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Our goal is to develop the capability to add a new profit-
generating business every three years by either introducing
a new product or by entering a new market.

and development and support the cash flow to develop a steady
stream of new drugs that can compete worldwide. Our 10-year
vision will guide us to develop the capability to introduce a new
product or enter a new market every three years—in other words
to continually create new profit-generating business.

As we have no in-house sales force, the drivers of this vi-
sion are our production and R&D. We are continually upgrading
our production—in terms of capacity to meet demand, safety
and purity. R&D, of course, must provide a steady stream of new
products with which we can grow.

GPS (Global, Powerful, Sustainable)
Mid-term Plan FY2009-2011

To launch us firmly toward fulfilling our 10-year vision, we have
set out targets for the first three years. This new mid-term plan
lays the important foundation for achieving the 10-year vision.
We've named it “GPS;’ for Global, Powerful and Sustainable.
Under “Global; we seek to maximize business opportunities by
expanding cross-border activities in sales and network develop-
ment. Under “Powerful; we seek to strengthen the corporate
organization to best achieve our 10-year vision. And, under “Sus-
tainable; we will seek to be a good corporate citizen in a highly
regulated industry.

The plan calls for raising of net sales from ¥27.2 billion in
FY2008 to ¥30.5 billion in FY2011, and operating income from
¥4.7 billion to ¥6.0 billion, respectively, and we intend to reach
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higher. Achieving these goals depends on successfully expand-
ing sales of our existing products, ARTZ” and OPEGAN". We also
expect early sales of Gel-200 to make a contribution. Our as-
sumptions also take into account the ongoing depreciation of new
manufacturing facilities, R&D expenses targeted at 20% of sales
and the 2010 NHI price revisions.

Forecast for the year ending March 2010

For the year ending March 2010, overseas unit sales volumes
will climb modestly, but steadily, although continuing pressure
from yen appreciation will depress export sales values slightly.
Additionally, depreciation of the No.4 Production Building will
peak. Nevertheless, we expect to record higher sales and profits,
through domestic sales volume growth and royalty payments.
In Japan, we forecast a 10% rise in unit deliveries to medical
institutions for ARTZ" and 6.9% for OPEGAN", and, with no NHI
price reduction scheduled, the rising sales volume for these
major products will lift total net sales by about 7.3%. Total net
income is expected to climb by around 16.5% in the year.

Moving forward together with long-term focus

Our policy of a performance-oriented dividend is also based
on the long-term vision: a yearly dividend payout ratio exceed-
ing 30% on a consolidated basis, with ¥20 per share as the
base amount. In the year ended March 31, 2009, we exceeded
these levels with an annual dividend of ¥25, for a payout ratio
of 44.9%. Furthermore, following authorization by the Board of
Directors, the Company bought back 700,000 common shares
(spending ¥748 million in total).

We have set a long-term horizon for your expectations,
and | believe we will become a more highly competitive global
category pharma as our fast-strengthening fundamentals trans-
late into higher corporate value. We will work continuously to
build stronger relationships of trust with shareholders and other
stakeholders.

Ken Mizutani
President
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Performance by Segment

Pharmaceutical Business

Pharmaceuticals and Medical Devices

Domestic sales of pharmaceuticals and medical devices
for the year ended March 31, 2009 rose by 5.5% to
¥16,276 million, despite NHI reimbursement price
reductions averaging about 6%. Sales of ARTZ" grew
steadily to overcome the NHI price cut. Growth was
underpinned by a campaign with sales partner, Kaken
Pharmaceutical to raise public awareness of knee
osteoarthritis and the effectiveness of early treatment.
Continuous promotion of ARTZ” among internists,
surgeons and anesthetists, in addition to orthopaedists
also contributed to the sales growth.

Unit deliveries to medical institutions of OPEGAN®,
the hyaluronic acid formulation used in cataract surgery,
expanded and retained the top market share as we
continued joint efforts with our sales partner, Santen
Pharmaceutical, to further improve customer satisfaction.

Fine Chemical Business

However, sales proceeds remained at the previous year’s
level, due to the NHI price cut.

For the endoscopic surgery aid MucoUp®, launched
last fiscal year, we worked with sales partner Johnson &
Johnson K.K. Medical Company to promote its profile and
steadily expand sales.

Export sales dropped by 13.5% to ¥4,129 million.
Export sales of SUPARTZ" to U.S. sales partner Smith &
Nephew fell by 20.8% in yen terms, due to yen appreciation
and backwash from last year’s higher sales caused by a
shipment carryover. Sales within the U.S. by S&N continued
to rise, although escalating competition and selling price
declines slowed the rate of growth. Healthy expansion in
China raised export sales to other countries by 26.0%.

Overall worldwide sales of pharmaceuticals and
medical devices expanded by 1.0% (¥196 million) year on
year to ¥20,405 million.

Research Reagents and Diagnostics
Endotoxin-detecting reagents for quality control

sold well, both in Japan and overseas, especially for
Associates of Cape Cod, Inc. (ACC), a wholly owned
subsidiary of Seikagaku Biobusiness operating in the U.S.
and Europe. ACC'’s sales grew by about 10.0% in U.S.-
dollar terms. However, total net sales of this segment for
the year under review dipped by 0.8% (¥38 million) to
¥4,825 million, because of yen appreciation.

B Pharmaceuticals and Medical Devices

17.7%

Bulk Products

The bulk products business posted sales of ¥1,492 million,
a 17.6% (¥319 million) decrease from the previous period.
This decline reflects the production termination of liver
hydrolysate, following the business transfer, and a downturn
in sales of hyaluronic acid for medical use, due to price
declines.

55% 1.8%

27207 (Millions of Yen)
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Main Products
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Intra-articular injections for improving joint functions
ARTZ® 25mg, ARTZ Dispo® 25mg,
SUPARTZ"', ARTZAL"

Hyaluronic acid formulation, first launched in 1987 and currently
approved in 21 countries. Used widely by many doctors and patients
throughout the world as the formulation for the treatment of knee
osteoarthritis>. Now highly evaluated and used worldwide with over 200
million injections performed internationally to date.

SUPARTZ" is a trade name used in North America.

2 InJapan, ARTZ" is also approved for indications of periarthritis of the shoulder and
relief of knee pain from chronic rheumatoid arthritis. The indication for periarthritis of the
shoulder is approved in several other countries as well.

Ophthalmic surgical aids ’
OPEGAN" 0.6, OPEGAN" 1.1, OPEGAN Hi"

OPEGAN" is the first domestically produced hyaluronic acid
formulation used in ophthalmic surgery. Hyaluronic acid with high
viscosity is used in cataract surgery to facilitate the procedure by
protecting corneal endothelium and retaining the intraocular space.

Surgical aid for endoscopic mucosal resection
MucoUp®

By injecting MucoUp® as a surgical aid into the sub-mucosal layer at
the lesion of tumors in the gastrointestinal tract, the lesion rises to form
a dome that can be more easily, safely and completely removed by
endoscopic mucosal resection.

Periodontal regeneration material
Emdogain” Gel

Medical device for use in dentistry to induce regeneration of
periodontium.

[Research Reagents and Diagnostics]

[Bulk Products]

Endotoxin-detecting reagents

Food allergy-related test kits

Hyaluronic acid

Used mainly for quality control in the
manufacture of pharmaceuticals and medical
devices, and quality control of dialysis fluid.

Carbohydrate-related reagents, Saccharides,
Enzymes, Antibodies

Test kits used to detect food allergen
contamination occurring in food manufacturing
processes.

Diagnostics for invasive fungal infections
FUNGITEC" G TEST MK

For nearly 50 years Seikagaku has been
contributing to the advancement of glycoscience
with these essential reagents for glycobiology.

These are the first diagnostics in the world for
the detection with a high sensitivity of
(1,3)-5-D-glucan, a constituent of fungi.

Sold mainly to the manufacturers
of pharmaceuticals as a raw
material.

Sodium chondroitin sulfate

Widely used as a raw material
in pharmaceuticals, ophthalmic
products and drinks for
nutritional fortification.
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Basic Policy of R&D

Joint diseases
(osteoarthritis,
rheumatoid
arthritis etc.)

Glycoscience New

Products

Allergies &
immune diseases

Ophthalmic * Glycosaminoglycans

diseases

IS

on new and unique products

drug discovery, Seikagaku pursues a unique
line—in a field that has only recently gained high-
level recognition as a key to understanding life
processes. The field is glycoscience, especially
glycosaminoglycans (GAGSs). Its unique features

ring unassailable advantages and present a hurdle
to entry by mega pharmaceutical companies.

The majority of pharmaceuticals are low molecular
weight compounds. The molecular weights of GAGs, our
main focus, are much larger, making them very difficult
to handle. Therefore, it requires an extremely high level
of specialized knowledge and technology to synthesize,
analyze and manufacture GAGs. This difficulty is a major
reason why there have been so few applications of GAG
research findings to pharmaceuticals.

We have been involved in this field for over 60 years,
accumulating expertise and practical achievements as a
pioneer developer and manufacturer of the world’s first
hyaluronic acid formulation.

Currently this field, in which we have an established
competitive edge, has a feature that discourages
mega competitors from entry: its overall market size
is not large in comparison with the typical blockbuster
pharmaceutical products. This feature virtually assures
that any of the products we create will either be serving
unmet needs or serving needs through a compellingly
unique mode of action. By concentrating our focus
on glycoscience and choosing therapy fields that
other companies are unlikely to enter, we will swiftly
and continuously develop and release drugs that can
compete strongly around the world.



Current research aimed
at focused expansion

Current research can be characterized
as seeking expansion within carefully
defined areas of study based on our
long involvement with GAGs. The pri-
mary field of study remains our long-
established focus on joint diseases,
including osteoarthritis and rheumatoid
arthritis. We aim to raise the probabil-
ity of successful drug development by
utilizing technologies in which we excel.
Our target substances are not only
GAGs themselves, but also modified
GAGs and enzymes that act on GAGs.
To power this development forward,
Seikagaku has set a target level of R&D
spending at around 20% of total sales.
This relatively high level for a Japanese
pharmaceutical company is sufficient to
assure steady creation of new themes to
replenish the pipeline.

Our policy on pipeline manage-
ment is to regularly re-evaluate existing
projects in accordance with our basic
research policy in terms of success

probability, market size and profit poten-
tial. Concentrating on highly-promising
research themes, as confirmed by strict
evaluation, rather than simply adding
more and more themes to the pipeline,
raises our chances of success.

Three products in
late-stage development

We made steady progress on our proj-
ects during the year ended March 31,
2009 and currently have three products
in late-stage development. In July 2008,
we filed a PMA (premarket approval for
medical devices) application with the
FDA for Gel-200, an intra-articular (joint)
injection for knee osteoarthritis that is
expected to provide long-term pain relief
with a single injection.

Knee osteoarthritis is an age-related
disease, and the number of sufferers is
increasing. Gel-200 is expected to give
patients in the U.S. the option of mini-
mizing the number of injections required
for a treatment. The main ingredient
of Gel-200 is cross-linked hyaluronate
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hydrogel manufactured using our own
cross-linking technology. This feature
gives the solution extremely high vis-
coelasticity, which results in a long-
term residual presence in the knee joint
cavity. For that reason, a single injection
is expected to have efficacy similar to
current multiple injection formulations
over the same time span.

We are now waiting for the results
of the FDA review. We also completed
a clinical trial to support marketing,
and data from the trial indicated that
repeated treatment is safe.

Another late-stage theme is SI1-602,
an additional indication of SUPARTZ"
for shoulder osteoarthritis. The Phase
Il trial was completed, and we submit-
ted an application with the FDA on
September 25, 2009. In Japan, ARTZ"
has already obtained an indication
for shoulder periarthritis. This theme
aims at improving the clinical value of
SUPARTZ" in the U.S. through lifecycle
management, and we are carrying out
development with our SUPARTZ" sales
partner, Smith & Nephew, Inc.

Pipeline
Target NDA/PMA

Product Lead indication market Pre-clinical Phase| Phasell Phase Ill application In-house/In-license
Gel-200: Cross-linked hyaluronate hydrogel Osteoarthritis of knee us. In-house
S1-602: Additional indication for SUPARTZ® (US.) || Osteoarthritis of shoulder us. In-house
S1-6603: Chondroitinase ABC Lumbar disc herniation Jc:)p:n In-house
S1-615: Adenosine A3 receptor agonist Inflammatory diseases (Mainly rheumatoid arthritis) Japan In-license (Can-Fite BioPharma)
SI1-636*: Anti-VAP-1 antibodies Inflammatory diseases Japan In-license (BioTie Therapies)
New (GAG-related) Ophthalmic diseases In-house
New (Core target-related) Joint diseases In-house

* Development code has changed from SI-3106 to SI-636.

11
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R&D Activities

While the first two late-stage themes
are based on hyaluronic acid, SI-6603 is
a formulation of chondroitinase ABC, a
GAG-degrading enzyme produced from
bacteria. This is a treatment for herni-
ated lumbar discs, a condition by which
the nucleus pulposus protrudes from
the lumbar disc and comes into contact
with surrounding nerves, causing pain
or numbness. With a single injection into
the herniated disc, it degrades GAGs,
the principal component of the nucleus
pulposus. As a result, the internal pres-
sure is reduced and the herniated nucle-
us pulposus recedes, bringing expected
alleviation of the pain and numbness. A
single injection of SI-6603 is expected to
provide efficacy similar to surgery.

Moreover, unlike with surgery, pa-
tients will be able to resume their lives
relatively quickly. A lower physical
burden during treatment and reduced
hospitalization is also expected. Target
patient enrollment was completed for a
Phase II/1Il clinical trial in Japan, and a
Phase Il trial is under way in the U.S.

In-licensing boosts potential
for new drug discovery

In-licensing and collaborative research
and development, over the long run, can
strengthen our overall capacity for drug
discovery by supplementing the in-house
development pipeline. In-licensed from
Can-Fite BioPharma Ltd. of Israel, SI-
615 is an adenosine A3 receptor agonist
based on a novel mechanism. It is now

undergoing a Phase | clinical trial in
Japan as an oral treatment for the pain
of rheumatoid arthritis.

SI1-636, at the pre-clinical stage, is
an anti-VAP-1 antibody in-licensed from
Biotie Therapies Corp. of Finland. Unlike
conventional anti-inflammatory agents,
SI-636 inhibits the VAP-1 adhesion mol-
ecules, that are said to cause inflamma-
tion, offering a highly novel alternative
treatment of inflammatory diseases
such as rheumatoid arthritis, inflamma-
tory bowel disease and psoriasis. We will
review the development policy based on
further results.

Pursuing a new and
global vision with confidence

We are increasingly confident about our
future prospects. Currently, we have two
other in-house projects in the pre-clinical
stage. Both are GAG-related. They target
therapeutic applications in the ophthal-
mological and joint disease fields. Little

more of them can or should be said at
this stage, but, we will supply more infor-
mation as progress develops.

Ultimately, our competitiveness and
value as a “global category pharma”
rests heavily on the ability to smoothly
and regularly release significant new
products into the market. We believe the
team and program now in place gives us
such a capability.
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A New Perspective on
Life Processes

Glycoconjugates perform
vital functions in biological
processes

When we think about life processes, there is
tendency to focus solely on genes and pro-
teins. Yet, as we learn more about DNA, the
“blueprint” of life, our attention is increas-
ingly drawn to sugar chains, which were pre-
viously seen just as supporting actors in the
life drama.

Proteins are synthesized according to
information encoded in our DNA blueprints.
Sugar chains, which are added to about one-
half of the proteins synthesized in animal
cells, help to enhance and diversify the func-
tions of those proteins. Sugar chains are also
linked to lipids to form glycolipids. These are
widely distributed over the surface of cells
and are thought to play roles in the exchange
of information between cells.

Recent advances in glycoscience have
shown that glycoconjugates perform specific
functions at all stages of biological develop-
ment, including the creation of life, fetal de-
velopment and the generation and restora-
tion of internal organ functions. It is generally
accepted that many of the glycoconjugates
produced throughout the body help to orga-
nize life processes through the exchange of
information and substances.

There is definite interest in the role of
glycoconjugates in diseases. It is thought that
these sugar chains are directly involved in
many conditions, including viral and bacte-

rial infections, immunological diseases, and
lifestyle-related diseases, as well as the on-
set and metastasis of cancer. For example,
some pathogens such as influenza virus and
a pathogenic strain of E coli, 0157, invade
the body by binding to specific sugar chains
on the cell surface. Furthermore, sugar-chain
structures change when cells become can-
cerous, facilitating the growth and metastasis
of cancers.

Because sugar chains determine the
blood group of every human being, they are
also profoundly involved in compatibility is-
sues relating to blood transfusion and organ
transplantation.

By studying the structures and func-
tions of sugar chains involved in diseases,
we can increase our understanding of their
roles and effects. Such work is expected to
lead to the development of revolutionary
therapies and diagnostic methods based on
applications of sugar chains and the genet-
ics of sugar chains.

From birth to aging, glycoconjugates are
profoundly involved in fundamental biologi-
cal processes, including both normal and the
abnormal disease conditions. A fundamental
understanding of glycoconjugates is vital to
the future development of the health industry.

As a pioneer in glycoscience research,
Seikagaku continues to contribute to im-
provement in the quality of life by develop-
ing new drugs in this field. The outcome of
these efforts will provide the key to our future
growth and success.

13
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Corporate Governance

Seikagaku approaches corporate governance by keeping in mind our responsibilities as a pharmaceutical
company and seeking to retain the confidence of stakeholders. To assure that we manage the Company
ethically and well, we apply effective internal control systems that reinforce collection of information neces-
sary for responsible governance, speed up decision-making and reduce risks.

Board of Directors

The Board of Directors meets once a month, as a rule, and as
required to carry out tasks stipulated in the Articles of Incorpo-
ration, makes key decisions guiding business operations, and
supervises the performance of those operations.

Since June 2004, the Board of Directors has appointed
one outside director to strengthen its supervisory functions, and
since June 2007, the term of office for directors has been one
year, for optimum adaptability to the business environment.

Business operations

Under the managing officer system, executive functions are
separated from those of the Board of Directors, which concen-
trates on decision-making and supervising business operations.
The Management Committee meets basically once a week
so that internal directors and managing officers can be fully
informed about management issues and take prompt action to
address them. In addition, we set up the Risk Management Com-
mittee in April 2008 to address potential risks to the Company.

Audit

The Board of Auditors, consisting of five statutory auditors,
three of whom are outside auditors, is charged with auditing
the performance of the directors. Internal audits include audits
performed by the Audit Department, quality audits carried out
by the Quality Assurance Dept. and GCP audits by the Regula-
tory Affairs Dept. These audits verify that all departments are
conducting their operations in an appropriate manner.

(As of June 19, 2009)

Election/dismissal

Reporting Reporting

Board of Corporate Auditors Audits

(5 members, including 3 outside auditors) Reporting

Discussion of and
reporting on
important matters

Audits

Collaboration

Instruction

Audit

Board of Directors Reporting
(8 directors, including 1 outside director)

Management Committee
7 directors, 3 managing officers
2 statutory auditors (as observers)

Compliance

Compliance lies at the heart of all corporate activities of the
Company. We have to strictly comply not only with all laws and
regulations but also with internal codes and rules as well as
socially accepted ethical standards. The Compliance Program
Handbook is produced and distributed to all executives and
employees in order to maintain and promote awareness and
understanding on compliance. Further company-wide education
is implemented from time to time.

Internal controls for financial reporting

We strictly enforce proper internal controls for financial report-
ing and demonstrate our commitment to transparent reporting.
The management has evaluated the effectiveness of the opera-
tion of its internal controls for financial reporting and received a
clean opinion from an audit by an independent accounting firm.

Policy toward large-scale purchases
of shares in the Company

In June 2008, a policy regarding large-scale purchases of
shares in the Company was approved at the General Share-
holders’ Meeting to prevent inappropriate purchases that could
harm corporate value and the common interests of sharehold-
ers. The policy provides for the establishment of an independent
committee, consisting of persons independent of the manage-
ment, in order to ensure objective and reasonable judgments of
the Board of Directors.

Shareholders’ Meeting

Election/dismissal Election/dismissal

Accounting Firm

Appointment/dismissal/supervision

Audits Department

Reporting Compliance Promotion

Committee

Internal audits

Audits

Risk Management
Committee

Reporting

Departments, Group Companies

\L Performance of business operations, instruction, supervision




Ken Mizutani

Shinji Usuda

e Za b

Shinji Tonomura Yasushi Fukumoto

Board of Directors s of sune 19, 2009)

Toshinori Yagura

Eiji Katayama

Kazuaki Onishi

Glycoforum:

While it is our mission to serve the improvement of the
health and well-being of people through our business
operations as a pharmaceutical company, we also pro-
actively contribute to the advancement of glycoscience,
a key research field for understanding life processes
and diseases.

The Mizutani Foundation for Glycoscience:

The Mizutani Foundation for Glycoscience was en-
dowed by Masakane Mizutani, founder of Seikagaku
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PRESIDENT

Ken Mizutani

SENIOR
MANAGING DIRECTOR

Toshinori Yagura

EXECUTIVE
MANAGING DIRECTOR

Shinji Usuda
OUTSIDE DIRECTOR

Eiji Katayama

DIRECTORS,

EXECUTIVE MANAGING OFFICERS

Hideki Kawamura
Shinji Tonomura

DIRECTORS

Kazuaki Onishi
» '_'i Yasushi Fukumoto

Hideki Kawamura

AUDITORS

Kenji Kaneko
Kenji Takasaki

OUTSIDE AUDITORS

Nobuhiro Takeuchi
Junya Sato
Akifumi Yamada

MANAGING OFFICERS

Yoshiyuki Sakura
Shinji Harashima
Shinichi Ishikawa

Social Contribution through Glycoscience Research Support

We support glycoscience research by collecting and
distributing the latest research findings on glycoscience
developments, publicizing original papers and commen-
tary by key researchers in the field through the website
“Glycoforum? Established by Seikagaku in 1997, Glycofo-
rum has attracted the interest of researchers throughout
the world, serving as a comprehensive information web-
site on glycoscience. Articles are available both in Japa-
nese and English and have been recommended in the
publication Nature Reviews. Visit www.glycoforum.gr.jp

Corp. The foundation promotes original glycoscience
research in Japan and overseas through an active grant
program, supports international exchanges and hosts
glycoscience conferences. Seikagaku strongly backs
the foundation’s diverse efforts to advance glycosci-
ence. See www.mizutanifdn.or.jp
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Consolidated Balance Sheets

Seikagaku Corporation and Consolidated Subsidiaries
March 31, 2009 and 2008

Thousands of

Milispsloficr U.S. Dollars (Note 1)

2009 2008 2009
ASSETS
CURRENT ASSETS:
Cash and cash equivalents ¥ 6,799 ¥ 8,406 $ 69,378
Short-term investments (Note 3) 3,889 3,784 39,684
T Notes and accounts receivable—trade 7,760 7,009 79,184
=1 Allowance for doubtful accounts 9) (6) (92)
= Inventories (Note 4) 3,921 3,991 40,010
e Deferred tax assets (Note 10) 720 954 7,347
Q Other current assets 1,962 840 20,020
;) Total current assets 25,042 24,978 255,531
— PROPERTY, PLANT AND EQUIPMENT—At cost:
Q Land 1,071 714 10,929
@ Buildings and structures 13,906 12,304 141,898
(BD Machinery and equipment 12,213 8,490 124,622
S Lease assets 1,289 13,153
5," Construction in progress 5,659
Total 28,479 27,167 290,602
Accumulated depreciation (15,265) (13,609) (155,765)
Net property, plant and equipment 13,214 13,558 134,837
INVESTMENTS AND OTHER ASSETS:
Investment in an unconsolidated subsidiary 25 25 255
Investment securities (Note 3) 17,857 19,873 182,214
Goodwill 70 104 714
Other assets (Note 6) 2,352 2,453 24,000
Allowance for doubtful accounts (345) (371) (3,520)
Total investments and other assets 19,959 22,084 203,663
TOTAL ¥ 58,215 ¥ 60,620 $ 594,031
LIABILITIES AND EQUITY
CURRENT LIABILITIES:
Notes and accounts payable—trade ¥ 883 ¥ 799 $ 9,010
Notes and accounts payable—other 2,039 2,290 20,806
Accrued expenses 761 738 7,765
Accrued income taxes 251 1,678 2,561
Other current liabilities 277 67 2,827
Total current liabilities 4,211 5,572 42,969
LONG-TERM LIABILITIES:
Long-term debt (Note 7) 700 700 7,143
Lease obligations (Note 5) 878 8,959
Retirement benefits (Note 8) 169
Deferred tax liabilities (Note 10) 411
Other long-term liabilities 117 122 1,194
Total long-term liabilities 1,695 1,402 17,296
EQUITY (Notes 9 and 14):
Common stock—authorized, 234,000,000 shares;
issued, 58,584,003 shares in 2009 and 2008 L 2 il
Capital surplus 5,302 5,302 54,102
Retained earnings 45,967 44 511 469,051
Unrealized (loss) gain on available-for-sale securities (126) 1,162 (1,285)
Foreign currency translation adjustments (598) 158 (6,102)
Treasury stock—at cost, 1,775,337 shares in 2009 and
1,074,803 shares in 2008 i) () Alisy
Total equity 52,309 53,646 533,766
TOTAL ¥ 58,215 ¥ 60,620 $ 594,031

See notes to consolidated financial statements.



Consolidated Statements of Income

Seikagaku Corporation and Consolidated Subsidiaries
Years Ended March 31, 2009 and 2008

Millions of Yen
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Thousands of
U.S. Dollars (Note 1)

2009 2008 2009
NET SALES (Notes 11 and 13) ¥ 27,207 ¥ 27,630 $ 277,623
COST OF SALES 9,984 8,948 101,878
Gross profit 17,223 18,682 175,745
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES (Note 12) 12,493 12,005 127,480
Operating income 4,730 6,677 48,265
OTHER INCOME (EXPENSES):
Interest and dividend income 454 451 4,633
Interest expense (62) (10) (633)
Foreign exchange loss (90) (242) (918)
Other—net (165) (8) (1,684)
Other income—net 137 191 1,398
INCOME BEFORE INCOME TAXES 4,867 6,868 49,663
INCOME TAXES (Note 10):
Current 1,262 2912 12,877
Deferred 430 (288) 4,388
Total income taxes 1,692 2,624 17,265
NET INCOME ¥ 3,175 ¥ 4,244 $ 32,398
Yen U.S. Dollars
2009 2008 2009
PER SHARE OF COMMON STOCK (Note 2.0):
Net income ¥ 55.68 ¥ 7367 $ 0.57
Cash dividends applicable to the year 25.00 30.00 0.26

See notes to consolidated financial statements.
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Consolidated Statements of Changes in Equity

Seikagaku Corporation and Consolidated Subsidiaries
Years Ended March 31, 2009 and 2008

Millions of Yen

Issued

Unrealized

. Foreign
Number of . . (Loss) Gain
©; Capital Retained : © T :
Staresor  OqUen ol Dolones onAwioble: (ST TG Totol Equty
Stock Securities Adjustments
BALANCE, APRIL 1, 2007 58,684,093 ¥ 3840 ¥5302 ¥41,712 ¥ 2558 ¥ 56 ¥ (635) ¥52,833
Net income 4,244 4,244
Cash dividends, ¥25.0 per share (1,445) (1,445)
Unrealized loss on
available-for-sale securities (1,396) (1,396)
Net change in foreign currency
translation adjustments 102 102
Purchase of treasury stock (692) (692)
BALANCE, MARCH 31, 2008 58,584,093 3,840 5,302 44 511 1,162 158 (1,327) 53,646
Net income 3,175 3,175
Cash dividends, ¥30.0 per share 1,719) (1,719)
Unrealized loss on
available-for-sale securities (1,288) (1,288)
Net change in foreign currency
translation adjustments (756) (756)
Purchase of treasury stock (749) (749)
BALANCE, MARCH 31, 2009 58,584,093 ¥ 3,840 ¥5302 ¥45967 ¥ (126) ¥(598) ¥(2,076) ¥52,309
Thousands of U.S. Dollars (Note 1)
Unrealized .
. Foreign
. . (Loss) Gain
Common Capital Retained . _ Currency Treasury .
Stock Surplus Earnings onf/(-\)\:_a;(l]c:gle Translation Stock lotaliEgLity
Securities Aelusimsnis
BALANCE, MARCH 31, 2008 $39,184 $54,102 $454,194 $ 11,857 $ 1,612 $(13,541) $547,408
Net income 32,398 32,398
Cash dividends, $0.31 per share (17,541) (17,541)
Unrealized loss on
available-for-sale securities (13,142) (13142)
Net change in foreign currency
translation adjustments (7.714) (7,714)
Purchase of treasury stock (7,643) (7,643)
BALANCE, MARCH 31, 2009 $39,184 $54,102 $469,051 $ (1,285) $(6,102) $(21,184) $533,766

See notes to consolidated financial statements.



Consolidated Statements of Cash Flows

Seikagaku Corporation and Consolidated Subsidiaries
Years Ended March 31, 2009 and 2008

Millions of Yen
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Thousands of

U.S. Dollars (Note 1)

2009 2008 2009
OPERATING ACTIVITIES:
Income before income taxes ¥ 4,867 ¥ 6,868 $ 49,663
Adjustments for:
Income taxes—paid (3,165) (2,295) (32,296)
Depreciation and amortization 2,141 1,257 21,847
Foreign exchange loss 96 163 979
Changes in assets and liabilities:
(Increase) decrease in notes and accounts receivable—trade (809) 931 (8,255)
(Increase) decrease in inventories (66) 51 (673)
(Increase) decrease in advance payments for
research and development (423) 120 (4,316)
Increase (decrease) in notes and accounts payable—trade 101 (59) 1,031
Increase in accounts payable—other 54 76 551
Decrease in retirement benefit (223) (447) (2,276)
Other—net 318 80 3,245
Net cash provided by operating activities 2,891 6,745 29,500
INVESTING ACTIVITIES:
Proceeds from redemption of short-term investments 3,665 4,199 37,398
Purchases of short-term investments (999)
Purchases of fixed assets (1,672) (3,979) (17,061)
Proceeds from sales of investment securities 1,476 1,493 15,061
Purchases of investment securities (5,149) (4,129) (52,541)
Other—net 67 (168) 684
Net cash used in investing activities (1,613) (3,583) (16,459)
FINANCING ACTIVITIES:
Purchases of treasury stock (753) (697) (7,684)
Proceeds from long-term debt 700
Repayments of lease obligations (188) (1,918)
Dividends paid (1,718) (1,443) (17,531)
Other—net 1
Net cash used in financing activities (2,659) (1,439) (27,133)
FOREIGN CURRENCY TRANSLATION
ADJUSTMENTS ON CASH AND CASH EQUIVALENTS (226) 47) (2,306)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (1,607) 1,676 (16,398)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 8,406 6,730 85,776
CASH AND CASH EQUIVALENTS, END OF YEAR ¥ 6,799 ¥ 8,406 $ 69,378
NONCASH INVESTING AND FINANCING ACTIVITIES:
Assets acquired through finance leases ¥ 1,373 $ 14,010
Liabilities assumed through finance leases 1,256 12,816

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

Seikagaku Corporation and Consolidated Subsidiaries
Years Ended March 31, 2009 and 2008

1. BASIS OF PRESENTING CONSOLIDATED

FINANCIAL STATEMENTS
The accompanying consolidated financial statements have
been prepared in accordance with the provisions set forth in
the Japanese Financial Instruments and Exchange Act and
its related accounting regulations and in conformity with ac-
counting principles generally accepted in Japan (“Japanese
GAAP”), which are different in certain respects as to applica-
tion and disclosure requirements of International Financial
Reporting Standards.

In preparing these consolidated financial statements, cer-
tain reclassifications and rearrangements have been made
to the consolidated financial statements issued domestically
in order to present them in a form which is more familiar to
readers outside Japan. In addition, certain reclassifications
have been made in the 2008 financial statements to conform
to the classifications used in 2009.

The consolidated financial statements are stated in Japa-
nese yen, the currency of the country in which Seikagaku
Corporation (the “Company”) is incorporated and operates.
The translations of Japanese yen amounts into U.S. dollar
amounts are included solely for the convenience of readers
outside Japan and have been made at the rate of ¥98 to $1,
the approximate rate of exchange at March 31, 2009. Such
translations should not be construed as representations that
the Japanese yen amounts could be converted into U.S. dol-
lars at that or any other rate.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

a. Consolidation The consolidated financial statements as
of March 31, 2009 and 2008 include the accounts of the
Company and its 4 significant subsidiaries (together, the
“Group”).

During the year ended March 31, 2008, the Company
established one domestic subsidiary and liquidated one
subsidiary.

Investment in an unconsolidated subsidiary in 2009 and
2008 is stated at cost. If the equity method of accounting
had been applied to the investment in this subsidiary, the
effect on the accompanying consolidated financial state-
ments would not be material.

The excess of the cost of an acquisition over the fair
value of the net assets of an acquired subsidiary at the date
of acquisition is being amortized over a period of 15 years.

All significant intercompany balances and transac-
tions have been eliminated in consolidation. All material
unrealized profit included in assets resulting from transac-
tions within the Group is eliminated.

b. Unification of Accounting Policies Applied to Foreign
Subsidiaries for the Consolidated Financial Statements
In May 2006, the Accounting Standards Board of Japan
(the “ASBJ”) issued ASBJ Practical Issues Task Force
(“PITF”) No. 18, “Practical Solution on Unification of Ac-
counting Policies Applied to Foreign Subsidiaries for the
Consolidated Financial Statements.” PITF No. 18 prescribes
(1) the accounting policies and procedures applied to a
parent company and its subsidiaries for similar transac-
tions and events under similar circumstances should in
principle be unified for the preparation of the consolidated
financial statements, (2) financial statements prepared by
foreign subsidiaries in accordance with either International
Financial Reporting Standards or the generally accepted
accounting principles in the United States of America
tentatively may be used for the consolidation process, (3)
however, the following items should be adjusted in the
consolidation process so that net income is accounted
for in accordance with Japanese GAAP unless they are
not material: (a) amortization of goodwill; (b) scheduled
amortization of actuarial gain or loss of pensions that has
been directly recorded in the equity; (c) expensing capital-
ized development costs of R&D; (d) cancellation of the fair
value model accounting for property, plant and equipment
and investment properties and incorporation of the cost
model accounting; (e) recording the prior years’ effects of
changes in accounting policies in the income statement
where retrospective adjustments to financial statements
have been incorporated; and (f) exclusion of minority inter-
ests from net income, if contained. PITF No. 18 was effec-
tive for fiscal years beginning on or after April 1, 2008 with
early adoption permitted.

The Company applied this accounting standard effec-
tive April 1, 2008. No effect of adopting the new standard
is recognized on the income before income taxes.

c. Cash Equivalents Cash equivalents are short-term invest-
ments that are readily convertible into cash and that are
exposed to insignificant risk of changes in value.

Cash equivalents include time deposits, certificate
of deposits, commercial paper and mutual funds mainly
investing in bonds that represent short-term investments,
all of which mature or become due within three months of
the date of acquisition.

d. Short-term Investments and Investment Securities Short-
term investments and investment securities are classified
and accounted for, depending on management’s intent, as
follows: (1) held-to-maturity debt securities which are ex-
pected to be held to maturity with the positive intent and



ability to hold to maturity are reported at amortized cost
and (2) available-for-sale securities, which are not clas-
sified as held-to-maturity debt securities, are reported at
fair value, with unrealized gains and losses, net of appli-
cable taxes, reported in a separate component of equity.
Non-marketable available-for-sale securities are stated at
cost determined by the moving-average method. For other
than temporary declines in fair value, investment securi-
ties are reduced to net realizable value by a charge to
income.

Allowance for Doubtful Accounts The allowance for
doubtful accounts is stated in amounts considered to be
appropriate based on the Company’s past credit loss ex-
perience and an evaluation of potential losses.

Inventories Prior to April 1, 2008, merchandise is stated
at cost determined by the moving-average method and
finished products, semi-finished products, raw materials,
work in process and supplies are stated at cost deter-
mined by the average method.

In July 2006, the ASBJ issued ASBJ Statement No. 9,
“Accounting Standard for Measurement of Inventories.”
This standard requires that inventories held for sale in the
ordinary course of business be measured 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 appropri-
ate. The standard also requires that inventories held for
trading purposes be measured at the market price. The
standard was effective for fiscal years beginning on or af-
ter April 1, 2008 with early adoption permitted.

The Company applied this new accounting standard
for measurement of inventories effective April 1, 2008. The
effect of this change is negligible.

Property, Plant and Equipment Property, plant and equip-
ment are stated at cost. Depreciation of property, plant
and equipment of the Company and its consolidated
domestic subsidiary is computed substantially by the de-
clining-balance method at rates based on the estimated
useful lives of the assets, while the straight-line method is
applied to buildings of the Company and its consolidated
domestic subsidiary acquired on and after April 1, 1998.
Property, plant and equipment of consolidated foreign
subsidiaries are mainly depreciated by the straight-line
method over the estimated useful lives of the assets. The
range of useful lives is principally from 15 to 39 years for
buildings and structures and from 3 to 15 years for ma-
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chinery and equipment. Lease assets are depreciated by
the straight-line method over the respective lease periods.

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

Under the previous accounting standard, finance leas-
es that were deemed to transfer ownership of the leased
property to the lessee were to be capitalized. However,
other finance leases were permitted to be accounted for
as operating lease transactions if certain “as if capital-
ized” information was disclosed in the note to the lessee’s
financial statements. The revised accounting standard re-
quires that all finance lease transactions should be capi-
talized to recognize lease assets and lease obligations
in the balance sheet. In addition, the revised accounting
standard permits leases which existed at the transition
date and do not transfer ownership of the leased property
to the lessee to be measured at the obligations under
finance leases less interest expense at the transition date
and recorded as acquisition cost of lease assets.

The Company applied the revised accounting stan-
dard effective April 1, 2008. In addition, the Company
accounted for leases which existed at the transition date
and do not transfer ownership of the leased property to
the lessee as acquisition cost of lease assets measured at
the obligations under finance leases less interest expense
at the transition date. The effect of this change was to in-
crease operating income by ¥19 million ($194 thousand),
and to decrease income before income taxes by ¥53 mil-
lion ($541 thousand), which included a cumulative effect
of ¥23 million ($235 thousand) at March 31, 2008. The
cumulative effect was presented in other expense in the
2009 consolidated statement of income.

All other leases are accounted for as operating leases.

Long-lived Assets The Group reviews its long-lived assets
for impairment whenever events or changes in circum-
stance indicate the carrying amount of an asset or asset
group may not be recoverable. An impairment loss would
be recognized if the carrying amount of an asset or as-
set group exceeds the sum of the undiscounted future
cash flows expected to result from the continued use and
eventual disposition of the asset or asset group. The im-
pairment loss would be measured as the amount by which
the carrying amount of the asset exceeds its recoverable
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amount, which is the higher of the discounted cash flows
from the continued use and eventual disposition of the as-
set or the net selling price at disposition.

Retirement and Pension Plans The Company and its con-
solidated domestic subsidiary have non-contributory fund-
ed defined benefit pension plans covering substantially
all of its employees. The amount of benefits is generally
determined on the basis of the current basic rates of com-
pensation and length of service at the time of termination.

The Company and its consolidated domestic subsid-
iary account for the liability for retirement benefits based
on projected benefit obligations and plan assets at the
balance sheet date.

The Company and its consolidated domestic subsid-
iary have another pension plan, which is a defined con-
tributory pension plan from 2006.

Certain foreign subsidiaries also have defined contrib-
utory retirement plans, which mainly consist of a 401(k)
plan in the United States of America, covering substan-
tially all of their employees.

Research and Development Costs Research and develop-
ment costs are charged to income as incurred.

Income Taxes The provision for income taxes is computed
based on the pretax income included in the consolidated
statements of income. The asset and liability approach is
used to recognize deferred tax assets and liabilities for the
expected future tax consequences of temporary differences
between the carrying amounts and the tax basis of assets
and liabilities. Deferred taxes are measured by applying
currently enacted tax laws to the temporary differences.

. Foreign Currency Transactions All short-term receivables

and payables denominated in foreign currencies are
translated into Japanese yen at the exchange rates at
the balance sheet date. The foreign exchange gains and
losses from translation are recognized in the consolidated
statements of income.

Foreign Currency Financial Statements The balance
sheet accounts of the consolidated foreign subsidiar-
ies are translated into Japanese yen at the current
exchange rate as of the balance sheet date except for
equity, which is translated at the historical rates. Dif-
ferences arising from such translation were shown as
“Foreign currency translation adjustments” in a separate
component of equity.

Revenue and expense accounts of consolidated for-

eign subsidiaries are translated into yen at the average
exchange rate.

Per Share Information Basic net income per share is com-
puted by dividing net income available to shareholders of
common stock by the weighted-average number of shares
of common stock outstanding for the period, retroactively
adjusted for stock splits.

Diluted net income per share is not disclosed because
there are no dilutive securities in 2009 and 2008.

Cash dividends per share presented in the accompa-
nying consolidated statements of income are dividends
applicable to the respective years including dividends to
be paid after the end of the year.

New Accounting Pronouncements
Asset Retirement Obligations—On March 31, 2008, the
ASBJ published a new accounting standard for asset
retirement obligations, ASBJ Statement No. 18 “Account-
ing Standard for Asset Retirement Obligations” and ASBJ
Guidance No. 21 “Guidance on Accounting Standard for
Asset Retirement Obligations.” Under this accounting
standard, an asset retirement obligation is defined as a
legal obligation imposed either by law or contract that re-
sults from the acquisition, construction, development and
the normal operation of a tangible fixed asset and is as-
sociated with the retirement of such tangible fixed asset.
The asset retirement obligation is recognized as the
sum of the discounted cash flows required for the future
asset retirement and is recorded in the period in which
the obligation is incurred if a reasonable estimate can be
made. If a reasonable estimate of the asset retirement ob-
ligation cannot be made in the period the asset retirement
obligation is incurred, the liability should be recognized
when a reasonable estimate of asset retirement obliga-
tion can be made. Upon initial recognition of a liability for
an asset retirement obligation, an asset retirement cost
is capitalized by increasing the carrying amount of the
related fixed asset by the amount of the liability. The as-
set retirement cost is subsequently allocated to expense
through depreciation over the remaining useful life of the
asset. Over time, the liability is accreted to its present
value each period. Any subsequent revisions to the timing
or the amount of the original estimate of undiscounted
cash flows are reflected as an increase or a decrease in
the carrying amount of the liability and the capitalized
amount of the related asset retirement cost. This standard
is effective for fiscal years beginning on or after April 1,
2010 with early adoption permitted for fiscal years begin-
ning on or before March 31, 2010.



3. SHORT-TERM INVESTMENTS AND

INVESTMENT SECURITIES
Short-term investments and investment securities as of March
31, 2009 and 2008, consisted of the following:

Thousands of
U.S. Dollars

2009 2008 2009

Millions of Yen

Short-term investments:
Debt securities ¥ 3,386 ¥ 3,781 $ 34,551
Other 503 & 5,133

Total ¥ 3,880 ¥ 3784 $ 39,684

Investment securities:
Equity securities

¥ 4819 ¥ 6,728 $ 49,173

Debt securities 11,007 10,892 112,316
Other 2,031 2,253 20,725
Total ¥17,857 ¥19,873 $182,214

Information regarding the marketable securities classified as
available-for-sale at March 31, 2009 and 2008, was as follows:

Millions of Yen

Unrealized Unrealized

(Gl Gains Losses

March 31, 2009 Fair Value

Securities classified as
available-for-sale:

Equity securities ¥ 4213 ¥ 973 ¥367 ¥ 4,819
Debt securities 14,830 78 515 14,393
Other 2,413 382 2,031

March 31, 2008

Securities classified as
available-for-sale:

Equity securities ¥ 4527 ¥2,364 ¥171 ¥ 6,720
Debt securities 14,767 119 213 14,673
Other 2,418 165 2,253

Thousands of U.S. Dollars

Unrealized Unrealized

Casi Gains Losses

March 31, 2009 Fair Value

Securities classified as
available-for-sale:

Equity securities $ 42,989 $9,929 $3,745 $ 49,173
Debt securities 151,326 796 5,255 146,867
Other 24,623 3,898 20,725

Available-for-sale investments whose fair values are not readily
determinable as of March 31, 2009 and 2008, were as follows:

Carrying Amount

Thousands of
U.S. Dollars

2009 2008 2009

Millions of Yen

Available-for-sale:
Time deposits ¥503 ¥ 3 $5,133
Equity securities 8

Total ¥503 ¥11 $5,133

ANNUAL REPORT 2009

Proceeds from sales of available-for-sale securities for the
years ended March 31, 2009 and 2008 were ¥1,511 million
($15,418 thousand) and ¥1,493 million, respectively. Gross re-
alized gains and losses on these sales, computed on the mov-
ing average cost basis, were ¥132 million ($1,347 thousand)
and ¥208 million ($2,122 thousand), respectively, for the year
ended March 31, 2009. Gross realized gains and losses on
these sales, computed on the moving average cost basis,
were ¥18 million and ¥47 million, respectively, for the year
ended March 31, 2008.

The carrying values of debt securities and other invest-
ments by contractual maturities for securities classified as
available-for-sale at March 31, 2009 are as follows:

- Thousands of
Millions of Yen USS. Dollars

Due in one year or less ¥ 3,880 $ 39,684
Due after one year through five years 10,874 110,959

Due after five years through ten years 614 6,265
Due after ten years 475 4,847
Total ¥15852 $161,755

4. INVENTORIES
Inventories at March 31, 2009 and 2008 consisted of the following:

Millions of Yen ~1housands of

U.S. Dollars
2009 2008 2009

Merchandise ¥ 279 ¥ 255 $ 2,847
Finished products 1,740 2,186 17,755
Semi-finished products 178 82 1,816
Work in process 824 900 8,408
Raw materials and supplies 900 568 9,184
Total ¥3,921 ¥3991 $40,010

5. LEASES
(1) Finance Leases
The Group leases certain machinery, computer equipment
and other assets.
Annual maturities of obligations under finance leases
as of March 31, 2009 were as follows:

Millions of Yen Thousands of

Year Ending March 31 U.S. Dollars
2010 ¥ 189 $ 1,929
2011 193 1,970
2012 173 1,765
2013 144 1,469
2014 144 1,469
2015 and thereafter 224 2,286
Total ¥1,067 $10,888
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(2

—

Pro forma information

for the year ended March 31, 2008

Pro forma information for the year ended March 31, 2008
of leased property such as acquisition cost, accumulated
depreciation, obligations under finance leases, deprecia-
tion expense and interest expense of finance leases that
do not transfer ownership of the leased property to the
lessee on an “as if capitalized” basis was as follows:

Millions of Yen

2008
Machinery Construction
and in Other Total

Equipment  Progress
Acquisition cost ¥306 ¥1,013 ¥8 ¥1,327
ACBUIEILE 152 2 154

depreciation

Net leased property  ¥154  ¥1,013 ¥6 ¥1,173

Obligations under finance leases:

Millions of Yen

2008
Due within one year ¥ 184
Due after one year 1,024
Total ¥1,208

Total rental expenses including lease payments under
finance leases for the year ended March 31, 2008 were
¥290 million.

Depreciation expense and interest expense under finance leases:

Millions of Yen

2008
Depreciation expense ¥145
Interest expense 9
Total ¥154

Depreciation expense is computed principally by the
declining-balance method. Interest expense is computed
by the interest method.

Operating Leases
The minimum rental commitments under non-cancelable
operating leases at March 31, 2009 and 2008, were as follows:

Millions of Yen ~1housands of

U.S. Dollars
2009 2008 2009
Due within one year ¥13 ¥16 $133
Due after one year 8 16 81
Total ¥21 ¥32 $214

6. LONG-TERM DEPOSITS

Long-term deposits in banks of ¥1,000 million ($10,204 thou-
sand) were included in other assets of investments and other
assets as of March 31, 2009 and ¥1,500 million as of March
31, 2008. Annual maturity of the deposits was as follows:

Thousands of
U.S. Dollars

$10,204

Millions of Yen

¥1,000

Year Ending March 31
2015

There is a possibility that the Company would not receive
full repayment of deposits if the Company withdraws before
maturity. However the Company has no intention of withdraw-
ing before maturity.

7. LONG-TERM DEBT
Long-term debt at March 31, 2009 and 2008 consisted of
the following:

Millions of Yen ~ housands of

U.S. Dollars
2009 2008 2009
0,
Loan from bank, 1.65%, ¥700 ¥700 $7,143

due to 2010 (unsecured)

Annual maturity of long-term debt as of March 31, 2009 was
as follows:

Thousands of
U.S. Dollars

$7,143

Millions of Yen

¥700

Year Ending March 31
2011

8. RETIREMENT AND PENSION PLANS
The Company and its consolidated domestic subsidiary have
severance payment plans for employees.

Under most circumstances, employees terminating their
employment are entitled to retirement benefits determined
based on the rate of pay at the time of termination, years of
service and certain other factors. Such retirement benefits are
made in the form of a lump-sum severance payment from the
Company and annuity payments from a trustee.

Employees’ retirement benefits for the retirement and pen-
sion fund at March 31, 2009 and 2008, consisted of the following:

Millions of Yen ~1housands of

U.S. Dollars

2009 2008 2009
Projected benefit obligation ¥ 4,575 ¥ 4649 $ 46,684
Fair value of plan assets (4,185) (4,897) (42,704)
Unrecognized prior service cost 657 783 6,704
Unrecognized actuarial gain (1,101) (866) (11,235)
Net (asset) liability ¥ (54) ¥ 169 $ (551)




The components of net periodic benefit costs for the years
ended March 31, 2009 and 2008, are as follows:

Millions of Yen ~ 'housands of

U.S. Dollars

2009 2008 2009
Service cost ¥ 175 ¥ 175 $1,786
Interest cost 93 94 949

Expected return on plan assets (261) (192) (2,663)

Amort_lzctlon of prior (127) (126) (1,296)
service cost

Recognized actuarial loss 56 (7) 571
Net periodic benefit costs ¥ (64) ¥ (56) $ (653)

Assumptions used for the years ended March 31, 2009 and
2008, are set forth as follows:

2009 2008

Discount rate 2.0% 2.0%

Expected rate of return on 5.3% 3.6%
plan assets

Amortization period of prior
service cost

Recognition period of
actuarial gain/loss

10 years 10 years

10 years 10 years

The Company and domestic subsidiary have another pen-
sion plan, which is a defined contributory pension plan. The
amount contributed to the plan, which was charged to in-
come, was ¥52 million ($531 thousand) and ¥50 million for
the years ended March 31, 2009 and 2008, respectively.

Certain foreign subsidiaries have defined contributory retire-
ment plans, which mainly consist of a 401(k) plan in the United
States of America, covering substantially all of their employees.
The amount contributed to the plans, which was charged to in-
come, was ¥34 million ($347 thousand) and ¥40 million for the
years ended March 31, 2009 and 2008, respectively.

9. EQUITY

Since May 1, 2006, Japanese companies have been subject to
the Companies Act of Japan (the “Companies Act”). The sig-
nificant provisions in the Companies Act that affect financial
and accounting matters are summarized below:

a. Dividends
Under the Companies Act, companies can pay dividends
at any time during the fiscal year in addition to the year-
end dividend upon resolution at the shareholders meeting.
For companies that meet certain criteria such as; (1) hav-
ing the Board of Directors, (2) having independent audi-
tors, (3) having the Board of Corporate Auditors, and (4)
the term of service of the directors is prescribed as one
year rather than two years of normal term by its articles
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of incorporation, the Board of Directors may declare divi-
dends (except for dividends in kind) at any time during the
fiscal year if the company has prescribed so in its articles
of incorporation.

Semiannual interim dividends may also be paid once
a year upon resolution by the Board of Directors if the
articles of incorporation of the company so stipulate.
The Companies Act provides certain limitations on the
amounts available for dividends or the purchase of trea-
sury stock. The limitation is defined as the amount avail-
able for distribution to the shareholders, but the amount
of net assets after dividends must be maintained at no
less than ¥3 million.

Increases/Decreases and Transfer of Common Stock,
Reserve and Surplus

The Companies Act requires that an amount equal to 10%
of dividends must be appropriated as a legal reserve (a
component of retained earnings) or as additional paid-in
capital (a component of capital surplus) depending on the
equity account charged upon the payment of such divi-
dends until the total of aggregate amount of legal reserve
and additional paid-in capital equals 25% of the common
stock. Under the Companies Act, the total amount of ad-
ditional paid-in capital and legal reserve may be reversed
without limitation. The Companies Act also provides that
common stock, legal reserve, additional paid-in capital,
other capital surplus and retained earnings can be trans-
ferred among the accounts under certain conditions upon
resolution of the shareholders.

Treasury Stock and Treasury Stock Acquisition Rights
The Companies Act also provides for companies to pur-
chase treasury stock and dispose of such treasury stock
by resolution of the Board of Directors. The amount of
treasury stock purchased cannot exceed the amount
available for distribution to the shareholders which is de-
termined by specific formula. Under the Companies Act,
stock acquisition rights, are presented as a separate com-
ponent of equity. The Companies Act also provides that
companies can purchase both treasury stock acquisition
rights and treasury stock. Such treasury stock acquisition
rights are presented as a separate component of equity
or deducted directly from stock acquisition rights.
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10. INCOME TAXES
The Company and its domestic subsidiary are subject to Jap-
anese national and local taxes based on income which, in the
aggregate, resulted in a normal effective statutory tax rate of
approximately 40% for the years ended March 31, 2009 and
2008. Overseas subsidiaries are subject to income taxes of
the countries in which they operate.

The tax effects of significant temporary differences which
resulted in deferred tax assets and liabilities at March 31,
2009 and 2008 are as follows:

Thousands of
U.S. Dollars

2009 2008 2009

Millions of Yen

Deferred tax assets—current:
Accrued bonuses ¥241 ¥ 232 $2459
Loss on valuation

of inventories Al e
Research and 199 414 2,031
development costs
Other 292 348 2,980
Less valuation allowance (186) (33) (1,898)
Total 747 961 7,623
Deferred tax liabilities—current:
Enterprise tax receivables 25 255
Unrealized gain on
available-for-sale securities g
Other 2 21
Total 27 7 276

Net deferred tax assets—current ¥ 720 ¥ 954 $ 7,347

Deferred tax assets—
non-current:

Tax loss carryforwards ¥354 ¥ 716 $3,612
Foreign tax credit 208 266 2,123
Deferred assets for

tax purposes 207 213 2,112
Investment tax credit 135 179 1,378
Allowance for bad debt 128 144 1,306
Other 163 239 1,663
Less valuation allowance (633) (1,034) (6,459)

Total 562 723 5,735

Deferred tax liabilities—
non-current:

Depreciation 278 358 2,837
Unrealized gain on

available-for-sale securities e
Other 22 224
Total 300 1,123 3,061

Net deferred tax assets

(liabilities)—non-current ¥262 ¥ (400) $2,674

A reconciliation between the normal effective statutory tax
rates and the actual effective tax rates reflected in the ac-
companying consolidated statement of income for the year
ended March 31, 2009 is as follows:

2009
Normal effective statutory tax rate 40.0%
Tax credit (5.3)
Other—net 0.1
Actual effective tax rate 34.8%

No significant difference between the normal effective statu-
tory tax rate and the actual effective tax rate was noted for
the year ended March 31, 2008.

At March 31, 2009, a subsidiary in the United States of
America has tax loss carryforwards of approximately ¥1,466
million ($14,959 thousand), which are available to offset fu-
ture federal income taxes under the Internal Revenue Code,
expiring in 2022, 2023, 2024, 2025, 2026 and 2027. In addition,
at March 31, 2009, the subsidiary has tax loss carryforwards
of approximately ¥723 million ($7,378 thousand), which are
available to offset future state income taxes. The expiration
of the tax loss carryforwards for state tax is 2009 for ¥220
million ($2,245 thousand), 2010 for ¥118 million ($1,204 thou-
sand), 2011 for ¥171 million ($1,745 thousand) and 2012 for
¥214 million ($2,184 thousand).

11. TRANSACTIONS WITH A

SIGNIFICANT CUSTOMER
The Company sells a major portion of its main product, ARTZ,
to a pharmaceutical company in Japan under a sales agent
agreement.

Sales to the customer were ¥13,732 million ($140,122
thousand) and ¥12,990 million for the years ended March 31,
2009 and 2008, respectively.

12. RESEARCH AND DEVELOPMENT COSTS

Research and development costs charged to income were
¥5,965 million ($60,867 thousand) and ¥5,654 million for
the years ended March 31, 2009 and 2008, respectively.

13. SEGMENT INFORMATION
The Group is mainly engaged in one industry segment, which
is the purchasing, manufacturing and selling of pharmaceuti-
cal products and related goods.

Information about geographical segments and sales to
foreign customers of the Group for the years ended March 31,
2009 and 2008, is as follows:



(1) Geographical Segments

ANNUAL REPORT 2009 27

The geographical segments of the Group for the years ended March 31, 2009 and 2008

are summarized as follows:

Millions of Yen

2009
Japan North America Other Eggirr;c;triggs/ Consolidated
Sales to customers ¥24.349 ¥1,710 ¥1,148 ¥27,207
Interarea transfer 89 788 ¥ (906)

Total sales 24,438 2,498 1,177 (906) 27,207
Operating expenses 20,019 2,340 1,090 (972) 22,477
Operating income ¥ 4419 ¥ 158 ¥ 87 ¥ 66 ¥ 4,730
Total assets ¥59,823 ¥2,897 ¥ 601 ¥(5,106) ¥58,215

Millions of Yen
2008
Japan North America Other Eggirr;c;triggsl Consolidated
Sales to customers ¥24,702 ¥1,737 ¥1,191 ¥27,630
Interarea transfer 80 726 ¥ (844)

Total sales 24,782 2,463 1,229 (844) 27,630
Operating expenses 18,417 2,847 1,123 (1,434) 20,953
Operating income (loss) ¥ 6,365 ¥ (384) ¥ 106 ¥ 590 ¥ 6,677
Total assets ¥69,764 ¥3,638 ¥ 618  ¥(13,400) ¥60,620

Thousands of U.S. Dollars
2009
Japan North America Other El(i)rgizgt:g{::/ Consolidated
Sales to customers $248,460 $17,449 $11,714 $277,623
Interarea transfer 908 8,041 296 $ (9,245)

Total sales 249,368 25,490 12,010 (9,245) 277,623
Operating expenses 204,276 23,878 11,122 (9,918) 229,358
Operating income $ 45,092 $ 1,612 $ 888 $ 673 $ 48,265
Total assets $610,439 $29,561 $ 6,133 $(52,102) $594,031

Note: As discussed in Note 2.h, effective April 1, 2008, the Company applied the revised ASBJ Statement
No. 13, “Accounting Standard for Lease Transactions.” The effect of this change was to increase
operating income of the Japan region by ¥19 million ($194 thousand) for the year ended March 31,
2009, and to increase total assets of the Japan region by ¥1,114 million ($11,367 thousand) as of

March 31, 2009.

(2) Sales to Foreign Customers
Information regarding sales to foreign customers of the
Group for the years ended March 31, 2009 and 2008, is
as follows:

Millions of Yen ~ 'housands of

14. SUBSEQUENT EVENT

On June 19, 2009, the shareholders of the Company autho-
rized the following appropriations of retained earnings at
March 31, 2009:

Millions of Yen nousands of

U.S. Dollars U.S. Dollars
2009 2008 2009 Appropriations—Cash dividends,
T ¥125 (§0.13) per share ¥110  $7,245
¥ 7,463 ¥ 7,770 $ 76,153
customers (A) Total ¥710 $7,245

Consolidated sales (B)
(A)/(B)

27,207
27.4%

27,630 277,623
28.1% 27.4%
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Seikagaku Corporation:

We have audited the accompanying consolidated balance sheets of Seikagaku Corporation

(the "Company") and consolidated subsidiaries as of March 31, 2009 and 2008, and the related
consolidated statements of income, changes in equity, and cash flows for the years then ended, all
expressed in Japanese yen. These consolidated financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these consolidated
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 consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Seikagaku Corporation and consolidated
subsidiaries as of 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.

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts

and, in our opinion, such translation has been made in conformity with the basis stated in Note 1.
Such U.S. dollar amounts are presented solely for the convenience of readers outside Japan.

Debpitl Tawecke Tphmaloc

June 19, 2009

Member of
Deloitte Touche Tohmatsu
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Investor Information

Company Name Seikagaku Corporation Stock Exchange Listing TOKYO
Head Office Marunouchi Center Building Stock Code 4548
6-1, Marunouchi 1-chome, Chiyoda-ku Paid-in Capital ¥3,840 million
Tokyo 100-0005, Japan
i Authorized Shares 234,000,000
Establishment June 2, 1947

Number of Employees 609 (consolidated basis)

Laboratories and Plants

Central Research Laboratories
(Tokyo)

The hub of drug development research
for Seikagaku, emphasizing research
creativity.

Takahagi Plant
(Ibaraki Prefecture)

Production facility for ARTZ®,

ARTZ Dispo”®, OPEGAN®, OPEGAN Hi"®
and MucoUp”. The No.4 Production
Building commenced operation in
November 2008.

Kurihama Plant
(Kanagawa Prefecture)

Production facility for pharmaceuti-
cal bulk, such as hyaluronic acid and
chondroitin sulfate.

Group Companies

Seikagaku Biobusiness Corporation
(Tokyo)

A fine chemical company engaging in production and sales of
research reagents and diagnostics, such as endotoxin-detect-
ing reagents and carbohydrate-related reagents, and sales of
bulk products, such as hyaluronic acid and chondroitin sulfate
for pharmaceuticals.

Associates of Cape Cod, Inc.
(Falmouth, Massachusetts)

A leading global supplier of analyte
detection products, including Limu-
lus Amebocyte Lysate (LAL) used
for the detection and quantification
of bacterial endotoxins.

Authorized Outstanding Shares 58,584,093

Closing Date of Accounts March 31

General Shareholders’ Meeting June

Dividends
March 31: Date for confirming the shareholders receiving
year-end dividends

September 30: Date for confirming the shareholders
receiving interim dividends

Independent Auditors
Deloitte Touche Tohmatsu

Major Shareholders
Number of Percentage of
Shares Held Total Issued

(Thousand) Shares
Shingyo KK 7,843 13.38
KK Kaiseisha 7,793 13.30
State Street Bank and Trust Company 4,438 7.57
The Master Trust Bank of Japan, Ltd.
(Mitsubishi Chemical Corporation retirement 3,105 5.30
benefit account in trust)
Trust & Custody Services Bank, Ltd.
(Mizuho Bank, Ltd. retirement benefit
account in trust re-entrusted 1,973 3.36
by Mizuho Trust & Banking Co., Ltd.)
Japan Trustee Services Bank, Ltd.
(Trust account 4G) 1,792 3.05
The Bank of Tokyo-Mitsubishi UFJ, Ltd. 1,536 2.62
Soumei Co. 1,248 213
Japan Trustee Services Bank, Ltd.
(Trust account) 1,145 1.95
The Master Trust Bank of Japan, Ltd. 894 152

(Trust account)

Company Quality Management System

A Certification of the Quality Management System of
Seikagaku and the Conformity Assessment Procedure for
the European Compliance was performed by the Euro-
pean Notified Body TUV SUD Product Service GmbH in
Deutschland, as documented in the following certificates:
January 1998: EC Certificate (MDD, AnnexlI-3)

—Updated in January 2008

February 1998: QS Certificate (ISO 9001/ISO 13485)
—Updated in May 2007 (ISO 9001)

—Updated in May 2007 (ISO 13485)

(As of March 31, 2009)
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Kosei Suisan K.K. established in Minato-ku,
Tokyo. Kurihama Plant opens in Kanagawa.

Industrial production of chondroitin sulfate as
a pharmaceutical begins.

Head Office relocated to Chuo-ku, Tokyo.

Name of company changed to K K. Seikagaku
Kenkyusho.

Tokyo Research Institute opens in Shinjuku-ku,
Tokyo.

Development and marketing of research
biochemicals begins.

Name of company changed to Seikagaku
Corporation.

Tokyo Research Institute relocated to
Higashiyamato-shi, Tokyo.

Takahagi Plant opens in Ibaraki.

World’s first endotoxin colorimetry reagent
developed and manufactured.

Marketing begins for hyaluronic acid
formulations ARTZ® and OPEGAN®.

Company shares registered with the Japan
Securities Dealers Association. (Now Jasdaq
Securities Exchange)

Overseas marketing of ARTZ® begins
(Sweden).

New production line for ARTZ Dispo®
completed, and marketing of the product
begins.

Acquisition of Associates of Cape Cod, Inc.
(US.A)

QA certification [ISO 9001/EN46001 (now ISO
13485)] obtained.

Name of Tokyo Research Institute changed to
Central Research Laboratories.

Marketing begins for hyaluronic acid
formulation SUPARTZ® in U.S.A.

Listing moved to the Tokyo Stock Exchange,
Second Section.

Listing moved to the Tokyo Stock Exchange,
First Section.

Head Office relocated to Chiyoda-ku, Tokyo.

Marketing begins for hyaluronic acid medical
device MucoUp®.

Seikagaku Biobusiness Corporation
established.

Seikagaku Corporation

Group Companies

Head Office

Marunouchi Center Building

6-1, Marunouchi 1-chome, Chiyoda-ku

Tokyo 100-0005, Japan

Tel: (81) 3-5220-8950 Fax: (81) 3-5220-8951

URL: http://www.seikagaku.co.jp/english/index.html

Kurihama Plant

3-1, Kurihama 7-chome, Yokosuka-shi
Kanagawa 239-0831, Japan
Tel: (81) 46-835-3311 Fax: (81) 46-834-1918

Takahagi Plant

258-5, Aza-Matsukubo, Oaza-Akahama
Takahagi-shi, Ibaraki 318-0001, Japan
Tel: (81) 293-23-1181 Fax: (81) 293-23-7542

Central Research Laboratories

1253, Tateno 3-chome, Higashiyamato-shi
Tokyo 207-0021, Japan
Tel: (81) 42-563-5811 Fax: (81) 42-563-5848

Seikagaku Biobusiness Corporation

Tosei Building

39, Kanda Higashi Matsushita-cho

Chiyoda-ku, Tokyo 101-0042, Japan

Tel: (81) 3-3256-0051 Fax: (81) 3-3256-1510

URL: http://www.seikagakubb.co.jp/english/index.html

Associates of Cape Cod, Inc.

124 Bernard E. Saint Jean Drive, East Falmouth
MA 02536-4445, US.A.

Tel: (1) 508-540-3444 Fax: (1) 508-540-8680
URL: http://www.acciusa.com
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