stock 2013 stock 2014 stock
acquisition acquisition Eleventh acquisition
rights Lintl?issi:ic:;k rights stock rights Tg;/g(l)fl’ih
(Stock (r]i hts (Stock acquisition (Stock acquisition
options as (s?ock options as rights options as ?i hts
stock- options) stock- (stock stock- (sgtgock
based P based options) based options)
compen- compen- compen- P
sation) sation) sation)
Iggﬁ ?Jggi;ﬁii;c; tc):? tlrslzusigck Common Common Common Common Common Common
acquisition rights stock stock stock stock stock stock
Number of shares to be issued
upon the exercise of the stock 65,900 76,400 41,400 106,500 38,300 132,400
acquisition rights (shares)
2015 stock 2016 stock
accjigﬁ;gon Th; Tgf;th ac?iglﬁtlgon
op(tisgﬁgkas acquisition op(tiscﬁﬁgkas
stock- (r;?gé‘?( stock-
compen- | OP1On) | omest,
sation) sation)
. April 22, April 22, April 22,
Date of approval for issuance 2015 2016 2016
Type of shares_to be issued Common Common Common
upon the exercise of the stock
L : stock stock stock
acquisition rights
Number of shares to be issued
upon the exercise of the stock 26,100 134,900 29,600
acquisition rights (shares)




Notes to financial instruments

1. Status of financial instruments held by the Group

The Group is exposed to various financial risks arising from its underlying operations and corporate finance
activities. The Group’s financial risk exposures are predominantly related to changes in foreign exchange
rates, interest rates and equity prices as well as the creditworthiness and the solvency of the Group’s
counterparties.

Financial risk management within the Group is governed by policies reviewed by the board of directors of
Chugai. These policies cover credit risk, liquidity risk and market risk. The policies provide guidance on risk
limits, type of authorised financial instruments and monitoring procedures. Policy implementation and day-
to-day risk management are carried out by the relevant functions and regular reporting on these risks is
performed by the relevant finance & accounting and controlling functions within Chugai.

(1) Credit risk

Accounts receivable are exposed to customer credit risk. The main accounts receivable are trade
receivables. The management of trade receivables is focused on the assessment of country risk, setting of
credit limits, ongoing credit evaluation and account monitoring procedures. As part of the credit risk
management, sales administration departments regularly monitor the financial position of major customers
by checking payment term and balances of trade receivables for each customer according to the
accounting manuals to ensure early identification and mitigation of overdue balances and potential bad
debts associated with the deterioration of customers’ financial position.

The objective of the management of trade receivables is to sustain the growth and profitability of the Group
by optimizing asset utilization while maintaining risks at an acceptable level. The Group obtains credit
insurance and similar enhancements when appropriate to protect the collection of trade receivables.

(2) Liquidity risk

Liquidity risk arises through a surplus of financial obligations over available financial assets due at any
point in time. The Group’s approach to liquidity risk is to maintain sufficient readily available reserves in
order to meet its liquidity requirements at any point in time. The Group manages liquidity risks based on a
cash management plan prepared and updated as appropriate by finance and accounting departments
based on the reporting from each department.

Chugai is rated as highly creditable by more than one major credit rating agency. The ratings will permit
efficient access to the international capital markets in the event of major financing requirements.

(3) Market risk
Market risk arises from changing market prices, mainly due to foreign exchange rates and interest rates, of
the Group’s financial assets or financial liabilities which affect the Group’s net income and equity.

Foreign exchange risk: Accounts receivable and accounts payable denominated in foreign currencies
are exposed to foreign exchange risk. The objective of the Group’s foreign exchange risk management
activities is to preserve the economic value of its current and future assets and to minimize the volatility
of the Group’s financial result. The Group enters into derivative transactions such as foreign exchange
forward contracts to reduce the risk of foreign currency exchange fluctuations related to both assets and
liabilities denominated in foreign currencies. Some of these transactions qualify as cash flow hedges at
the point that the forecast transaction is expected.

When making use of derivatives for hedging foreign exchange risk on assets and liabilities dominated in
foreign currencies, Chugai conducts such operations in accordance with its internal regulations and
monthly reports are prepared on the balance of such transactions, valuation gains and losses, and other
related matters at fair value. Consolidated subsidiaries do not utilize derivative transactions.

Interest rate risk: The amounts of debt and loans were insignificant and therefore the Group is not
exposed to material interest rate risk.

2. Fair values of financial instruments

The Group’s financial instruments are mainly comprised of financial non-current assets, debt instruments
included in other non-current assets, accounts receivable, marketable securities, cash and cash
equivalents, derivative financial instruments included in other current assets, accounts payable, derivative
financial instruments included in other current liabilities and debt. The carrying values of these financial
instruments are equal to or reasonable approximates of fair values.

Notes to the per share information

1. Equity per share attributable to Chugai shareholders ¥1,559.72
2. Basic earnings per share ¥287.84
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Subsequent events
The Company resolved at the meeting of the Board of Directors held on January 21, 2020, the stock split
and partial amendment to the articles of incorporation.

1. Purpose of the stock split
The stock split aims to reduce the investment unit price for the Company’s stock, increase the liquidity of
the stocks, and to further expand the investor base.

2. Outline of the stock split

(1) Method

Fixing Tuesday, June 30, 2020 as a record date, the company will split its ordinary share owned by
shareholders listed or recorded in the shareholder registry three-for-one.

(2) Number of shares to be increased by the stock split

(i) Total number of shares issued before the stock split
(i) Increase in the number of shares upon the stock split
(iii) Total number of shares issued after the stock split
(iv) Total number of shares issuable after the stock split

559,685,889
1,119,371,778
1,679,057,667
2,399,415,150

(3) Schedule

(i) Announcement of record date Monday, June 15, 2020
(i) Record date Tuesday, June 30, 2020
(iiif) Effective date Wednesday, July 1, 2020

3. Effect of these changes on per share information
Per-share information calculated as if this stock split had taken place at the beginning of current fiscal year
is as follows:

2019
Equity per share attributable to Chugai shareholders (yen) 519.91
Basic earnings per share (yen) 95.95

4. Partial amendment to the articles of incorporation

(1) Reasons for the amendment

In line with the stock split, pursuant to the Article 184.2 of the Companies Act of Japan, the Company will
amend as of Wednesday, July 1, 2020, the total number of shares issuable set by Article 6 in the Articles
of Incorporation of the Company.

(2) Details of the amendment
Details are as follows.

Before the amendment After the amendment
Article 6. (Total Number of Shares Issuable) Article 6. (Total Number of Shares Issuable)
The total number of shares issuable of the | The total number of shares issuable of the
Company shall be 799,805,050 shares. Company shall be 2,399,415,150 shares.

(3) Schedule
Effective date of the amendment to the articles of incorporation: Wednesday, July 1, 2020

5. Others

(1) Change in the amount of stated capital
The stock split will not change the amount of stated capital.
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Non-Consolidated Financial Statements
Non-consolidated statement of changes in shareholders’ equity (JGAAP)
(January 1, 2019 to December 31, 2019)

(Millions of yen)

Shareholders’ equity
Capital surplus Retained earnings
Other retained earnings
f Reserve for
Capital Legal Other Total Legal advanced Retained Total
stock capital capital Capital retained | gepreciation| General eamnings | Retained
surplus surplus surplus earnings of non- reserve carried earnings
current forward
assets
Balance as of the 73,202 93,050 983 94,033 6,480 693 | 149,220 | 361,302 | 517,695
beginning of the year
Changes during the
period
Reversal of reserve
for advanced
depreciation of non- (15) 15 -
current assets
Dividends paid (56,373) (56,373)
Net income 155,584 155,584
Purchase of own
equity instruments
Disposal of own
equity instruments 570 570
Net changes except
for shareholders’
equity
Net changes during the - - 570 570 - (15) - 99,226 | 99,211
period
t?}ae'@’;cai asoftheendof| 7350, | 93050 1552 | 94,603 6,480 678 | 149220 | 460528 | 616,906
Shareholders’ equity Valuatg)g}uzqg\gﬁtr;slatlon
Net
h Stock
! unrealised Deferred Total oo Total net
|nos\2lrr:u?1(ll:1lg sharzg:)al]:jers’ gains or gains or | valuation and actrqiwﬁgon assets
at cost ’ equit losses on losses on translation 9
quity available-for- hedges adjustments
sale securities|
Balance as of the (29,190) 655,740 4,296 57 4,352 1,438 661,530
beginning of the year
Changes during the
period
Reversal of reserve
for advanced _ _
depreciation of non-
current assets
Dividends paid (56,373) (56,373)
Net income 155,584 155,584
Purchase of own
equity instruments (25) (25) (25)
Disposal of own 709 1,279 1,279
equity instruments
Net changes except
for shareholders’ (4,258) (1,317) (5,575) (214) (5,789)
equity
g;tigg‘anges during the 684 | 100,465 (4,258) (1,317) (5,575) (214) 94,676
aae'ay';‘;er asoftheendof| 55 506) | 756,205 38 (1,260) (1,223) 1224 | 756,206
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Notes to the non-consolidated financial statements

Significant Accounting Policies

1. Basis and method for valuation of assets
(1) Basis and method for valuation of securities
Held-to-maturity securities

Investments in subsidiaries and affiliates

Available-for-sale securities
Securities with market value

Securities without market value

Held-to-maturity securities are stated by the amortized
cost method (straight-line method).

Investments in subsidiaries and affiliates are stated at
cost determined by the moving average method.

Securities with market value are stated at fair value at the
closing date for the fiscal year, and changes in fair value
are recorded as a separate component of net assets at
an amount net of tax, and the moving average method is
used to calculate the cost.

Securities without market value are stated at cost
determined by the moving average method.

(2) Basis and method for valuation of derivatives Derivatives are revalued by the market value method.

(3) Basis and method for valuation of inventories
Inventories held for regular sale

Inventories held for regular sale are stated at cost
determined principally by the average method. (The
value indicated in the non-consolidated balance sheets
includes write-down due to decline in profitability.)

2. Basis and method for valuation of non-current assets

(1) Property, plant and equipment

(2) Intangible assets

3. Accounting for provisions
Allowance for doubtful accounts

Provision for bonuses to employees

Provision for bonuses to directors

Provision for sales rebates

Depreciation of property, plant and equipment is
calculated primarily by the declining-balance method.

Amortization of intangible assets is calculated primarily
by the straight-line method. Amortization of software for
internal use is calculated based on its useful life (five
years).

In order to prepare for losses of bad receivables such as
accounts receivable-trade or loans and for revaluation
losses on financial instruments, except valuation losses
on securities, an allowance for doubtful accounts is
provided for based on the estimate uncollectable amount
of based on the historical percentage of credit losses for
general credits, and is provided for at an amount that is
estimated individually considering the possibilities of
collection for doubtful receivables that are highly possible
to loss and the possibilities of future loss on financial
instruments.

The provision for bonuses to employees is provided at
the estimated amount of the liability for bonuses incurred
for the fiscal year.

The provision for bonuses to directors is provided at the
estimated amount of the liability for bonuses incurred for
the fiscal year.

The provision for such rebates is computed based on the

estimated amounts considering contract terms and sales
amounts.
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Provision for environmental matters

Provision for employees’ retirement benefits

Provision for directors’ retirement benefits

The provision for environmental matters is recorded
based on the estimated amount of expenditure for
environmental measures as of the balance sheet date.

The provision for employees’ retirement benefits is stated
at the amount required to cover the liabilities as of the
balance sheet date and is based on defined benefit
obligation.

Prior service cost is amortized by the declining-balance
method over 10 years, which is shorter than the average
remaining years of service of the eligible employees as
incurred.

Actuarial gains and losses are amortized by the
declining-balance method over 10 years, which is shorter
than the average period of the remaining years of service
of the eligible employees and are amortized from the
following year in which the gain or loss is recognized.

While Chugai abolished the Directors’ retirement benefits
system, Chugai recorded an amount corresponding to
the period the Directors spent in office prior to the
abolition of the system.

4. Other basis of presentation of the non-consolidated financial statements

(1) Accounting for deferred assets

(2) Hedge accounting methods
Hedge accounting method
Hedging instruments and hedged items
Hedging instruments

Hedged items

Hedging policy

Methods for evaluating hedge effectiveness

(3) Accounting for consumption tax

(4) Accounting for retirement benefits

(5) Stated amounts

Stock issuance cost is accounted for as the full amount at
the time of the expenditure.

Deferred hedge accounting is adopted.
Forward exchange contracts

Forecast transactions denominated in foreign currencies
and assets and liabilities denominated in foreign
currencies

Hedging transactions in respect of foreign currency
denominated transactions are carried out under the
Internal Management Rules for the purpose of hedging
the cash flows fluctuation risk associated with foreign
exchange fluctuations.

Hedge effectiveness is evaluated by comparing the
cumulative market fluctuations of the hedged items and
hedging instruments and determined based on their
fluctuation amounts for the period from the start of
hedging to the time of evaluation of effectiveness.

Income and expenses are recorded at net of
consumption taxes.

Chugai’s accounting policies for unrecognized actuarial
gains and losses, and unrecognized past service costs
are different from what used in the Group’s consolidated
financial statements.

In the accompanying financial statements, amounts are
rounded to the nearest 1 million yen.
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(Consolidated balance sheet)

Application of Partial Amendments to According Standard for Tax Effect Accounting

The Ordinance for Partial Amendments to the Ordinance for Enforcement of the Companies Act and the
Corporate Calculation Regulations (Ordinance of the Ministry of Justice No. 5 issued on March 26, 2018)
associated with Partial Amendments to Accounting Standard for Tax Effect Accounting (ASBJ Statements
No.28 issued on February 16, 2018) is applied from the beginning of the current fiscal year. Deferred tax
assets are shown in the segment of investments and other assets, and deferred tax liabilities are shown in
the segment of non-current liabilities.

Notes to the non-consolidated balance sheet
1. Accumulated depreciation of property, plant and equipment ¥117,422 million

2. Monetary receivables and payables with subsidiaries and affiliates
Short-term monetary receivables due from subsidiaries and affiliates ~ ¥68,210 million
Short-term monetary payables due to subsidiaries and affiliates ¥9,743 million

3. Contingent liabilities
Guarantees of (housing) loans of employees ¥7 million

4. Commitment line contract
Chugai maintained commitment line contracts with eight financial institutions in order to allow the
efficient procurement of working capital. However, the contracts were terminated upon expiry of the
contract terms as of March 29, 2019, in light of the status of its own funds.

Notes to the non-consolidated income statement
1. Components of revenues

Sales of merchandise and finished goods ¥582,162 million

Other operating income ¥96,429 million
2. Transactions with subsidiaries and affiliates

Net sales to subsidiaries and affiliates ¥8,241 million

Purchases from subsidiaries and affiliates ¥229,762 million

Supply of raw materials to subsidiaries and affiliates for a fee ¥152,127 million

Non-operating transactions with subsidiaries and affiliates ¥4 .820 million

3. Adjustment from transfer pricing taxation

Chugai had filed the Advance Pricing Arrangement covering the certain transactions with F. Hoffmann-
La Roche Ltd., to Japanese and Swiss tax authorities. In the first quarter of FY 2017, Chugai received a
notice of agreement from both tax authorities which includes the instruction that the taxable income of
Chugai shall be decreased by a certain amount and that of Roche shall be increased by the same
amount in each fiscal year from 2016 to 2020, and if necessary, additional adjustments to the accounts
shall be made in 2021.

As a result of this agreement, Chugai will transfer a part of the deducted amount of corporate tax etc., to
Roche as the estimated tax payable for Roche, in accordance with the license agreement between
Chugai and Roche. In addition, it has posted ¥3,124 million of adjustment from transfer pricing taxation.

4. Loss on litigation
Loss associated with litigation related to Chugai’s products.

Notes to the non-consolidated statement of changes in shareholders’ equity

Type and number of treasury stock as of December 31, 2019
Common stock 12,162,354 shares

Notes to the tax effect accounting

The major components of deferred tax assets are prepaid expenses for tax purposes and supplies. The
major component of deferred tax liabilities is reserve for advanced depreciation of non-current assets.
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Note to transactions with the related parties

1. Subsidiaries and affiliates

Name of Rate of Amount of Ending
Attribute company ownership Relationship Transaction transaction | Account balance
of voting *) *)
Contract Accounts
Contract manufacturing of 178,183 [payable 120
facturing of pharmaceuticals -trade
Chugai Pharma | Directly mhanu ac i gl Supply of Accounts
Subsidiary | Manufacturing | owned pharmaceuticals pharmaceutical 152,127 |receivable 61,262
Co., Ltd. 100.0% ingredients for a fee -other
gi?ggg?; none | Lending of funds 45,300 |y o term
Collection of funds 59,700 loans 13,300
Receipt of interest 260

(*): Millions of yen

Notes:

2. Guideline for determination of business conditions
(1) Business transactions are determined upon consultation in consideration of market value.
(2) Fund transactions are reasonably determined in consideration with market interest rates.

2. Subsidiaries of parent company

1. “Amount of transaction” is reported net of consumption taxes, while “Ending balance” is reported including consumption
taxes.

. Name of Rate of _ . _ Amount_ of Ending
Attribute company ownership Relationship Transaction transaction | Account balance
of voting ) (*)

Purchase of Purchase of. Accounts

Subsidiary ingredients pharmaceutical 145,336 |[payable 38,006
F. Hoffmann-La | ingredients -trade

oy | Roche Lid. | common Sales of oS

directors: Yes pharmaceuticals 217,265 Eﬁgz';able 63,717

(*): Millions of yen

Notes:

1. “Amount of transaction” is reported net of consumption taxes, if any.

2. Business transactions are determined by the same process as that for general transactions in consideration of market

value.

3. Corporate directors and major individual shareholders

Name of Rate of Amount of Ending
Attribute ownership Relationship Transaction |transaction [ Account balance
company ; * "
of voting () (*)
Corporate Directly being | Representative | Exercise of o .
director Osamu Nagayama owned 0.05% [director stock options 148
Corporate Directly being | Representative | Exercise of . .
director Motoo Ueno owned 0.14% |director stock options 59
Corporate Directly being |Representative | Exercise of
director Tatsuro Kosaka owned 0.00% [director stock options 35 T

(*): Millions of yen

Note:  The above refers to the exercise status in the fiscal year under review of the stock acquisition rights issued by the Meeting of
the Board of Directors of Chugai held on May 27, 2011, the Meeting of the Board of Directors of Chugai held on April 24,
2012, the Meeting of the Board of Directors of Chugai held on April 25, 2013, the Meeting of the Board of Directors of Chugai
held on April 24, 2014, the Meeting of the Board of Directors of Chugai held on April 22, 2015, and the Meeting of the Board
of Directors of Chugai held on April 22, 2016.

The column “Amount of transaction” refers to the amount calculated by multiplying the number of shares granted through the

exercise of stock options in the fiscal year under review with the amount paid.

Notes to the per share information

1. Net assets per share
2. Net income per share

¥1,378.90
¥284.23
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Subsequent events

The Company resolved at the meeting of the Board of Directors held on January 21, 2020, the stock split
and partial amendment to the articles of incorporation.

1. Purpose of the stock split
The stock split aims to reduce the investment unit price for the Company’s stock, increase the liquidity of
the stocks, and to further expand the investor base.

2. Outline of the stock split

(1) Method

Fixing Tuesday, June 30, 2020 as a record date, the company will split its ordinary share owned by
shareholders listed or recorded in the shareholder registry three-for-one.

(2) Number of shares to be increased by the stock split

(i) Total number of shares issued before the stock split 559,685,889
(ii) Increase in the number of shares upon the stock split 1,119,371,778
(iii) Total number of shares issued after the stock split 1,679,057,667
(iv) Total number of shares issuable after the stock split 2,399,415,150
(3) Schedule
(i) Announcement of record date Monday, June 15, 2020
(i) Record date Tuesday, June 30, 2020
(iii) Effective date Wednesday, July 1, 2020

3. Effect of these changes on per share information
Per-share information calculated as if this stock split had taken place at the beginning of current fiscal year
is as follows:

2019
Net assets per share (yen) 459.63
Net income per share (yen) 94.74

4. Partial amendment to the articles of incorporation

(1) Reasons for the amendment

In line with the stock split, pursuant to the Article 184.2 of the Companies Act of Japan, the Company will
amend as of Wednesday, July 1, 2020, the total number of shares issuable set by Article 6 in the Articles
of Incorporation of the Company.

(2) Details of the amendment
Details are as follows.

Before the amendment After the amendment
Article 6. (Total Number of Shares Issuable) Article 6. (Total Number of Shares Issuable)
The total number of shares issuable of the | The total number of shares issuable of the
Company shall be 799,805,050 shares. Company shall be 2,399,415,150 shares.

(3) Schedule
Effective date of the amendment to the articles of incorporation: Wednesday, July 1, 2020

5. Others

(1) Change in the amount of stated capital
The stock split will not change the amount of stated capital.
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